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VOLUME OF LENDING OF THE INTERNATIONAL PROJECT
AND EXPORT FINANCE BUSINESS AREA

2010
Volume of lending of the business area’) - by business unit EUR in billions
Shipping 13.4
Aviation and Rail 11.9
Power, Renewables and Water 10.2
Basic Industries 7.0
Transport and Social Infrastructure 7.0
Manufacturing Industries, Retail, Health 5.5
Telecommunications, Media 2.1
Financial Institutions, Trade & Commodity Finance 1.7
Leveraged Finance, Mezzanine, Equity 1.1

') Managed by KFW IPEX-Bank

KFW IPEX-BANK GMBH KEY FIGURES

2010 2009
Balance sheet figures of KW IPEX-Bank GmbH EUR in billions  EUR in billions
Total assets 23.8 25.7
Volume of lending 29.5 31.5
Contingent liabilities 2.1 2.3
Irrevocable loan commitments 5.8 6.8
Assets held in trust 0.0 0.1
Volume of business
(total assets, contingent liabilities, irrevocable loan commitments) 31.7 34.8
Equity 2.6 2.4
Equity ratio (in %) 10.8 9.4
Results EUR in millions EUR in millions
Operating income before risk provisions/valuations 250 321
Risk provisions and valuations -33 -467
Net income/net loss for the year 145 -140

Result of Project and Export Finance business area
(segment report consolidated financial statements of KfW Bankengruppe) 889 1



STRONG PARTNER FOR
GLOBAL COMPETITION

The German industry needs appropriate financings for their specialised business in order to reach their full potential on
the global markets. KfW IPEX-Bank has been a reliable partner for the export industry for nearly 60 years. We accom-
pany our customers through all project phases, provide advice on financing questions and develop tailor-made financing
solutions for complex projects - also in difficult markets. Our international network is viable, our deep sector knowledge
is reliable. Strong projects deserve extraordinary support - across all borders.

KFW IPEX-BANK



Page 15 Environmental and climate protection

Page 10 Export finance

Contents

Foreword by the Management Board
Report of the Board of Supervisory Directors

Qur mission

WE SUPPORT INTERNATIONALISATION
Export finance
Environmental and climate protection

Infrastructure

BUSINESS DEVELOPMENT
Operating activities

Human resources

CORPORATE GOVERNANCE REPORT

ANNUAL REPORT 2010 OF KFW IPEX-BANK GMBH

Management report
Financial statements

Notes

Auditor's report

Imprint | llustrations

Page 18 Infrastructure

10

10

24

24

27

29

34

34

54

58

78

79



/" Annual Report 2010 /" Foreword by the Management Board ,/ 4

DEAR READERS

The year 2010 had its own, unique set of dynamics for our business. On the one hand, it was characterised by the aftermath of the financial crisis. On the
other hand, the economy recovered noticeably, particularly in the second half of the year. Our bank decisively used the opportunities that arose from this
recovery - being a reliable partner for our customers in new business, and achieving excellent financial results for the year. KfW IPEX-Bank focused on its
mission to strengthen the German and European economies for the long term and on its core competencies as a project and export financier. A proactive
risk management policy and a business model focused on sustainability were important foundations in this regard.

Thanks to the tremendous dedication and commitment of our employees, as
well as our many years of experience and knowledge of the market as a
specialist bank, we were able to achieve our mission in 2010 in two respects.
The volume of new commitments totalling EUR 9.3 billion confirms that we
were well prepared for the onset of economic recovery. We actively and

The West Arcade, the Frankfurt headquarters and
face of KAW IPEX-Bank, is one of the most successfully utilised this achievement to support German and European
energy-efficient office buildings in the world.

projects and ventures, while working intensively together with our customers
in close partnership. In addition, for existing commitments that were
experiencing difficulties we developed viable and sustainable solutions, even
though the market environment continued to be challenging. In that way,
we contributed to the ongoing preservation of companies and jobs.

Last year's success is also reflected in our financial performance. The net
profit of KW IPEX-Bank GmbH was EUR 145 million. And the KfW Interna-
tional Project and Export Finance business area, for which we are responsible,
contributed EUR 889 million to the 2010 group profit of KfW, an excellent
result when compared to previous years.




. Annual Report 2010  Foreword by the Management Board /5

These figures are also extraordinary when compared to long-term averages.
They are the result of a series of individual factors, particularly substantially
lower risk provisioning in the reporting year: expenses for risk provisions
were down significantly compared to the previous year because of the stable

risk structure in the loan portfolio.

This successful business results from our focus on the lines of business where
we have many years of experience and comprehensive know-how, namely,
support for the German and European export industries, financing of means
of transport, infrastructure investments, projects related to global environ-
mental and climate protection, and projects that secure the supply of raw
materials. This solid market position as the foundation for future perform-
ance is also the result of the many years of commitment by Heinrich Heims;
his successor as Speaker of the Management Board, Harald D. Zenke was
appointed as of 1 January 2011.

Christian K. Murach Michael Ebert Christiane Laibach Markus Scheer
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CLOSE AND CONSTRUCTIVE COOPERATION

The 2010 financial year was characterised by close cooperation with the Management Board. It consistently informed the Board of Supervisory Directors

about all significant developments of KfW IPEX-Bank GmbH from its perspective in a timely and comprehensive manner.

We regularly monitored and consulted with the Management Board regarding
its management of the company. We were involved in decisions of major
importance for the company and granted our approval to the respective
business transactions, when required, after comprehensive consultation and

review.

In the 2010 financial year, a total of four regular and two extraordinary
meetings of the Board of Supervisory Directors were held. At the beginning
of every regular meeting, the Management Board reported on the ongoing
performance of the business, current issues and plans for new business,
before presenting the corresponding risk and performance reports and the

quarterly financial results.

In the first meeting on 19 March 2010, we reviewed the annual financial
statements for the previous financial year and approved the report of the
Board of Supervisory Directors. We also considered in depth the areas of
business that KfW IPEX-Bank GmbH would focus on and its resulting business
plan for the years 2010 to 2012. In addition, we agreed, using an anticipatory
resolution, to borrowings on a case by case basis by KfW IPEX-Bank GmbH
from certain promotional institutions of the federal states, and were consul-
ted regarding the remuneration for the Management Board for the previous
year and the objectives for the Management Board for the current financial
year. Furthermore, we received a report on the status for the implementation
of the Public Corporate Governance Code (PCGC) of the Federal Government,
and we approved the decision to reduce the investment of KfW IPEX-Bank
GmbH in aucip. automotive cluster investment platform GmbH & Co. KG.
Finally, we acknowledged the reports of the Loan and Audit Committees.

In the meeting of 18 June 2010, we discussed the risk situation of the bank,
with particular attention directed towards the subsequent activities that
resulted from our business area focus. In addition, we discussed several
special subjects and acknowledged the reports from the Loan and Audit
Committees, as well as the report from the securities compliance officer.

Furthermore, we were informed about the changes to the rules and requla-
tions of KfW IPEX-Bank GmbH resulting from the implementation of the
PCGC, and we pledged to respect the code. In this context, we decided to
change the rules of procedure for the Board of Supervisory Directors and,
following consultations, approved the changes to the rules of procedure for

the Management Board.

In addition to the revenue and risk situation, the meeting on 17 September
2010 focused on business performance, the impact of Basel Il on KfW [PEX-Bank
GmbH and, in particular, the current status of the strategy implementation
and its consequences. Additionally, the project — Management of the Export
and Project Finance (E&P) Business area of KfW — with the associated trans-
fer of controling, accounting and reporting functions, risk methods and
instruments into KfW, was introduced to us and discussed in great detail.
Following a clarification regarding the questionnaires concerning the
efficiency review of the Board of Supervisory Directors pursuant to the PCGC,
we acknowledged the reports from the Audit and Loan Committees and the

report regarding the extraordinary meeting of the Executive Committee.

Following a discussion of the business performance, revenue, and risk
situation of the bank, the requirements of Basel Ill were discussed again in
the meeting on 3 December 2010. In addition, the remuneration scheme for
KfW IPEX-Bank GmbH was introduced. The meeting was dominated by a
discussion about the 2011 group business area planning, and the contents
and consequences of the project Management of the E&P Business area.
Reports from the Audit and Loan Committees were discussed, and we also
made decisions regarding the funding volume of KfW IPEX-Bank GmbH in
the 2011 financial year. Furthermore, the agreement regarding targets for
the Management Board was discussed, and we were informed that the
results from the questionnaires regarding the efficiency review of the Board

of Supervisory Directors were being evaluated.



/ Annual Report 2010 / Report of the Board of Supervisory Directors /7

In addition to its regular meetings, the Board of Supervisory Directors
conducted two extraordinary meetings in the last financial year. In the extra-
aordinary meeting on 12 August 2010, consultations were held regarding
the departure of Mr Heinrich Heims as member and Speaker of the Manage-
ment Board of KfW IPEX-Bank GmbH together with associated contractual
issues. On 27 October 2010, the Board of Supervisory Directors consulted
on the appointment of Mr Harald D. Zenke as member and Speaker of
the Management Board of KfW IPEX-Bank GmbH together with associated
contractual issues.

There were also various personnel changes in the Board of Supervisory
Directors during the reporting year: due to the reduction in its size that
occurred at the start of the year, the Board of Supervisory Directors now
consists of six members. State Secretary Werner Gatzer stepped down from
his position on the Board of Supervisory Directors as of 31 January 2010.
State Secretary Dr Bernhard Beus was named as his successor; he assumed
this mandate effective 4 March 2010. Furthermore, new appointments and
a reorganisation of the committees occurred because of the reduction in the

size of the board.

The Executive Committee, the Loan Committee and the Audit Committee
fulfilled their designated tasks during the financial year according to the
rules and regulations of KfW IPEX-Bank GmbH. The Board of Supervisory

Directors was regularly informed regarding the work of these committees.

There was only one conflict of interest situation in the voting process of the
Board of Supervisory Directors and its committees during the financial year.
In this case, the member involved did not participate in the vote in the Loan
Committee regarding an intercompany loan.

The Audit Committee discussed the results of the annual audit in its meeting
on 23 March 2011 and agreed them; thereafter, it recommended that the
Board of Supervisory Directors approve the annual financial statements and
the management report. The discussion centered on the KPMG AG audit
report (partial audit report II) covering the audit of the annual financial state-
ments as of 31 December 2010 that were provided by the Management Board
on 8 February 2011, and the management report for the financial year 2010.

KPMG issued an unqualified audit opinion on 4 March 2011.

After the final review by the Board of Supervisory Directors, we approved the
result of the audit, the annual financial statements and the management
report in our first regular meeting on 23 March 2011. We have presented the

annual financial statements to the general shareholders' meeting for approval.

The Board of Supervisory Directors endorses the recommendation of the
Management Board to allocate the unappropriated surplus for the year
totalling EUR 4.1 million to revenue reserves.

We would like to thank the Management Board and all employees for their

commitment and hard work during the 2010 financial year.

Frankfurt am Main, 23 March 2011
For the Board of Supervisory Directors

W

Dr Norbert KI
Chairman

penburg
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FURTHER EXPANSION OF THE MARKET POSITION
OF KFW IPEX-BANK AS A LEADING PROJECT AND

EXPORT FINANCIER

In parallel with the economic recovery, we are seeing increasing competition and pressure on margins in our lending business. We are addressing this
through a clear focus on our strengths: we support the domestic export economy in maintaining and expanding its global market share; we finance
means of transport, infrastructure initiatives and projects related to global environmental and climate protection, and we secure the supply of raw materials

for Germany. We will strengthen and further expand our market position in these areas as a leading specialist financier.

The Management Board of KfW IPEX-Bank

/ Christian K. Murach

/ Christiane Laibach

/ Markus Scheer
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For us, the focus on our core competencies primarily means the further
development of our customer orientation: this means providing comprehen-
sive consulting services regarding financing questions, accompanying our
customers as partners in global competition, and the development of special
financing solutions for complex projects in difficult markets. Our range of

products is consistently geared towards the needs of the market.

We make an important contribution to the global commercial success of our
customers as a specialist with structuring know-how and proven market and
industry knowledge. Because of our regional presence in the most important
foreign markets of the German and European export industries, and our
proximity to the international network of KfW, we can support our customers
worldwide as a reliable advisory partner for even the most demanding
financing needs — from the conception phase of a project through the
repayment of external financing.

A decisive factor in the expansion of our market position in international
project and export financing is, and will remain in the future, the commit-
ment and significant technical expertise of our employees. They are our
biggest asset; their value, dedication and job satisfaction must be sustained.
Work life balance is a high priority for us. For that reason, we are particularly
proud that in 2010 we were once again named as a family friendly company
by an independent entity, the Hertie Foundation.

/" Michael Ebert

"Our mission is to accompany our customers — including German
mid-sized companies — on their journey towards internationalisation.
Our strength is our ability to understand the technology oriented
entrepreneur of the domestic export economy better than our
competitors, thanks to our deep understanding of the industry.”

Harald D. Zenke, Speaker of the Management Board of KfW IPEX-Bank

/Hara/d D. Zenke (since 1 January 2011)






A RELIABLE PARTNER AND MOTOR OF THE
EXPORT ECONOMY

As an international specialist financier, KW IPEX-Bank focuses on its mission to strengthen
the export economy for the long term. European and especially Germany companies
are global leaders in many technologies - for example in energy production. The construction
of the gas and steam power plants Sohar Il and Barka Ill in Oman is a milestone in the long
term development of the power sector in this region. With the financing of this project,
KfW IPEX-Bank fulfils its mission in two ways: it supports the export economy while also
contributing to global climate protection.

Two powerful gas turbines from Siemens AG
are at the heart of the construction of the
new gas and steam power plants Sohar Il

and Barka Ill in Oman.
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EXPANSION OF OUR INTERNATIONAL MARKET POSITION

For almost sixty years, KFW IPEX-Bank has supported German and European companies in exporting successfully. We specialise in international project and

export finance, not just for large companies and their customers, but above all for SMEs (mid-sized companies) as an important pillar of our economic

system. The focus of our work is financing to support the export economy, the realisation of environmental and climate protection projects, the financing

of means of transport, infrastructure projects and securing the supply of raw materials for industry.

As the original export bank, KfW IPEX-Bank
combines the strengths of a successful bank

with the values of a promotional institution.

Preservation of jobs and
economic growth

With a 209% share of worldwide imports and
exports, the European Union is the world's largest
trading power. The products and services of
German and European companies are in demand
more than ever. Experts forecast that the total volume
of German exports will exceed the one trillion euro
threshold for the first time in 2011. Aimost half of
our domestic economic output is dependent upon
exports. Foreign trade not only safeguards existing
jobs, it also creates additional growth and fosters
innovation. However, the opportunities presented
by international cooperation can only be fully
utilised if export companies have reliable sources of
financing in addition to free trade and access to
target markets. In that way, they can focus on their
core competencies and leave the supply of liquidity
and risk taking to an experienced bank.

“In order for the export economy to develop

its full potential, companies need more

than just open markets, they also need

the right financing. We offer this finan-

cing using our combination of regional

contacts in the export markets of

Germany's economy, our structuring

competency and our in-depth

know-how of the industry.”

Harald D. Zenke

Many years of experience and
industry expertise

As a reliable partner and motor of the export econ-
omy, KfW IPEX-Bank has supported companies
since the early 1950s in safeguarding their current
market positions and developing new markets
throughout the world. As a credit institution with
global operations and a long-term approach to
business, we develop and implement the right
financing solutions together with our customers.
We offer a wide range of products, from classic
tied export loans to complex structured financing
transactions in local currencies. In that way, our
customers benefit from our comprehensive industry
expertise and from our many years of experience
in the field of export financing, the financing of
environmental and climate protection projects,
as well as means of transport and infrastructure
projects. Another priority of our services is to
secure the supply of raw materials for our industry.



Presence and expertise in strategic industries

Basic industries

Manufacturing industries

Energy and environment

Commerce, health and

telecommunications

To strengthen its market position as a leading project and
export financier, KfW IPEX-Bank focuses on its competencies
in the key industries of the domestic economy.

The financing of export businesses also
contributes to improvements in the quality

of life in the recipient countries.
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Rail

Aviation

Shipping

Transportation and public

The promotion of the export industry is a part of
our legal mandate to strengthen the German and
European economies for the long term in light of the
ongoing process of globalisation. KfW IPEX-Bank
has the task of fulfilling this mandate as part of its
responsibility for the Export and Project Finance
business segment within KfW Bankengruppe.
As a legally independent subsidiary, it combines
the strengths of a successful commercial bank

with the values of a promotional institution.

Individualised credit solutions, also
for the SME sector

A special focus of our activity is the SME sector
as an essential pillar of our economy. Small and
medium sized enterprises (SMEs) generate approxi-
mately 10 per cent of their revenues abroad — and
this percentage is rising. They account for approxi-

infrastructure (PPP)

mately one fifth of all export sales, totalling ap-
proximately EUR 200 billion annually. About 90
per cent of all companies that began exporting for
the first time in recent years can be considered an
SME. We provide larger SMEs with individualised
credit solutions that are tailored to their own indi-
vidual needs and special requirements. We can also
provide financing for smaller export businesses
as part of our partnership with Northstar Europe,
a subsidiary of Canadian Northstar Trade Finance,

which has been in place since November 2009.

An example of this type of export support for an
SME is Wietmarscher Ambulanz- und Sonderfahr-
zeug GmbH (WAS). This SME is delivering more
than 150 VW commercial vehicles that have been
converted into ambulances and mobile clinics to
the Republic of Ghana. As the European market
leader for ambulance conversions, WAS is one of
the genuine "hidden champions"
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Following their conversion, the vehicles will be ~ Ghana can only access medical services under
delivered to the Ghanaian Ministry of Health from  difficult circumstances. This financing totalling

the summer of 2011 onwards and used thereafter ~ more than EUR 10 million with a six year maturity . .
“The export financing of KfW [PEX-Bank

by its National Ambulance Service. They are ur-  will contribute to improving the quality of life in - )
was the precondition that enabled us first

gently needed there to provide medical services,  this heavily overdeveloped country. .
) ) ) to accept this large order from the
particularly for the rural population, since the . .
o o ) Republic of Ghana for the construction of
majority of the population in the provinces of .

the ambulances. Thereafter, its strong

network in West Africa also helped us
tremendously with the implementation
and fulfilment of the business."

Peter Kuhn, Managing Director of

Wietmarscher Ambulanz- und
Sonderfahrzeug GmbH

THE FUTURE FIRMLY IN SIGHT

In order to continue to develop its market position as one of the leading project and export financiers, KfW IPEX-Bank
refined its profile further in 2010. It will focus its market position as a specialist financier for the German and European
economies on those segments of the market where its special strengths lie: the support of the German and European
export industry, the financing of infrastructure projects and means of transport, global environmental and climate protection
projects, and the securing of raw materials supplies.

In this way, KfW IPEX-Bank also simultaneously fulfils its goal of being a reliable partner worldwide to assist its customers
with demanding financing needs. As part of this business area focus, we want to expand our presence in strategic markets
even further in order to continue fulfilling our role in the future as the motor of the export economy.

EXPERIENCE AND KNOWLEDGE MEAN RESPONSIBILITY

In March 2010, the Federal Minister of Economics, Rainer Briiderle, introduced his foreign trade offensive. Its declared goal
is that companies should be able to make the best use possible of their opportunities in international competition. One
aspect of this initiative should be cooperation with the export industry to further develop the export finance guarantee as
a successful foreign trade instrument, and to strengthen its focus towards meeting the needs of SMEs.

Based upon its many years of experience with export financing, KfW IPEX-Bank is a sought after partner and adviser on
this subject. For example, experts from the bank participate in the Interministerial Committee on Export Credit Guarantees
and Export Guarantees. Furthermore, it provides delegates to the European Union and the OECD.

On behalf of the Federal Government and KfW, KfW IPEX-Bank carries out the ERP export financing programme. ERP
stands for "European Recovery Programme” and has its roots in the Marshall Plan. Under the administration of the Federal
Ministry for Economics and Technology, the ERP export financing programme is used today to promote the economy in
Germany and for German development aid, as the programme can be used to grant loans to finance exports to industrial-
ising and developing countries. Furthermore, we offer financing solutions for smaller export projects in cooperation
with Northstar Europe. Using a simplified application process, Northstar provides financing volumes totalling between
EUR 500,000 to EUR 5 million, which are particularly needed by SME exporters.



XPORT FINANCE
ENVIRONMENTAL AND CLIMATE PROTECTION
INFRASTRUCTURE

ENVIRONMENTAL AND CLIMATE
PROTECTION IN FOCUS

KfW IPEX-Bank uses its financing know-how and solid market and

industry expertise to make an important contribution to global
environmental and climate protection. For example, with GBP
40 million to finance the construction of the thermal waste treat-
ment facility "Runcorn " in England. This innovative CHP Combined
Heat and Power Plant processes up to 375,000 tonnes of household
waste per year to generate electricity and district heat. The custom-
ised project financing of KfW IPEX-Bank contributes to reducing
CO, emissions and tapping alternative energy sources.

Household waste transformed into
electricity and district heat. The CHP
Combined Heat and Power Plant
“Runcorn 11" in Cheshire, England,
will be one of the largest and most

efficient plants of its kind in Europe.
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RESPONSIBILITY FOR ENVIRONMENTAL
AND CLIMATE PROTECTION

Environmental and climate protection is a major global challenge. With its financings in the areas of renewable energies and climate protection as well as

water supply, waste water management and waste management, KfW IPEX-Bank makes an important contribution to achieving national, European and

global environmental and climate protection goals. Its business approach is characterised by a sustainable and long-term focus.

Climate protection measures contribute
measurably to reducing CO, emissions. In this
regard we act as an experienced and reliable
partner who commits the necessary financial

solutions for climate friendly investments.

Comprehensive financing competence combined
with years of experience and know-how in the
areas of renewable energies and climate
protection as well as water supply, waste water

management and waste management.

Innovative technologies reduce
impacts

KfW IPEX-Bank's activities in the area of environ-
mental and climate protection extends far beyond
financing projects for generating renewable
energy from wind power or photovoltaics. This is
exemplified by the construction in 2010 of a ther-
mal waste treatment facility "Runcorn II" for GBP
40 million in Cheshire, England. The borrowers are
the waste management company Viridor and its
parent company Pennon Group, one of the leading
British corporations in the area of waste manage-
ment, recycling, renewable energies as well as
water supply and sanitation.

Here KfW IPEX-Bank as specialised financier is
supporting not only the necessary modernisation
of Great Britain's waste disposal infrastructure,
but also contributes to reducing CO, emissions
and tapping alternative energy sources. The con-
struction of the modern CHP Combined Heat and
Power Plant "Runcorn II" contributes to achieving
European and global environmental and climate
protection goals - in this case to fulfilling the

requirements of the EU Directive 1999/31/EG from
26 April 1999 concerning waste disposal in land-
fills. The intention of this European Union directive
is to significantly reduce and, if possible, avoid the
health hazards and harmful effects to the soil, the
groundwater and the air.

"The construction of our highly-efficient CHP
Combined Heat and Power Plant in Runcorn
cofinanced with a loan from KfW IPEX-Bank is
an important step in the modernisation of
the waste disposal infrastructure in greater
Manchester. Together with the Runcorn | plant
constructed in the first building phase, the
completed facility will supply 70 megawatts
of electricity and 51 megawatts of district
heat per year."

Colin Drummond, Chief Executive,
Viridor Limited

The innovations in waste management since 1990
in Germany alone have reduced CO, emissions
corresponding to the amount emitted by 7.7 million

“European and in particular German
companies are global leaders in

technologies for efficient generation

of energy. By helping spread this

know-how beyond Europe as well, we

are fulfiling our mission in two ways:

We support the export industry and

at the same time contribute to global

climate protection.”

Markus Scheer
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automobiles, which is equal to 20 per cent of the
registered cars in Germany.

Competent support based on years
of experience

Active environmental and climate protection is
essential for the continuing existence of mankind.
The sustainability and future viability of our way
of life can be promoted and secured through the
development and use of innovative technologies.
As environmental impacts do not stop at national
borders, the export industry attains an important
role in this regard: German industries already

make up an impressive 16 per cent share of the
world market for environmental technologies and
services. The environmental sector thereby secures
economic growth and domestic employment of
almost two million people. The greatest compe-
tencies are primarily in environmentally-friendly
energy generation and waste separation and
processing, the technological application of which
is dependent on extensive financings. Estimates
of the financing needed to implement the climate
protection goals in Germany by 2020 amount to
about EUR 400 billion.

KfW IPEX-Bank has many years of experience in
financing innovative environmental and climate

change technologies. This includes comprehensive
know-how in the areas of renewable energies,
climate protection as well as water and sanitation.
It is precisely this combination that gives us the
ability to support and advise our customers as a
reliable and competent partner from the initial
idea to the practical implementation of technol-
ogies. In this context we also feel a special respon-
sibility to trigger a broad-based economic and
societal transformation - nationally, in Europe and
on the global level. In this area, KfFW IPEX-Bank
fulfils KfW's legal mandate and supports the
declared objectives of the Federal Government.
Our business approach, with its sustainable and
long-term focus, further aids this process.

ORIENTATION ON THE SUSTAINABILITY GUIDELINES

As a specialised credit institution for project and export finance we are well aware of our particular
social responsibility. We assess all projects financed by KfW IPEX-Bank regarding their environ-
mental and social impact in accordance with the sustainability guidelines of KfW Bankengruppe.
These are based on the Environmental Protection Guidelines, which have now existed for ten
years and have been adapted several times to the current developments in corporate social
responsibility.

Due to its international orientation and the resulting global ecologic, social and economic respon-
sibility, KFW IPEX-Bank became a signatory to the Equator Principles Financial Institutions (EPFI)
in 2008. The so-called "Equator Banks", which currently number 70, are in constant dialogue with
one another regarding the further development of the standards they represent. KfW IPEX-Bank
actively participates in this dialogue, and their own environmental and social guidelines in part
even go beyond the required standards of the Equator Banks.

In addition, KfW Bankengruppe and thereby KfW IPEX-Bank has been a supporting member of
the Extractive Industries Transparency Initiative (EITI) since 2010. EITl is a voluntary association of
stakeholders comprising governments, private sector companies and civil society, aimed at ensuring
the accountable payment of revenues from raw materials extraction into the national budgets of
the respective resource-rich developing countries and their use for sustainable development.

Aside from these aspects, sustainability is also reflected in corporate environmental protection at
KfW IPEX-Bank: Our Frankfurt headquarters, the new "West Arcade”, is among the "greenest”

office buildings in the world due to its low energy consumption.



INFRASTRUCTURE




LEADERS IN THE FINANCING OF
INFRASTRUCTURE PROJECTS

Based upon its many years of experience, KfW IPEX-Bank, as one of the leading ship
financiers, can develop and offer tailored financing. One example of this capability is the
construction of two ferries for the German-Danish shipping company Scandlines, which is
very important not only because it utilises the shipyard capacities in Mecklenburg-Vorpom-
mern, but also because it promotes the development of new technologies.

KfW IPEX-Bank financed the
state-of-the-art RoPax “made
in Germany" ferries, which carry
up to 1,500 passengers and 90
trucks or 460 cars per trip on
their traditional route between
Rostock and Gedser (Denmark).
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SECURING THE FUTURE THROUGH
INFRASTRUCTURE FINANCING

With the financing of infrastructure projects, KfW IPEX-Bank is active in a promising line of business. Based upon its many years of experience in the

shipping and aviation industries, in public infrastructure and logistics, as well as ports and airports, KfFW IPEX-Bank can develop and offer tailor-made

financing. We also target our engagement as well as our ability to analyse and react quickly to industry-specific developments, particularly towards

markets where access to financing is difficult. In that way, KfW IPEX-Bank also makes an important contribution to preserving jobs.

We support the creation of functioning
infrastructural facilities as one of the most
important foundations of our economic
development in a world characterised by
globalisation and division of labour.

Lifelines of the global economy

Transport systems and infrastructural facilities
connect people, enable trade and put goods into
motion. They move energy, raw materials and
information to where they are needed. A function-
ing infrastructure is one of the most important
foundations of our economic development in a
world characterised by globalisation and division
of labour. At no time in the past have our private
lives and the working world been so dependent
on transport routes, data lines, pipelines, net-
works, and transport systems as they are today.
More than 2.8 million people in Germany are
employed in the transport and logistics industry
alone. That is approximately eight per cent of
total employment in Germany.

KfW IPEX-Bank also takes responsibility for the
future viability of our society with the financing
of infrastructure projects. For example, it parti-
cipates in projects under the Trans-European
Networks (TEN) initiative, the large infrastructure
networks in the transport, energy and telecom-
munications industries, which play a central role
in the economic and social development of the
EU's single market.

Management of risks

The often long and costly planning process,
together with potential uncertainties regarding
the construction and operation of infrastructure

projects, present the operating companies with

“For means of transport, such as ships,

aircraft and locomotives, as well as for

roads, data cables and pipelines, the

same principle applies: we finance the

infrastructure that allows industry to

successfully export its goods and

services."

Christian K. Murach




unique challenges. Based upon our competencies
in the areas of public infrastructure and logistics,
as well as ports and airports, we employ precisely
tailored financing to make project risks predict-
able. Our commitment and our ability to evaluate
and react appropriately to industry specific trends
are targeted specifically towards meeting the
needs of our customers — even in markets where
access to financing is difficult. In that way, our
commitment as a partner with a long term vision
ensures the preservation and expansion of
economic and social infrastructures, the further
development and implementation of means of
transport, the security of raw materials supplies,
and thus the production base of the German and

European economies.

Our aim is to create connections

As one of the leading ship financiers, we are just
as experienced in the role of lead arranger of
international bank consortiums for the construct-
ion of the world's largest cruise ships as we are in
the role of financing ferries that travel between
different countries. For example, KfW IPEX-Bank
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“The contract from the shipping line

Scandlines that was financed by KfW

IPEX-Bank has preserved jobs in Meck-

lenburg-Vorpommern. In addition, we

are developing new technologies that

will enable us to position ourselves even

better in international competition.”

Dr-Ing. Dieter Brammertz, Chairman of
the Management Board of P+S WERFTEN
GmbH

provided financing in 2010 for two state-of-the-art
RoPax ferries that are being built at the Volkswert
shipyard, which is the Stralsund location of
the P+S Werften Gmbh, and will be used on the
historic ferry line between Rostock and the Danish
city of Gedser. The construction of these two
ferries for the German-Danish shipping line
Scandlines is very important not only because it
utilises the capacity of shipyards in Mecklenburg-
Vorpommern. Fulfilling the contract also allows
the shipyard group to develop new technologies,
which it can then apply in international competition.

Furthermore KfW IPEX-Bank is one of the world's
largest specialist financiers for the aviation indus-
try. Here it supports its customers as a reliable
partner on an ongoing basis, regardless of fluctu-
ating business cycles within the industry. One
example of this partnership is our many years of
cooperation with Airbus regarding its financing of
new aircraft deliveries. The customers of this
European manufacturer, which has production
facilities located in Hamburg, Toulouse and other
cities, include airlines and leasing companies from
all over the world.

Our commitment and our ability to evaluate
and react appropriately to industry specific
economic developments are targeted
specifically towards meeting the needs of

our customers.

Strengthening the infrastructure of ports and
airports in shipping and aviation, as well as
public infrastructure, is a core responsibility for
KfW IPEX-Bank.
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Another example of the infrastructure activities  industry. In 2010, Railpool expanded its vehicle
of KfW IPEX-Bank is Railpool GmbH, the joint  pool to 100 locomotives that should be in service

venture established in 2008 with HSH Nordbank. by the middle of 2013. The total investment "“The investment and financing from KfW
Within a short period of time, this lessor of rail  volume is approximately EUR 525 million. IPEX-Bank enabled our company to
vehicles has established itself in the market, and expand its business and to position itself

now makes an important contribution to fulfilling as an innovative service provider in the

the growing need for rail vehicles in Europe that rail traffic industry that can offer its
has resulted from the liberalisation of the railway customers a full range of services including
maintenance and fleet management.”

Dr Walter Breinl, Managing Director
of Railpool GmbH

RELIABLE PARTNER FOR RAW
MATERIALS SUPPLIES

KfW IPEX-Bank makes a vital contribution to securing the supply of raw materials and thus
the viability of the German and European economies. As a centre for industry, and with a high
percentage of mechanised production, Germany is especially dependent upon secure external
sources because of its own limited amount of domestic natural resources. We are almost completely
dependent on imports, especially for metal-containing ore and industrial minerals. Also, energy
sources such as gas, oil and coal must be imported from abroad in great quantities. AlImost
30 million jobs in the European Union are dependent upon industrial raw materials — representing
approximately 14 per cent of total employment.

KfW IPEX-Bank finances projects all over the world to secure the supply of raw materials for
the domestic economy - either by itself or in partnership with KfW Entwicklungsbank or the
Deutsche Investitions- und Entwicklungsgesellschaft (DEG). Our involvement extends over the
entire value chain, from extraction right through to the processing of industrial raw materials.
It is particularly in the cyclical business of raw materials that we are able to benefit from our
long-standing and reliable partnerships and from our in-depth and comprehensive understanding
of the markets and market trends in many countries worldwide.

Examples of projects that we structure include mines, gas and oil fields, and advance financing
for commodity purchases. We provide loans to steel producers and traders, and finance the export
of entire production facilities or the leasing of equipment. In the petroleum industry, we focus on
financing for refineries and facilities for the production of basic chemicals and fertilisers.

Environmental and social considerations play an important role in the development and exploit-
ation of raw materials. As a financing partner for customers in basic industries, we take our
responsibilities seriously and examine all pending financings early on for their compatibility with
environmental protection concerns and the rights of local people. In this regard, our experience
shows that a significant amount of sensitivity is needed, particularly in developing countries.



EUROMONEY

Deals of the Year
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INTERNATIONAL AWARDS FOR
PROJECT FINANCING

The Nord Stream Pipeline is the "European Midstream Gas Infrastructure Project of 2010." Such
was the decision of the renowned magazine Project Finance, which awarded the consortium
established for the planning, construction and eventual operation of the natural gas pipeline
from Russia under the Baltic Sea with the coveted "Deal of the Year" award for the financing of
this project. Nord Stream is an important building block in securing the supply of raw materials
to Europe and Germany. The pipeline will eventually cover about 25 per cent of the additional gas
import requirements of the European Union.

The decision criteria for the award were innovation, risk reduction, cost effectiveness and speed
of financing. EUR 3.9 billion was already raised in the spring of 2010 for the first funding phase
of the project, despite the difficult conditions that existed on the capital markets at that time.

Besides Nord Stream, eight other KfW IPEX-Bank projects received "Deal of the Year" awards,
including the offshore wind park “Thornton Bank" near the Belgian coast. Once the third and
final stage of this project is put into production in 2013, the wind park will be able to supply
electricity to over half a million people, equivalent to approximately 5 per cent of the Belgian
population. At the same time, the previous annual carbon dioxide emissions will be reduced by an
amount equal to the planting of a 90,000 hectare area of forest, corresponding approximately to

the size of the Greater Berlin area.
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BUSINESS DEVELOPMENT

Strengthened market position in
export and project financing

KfW IPEX-Bank is responsible for international
export and project financing within the KfW Ban-
kengruppe. With almost 60 years of experience,
KfW IPEX-Bank is the original export bank and, at
the same time, a modern financial services provider.
In order to adapt its market position to the con-
stantly changing demands of its customers and
the market, KfW IPEX-Bank refined its profile
further in 2010. It will focus its market position as
a specialist financier for the German and Euro-
pean economies on those areas where its special
strengths lie.

The goal of KfW IPEX-Bank is to expand its pres-
ence in strategic markets and, as a motor for the
export economy, to satisfy both the promotional
mandate of KfW and the demands placed on a
commercial bank.

Its focus is the provision of medium and long-
term financing to support the export economy,
the development of economic and public infra-
structures, the provision of environmental and
climate financing, and the security of Germany's

raw materials supplies.

Improved environment for medium
and long-term financing

2010 was characterised by an unexpectedly quick
recovery in the financial markets and in the real
economies of many countries. Asian emerging
markets were the primary global growth drivers.
In Europe, Germany assumed the role as the
region's economic engine.

The increase in export and infrastructure projects
resulting from the global economic recovery
led to a substantial recovery in the demand for

medium and long-term financing, the core
product of KfW IPEX-Bank. However, the supply
situation for financing from national and Euro-
pean commercial banks has not yet completely
returned to normal. The reason for this is prima-
rily the balance sheet adjustments required as
a result of the declining creditworthiness of
loan portfolios in the wake of the financial crisis.
Furthermore, the banks appeared reluctant to
grant new loans in view of the increased capital
requirements required by the Basel lll accord. As
a result, strong competition generally continued
to exist amongst the banks for low risk, well-
secured financing structures.

High new commitment volumes
from increased demand for credit

New commitments in Export and Project Finan-
cing grew slightly in 2010 over the prior year to
EUR 9.3 billion (2009: EUR 8.9 billion). This volume
consists of EUR 8.3 billion of new commitments
from the original lending business and an add-
itional EUR 1.1 billion of bank refinancing from
the Ship-CIRR (Commercial Interest Reference
Rate), a mandatary business for the German
Federal Government.

Last year, despite the economic recovery, larger
investment projects in particular were still subject
to generally harsh scrutiny regarding their profit-
ability and ability to service the loan. For that
reason, support for existing commitments was a
high priority, as in 2009. Based upon its long-term
approach to its business, KFW IPEX-Bank was able,
together with its customers, to develop viable
solutions for problems from critical commitments.
In view of the recovery in the credit cycle that has
been observed since the fourth quarter, the bank
expects that the level of its activities to support the

existing credit portfolio will decline further in 2011.



Positive contribution to results
by all business sectors

As a specialist financier for the German and
European economies, the special strength of KfW
IPEX-Bank is its support for German and Euro-
pean exports — in 2010, approximately two
thirds of our new commitments were attribu-
table to this line of business. Additionally, we
finance means of transport, infrastructure projects,
investments in the area of global environmental
and climate protection, and the security of raw
materials supplies.

All business sectors of KfW IPEX-Bank made
a positive contribution to our results in 2010.
Regarding financing volumes, the business
sectors Transportation and Infrastructure as well
as Energy and Environment made particularly
strong contributions, making up 39 per cent and
21 per cent of the total results respectively.

We support our customers as reliable partners on a worldwide basis.

B countries with
KfW IPEX-Bank offices,
KfW Entwicklungsbank, DEG
B KAW IPEX-Bank branch office
KfW IPEX-Bank representation
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Worldwide presence in
target markets

Export and project financing is part of the promo-
tional mandate of KfW and thus a central element
of the international business of the overall bank-
ing group. We accompany our customers and
their projects on a worldwide basis — whether in
industrial, industrialising, or developing countries.
For this reason, we have developed our own
network of overseas offices in recent years in the
key economic and financial centres of the growth
regions important to the German and European
economies.

KfW IPEX-Bank currently maintains offices in Abu
Dhabi, Bangkok, Istanbul, Johannesburg, Moscow,
Mumbai, New York and Sao Paulo, and has a
branch office in London. In addition, the bank can
draw on expertise from approximately 60 offices
of the KfW Entwicklungsbank and the Deutsche
Investitions- und Entwicklungsgesellschaft (DEG)

in developing and emerging countries. Therefore,
based upon its comprehensive understanding of
regional markets and its structuring expertise
with complex export and investment projects,
KfW IPEX-Bank is also active specifically in mar-
kets where access to financing is often difficult.

In 2010, 31 % (EUR 2.6 billion) of our new com-
mitments were in Germany, 37 % (EUR 3.0 billion)
were in the rest of Europe, and 33% (EUR 2.7
billion), one third in total, outside Europe. Approxi-
mately 24 % of the new commitment volume was
derived from transactions in those markets that
are becoming increasingly important for the
German and European export economies, the
emerging markets, thereby confirming their status
as crisis resistant and economic growth drivers.
As we accompany our customers into these
emerging markets, the share of new commitments
derived from transactions outside of Europe will

grow even further.

KfW Bankengruppe locations outside Germany (KfW IPEX-Bank, KfW Entwicklungsbank and DEG)



Good financial results from KfW IPEX-Bank
GmbH. The KfW International Project and Export
Finance business area made an extraordinarily

strong contribution to overall group earnings.
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Operational success and strong
contribution to the overall group

The year 2010 was characterised by the aftermath
of the financial crisis as well as by the onset of
the economic recovery, particularly in the second
half of the year. With its focus directed towards
its core competencies as a project and export
financier, KW IPEX-Bank was able to decisively
use the opportunities that arose from this recovery.

The success in 2010 is also reflected, therefore, in
the financial results of KfW IPEX-Bank for the
business area in KW for which it is responsible: in
addition to very positive operational success, an
above average contribution to the consolidated
earnings of KfW could be achieved.

New commitments grew compared to the previous
year, and the expense for risk provisions declined
considerably because of the risk structure in the
loan portfolio. We anticipate that the increasing
competition and margin pressure in project and
export financing, phenomena which are emerging in
parallel with the economic recovery, will intensify.

The independently reporting entity KfW IPEX-Bank
GmbH posted an after-tax profit for the financial
year of EUR 145 million. The business area Export
and Project Finannce was able to contribute
EUR 889 million to the group's earnings, an out-
standing contribution when compared to prior
years' results. In summary, these results confirm
the business area as a significant contributor to

the income of the banking group.

Broad diversification of the loan
portfolio

The loan portfolio of KfW IPEX-Bank is well diver-
sified as regards both industry and region, and
covers the most important sectors of the German
economy. The bank benefited from two factors:
first, from careful management of its loan port-
folio based upon industry know-how, and second,
from last year's economic recovery, which is evident
from the substantial reduction of the expense for

risk provisioning.
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ACHIEVING A WORK-LIFE BALANCE

Back in 2001 KfW was certified by the Hertie
Foundation as a family friendly company, one of
the first companies in Germany to earn this rec-
ognition. In 2010, this award was reviewed for the
third time using demanding criteria — for the first
time in a joint project between KfW and KfW
IPEX-Bank. The confirmation of this certification
is proof that both KfW and its subsidiary KfW
IPEX-Bank have succeeded, even in such work
intensive times as the financial and economic
crisis, in meeting the high standards of the Hertie

Foundation.

During the review an employee survey was con-
ducted on work-life balance. Almost half of the
bank's employees participated in the survey,
meaning that it was possible to gain a represen-
tative view of the situation from its results. On the
whole, the results were positive. Even though the
strains of recent years were clearly evident in the
survey's results, they still confirmed that the bank
has an above average family-friendly culture and
attitude compared to other companies. Such
an environment is supported by the leaders of
KfW IPEX-Bank and enjoyed by all staff, even
though it is often more difficult to maintain the
right balance between work and family in times
with heavy workloads such as recently.

KfW IPEX-Bank works in close cooperation with
KfW to support its employees in achieving a work-
life balance. Examples of this support include an
extensive range of child care services, including

our own day nursery and a company kindergarten.

Likewise, KW IPEX-Bank places a high value on
equality between men and women in its human
resources policies. In 2010, KFW IPEX-Bank employ-
ed an almost equal number of men and women,
as in previous years. A particular concern for the
bank is to expand the percentage of women in
management positions and to create the neces-
sary conditions, often closely connected to work-
life balance, to achieve this. One possibility, for
example, is to fill management positions with a
so-called management tandem, in which two
female employees, or also male employees, share

one management position.

ar

Zertifikat seit 2004
audit berufundfamilie®



Equality between men and women, as well as
the achievement of a work-life balance, are
high priorities for the human resource policies
of KfW IPEX-Bank.
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Expansion of the graduate
trainee programme

Ensuring a well organised start and training for
our young employees is very important to us.
Therefore, at the end of 2010 we once again
substantially increased the number of trainee
positions. In that way, we hope to offer graduates
of business related studies the possibility of a
targeted on and off-the-job training, in which
they learn the various tasks, projects, and loan
processes of the bank.

Fairness for students and graduates
Furthermore, KfW IPEX-Bank has joined the
"Fair Company" initiative of the Junge Karriere
magazine from Handelsblatt, the trade journal.

We make sure that university graduates and

interns are treated fairly.

Key personnel figures

# Employees

Close, constructive cooperation

Human resources work can only be successful
when management works in close, constructive
cooperation with the employees at all levels and
in all areas. The works council of KfW IPEX-Bank
makes an essential contribution towards this goal.
We would therefore like to take this opportunity
to thank the members of the works council and
the representatives of our disabled employees.
We would also like to offer our thanks to all of
our employees, whose great commitment and
engagement have contributed to the success of
our bank.

(excluding trainees, excluding Managing Directors) 526

Part-time employees

Average age

Percentage of male employees

y 4
y 4

# Percentage of female employees
y 4

# Women in management positions
y 4

Percentage of severely disabled employees

approx. 119%
39.0 years
469%

549

approx. 20 %
1.1%
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CORPORATE GOVERNANCE REPORT

As a member of KfW Bankengruppe, KfW IPEX-Bank
GmbH has committed itself to making responsible
and transparent actions understandable. Both the
Management Board and the Board of Supervisory
Directors of KfW IPEX-Bank GmbH recognize the
principles of the Public Corporate Governance
Code of the Federal Government (PCGC) for KfW
IPEX-Bank GmbH. Therefore, beginning with the
2010 financial year, a declaration of compliance is
provided regarding the bank's compliance with
the recommendations of the PCGC. Any potential
deviations are disclosed and explained.

KfW IPEX-Bank GmbH has operated since 1 January
2008 as a legally independent, 100% owned
subsidiary of KfW Bankengruppe. Its rules and
reqgulations (articles of incorporation, rules of
procedure for the Board of Supervisory Directors
and the rules of procedure for the Management
Board) contain the principles of the system of
management and control by the governing bodies.

To implement the PCGC, KfW IPEX-Bank GmbH
amended its rules and regulations during the
summer of 2010, and included the recommenda-
tions and suggestions of the PCGC into its articles
of incorporation, rules of procedure for the Board
of Supervisory Directors and rules of procedure
for the Management Board. The amended rules

and regulations became effective on 13 July 2010.

Declaration of compliance

The Management Board and the Board of Super-
visory Directors of KfW IPEX-Bank GmbH hereby
declare: "The recommendations of the Public Cor-
porate Governance Code of the Federal Republic, as
adopted by the Federal Government on 1 July 2009,
were fulfilled with the exception of the following

recommendations.”

D&O insurance deductible:
The existing D&O insurance contract between KfW
and the insurance company is a group insurance

policy which provides insurance cover to the

members of the Management Board and the
Board of Supervisory Directors of KfW IPEX-Bank
GmbH. The existing D&O insurance contract does
not include a deductible; this is contrary to clause
3.3.2 of the PCGC. The future form of the insur-

ance is currently under consideration.

Delegation to committees:

The committees of the Board of Supervisory Direct-
ors of KfW IPEX-Bank GmbH, with the exception of
the Loan Committee, provide only preparatory
work for the Board of Supervisory Directors. The
Loan Committee makes final credit decisions regard-
ing loans that exceed certain predefined limits; this
is contrary to clause 5.1.8 of the PCGC. This proced-
ure is necessary for practical and efficiency rea-
sons. The delegation of credit decisions to a loan
committee is usual practice at banks. It is used to
accelerate the decision-making process and to con-
solidate technical expertise within the committee.

Cooperation between the
Management Board and the Board
of Supervisory Directors

The Board of Supervisory Directors and the Man-
agement Board work closely together for the
benefit of KfFW IPEX-Bank GmbH. The Manage-
ment Board, particularly its Speaker, maintains
regular contact with the Chairman of the Board
of Supervisory Directors. The Management Board
discusses important matters concerning the man-
agement of the bank and the bank's strategy with
the Board of Supervisory Directors. With regard to
issues of major significance, the Chairman of the
Board of Supervisory Directors informs the Board
of Supervisory Directors and, if necessary, convenes
an extraordinary meeting.

During the reporting year, the Management Board
informed the Board of Supervisory Directors about
all relevant matters regarding KfW IPEX-Bank
GmbH, particularly any questions concerning the
bank's net assets, financial position and results of

operations, risk assessment, risk management and

risk control. In addition, they discussed the overall
business development and strategic direction of
the bank.

Management Board

The members of the Management Board manage
the activities of KfW IPEX-Bank GmbH with the
appropriate due care and diligence of a prudent
businessperson pursuant to the laws, articles
of incorporation, procedural rules for the Man-
agement Board, as well as the decisions of the
shareholders' general meeting and the Board
of Supervisory Directors.

During the reporting year, the members of the
Management Board of KfW IPEX-Bank GmbH
in 2010 had the following core responsibilities:

# Mr Heinrich Heims (until 12 August 2010):
Speaker of the Management Board and
Director of Products & Corporate Affairs

# Mr Michael Ebert:
Director of Finance & IT/Organisation and
acting Director of Internal Auditing since
13 August 2010

# Ms Christiane Laibach:
Director of Risk Management

# Mr Christian K. Murach:

Director of Transportation Sectors & Treasury
and acting Director of Coprporate Affairs
since 13 August 2010

# Mr Markus Scheer:

Director of Industry Sectors and acting Director
of Products since 13 August 2010.

The members of the Management Board are ob-
liged to act in the best interests of KW IPEX-Bank
GmbH, may not consider private interests in their
decisions, and are subject to a comprehensive
non-competition clause during their employment
with KfW IPEX-Bank GmbH. The members of the
Management Board must immediately disclose
any conflicts of interest to the shareholder. No

such situation occurred during the reporting year.



Board of Supervisory Directors

KfW IPEX-Bank GmbH has a voluntary Board of
Supervisory Directors. The Board of Supervisory
Directors advises and monitors the Management
Board in the management of the bank.

In accordance with the articles of incorporation
of KfW IPEX-Bank GmbH, the Board of Supervisory
Directors consists of six members: two represen-
tatives from KfW, two representatives from the
Federal Government — one each from the Federal
Ministry of Finance and the Federal Ministry of
Economics and Technology — and two represen-
tatives from industry. The Chairman of the Board
of Supervisory Directors, Dr Norbert Kloppenburg,
is a representative of KfW. There were no women
on the Board of Supervisory Directors during the
reporting year.

Anyone with five or more corporate mandates
from companies under the supervision of the
German Federal Financial Supervisory Authority
(Bundesanstalt fir Finanzdienstleistungsaufsicht
or "BaFin") may not serve as a member of the
Board of Supervisory Directors. The members
proposed by the Federal Government should not
exercise more than three mandates in governing
bodies. Furthermore, no member of the Board of
Supervisory Directors may serve in a consulting
or supervisory role for any significant competitor
of the company. The members of the Board of
Supervisory Directors complied with these recom-
mendations during the reporting period. Conflicts
of interest should be disclosed to the Board of
Supervisory Directors. Such a case occurred regard-
ing the approval for an intercompany loan to a
board member and was resolved by abstention in
voting by the relevant member. No further such

case occurred during the reporting period.

No member of the Board of Supervisory Directors
participated in less than half of the board meet-

ings during the reporting year.

Committees of the Board of

Supervisory Directors

The Board of Supervisory Directors has established
three committees to fulfill its consulting and moni-

toring responsibilities in a more efficient manner.
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The Executive Committee is responsible for
all personnel related activities and the bank's
management policies, as well as — in so far as
necessary — preparation for the meetings of the
Board of Supervisory Directors.

The Loan Committee is responsible for all credit
related issues.

The Audit Committee is responsible for questions
regarding accounting and risk management of the
bank, as well as the preparatory work for the
issuance of the audit mandate and the establish-
ment of audit priorities as part of the annual audit
of the bank’s financial statements. It discusses the
quarterly financial reports and the annual financial
statements in preparation for the meetings of the
full Board.

The chairs of the committees report to the Board
of Supervisory Directors on a regular basis. The
Board of Supervisory Directors has the right to
change or rescind the competencies delegated to
the committees at any time.

The Board of Supervisory Directors provides infor-
mation about the work of the Board and its com-
mittees during the reporting year in its annual
report. An overview of the members of the Board
of Supervisory Directors and its committees is
available on the website of KFW IPEX-Bank GmbH.

Shareholder

KfW IPEX-Beteiligungsholding GmbH owns 100 %
of the share capital of KfW IPEX-Bank GmbH. The
general shareholders' meeting is responsible for
all matters for which another governing body
does not hold sole responsibility, either by law or
by the articles of incorporation. It is responsible in
particular for the approval of the annual financial
statements and the appropriation of the annual
profit or retained earnings, the determination of
the amount available for payment of performance
based, variable compensation within the bank, for
the appointment and removal of members of the
Board of Supervisory Directors or the Management
Board, for their discharge at the end of each finan-

cial year, and for the appointment of the auditor.

Supervision

Since its incorporation, KfW IPEX-Bank GmbH has
been fully subject to the provisions of the German
Banking Act (Kreditwesengesetz or "KWG"). Effect-
ive 1 January 2008, BaFin granted a licence to the
bank to act as an IRBA-bank (Internal Ratings
Based Approach) for the rating of corporates,
banks, sovereign countries and special financings
(elementary approach). The bank uses the standard
approach to calculate the regulatory capital require-
ments associated with operational risks. Due to the
special status of KFW (supervision: Federal Ministry
of Finance), there is a financial holding group
within KfW IPEX-Beteiligungsholding GmbH that
is important from a bank supervision standpoint.
This holding group consists of KfW IPEX-Bank
GmbH (the parent company) together with Rail-
pool GmbH & Co. KG and MD Capital Beteili-

gungsgesellschaft mbH (subsidiary companies).

Protection of deposits

Effective 1 January 2008, BaFin assigned KfW IPEX-
Bank GmbH to the Statutory Compensation Scheme
of the Federal Association of German Public Sector
Banks GmbH. In addition, the bank is a member of
the voluntary Deposit Protection Fund of the Fed-
eral Association of German Public Sector Banks.

Transparency

KfW IPEX-Bank GmbH provides all important
information about the bank and its annual financial
statements on its website. Company communica-
tions also provide information regularly regarding
current bank developments. The annual Corporate
Governance Report and Declaration of Compliance
with the PCGC are published in the annual report;
this is permanently available on the website of
KfW IPEX-Bank GmbH.

Risk management

Risk management and risk controlling are primary
responsibilities of the entire bank management in
KfW IPEX-Bank GmbH. Using the risk strategy, the



Management Board defines the framework for the
bank's business activities regarding risk tolerance
and the capacity to bear risk. In that way, it is
ensured that KfW IPEX-Bank GmbH fulfills its
unique responsibilities with an appropriate risk
profile in a sustained, long-term manner. The total
risk situation of the bank is analysed in a compre-
hensive manner using quarterly risk reports to the
Management Board; if necessary, the Manage-
ment Board then takes corrective action. The
Board of Supervisory Directors is regularly given
detailed information on the bank's risk situation.

Compliance

Compliance with requlatory requirements and
voluntary performance standards is part of the
corporate culture of KfW IPEX-Bank GmbH. The
compliance organisation of KfW IPEX-Bank GmbH
includes, in particular, systems for data protection
as well as for the prevention of conflicts of interest,
insider trading, money laundering, financing of
terrorism and other criminal activities. There are
corresponding binding rules and procedures that
influence the day-to-day implementation of such
values and the associated corporate culture; these
are continually updated to reflect the latest legal
and regulatory framework as well as market require-
ments. Classroom training sessions regarding com-
pliance and money laundering occur on a regular
basis for the employees of KW IPEX-Bank GmbH.

Accounting and annual audit

On 15 September 2010, the shareholder of KfW
IPEX-Bank GmbH appointed KPMG AG Wirtschafts-
prifungsgesellschaft as auditor of the financial
statements for the 2010 financial year. Thereafter,
the Board of Supervisory Directors issued the audit
mandate to KPMG and determined the priorities for
the audit with them. The bank and the auditor
agreed that the Chairman of the Audit Committee

would be immediately informed during the audit
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about any potential grounds for bias or disqualifi-
cation that were not immediately rectified. It was
furthermore agreed that the auditor would imme-
diately inform the Audit Committee Chairman about
any qualifying remarks or potential misstatements
in the declaration of compliance with the PCGC. A
declaration of auditor independence was obtained.

Efficiency review of the Board of
Supervisory Directors

The Board of Supervisory Directors reviews the
efficiency of its activities on a regular basis. A
self-assessment of the Board of Supervisory
Directors was conducted for 2010 using a struc-
tured questionnaire. All six members participated
in the efficiency review. The overall results of the
survey are considered positive. Opportunities for
improvement have been taken up by the Board of
Supervisory Directors and the Management Board.
All participants will work continuously on their

implementation and monitoring.

Compensation report

The compensation report describes the basic
structure of the remuneration plan for members
of the Management Board and Board of Supervi-
sory Directors; it also discloses the remuneration
of the individual members. The compensation
report is an integral part of the notes to the

financial statements.

Compensation for the
Management Board

The compensation system for the Management
Board of KfW IPEX-Bank GmbH is intended to
remunerate the members of the Management
Board according to their roles and areas of respon-
sibility and to take account of the achievements

and success of the bank.

Compensation for the Management Board and Board of Supervisory Directors

Members of the Management Board
Members of the Board of Supervisory Directors
Total

EUR in thousands

The remuneration of the Management Board con-
sists of a fixed, annual base salary, a fixed bonus
and a variable, performance based bonus. Employ-
ment contracts concluded starting in 2010 no
longer include a fixed bonus component. Such
new contracts from 2010 onwards are in accordance
with KWG Section 25a Para. (5) in association
with the German Compensation Regulation for
Institutions (Institutsvergiitungsverordnung). The
establishment of the variable, performance based
bonus component is based upon an agreement
regarding targets between the shareholder and
the Management Board that is concluded at the
beginning of each year after consultation with
the Board of Supervisory Directors. These targets
include financial, quantitative and qualitative tar-
gets for the entire bank, and individual personal
targets for each member of the Management
Board. 50% of the performance based bonus, cal-
culated according to achievement of targets, is
paid out immediately. The remaining 50 % is
reserved as a provisional claim and paid out in
equal instalments over the following three years,
provided that the bank does not materially miss
its financial targets. Reductions in provisional
claims, up to and including complete elimination,
are possible depending upon the financial perform-

ance of the bank.

The shareholder consults regularly regarding the
compensation system for the Management Board,
including its contractual elements, and reviews it
on a regular basis. The shareholder approves the
compensation system after consulting with the
Board of Supervisory Directors. The most recent
review of its appropriateness occurred when the
new member and Speaker of the Management
Board was appointed in October 2010.

The overview on page 32 presents the total com-
pensation for the individual members of the Man-
agement Board, divided into fixed and variable
compensation components, and benefits in kind,

as well as additions to pension provisions.

2010 2009 Change
EUR in thousands EUR in thousands

1,833.0 2,014.0 -9.0%
199.8 239.6 -16.6%

2.032.8 2.253.6
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Annual compensation to members of the Management Board and additions to pension provisions during 2010 in EUR thousands

Heinrich Heims (Speaker of the Management
Board until 12 August 2010)

Michael Ebert
Christiane Laibach
Christian K. Murach

Markus Scheer

Benefits in kind primarily includes contractual
fringe benefits. The members of the Management
Board of KW IPEX-Bank GmbH are entitled to a
company car for both company and private use.
Costs incurred as a result of private usage of a
company car are reimbursed by the members of
the Management Board to the bank in accordance
with currently valid tax legislation. The costs of a
second household, incurred as the result of a busi-
ness need for a second residence, are reimbursed
according to tax legislation. The members of the
Management Board are insured in a group accident

insurance policy.

Anniversary payments made during the financial
year are included in other remuneration. Further-
more, other remuneration includes compensation
received for the exercise of corporate mandates.
Should the total compensation for mandates held
by a member of the Management Board exceed
EUR 25,000, then 50% of the amount that exceeds
this limit must be paid over to KfW IPEX-Bank
GmbH. For contracts of Management Board mem-
bers negotiated from 2010 onwards, the members
of the Management Board are personally entitled
to the entire amount of the remuneration earned

from corporate mandates.

The members of the Management Board receive
employer benefits as per the Social Security Code.
There are two insurance policies available to
members of the Management Board regarding the
risks associated with their activities in the bank’s
governing bodies: first, a policy that covers their
liability for monetary damages (D&Q insurance)
and second, a supplementary monetary damages
legal protection insurance. These insurance poli-

cies are designed as group insurance. The D&O

338
1,747

Variable
compensation

EUR in thousands

Monetary income

EUR in thousands

338
395
338
338

o o o o o

insurance provides protection against financial
losses that may arise out of the performance of
duties as a member of the Management Board of
KfW IPEX-Bank GmbH. There is currently no de-
ductible associated with this insurance. As part of
their activities, the members of the Management
Board of KfW IPEX-Bank GmbH are also included
in a special criminal law protection insurance for
employees that was established as a group insur-
ance policy.

On the basis of a security concept, the costs of
security measures for residential property occu-
pied by members of the Management Board are

assumed to a reasonable extent by the bank.

The members of the Management Board are en-
titled to receive retirement pension payments
after leaving KfW IPEX-Bank GmbH. These pen-
sion plans, which aim to provide not only for the
members of the Management Board but also for
their survivors, are based upon the Principles for
the Appointment of Board Members at German
Federal Lending Institutions, as amended in 1992.
No retirement pension payments were made to
former Management Board members during the

2010 financial year.

The members of the Management Board are en-
titled, like all other members of the bank's man-
agement, to participate in a deferred compensa-
tion, supplemental company pension plan through
deferred compensation payments deducted from
salary.

Benefits in kind are subject to payroll taxation by
the members of the Management Board insofar as

they are not tax allowable.

Benefits in kind

EUR in thousands

Total Additions to

pension provisions

EUR in thousands  EUR in thousands

15 353 -132
26 421 149
10 348 86
16 354 167

1

9 357 86

There were no outstanding loans to members of

the Management Board at the year end.

Compensation for the Board of
Supervisory Directors

The members of the Board of Supervisory Direct-
ors receive annual compensation at a level deter-
mined by the general shareholders' meeting. Per
the shareholder resolution of 14 April 2010, the
compensation scheme of 2008 and 2009 was
continued in 2010. According to its provisions, the
annual compensation for a member of the Board
of Supervisory Directors is EUR 22,000; the annual
compensation for the Chairman is EUR 28,600.

Compensation is earned on a pro-rata basis when

service is for a partial year.

In addition, the members of the Board of Super-
visory Directors receive a net fee of EUR 1,000 for
each meeting of the Board of Supervisory Directors
or of one of its committees. Furthermore, members
of the Board of Supervisory Directors are entitled
to reimbursement for travel expenses and other
miscellaneous expenses that they incur within

reasonable amounts.

Details regarding the remuneration of the Board
of Supervisory Directors during the 2010 financial
year are listed in the following table; travel
expenses and other miscellaneous expenses were
reimbursed based upon receipts and are therefore
not included in this table. The indicated amounts
are net values and were all paid.
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Remuneration to the Board of Supervisory Directors for 2010 in EUR

Member

Dr Kloppenburg

Dr Schréder

State Secretary Dr Beus?

State Secretary Mr Gatzer?
State Secretary Dr Pfaffenbach?
Dr Rupp

Mr Stupperich

Mandate in 2010  Annual compensation

EUR

1 Jan. - 31 Dec. 28,600.00
1 Jan. - 31 Dec. 22,000.00
4 Mar. - 31 Dec. 18,334.00
1 Jan. - 31 Jan. 1,834.00

1 Jan. - 31 Dec. 22,000.00
1 Jan. - 31 Dec. 22,000.00
1 Jan. - 31 Dec. 22,000.00

Attendance fees") Total
EUR EUR

14,000.00 42,600.00
5,000.00 27,000.00
12,000.00 30,334.00

0.00 1,834.00

4,000.00 26,000.00
14,000.00 36,000.00
14,000.00 36,000.00

1) Lump sum EUR 1,000 net per meeting attended

2 This amount is subject to the German Incidental Services Earnings Requlation (Bundesnebentttigkeitsverdienstverordnung).

There are no pension obligations with regard to
members of the Board of Supervisory Directors.

Members of the Board of Supervisory Directors
did not receive any remuneration for services

provided personally during the reporting year.

No loans were made to members of the Board of
Supervisory Directors during the reporting year.

Frankfurt am Main, 23 March 2011

{2

ald D. Zenke (Speaker)

Jiut

Michael Ebert

The members of the Board of Supervisory Direct-
ors are included in two insurance policies of KfW:
first, the policy regarding the risks associated with
their activities in the bank's governing bodies that
covers their liability for monetary damages (D&0
insurance) and second, the supplementary mon-
etary damages legal protection insurance. The
D&O insurance provides protection against finan-
cial losses that may arise out of conducting the

For the Board of Supervisory Directors

w/a

Dr Norbert Kloppenburg (Chairman)

For the Management Board

(1. X

Christian K. Murach

CCbnt,

Christiane Laibach

business of the Board of Supervisory Directors.
There is no deductible associated with this insur-
ance. As part of their activities, the Members of the
Board of Supervisory Directors of KfW IPEX-Bank
GmbH are also included in a special criminal law
protection insurance for employees that was
established by KfW as a group insurance policy.

Markus Scheer
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EFFICIENT WITH STRONG GLOBAL
MARKET POSITION

Financing projects to ensure the supply of raw materials is among the core tasks of
KfW IPEX-Bank. It is involved for example as a lender to the Nord Stream gas pipeline.
This cross-border infrastructure project sets new standards of cooperation between the
European Union and Russia. The Baltic Sea pipeline annually transports up to 44 billion
cubic metres of gas, thereby meeting 25% of the additional future gas import needs of
the European Union.

The Nord Stream pipeline makes an
important contribution to the long-term

energy security in Europe.
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MANAGEMENT REPORT OF KFW IPEX-BANK GMBH

General economic conditions

The global economic recovery continued in 2010. The global economy was
boosted by the continuation of very expansionary monetary policies, fiscal
stimulus measures and catch-up effects in terms of stockbuilding in most
countries. This resulted in a particularly strong economic upturn in the first
half of the year. In the second half of the year, the global economy continued
to grow, but at a more moderate pace.

Overall, global gross domestic product in 2010 rose by 59% in real terms,
following a contraction in 2009. The emerging Asian economies in particular
proved to be engines for real economic growth in 2010; in many of these
countries economic growth either matched or exceeded the pre-crisis level.
Growth was very dynamic in China and India in particular, which recorded
real GDP growth of more than 10% and just under 10 9%, respectively.
Conversely, most developed economies continued to feel the structural
aftershocks of the global financial crisis. In 2010, these economies were only
partly able to offset the slowdown in growth prompted by the crisis. Within
the euro area, regional growth differentials also became more marked, with
the recession deepening in countries such as Greece and Ireland in contrast
to the economic engine Germany.

In 2010, developments in the financial markets were overshadowed by
growing concerns about the significant rise in budget deficits in the public
sector as a result of the crisis. In particular, there was a sharp rise in expect-
ations that a number of member countries of the euro zone would default.
In the spring these expectations in the case of Greece reached a level that
made support measures necessary. The resulting support package put
together at the beginning of May and the newly installed euro safety net
were not enough to calm the financial markets for long. In November,
Ireland became the next member state in the euro zone to need assistance.

In real terms, the German economy recovered much more rapidly and
strongly from the crisis-driven downturn than had been expected at the
beginning of the year. In 2010 GDP grew by 3.6% in real terms; this repre-
sented the highest average annual growth since reunification. The upturn
was particularly impressive in international terms. Germany had entered the
crisis with an economy that structurally was relatively sound and, because
of its strong focus on exports, it only had to contend with what was essen-
tially a very sharp but comparatively brief collapse in global demand. For the
same reason, the country's upturn benefited from the global economic
recovery. At the same time, German domestic demand, that is consumption
and capital expenditure, revived significantly in 2010. Private consumption
was boosted by the decline in the unemployment rate, which in Germany
fell back below its pre-crisis level as early as the summer of 2010, the only

major industrialised country to see this trend. The expanded short-time

working regulations made a significant contribution to this trend in the
employment market; through these regulations, the German government
made it easier for companies to keep employees on payroll in spite of the
often sharp, crisis-related sales decreases by reducing their cost burden. The
improvement in the domestic sales outlook and the export recovery had an
equally positive impact on companies' investment confidence. As utilisation
of production capacity rose rapidly, gross capital expenditure made a sub-
stantial contribution to economic growth. As a result of the strong upturn,
the public sector deficit grew much less strongly than feared at the begin-
ning of 2010, although due to the impact of the 2010 economic programme,
Germany's government deficit at 3.5% of GDP was above the Maastricht

benchmark level, as was that of virtually every other EU country.

Business development of KfW IPEX-Bank GmbH

Within KfW Bankengruppe, KfW IPEX-Bank is responsible for international
project and export finance (E&P) in the interests of the German and
European economy. This task is derived from the statutory mission of KfW.

The number of export and infrastructure projects increased significantly
during the economic upturn in 2010, culminating in an increase in demand
for medium and long-term financing in the second half of the year. The
total supply of funds available from national and European banks continued
to be limited, however, and interbank competition for low-risk and well-
secured financing structures remained high in general. In its new business,
KfW IPEX-Bank concentrated on borrowers with good ratings and on provid-
ing finance for projects backed by good collateral, as well as on supporting
long-standing customers. In addition, the bank actively focused on servicing
existing customers, in order to help companies survive and retain jobs by
restructuring commitments and securing liquidity for its customers in the
medium term. In light of these general conditions, KfW IPEX-Bank proved to
be a reliable financing partner for the German and European economy, with
new primary loan business amounting to EUR 8.3 billion. This included pro-
motional business totalling EUR 2.9 billion arranged on a trust basis for KfW.
In addition to EUR 8.3 billion in new business, KW IPEX-Bank provided bank
refinancing under CIRR ship financing of around EUR 1.0 billion.

As a result of a KfW-wide strategic process, KfW IPEX-Bank fine-tuned its
profile as a specialist bank in early 2010. With its task of promoting the
competitiveness and globalisation of the German and European economy,
the bank focuses on the provision of medium and long-term financing to
support key industrial sectors of Germany's export economy, the develop-
ment of the economic and social infrastructure, and environmental and
climate change financing, as well as securing the supply of raw materials in

Germany. Against this background, minor changes were also made to the



internal organisation during the reporting year in order to fortify the Acqui-
sition and Structuring department for the benefit of the bank's customers.

A key element of the bank's business strategy is its presence on the main
international target markets for the German and European export industry.
This is in line with the bank's mission to support the (export) economy in
global competition. KfW IPEX-Bank continues to maintain a foreign branch
in London, and the number of foreign offices also remained unchanged
during the reporting year.

In spite of the ongoing turbulence in the financial markets during the
reporting year, the liquidity of the bank was assured at all times, as the bank
handles almost of all of its refinancing through KfW. Refinancing spreads
moved in line with the trends seen at commercial banks with similar ratings.
As an average for the year they were lower than in the previous year overall.
However, they rose slightly during the summer in line with market move-
ments resulting from the Greece crisis, before returning at the end of the
year to the lower level seen at the beginning of the year. Refinancing costs,
on the other hand, remained at an overall higher level than before the global
economic and financial crisis.

Moody's rating of Aa3 was reconfirmed in 2010 and the Standard & Poor's

rating remained at AA.

Overview of the net assets, financial position and
results of operations

As at 31 December 2010, KfW IPEX-Bank had total assets of EUR 23.8 billion,
which was EUR 1.9 billion less than in the previous year. The decline was
largely caused by the planned disposal of securities held until maturity
amounting to EUR 1.0 billion, a good portion of which were held in the
liquidity reserve. In addition, loans and advances to banks fell by EUR 0.8
billion to EUR 0.6 billion. As a result of the liquidity line provided by KfW, it
was possible to reduce short-term financial investments with KfW in order
to comply with the German Liquidity Regulation (Liquiditdtsverordnung,
LigV), in spite of the reduction in the securities portfolio. The sum of loans
and advances to customers was virtually unchanged at EUR 21.0 billion.

The volume of business, which in addition to total assets comprised contin-
gent liabilities and irrevocable loan commitments, dropped by EUR 3.1 billion.
Irrevocable loan commitments fell by EUR 1.0 billion, and contingent liabil-
ities from guarantees fell by EUR 0.2 billion.
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The bank's regulatory capital totalled EUR 4.3 billion as of 31 December 2010.
This resulted in an increase in the total capital ratio from 14.5% to 17.3%
compared with the previous year. The tier 1 capital ratio rose to 10.3 %.

Net interest and commission income amounted to EUR 387 million, consist-
ing of EUR 252 million in net interest income and EUR 135 million in net
commission income. Administrative expense amounted to EUR 127 million,
comprising personnel expense of EUR 64 million and other administrative
expense including depreciation on property, plant and equipment of EUR 63
million. Operating income before risk provisions and valuations fell by EUR
71 million to EUR 250 million. This was primarily attributable to the effects
of no interest being paid on the silent partner contribution and profit
participation right (the total effect of which amounted to EUR 77 million)
in 2009, and the payment in 2010 of interest on the profit participation
capital (EUR 27 million) for 2009 that was not paid last year. Excluding
these effects, net interest income including income from investments would

have been EUR 40 million higher than the corresponding figure for last year.

As a result of the substantial stabilisation of the risk structure of the loan
portfolio, KfFW IPEX-Bank recorded generally moderate risk provision and
valuation expenses of EUR 33 million during the financial year, which repre-
sented a significant reduction relative to the previous year (EUR 467 million).
This figure was entirely due to risk provisions in the lending business, which
amounted to EUR 453 million in the previous year. The valuations from
securities and investments were balanced. Overall, all recognisable risks were

covered by commensurate risk provisions.

Expenses from loss assumption amounting to EUR 29 million related to the
replenishment of profit participation capital, which shared in the loss in 2009
due to a net annual loss. The extraordinary income and expenses of EUR 9
million was due solely to the amended valuation of the provisioning needs
for current and future pension entitlements, owing to the implementation
of the German Accounting Law Modernisation Act (Bilanzrechtsmodernisie-
rungsgesetz, BilMoG).

In 2010, KfW IPEX-Bank recorded a profit from operating activities before
taxes of EUR 179 million. After deduction of taxes totalling EUR 34 million,
KfW IPEX-Bank recorded net income of EUR 145 million for the financial
year. Following the absorption of the loss for the previous year of EUR 85
million and the replenishment of the silent partner contribution amounting

to EUR 55 million, the bank recorded a balance sheet profit of EUR 4 million.



Development of net assets

Volume of lending for own account

The volume of lending (loans and advances including financial guarantees
and irrevocable loan commitments) fell during the 2010 financial year by
EUR 2.1 billion or 7% to EUR 29.5 billion.

Loans for own account by business sector
Business Sector 31 Dec. 2009

EUR in millions

Shipping 5,220
Aviation and Rail") 1,868
Power, Renewables and Water 2,574
Manufacturing Industries, Retail, Health 3,054
Basic Industries 2,556
Transport and Social Infrastructure?) 1,228
Leveraged Finance, Mezzanine, Equity 841
Telecommunications and Media 1,121
Financial Institutions and Trade & Commaodity Finance 149
Rail and Road? 2,598
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Other additions/ 31 Dec. 2010

disposals?

Disbursements Repayments

EUR in millions ~ EUR in millions EUR in millions EUR in millions

790 887 451 5574
704 741 2,151 3,982
719 464 70 2,899
387 886 81 2,636
206 768 161 2,155
196 216 716 1,924
210 196 -13 842

74 435 25 785
314 100 15 378

-2,598

Interest receivable/ancillary claims

Other receivables 1,186
Loans and advances to banks and customers 22,467
Financial guarantees® 2,308
Irrevocable loan commitments® 6,762

0 0 -840 346
3,600 4,693 208 21,582
182 449 64 2,105
0 0 -976 5,786
3,782 5,142 -704

1] As at 31 Dec. 2009, previous business sector "Aviation”, as at 31 Dec. 2010, additional business sector "Rail” from previous business sector "Rail and Road”
2 As at 31 Dec. 2009, previous business sector “Ports, Airports, Construction/PPP", as at 31 Dec. 2010, additional business sector “Road” from previous business sector “Rail and Road"
3) Business sector only as at 31 Dec. 2009, as at 31 Dec. 2010 divided between business sectors "Aviation and Rail” and “Transport and Social Infrastructure”

4 Within each business sector, additions and releases are netted out.
%) Refer to the Notes for a breakdown of the amounts by business sector.

The decline in the total volume of lending resulted from the reduction in
irrevocable loan commitments and in other receivables. The latter specifically
concern call money and term deposits at KFW (EUR 0.3 billion). The financial
guarantees principally include performance guarantees amounting to
EUR 1.3 billion as well as guaranteed credits amounting to EUR 0.8 billion.

The business sectors of Shipping, as well as Aviation and Rail, account for
the major share of the total volume of lending.

Development of other major balance sheet assets

The portfolio of bonds and other fixed-income securities of KfW IPEX-Bank
contracted by EUR 1.0 billion to EUR 2.0 billion in the 2010 financial year.
This decline was due principally to the disposal of securities held until ma-
turity. The majority of securities are held under fixed assets (EUR 1.9 billion),
while securities amounting to EUR 0.1 billion are recorded under current
assets.

Assets held in trust registered a decline of EUR 114 million to EUR 21 million.
This item comprises loans administered for third parties by KfW IPEX-Bank
on a trust basis. While they are legally owned by KfW IPEX-Bank, they are
managed for the account of third parties, such that KfW IPEX-Bank does not

have beneficial ownership of these assets.

The investment portfolio amounts to EUR 106 million and is EUR 14 million
above the figure from 31 December 2009. This is principally the result of an
increase in the capital shares of existing investments (in particular, Railpool
Holding GmbH & Co. KG).

In addition to the investments in Sentient Global Resources Fund Il LP (EUR
20 million) and Sentient Global Resources Fund Il LP (EUR 20 million), the
majority (72 %) of the investment volume is accounted for by HOCHTIEF
AirPort Capital GmbH & Co. KGaA (EUR 19 million) and Railpool Holding
GmbH & Co. KG (EUR 17 million).



Development of financial position

Refinancing

Similarly as in the previous year, the refinancing of KfW IPEX-Bank is almost
exclusively based on borrowing from KfW. Under a refinancing agreement,
KfW provides KfW IPEX-Bank with funds at conditions in line with the mar-
ket. The bank uses current money and capital market products as refinancing
instruments. Refinancing funds are obtained in the currencies and for the
terms as required by the bank's customers.

On account of the lower refinancing volume, liabilities to banks dropped by
EUR 2.3 billion (11%) to EUR 18.6 billion in the financial year. This included

Structure and development of refinancing

31 Dec. 2009

EUR in millions
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promissory note loans falling by EUR 2.0 billion to EUR 13.5 billion and the
volume of call money and term money borrowing dropping by EUR 0.4 billion
to EUR 4.8 billion. Medium to long-term promissory note loans remain the
most important sources of refinancing. Funds are principally borrowed in
euros and US dollars.

By contrast, liabilities to customers increased by EUR 34 million to EUR 311
million. This includes EUR 137 million in short-term deposits from customers,
which represents growth of EUR 14 million over the previous year.

Other additions/

disposals, price
changes and pro
rata/due interest

Borrowings Repayments 31 Dec. 2010

EUR in millions  EUR in millions EUR in millions ~ EUR in millions

Current account (KfW)

Call money and term money borrowing (KfW) 5,247 38,321 39,076 356 4,848
Promissory note loans and other long-term borrowing (KfW) 15,523 487 2,962 490 13,538
Interest payable (KfW) 101 0 0 21 122
KfW total 20,874 38,808 42,038 888 18,5632
Other

Other creditors V) 13

") Includes liabilities from term money borrowing (EUR 137 million) and promissory note loans (FUR 88 million) to customers

Equity, profit participation capital, subordinated loans and fund for general banking risks in accordance with Section 3409 HGB

31 Dec. 2010 31 Dec. 2009 Change

EUR in millions ~ EUR in millions  EUR in millions

Equity 2,559 2,415 144

of which: subscribed capital 2,100 2,045 55
of which: capital reserve 450 450
of which: retained earnings 5 5

of which: balance sheet profit/loss 4 -85 89

Profit participation capital 487 424 63

Subordinated liabilities 1,302 1,208 94

Fund for general banking risks in accordance with Section 3409 of the HGB 150 150 0

Total 4,498 4,197 301



During the financial year, subscribed capital rose by EUR 55 million to EUR 2,100
million. The reason for the increase was that the silent partner contribution
within the subscribed capital was replenished during the current financial year,
having absorbed some of the loss in 2009 due to the net annual loss. There is no
contractual maturity date for the silent partner contribution.

The capital reserve of EUR 450 million and the retained earnings of EUR 5 million
remain unchanged. The balance sheet profit for the 2010 financial year amounts
to EUR 4 million.

The profit participation capital granted by KfW Beteiligungsholding GmbH
amounts to USD 650 million (EUR 487 million). Having absorbed some of the
loss in 2009 due to the net annual loss, it was fully replenished in accordance

with contractual provisions during the 2010 financial year.

The total portfolio of subordinated loans remained unchanged at USD 1,740
million. The entry in the balance sheet increased by EUR 94 million to EUR 1,302
million on account of exchange-rate movements.

The silent partner contributions, profit participation rights and subordinated
loans are designed to ensure they meet requirements of Section 10 of the
German Banking Act (Kreditwesengesetz, KWG) regarding own funds of banks.

Earnings position

Interest income?)

Interest expense

Net interest income

Net commission income

Net trading result

General administrative expense

Other operating income and expenses

Valuations from securities and investments

Risk provisioning result in lending business

Risk provisions and valuations, total

Operating income before taxes

Expenses from loss absorption

Extraordinary income/expenses

Profit/loss from operating activities before taxes

Taxes on income
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Development of other material items of liabilities

Provisions rose by EUR 87 million on the previous year, reaching EUR 275
million. The increase was mainly the result of net additions to provisions for
the lending business amounting to EUR 36 million, which total EUR 152
million as of 31 December 2010. Over and above this, provisions for pensions
and similar commitments were increased by EUR 16 million to EUR 64
million. There were also provisions for taxes amounting to EUR 35 million
(EUR +29 million) and provisions for unsettled payments in kind and payroll
expenses totalling EUR 24 million.

Off-balance sheet financial instruments

The volume of derivative transactions undertaken to hedge interest and
exchange rate risks rose by EUR 1.2 billion to EUR 9.1 billion in the 2010
financial year. As contracts with interest rate risks, interest rate swaps at
EUR 8.6 billion represent the largest component (95 %) in the total volume
of off-balance sheet financial instruments. Furthermore, KfW IPEX-Bank
uses cross-currency swaps (EUR 0.2 billion), FX swaps (EUR 0.3 billion) and
forward exchange deals to manage market price risks.

1 Jan. - 31 Dec. 2010 1 Jan. - 31 Dec. 2009 Change

EUR in millions? EUR in millions EUR in millions %

708 813 -105 -13

-456 -496 -40 -8

252 317 -65 -21

135 124 n 9

0 -2 2 100

-127 -19 8 7

-1,100

——_

-14 -14 —100

-33 -453 -420 -93

-33 -467 -434 -93

217 -146 363 249

-29 0 29 -

-9 0 -9 -

179 -146 325 223

-34 -21 13 62

-27 -100

Income from loss absorption

Loss carried forward
Allocated from silent partner contribution

Replenishment of silent partner contribution

Balance sheet profit/loss

1) For mathematical reasons there may be rounding differences of +/- one unit in the table.

=5 0 85 -
0 55 -55 -100
=55 0 55 -
4 -85 89 105

2 Total of interest income on lending and money market transactions, fixed-income securities and debt register claims and current income from shares and investments



The most important source of income continued to be net interest income,
which contributed EUR 252 million to net income. 91 % or EUR 648 million
of the interest income resulted from credit and money market transactions,
5% or EUR 36 million resulted from securities and 4% or EUR 24 million
resulted from current income from shares and investments. Interest expenses
amount to EUR 456 million and were mainly ascribed to accepted promis-
sory note loans as well as money market transactions totalling EUR 216
million. Interest expenses include profit participation capital amounting to
EUR 60 million, payment of interest on the silent partner contribution
amounting to EUR 33 million and subordinated liabilities amounting to EUR
21 million. The interest on the profit participation capital that was not paid
in 2009 was paid in the 2010 financial year.

Net commission income amounts to EUR 135 million and includes in
particular the net result from processing fees in lending activities (EUR 117
million) and guarantee commissions (EUR 19 million).

Administrative expense amounts to EUR 127 million. This includes personnel
expense at EUR 64 million which accounts for 50 % of total expenses.
Non-personnel expense, including write-downs on plant and equipment,
amounts to EUR 63 million and mainly includes expenses for services at
EUR 28 million, office operating costs at EUR 17 million and occupancy costs
at EUR 9 million. A major portion of non-personnel expense amounting to
EUR 44 million relates to services with KfW.

Administrative expense

Wages and salaries
Social security contributions

Expense for pension provision and other employee benefits

Other administrative expense
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Risk provisions and valuation

The risk provisions and valuation result is principally composed of write-
downs and impairment on receivables as well as additions to provisions for
the lending business. In terms of risk provisions for the lending business, KfW
IPEX-Bank always differentiates between specific loan loss provisions and
portfolio loan loss provisions.

Portfolio loan loss provisions are calculated using an expected loss concept,
whereby the risk provisions for all loans without specific loan loss provisions
are based on the expected loss within one year. In the previous year, due to
the bank's risk assessment, additional portfolio loan loss provisions were
recognised (especially in the Shipping sector), which were partly reversed in
2010 as a result of the stabilisation of the risk position.

The total risk provisions and valuation result for the financial year was
EUR -33 million, which was entirely for risk provisions for the lending
business.

Further information about risk provisions and the valuation result for the
lending business can be found in the risk report.

Summary

Adjusted for exceptional interest effects, the bank recorded very healthy
operating income before risk provisions. As a result of the significant stabil-
isation of the risk position of the loan portfolio, the risk provisions require-

ment was very moderate.

The very good results recorded in 2010 meant that the loss sharing and the
interest outstanding on the hybrid capital for 2009 were repaid in full, the
current interest for 2010 was serviced and the balance sheet loss from the
previous year amounting to EUR 85 million was offset. Overall, results were
therefore much higher than forecast and budgeted for 2010.

2010 2009 Change

EUR in millions  EUR in millions  EUR in millions
53 49 4

6 5 1

Administrative expense ---
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SUBSEQUENT EVENTS

There are no events of particular importance that took place after the closing
of the financial year.

SUSTAINABILITY

Review of environmental and social impacts
of core business

KfW IPEX-Bank is fully committed to fulfilling its responsibility to society.
The environmental and social acceptability of all projects to be financed is
examined in advance. Since 2008, the bank has been a member of the Equa-
tor Principles Financial Institutions group. Since as early as 2000 it has had
its own demanding environmental and social guidelines with clear rules and
procedures for its operating business. These are continually revised in line
with international discussions on corporate social responsibility. The strict
Environmental and Social Guidelines of KfW IPEX-Bank transcend the
requirements of the Equator Principles and apply not only for project finance
but also for all other types of finance by the bank. KfW IPEX-Bank is involved
in the activities of the Equator banks as part of a "community of learning”.

All loan applications are assigned to one of three categories based on the
environmental and social aspects of the projects to be financed: categories
A and B represent projects that could have significant impacts on the envir-
onment and social structure of the country. Yet since these impacts are often
technically manageable, projects in these categories are vetted closely with
the collaboration of KfW technical experts. In these cases KfW IPEX-Bank
only grants the relevant finance if the internationally accepted environmen-
tal and social standards of the World Bank Group are adhered to,
if necessary with additional requirements. The exceptions of this rule are
projects which are to be implemented in an EU country or in another OECD
country with established environmental protection legislation and practices
as well as a stable social order. Seven projects fell into category A and 10
projects were assigned to category B. In 2010 these were predominantly raw
material projects and energy projects, such as thermal power plants. In the
non-critical category C, where no special review is necessary, there were 49
projects. These mainly related to financings of aircraft, ships, railway vehicles
and telecommunication facilities, as well as products from the capital goods
industries that meet all of the German or European Union standards. Of the
total commitments for 2010, loans totalling more than EUR 1.2 billion were
allocated for environmental and climate protection investment. Compared
to the previous year, this was an increase of over 12% and underlines the
bank’s dedication and commitment to making a contribution to improving
ecological living conditions.

KfW IPEX-Bank is a commercial bank and does not provide retail banking or
asset management services for third parties. It only has a very limited

amount of securities for liquidity purposes.

In-house environmental protection

KfW IPEX-Bank fulfils its responsibility for environmental protection in rela-
tion to its own business activities too. Ambitious goals are developed and
monitored as part of the sustainability management of KfW Bankengruppe.
KfW Bankengruppe documents this work centrally - for KfW IPEX-Bank too -
in its Sustainability Report. With its move to the new West Arcade building
at the headquarters of the KfW Bankengruppe in May 2010, KfW IPEX-Bank
has set new standards in many respects. The building is currently one of the
most energy-efficient office buildings in the world, setting a new benchmark
with primary energy consumption of 98 kWh/m2 per year. Since as early as
2006, the remaining emissions resulting from the operation of its offices and
business trips of KfW have been rendered CO,-neutral through the retire-
ment of emission certificates. Since becoming legally independent in 2008,
KfW IPEX-Bank has continued this practice.

Human resources policy moving forward

KfW IPEX-Bank requires well-trained and motivated employees who impress
our customers with their expertise, service-minded approach and profes-
sionalism. Important building blocks of the bank's HR policy include a
success-based, performance-oriented remuneration system, a balance
between professional and private life, such as with part-time work, and a
variety of professional and health-care benefits. Relevant indicators improved
slightly in 2010. The share of employees working part-time increased
somewhat compared to the previous year and totalled around 119%. The share
of female staff increased from 46% to 489%, and the proportion of women

in management also rose again, from 209% to 21 %.
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RISK REPORT

General conditions of risk management
and controlling

The core of the business model adopted by KfW IPEX-Bank is to undertake
credit risks in a deliberate and controlled fashion with the objective of gener-
ating adequate revenues. In the pursuit of these objectives it must ensure it
has the capacity to bear these risks at any time. Professional and responsible
risk management, and its integration into the integrated risk-return manage-
ment of the bank represent a significant success factor for the bank. All sig-
nificant components of the integrated system for risk-adjusted return man-

agement at the bank undergo continuous expansion and further development.

We understand risk to mean the threat of unfavourable future developments
which could have a sustained negative effect on the net assets, financial
position and results of operations of the bank.

In the 2010 financial year,

# counterparty risks

# market risks

# operational risks

# liquidity risks and

# investment risks

were specifically identified as material risk categories of the bank.

Business and risk strategy

The Management Board of KfW IPEX-Bank defines the principles of the
bank's risk policy and thus the framework for undertaking and controlling
risks within the scope of its risk strategy, taking account of the strategy's
compatibility with the general risk policy conditions of KfW Bankengruppe
applicable to the Group as a whole.

The risk strategy is consistent with the business strategy according to the
provisions of the Minimum Requirements for Risk Management (MaRisk), and
takes account of all business units and risk types that are of significance to
the bank. For liquidity risk, a risk measure that is suitable for KfW [PEX-Bank
has been developed. In 2011, this is to be followed by specifying strategic
guidelines to be converted into a partial risk strategy for liquidity risk.

The nature and extent of risk-taking as well as the way the risks are dealt with
are derived from our business model, the main aspects of which are defined
in the business strategy. The most important risk types for KfW IPEX-Bank in
this context are counterparty risks followed by market risks (including the
credit spread risk) and operational risks. Liquidity risks and strategic investment
risks play a much smaller role in the overall risk position of KfW IPEX-Bank.

The central guiding principle for the risk strategy is to maintain the risk-
bearing capacity.

Organisation of risk functions

The Management Board represents the highest decision-making body with
responsibility for issues relating to risk control and monitoring. In this con-
text, it is responsible in particular for defining the risk strategy, risk stan-
dards and evaluation methods as well as risk control. The risk functions of
KfW IPEX-Bank include Risk Management, Credit Analysis, Restructuring,
Risk Control and Risk Controlling. These are regularly reviewed by the Inter-
nal Auditing department, independent of bank procedures, and are separate
from front-office areas up to the level of the Management Board. This means
the separation of functions between front office and back office as de-
manded in the Minimum Requirements for Risk Management (MaRisk) is

taken into account at all levels of the organisational structure.

Risk Management includes the organisational unit of "Second Vote", which
is charged with assessing, in terms of risk aspects, any pending loan decisions
which have to be voted on, as well as evaluating the risks in the portfolio
and identifying measures to mitigate risks. In addition, Risk Management
approves ratings of new and existing project financing transactions. As a
separate organisational unit under Risk Management, "Collateral Manage-
ment" is responsible for the provision and valuation of all collateral, and it
monitors the eligibility of collateral when determining risk indicators.

Credit Analysis is in charge of regular analyses and ratings of new and

existing transactions and produces sector analyses.

Restructuring is responsible for problem loan processing and in certain cases
for the intensified loan management of exposures.

Risk Strategy, Methods and Instruments includes the organisational units of

"Portfolio Management"”, "Price and Risk Instruments" as well as "Fundamen-
tal Issues and Methodology" The "Portfolio Management" unit manages the
loan portfolio on the basis of risk/return considerations. The "Price and Risk
Instruments” organisational unit updates the risk and price instruments used
and tracks their ongoing development. The "Fundamental Issues and
Methodology" unit is responsible for the reviewing of the methods used in
the rating and pricing processes as well as the system of key risk indicators
for counterparty default risk, and also for clarifying fundamental supervisory
issues with regard to counterparty risk.
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Risk Controlling is responsible for the methodology, measurement and moni-
toring of market risk and credit spread risk as well as for reporting to the
Management Board about these risks. Risk Controlling also has responsi-
bility for reporting on transactions with increased counterparty risks (watch
list and report on non-performing loans) as well as cooperating with Port-
folio Management to prepare the quarterly risk report. Risk Controlling is
equally responsible for methods used to measure and monitor liquidity risk.

KfW IPEX-Bank outsources some functions and activities in risk management
and risk controlling to KfW. The outsourced functions and activities are
governed by service level agreements between KfW IPEX-Bank and KfW.
Monitoring of the functions ensures that KfW IPEX-Bank also fulfils its
responsibility for these functions in accordance with Section 25 a (2) of the
German Banking Act (Gesetz (iber das Kreditwesen, KWG).

The Board of Supervisory Directors is responsible for monitoring the
Management Board regularly. It is also involved in important loan and
refinancing decisions.

Risk-bearing capacity and regulatory
capital adequacy

The risk-bearing capacity concept of KfW IPEX-Bank has been fundamentally
revised and expanded. The objective behind this revision was to bring the
risk-bearing capacity concept of KfW IPEX-Bank in line with that of KfW-
Bankengruppe and to implement the amendments enacted to the Minimum
Requirements for Risk Management (MaRisk) (third amendment). The main
cornerstones of the new concept are as follows:

1. The standardisation of the economic and regulatory risk-taking potential.
Going forward, risk-taking potential (economic and regulatory) will
be equal to requlatory capital (requlatorisch anrechenbare Eigenmittel)
in accordance with Section 10(1d) in conjunction with Section 10 (2) of
the German Banking Act (Gesetz iber das Kreditwesen, KWG), thereby
establishing a standard group-wide definition of risk-taking potential.

2. The integration of a going-concern perspective to fulfil an early-warning
function for the purpose of determining risk-bearing capacity.

As of 31 December 2010, the risk-bearing capacity of KfW IPEX-Bank was as
follows. The risk-taking potential of KfW IPEX-Bank was EUR 4,268 million.
The Tier 2 capital was set aside as a central reserve for internal management
purposes. A risk budget for entering into risks at an overall bank level was
provided from the Tier 1 capital, with due consideration of a risk buffer. The
total capital budget is divided between the counterparty, market risk and
operational risk in accordance with the business strategy.

Risk-bearing capacity: Risk-taking potential and risk budget as at 31 December 2010 (Figures in EUR millions)

5000 1,703

404

4,268 60
4000
3000

2000 |
1000
0

200

1,900

[ | Risk-taking potential 4,268
[ Central reserve 1,703
Risk buffer 404
| Operational risk budget 60
Market risk budget 200
Credit risk budget 1,900

As demonstrated by the following overview, the risk budgets as at
31 December 2010 were not fully utilised. Of the entire risk-taking potential
totalling EUR 4,268 million, the sum of EUR 1,241 million was accounted
for by risk positions as at 31 December 2010. This means the utilisation of

the risk-taking potential at the overall bank level amounts to 29 %.
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Utilisation of risk budget as at 31 December 2010 (Figures in EUR millions)

5000
4,268
4000
3000
919

1,241 776

2000 1,124
1000
0

Risk-taking Total risk Credit risk
potential budget budget

136
64 52 Disposable budget
ECAP commitment
Market risk Operational risk
budget budget

The regulatory capital requirements must be taken into account as a strict
additional condition for in-house risk management. As a newly founded
bank, KfW IPEX-Bank has to maintain a higher total capital ratio of 12%
instead of 8% during the first three financial years, and therefore for the
last time in 2010, in accordance with the German Solvency Regulation
(Solvabilititsverordnung, SolvV), and we have implemented the necessary

processes for this. The total capital ratio as at 31 December 2010 was 17.3%.

Counterparty risks

Lending activities represent the core business of KfW IPEX-Bank. Accordingly,
an important focus of overall risk management lies with controlling and
monitoring counterparty risks. In terms of the counterparty risk, a distinction
is made between credit risk, country risk and investment risk.

Credit risk
Credit risk not only includes classic risks but also issuer risk and counter-

party risk.

Credit risk in the classic sense is understood to mean the risk of potential
financial losses or lost profits which could arise due to default or impairment of
the borrower's creditworthiness. Similarly, issuer risk is understood to mean the

danger of a creditworthiness impairment or default of an issuer of securities.

The counterparty risk is reflected in potential financial losses in the event of
failed fulfilment of pending transactions by the counterparty, in the event
that concluding a new transaction on the market might only be possible
under less favourable conditions (more positive market value) than in the

case of the original transaction.

Country risk
Country risk encompasses the risk of KfW IPEX-Bank suffering a financial
loss due to a country's foreign currency restrictions (transfer risk) or inability

to render payment or if government debtors or guarantors are unwilling to
render payment (sovereign risk). This risk is deemed separate from the

borrower's creditworthiness.

Shareholder risk (investment risk)

Investment risk is understood by KfW IPEX-Bank to be the risk of financial
loss arising from the provision of equity to third parties. Compared to credit
risks, investment risks play a secondary role in KfW [PEX-Bank. Risks from
strategic investments where there is an emphasis on company or business
policy objectives are tracked separately as investment risk. Operative invest-
ments are still aggregated under credit risks given their "credit-like" character

or nature as "credit substitutes”.

Measurement of counterparty risk

Counterparty risk is valued at the level of the individual counterparty or the

individual transaction, based on internal rating processes. In this case, the

bank uses the advanced approach based on internal ratings of the Independ-

ent Regulatory Board for Auditors (IRBA). The following rating systems of

KfW IPEX-Bank are permitted to use the IRBA under supervisory law:

& Corporates

# Banks

# Countries

# Simple risk weighting for special financing operations
(elementary/slotting approach)

The bank's IRBA rating systems are used in accordance with the German
Solvency Regulation (SolvV) for a separate estimate of the central risk
parameters’):

# Probability of default (PD)

# Loss given default (LGD)

# Exposure at default (EAD)

1 In the elementary approach, a transaction-specific slotting grade is assigned instead of estimating the
PD and LGD, which is transformed into a risk weighting in accordance with supervisory guidelines.



. Annual Report 2010 /" Management Report - Risk Report ,/ 46

With the exception of special financing, these processes are based on score-
cards and follow a uniform, consistent model architecture. Various simula-
tion-based rating modules, which were licensed from an external provider,
are used internally to measure counterparty risk. In this case the, the risk
assessment for a financing transaction is mainly determined by the cash
flows from the financed object The rating processes are calibrated for a
one-year probability of default. Both the ratings for new customers and the
follow-on ratings for existing customers are defined by observing the

principle of dual control in the back-office departments.

Consistency of the individual rating processes is guaranteed by depicting the
probabilities of default on a group-wide, uniform master scale. The master
scale consists of 20 different sub-classes which can be grouped together into
the four classes of investment grade, non-investment grade, watch list and
default. Each master scale class is based on an average probability of default
which is subjected to a validation process with regard to the particular rating
process. There are detailed organisational instructions for each rating process,
which regulate in particular the responsibilities, authorities and the control me-
chanisms. Comparability between internal ratings and external ratings by rating

agencies is assured by mapping the external ratings onto the master scale.

Regular validation and further development of the rating processes ensures
that it is possible to respond promptly to changing general conditions.
The objective is to increase the discriminatory power of all rating processes
continuously.

Not only the outstanding volume of lending but also the valuation of collat-
eral exerts a significant influence on the probability of default. As part of the
collateral valuation for eligible collateral the expected net proceeds from the
realisation of collateral in the event of default is estimated over the entire
term of the loan. This takes account of collateral deductions that, for personal
collateral, are based on the probability of default and the loss quota of the
collateral provider. In the case of security in rem, the deductions are
attributable not only to market price fluctuations but also, and above all, to
losses in value due to depreciation. The value thus calculated is an important
component of loss estimates (LGD). The various valuation procedures for
individual collateral types are based on internal and external loss databases,
as well as expert estimates, depending on the availability of data. The
valuation parameters are subject to a regular validation process. This means
a reliable valuation of the collateral position is guaranteed at the level of
individual collateral items.

The interaction between risk properties of the individual commitments in the
loan portfolio is assessed using an internal portfolio model. Pooling together
large portfolio shares into individual borrowers or borrower groups harbours

the risk of major defaults which threaten business continuity. Portfolio

management at KfW IPEX-Bank evaluates individual, industry and country
risk concentrations based on the economic capital concept. The concentra-
tions are primarily measured based on the economic capital (ECAP) commit-
ment. This ensures that both high volumes and unfavourable probabilities of
default are taken into account, as are any disadvantageous correlations
between the risks.

A risk report is prepared every quarter to inform the Management Board in
detail about the level of the risk-taking potential, the limits and the current
risk situation. Major risk parameters are monitored continuously, with month-
ly reports sent to the Management Board.

Management of counterparty risk

The following central instruments are used to control counterparty risk at
KfW IPEX-Bank:

Limit management

The main objective of the limit management system (LMS) is to avoid indi-
vidual and cluster risks as well as correlated overall risks. Limitations are
based on the dimensions of borrower unit and country. The net exposure
and economic capital variables are limited on the basis of a uniform upper
loss limit.

Risk guidelines

In addition to the LMS, the credit portfolio is controlled by risk guidelines.
For this purpose, Risk Management, together with Portfolio Management
proposes specific guidelines based on the current risk situation and the busi-
ness policy objective. These are approved by the Management Board and
must be taken into account by the business sectors when forging business
links. Risk guidelines can be applied to all relevant key data of credit risk (e.g.
maturity, guarantee, rating), while they may also be designed as industry,
region and product-specific. Additionally, KfFW IPEX-Bank is also subject to
the portfolio guidelines applicable at KW Group level.

Stress tests

A possible additional ECAP requirement is calculated for certain scenarios as
part of stress tests in order to be prepared for a significant increase in coun-
terparty risks. The effects of diverse (extreme) events on the risk structure of
the credit portfolio and the economic risk indicators can be examined in this
way. Stress scenarios are modelled by changing the following risk parameters:
# Probabilities of default

# Loss ratios

# Exposure at default

# Correlations



/ Annual Report 2010 ,/ Management Report - Risk Report ,/ 47

Active portfolio management

Taking the current market climate into account, active portfolio management
deploys specific measures in order to spread the risks of the portfolio, thereby
optimising the risk structure of the loan portfolio. Portfolio management
measures are taken in order to expand the scope of business policy and to
enable purposeful management of the credit portfolio.

For this purpose, KfW IPEX-Bank has access to various instruments. The
instruments are checked for suitability on an ongoing basis and gradually
expanded.

Portfolio risk committee

In addition to operational cooperation between Portfolio Management and
the front-office departments, a portfolio risk committee (PRC) meets every
quarter and is chaired by the member of the Management Board who is
responsible for risk management. In its quarterly meetings, the PRC selects
which risk mitigation measures to discuss and investigates the extent to
which measures are being implemented. Furthermore, possible risks in the
market environment and observations on the portfolio are discussed in this
committee.

Problem loan processing
In the loan portfolio, commitments representing higher risks are divided into
a watch list and a list of non-performing loans (NPL). The purpose of the

Structure of counterparty risk

Distribution of net exposure by rating class
Total net exposure: EUR 9.8 billion

2010 2009

B 1hvestment grade (M1-M8) 469% 47 %
Non-investment grade (M9-M15) 45% 45%
Watch list (M16-M18) 6% 5%
Non-performing loans (M19-M20) 300 300

watch list is to identify potential problem loans at an early stage and to
prepare problem loan processing if required. The environment of the given
borrower is subjected to particular scrutiny for this purpose. This involves
examining and documenting the economic conditions as well as the trans-
ferred collateral on a regular basis, as well as formulating proposals for
action. The Restructuring unit takes over the processing of commitments on
the non-performing loan list and, in certain cases, on the watch list from the
credit department responsible. This ensures that specialists are involved at
an early stage so as to guarantee comprehensive and professional problem
loan management. The bank also lists commitments on a so-called "yellow
list", which although they do not require any intensive treatment from a risk
perspective, must be monitored more closely due to some unusual features.

There is also an independent task force called "Restrukturierung KG-Schiffe",
which undertakes the restructuring of cash flow-based, non-recourse struc-
tured ship financing provided to single-vessel companies organised as a KG,
or Kommanditgesellschaft (the German equivalent of a limited partnership).

Counterparty risk committee

The counterparty risk committee that convenes every month chaired by
the member of the Management Board in charge of risk control discusses
alternatives for action with regard to yellow list, watch list and NPL cases and
monitors their implementation. The Management Board of KfW IPEX-Bank
may have to take decisions in specific cases.

0
6% 3%

45%

46%

The creditworthiness structure in the portfolio remained stable compared to the previous year. The average probability of default in the 2010 financial year
rose moderately from 1.37% to 1.51%. The total net exposure is EUR 9.8 billion. Rating classes M1-M8 make up 46 % of this. A further 45% is in rating
classes M9-M15. The proportion of watch list and NPL loans amounts to only 6% and 3% of the net exposure, respectively.
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Distribution of economic capital by business sector?
Total ECAP: EUR 1,124 million

2%
2%
69%
2010 2009 800
M shipping 280% 250%
| Manufacturing Industries, Retail, Health 13% 17 %
Leveraged Finance, Mezzanine, Equity 12% 10% 8%
Basic Industries 10% 12%
Aviation and Rail 10% 10%
[ 289%
Power, Renewables and Water 800 7%
10%
[ | Transport and Social Infrastructure 8% 9%
Telecommunications and Media 6% 6%
Liquidity Portfolio 2% 3%
Financial Institutions and Trade & Commodity Finance 2% 1% 10% 139
0
12%

This overview reveals the diversification of the portfolio throughout individual business sectors. The largest economic capital commitment is found in the
sectors of Shipping (28 %), Manufacturing Industries, Retail, Health (13 %) and Leveraged Finance, Mezzanine, Equity (12 %).

Distribution of economic capital by region
Total ECAP: EUR 1,124 million

3%
5%
6%
6%
2010 2009
M Germany 38% 330 420
[ Rest of Europe 42% 449
Asia 6% 50
North America 6% 5%
Latin America 5% 7%
I Africa 3% 3%
Australia and Oceania 0% 2% 38%

Taking a regional perspective, business is focused on Europe, including Germany. This accounted for 800% of the committed economic capital for the
counterparty risk. Overall, country risks are of comparatively minor importance to the bank due to the regional distribution and the collateral.

2} In 2010 the business sectors were partially restructured. In all of the charts in this report, the figures for 2010 are shown under the new structure,
while the comparative figures for 2009 are shown under the old system.
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Risk provision for counterparty risks

Appropriate account is taken of all recognisable loan default risks from the
lending business by creating risk provisions. Specific loan loss provisions or
provisions for the lending business were unchanged at EUR 383 million
as at 31 December 2010, but there were significant changes in individual
business sectors. Whereas the level for specific loan loss provisions for
Shipping was increased through additions, the level for other business
sectors dropped due to the release and utilisation of provisions through sale

of non-performing commitments.
The portfolio of specific loan loss provisions and lending business provisions

for financial guarantees as well as irrevocable loan commitments, structured

according to business sector, was as follows as of 31 December 2010:

Specific loan loss provisions

Business Sector 31 Dec. 31 Dec. Change
2010 2009
EUR in EUR in EUR in

millions millions millions
Shipping 265 153 12
Manufacturing Industries,
Retail, Health 47 70 -23
Aviation and Rail? 21 1 20
Basic Industries 18 33 -15
Telecommunications and
Media n 4 7
Transport and Social
Infrastructure? 10 70 -60
Power, Renewables and Water 7 7 0
Leveraged Finance, Mezzanine,
Equity 4 4 0
Financial Institutions and
Trade & Commodity Finance 0 14 -14
Rail and Road?) -27

T T I I

On principle, portfolio loan loss provisions as well as portfolio provisions (for
financial guarantees and irrevocable loan commitments) are made for loans
without specific loan loss provisions on the basis of an expected loss concept.
Owing to the significant increase in risk in 2009, additional portfolio loan
loss provisions had been recognised in the previous year, especially for the
business sector Shipping. In the current year, some of these portfolio loan
loss provisions were replaced with specific loan loss provisions.

Portfolio loan loss provisions as at 31 December 2010 by business sector

were as follows:

Portfolio loan loss provisions

Business Sector 31 Dec. 31 Dec. Change
2010 2009
EUR in EUR in EUR in

millions millions millions
Shipping 125 171 -46
Aviation and Rail" 26 34 -8
Transport and Social
Infrastructure? 21 18 3
Leveraged Finance, Mezzanine,
Equity 20 13 7
Basic Industries 19 47 -28
Manufacturing Industries,
Retail, Health 14 43 -29
Power, Renewables and Water 10 7 3
Telecommunications and
Media 7 7 0

Financial Institutions and
Trade & Commodity Finance 6 8 -2

Rail and Road3)

T T T

1 As at 31 Dec. 2009, previous business sector "Aviation”, as at 31 Dec. 2010, additional business sector "Rail” from previous business sector "Rail and Road”
2 As at 31 Dec. 2009, previous business sector "Ports, Airports, Construction/PPP", as at 31 Dec. 2010, additional business sector "Road” from previous business sector “Rail and Road"
3) Business sector only as at 31 Dec. 2009, as at 31 Dec. 2010 divided between business sectors "Aviation and Rail" and "Transport and Social Infrastructure”

No write-downs were necessary on long-term securities during the financial
year (previous year: EUR 25 million).
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Market risks

KfW IPEX-Bank does not engage in proprietary trading, therefore its market
risks result exclusively from the banking book. The market risks of relevance
to the bank are the interest rate and currency risk.

Fixed-income securities are kept as part of liquidity control. As well as being
subject to the general interest rate risk, the earnings from these securities
are also exposed to a specific risk, referred to as the credit spread risk. The
risk of issuer default is not measured using the credit spread risk; rather, it
forms part of counterparty risk.

Interest rate risk and foreign exchange risk

As part of its market risk strategy, the Board of Management Directors of
KfW IPEX-Bank has decided that interest rate risks are to be avoided in all
cases and that active maturity transformation is not an option. Asset and
liability positions in the loan book, including refinancing with a fixed interest
rate of more than 12 months, are hedged on an individual transaction basis
by interest rate swaps. In order to ensure consistent return on equity the only
open interest position permitted is an equity investment portfolio with an

unhedged fixed interest rate of more than 12 months.

The equity investment portfolio has been gradually built up since October
2010, with a maximum level equal to that of the equity as shown in the
balance sheet. The only investments are in KfW bonds carrying a fixed cou-
pon, which qualify for inclusion in the liquidity ratio. The target duration of
the portfolio is roughly 2.5 years. Compliance with these instructions is
monitored on a weekly basis by the Risk Controlling department. The risk of
a present value loss is measured by means of the value-at-risk methodology.

Interest rate risk is measured using a model based on which the value at risk
(VaR) is calculated for the EUR and the USD interest positions with a confi-
dence level of 99.96%. The foreign exchange risk is calculated using a para-
metric VaR model, also with a confidence level of 99.96 %. Diversification
effects between the interest rate and the foreign exchange risks that would
reduce the overall risk are not taken into account. Since two separate models
are used, this is based on the conservative assumption that there is a com-
pletely positive correlation between both risks. The following table shows the
interest position as well as the measured interest rate and foreign exchange
risks as at 31 December 2010.

VaR interest rate risk
(99.96 %/3 -months
holding period)

Present value
Interest position

VaR foreign
exchange risk
(99.96 %/3-months
holding period)

EUR in millions EUR in millions EUR in millions

2121 13 6

The risk values for the interest rate risk show that the position adopted by
KfW IPEX-Bank makes it practically immune to interest rate fluctuations.
Even with a confidence level of 99.96 %, the loss would amount to less than
19 of its total present value. Also, sensitivity to exchange rate variations
is slight.

Credit spread risks in the liquidity portfolio

The liquidity portfolio controlled by the Treasury Department in order to
maintain the liquidity ratio according to the German Liquidity Regulation
(Liquiditdtsverordnung, LiqV) had a volume of EUR 1,583 million as at
31 December 2010 and included 67 items.

The issuer structure as at the reporting date was as follows:

Issuer Nominal volume
EUR in millions

Corporates 57
Financial institutions 814
Pfandbrief bonds 602
Foreign countries?) 110
1,583

1) Poland EUR 50 million, Hungary EUR 40 million, Greece EUR 20 million

Owing to maturities in the portfolio, the portfolio volume experienced a
sharp decline in 2010 (EUR -968 million compared to 2009). What is more,
the average duration of the portfolio contracted further. The spread BPV3)
of the portfolio at year end fell to less than EUR 3,600 (compared with
EUR 4,500 in 2009).

For weekly reporting, the credit spread risk is measured with an assumed
holding period of 10 days and at a confidence level of 99.96%. The credit
spread risk as per 31 December 2010 was EUR 5 million (compared with
EUR 6 million as of 31 December 2009).

Interest rate risks arising from the items in the portfolio are recorded in the
measurement for the bank as a whole, as explained in the previous section.
There are no currency risks for the portfolio, since only EUR positions
are held.

3) The spread BPV specifies the portfolio loss if the credit spreads of all bonds increase simultaneously by 1 bp. The loss is specified in EUR.
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Liquidity risks

In terms of liquidity risk, the bank distinguishes between solvency risk and
the liquidity return risk.

Solvency risk

This is the risk of not settling payment obligations at all, on time and/or not
to the required extent. Here the bank also includes the risks that asset during
a liquidity crisis can only be liquidated with high market price discounts
(market liquidity risk).

The solvency risk of KfW IPEX-Bank is considerably limited by the existing
refinancing commitment of KfW. The refinancing agreement guarantees
KfW IPEX-Bank access to liquidity through KfW at any time. This means
the risk of KfW IPEX-Bank is directly related to the liquidity risk of KfW.
Accordingly, the solvency risk of KfW IPEX-Bank is measured and managed
by KfW. The liquidity requirement of KfW IPEX-Bank is thus taken into account
in the strategic refinancing planning of KfW at Group level. By contrast,
KfW IPEX-Bank alone is responsible for measuring and controlling its own
operative liquidity.

In addition to the refinancing agreement, KfW IPEX-Bank has a securities
portfolio, a credit facility with KfW, and short-term money market invest-
ments with KfW in order to guarantee its ability to render payment at any
time in accordance with Section 11 of the German Banking Act (Gesetz (iber
das Kreditwesen, KWG) in conjunction with the German Liquidity Regulation
(Liquiditdtsverordnung, LigV).

Operative liquidity control is undertaken by the Treasury department of
KfW IPEX-Bank based on short, medium and long-term liquidity planning.
In addition, a daily calculation is performed for the liquidity figure of
the first term period (remaining terms up to 1 month) in order to keep the
figure within a specified target corridor.

Funding cost risk

In addition, the bank evaluates the funding cost risk, which it defines as
the risk that loans are refinanced on less favourable conditions than was
assumed at the time they were placed. This risk includes in particular the risk
arising from liquidity maturity transformation.

Funding cost risk is measured by the liquidity asset value (Liquiditdtsver-
magenswert, LVW), which shows the potential loss over a period of years
resulting from, on the one hand, a deterioration in funding conditions on
the liabilities side and, on the other, a deterioration in the refinancing con-
tribution provided by the assets side. The liquidity return risk is gauged based
upon the fluctuation in the LVW in scenarios relevant to the risk position of
KfW IPEX-Bank.

Operational risks

Operational risk is the risk of loss resulting from inadequate or failed internal
processes, people and systems or from external events. Reputation risks are
chiefly based on operational risks, therefore they are included in the oper-
ational risk management process at KfW IPEX-Bank. Supervisory require-
ments regarding risk management are derived from the standard approach
to operational risks, which KfW IPEX-Bank uses as a basis when calculating
the regulatory capital for operational risks, as well as from the Minimum

Requirements for Risk Management (MaRisk).

The organisation of operational risk management and controlling is based

on the following three core elements:

# Conceptual separation into central operational risk controlling, and
operational risk senior management and decentralised operational risk
analysts on the other side

# The Management Board of KfW IPEX-Bank as the operational risk
decision-making and control body

# Inclusion of the Internal Auditing department as independent control
mechanism

The operational risk strategy forms the framework for dealing with oper-
ational risks in KfW IPEX-Bank and is based on the guidelines of KfW (Group
strategy). For KfW IPEX-Bank, pure operational risks that are not credit-
related are partial risks that can easily be quantified.

The most important instruments in operational risk management include
risk assessment, the early-warning system and the operational risk event
database. There is also continuous monitoring of compliance with the service
level agreements (SLAs).

The annual risk assessment is a methodical and structured estimate of the
key operational risks as part of which the risk profile of KfW IPEX-Bank is

ascertained.

There is also a system for continuous recording and measurement of oper-
ational risk indicators. The primary objectives are to avoid operational risk
losses and identify unfavourable trends. The indicators address various oper-
ational risk areas and are included in the quarterly reporting on operational risks.

The event database captures and processes operational risk events. This
means weaknesses can be identified in business processes and operational
risks can be quantified. The database also enables the evaluation and histo-
risation of loss data.

In addition, operational risk is integrated into the risk-bearing capacity
concept and in stress testing of all types of risk by KfW IPEX-Bank.
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Shareholder risk (investment risk)

In addition to the operating investments included under credit risks,
KfW IPEX-Bank is also currently involved in strategic investments, where the
emphasis is on KfW IPEX-Bank’s company or business policy objectives with
respect to the commitment.

To ensure that risk controlling and management is effective, a distinction is
made between material and non-material strategic investments. For the
purpose of assessing risk-bearing capacity, strategic investment risks are
included in the assessment, with an economic capital budget being allocated
to the investment-risk category and its utilisation being monitored as part
of risk reporting. Allowance is currently made for strategic investments on a
blanket basis according to the potential for loss using the PD/LGD approach.

The aim is to adopt a more differentiated risk assessment approach for
material strategic investments (currently only the commitment to Railpool GmbH
satisfies the materiality criterion) where they are substantially significant in
terms of business and risk strategy.

Summary

Deliberately entering into and managing risks is an important part of the
integrated risk-return management of KfW IPEX-Bank. The methods and
systems for identifying, measuring and monitoring risks are in line with
statutory and supervisory requirements and correspond to market standards,
and they are updated on a continuous basis.

The organisational and process-related configuration of risk management
guarantees that our risk strategy is implemented and complied with.

The bank's risk-bearing capacity was adequate at all times throughout the
past financial year. Also, the regulatory requirements on equity capital and
reserves were complied with throughout. In view of the stable risk position
in 2010, risk provisions were moderate overall.
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FORECAST REPORT

We expect the global economy to record heterogeneous growth again in
2011. The emerging Asian economies are again likely to deliver high growth
rates. In contrast, the macroeconomic conditions in the industrialised econ-
omies continue to be difficult, not only in view of government finances. In
many countries, structural changes are still at an early stage. In view of the
difficult position of public sector finances, many countries will pursue a
policy of fiscal consolidation, which will have the effect of curbing economic
growth. Meanwhile, monetary policy in most of the industrialised economies
will continue to be expansionary for some time, in order to cushion the
impact of the crisis and to facilitate the refinancing of the banking sector.
Overall, the global economy is likely to continue its upward trend in 2011,
but the rate of growth is likely to be somewhat slower compared to the
previous year. In particular the German export economy, along with the
European export economy in general should benefit from this trend. This is
likely to result in positive demand for medium and long-term financing,
which is the core product of KfW IPEX-Bank.

Notwithstanding the positive signs of growth, there will be negative factors
and risks. For example, the German and European economies, both export-
oriented, will continue to be heavily dependent on global economic trends.
The market environment could be negatively impacted by much more
restrictive fiscal policies, disruption in the financial markets, which continue
to be fragile, weak growth in the US economy, political unrest in the
countries of North Africa and ongoing structural problems in the euro zone,
which is the destination of roughly 40% of German exports.

Based on the upturn in the economic environment, the bank is expecting to
see slightly higher demand for medium and long-term financing. It believes
that it has good prospects in the financing of power, renewable and water
projects, as well as infrastructure and transportation projects. In regional
terms, the focus will be primarily on markets that play a particular role for
the German export economy. Apart from European countries, these include,
in particular, the emerging economies in Asia and Latin America.

Notwithstanding the positive economic outlook, KfW IPEX-Bank anticipates
thatin 2011 the total supply of financing from national and European banks
will continue to be subject to restrictions. These result on the one hand from
balance sheet clean-ups during the financial crisis and, on the other hand,
from the expected increase in capital requirements under Basel IlI. The
syndicated lending market will likewise continue to be weak. As a conse-
quence, KfW IPEX-Bank continues to expect that club deals will predominate
and that, overall, there will be a high level of competition for low-risk
structures with good collateral. In this market environment, the structuring
and sector expertise of KfW IPEX-Bank will be particularly in demand.

The bank will continue to focus on providing financing to support the
German and European export economy and on trends in the economic and
social infrastructure. In addition, it will provide loans for projects in the
environmental and climate protection sectors and for projects designed to
secure the supply of raw materials in Germany. In addition, it will pay special

attention to medium and small-sized exporters.

In view of the general conditions outlined above, KfW IPEX-Bank expects in
2011 to record new business volume in export and project finance of
EUR 8.6 billion. For 2012, new business volume of a similar or, if market
conditions are favourable, slightly higher level is expected. This target is
subject to the customary forecasting uncertainty arising from the unpredict-
ability of major influencing factors that determine the bank’s business
operations.

This uncertainty also applies for the forecast result for 2011, which will

depend largely on the extent of the necessary risk provisions.

Corporate governance declaration

The Management Board and the Board of Supervisory Directors of KfW [PEX-Bank
have resolved to adopt the principles of the Public Corporate Governance
Code of the Federal Republic (PCGK) for KfW IPEX-Bank. A declaration
of compliance with the recommendations of the PCGK is contained in the
Corporate Governance Report of KfW IPEX-Bank.
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BALANCE SHEET OF KFW IPEX-BANK GMBH
AS AT 31 DECEMBER 2010

Assets

1. Cash reserves
a) Cash on hand
b) Funds with central banks
of which: at Deutsche Bundesbank
¢) Funds at postal giro offices

2. Loans and advances to banks
a) due on demand
b) other loans and advances

3. Loans and advances to customers
of which: secured by property lines
of which: municipal loans

4. Bonds and other fixed-income securities
a) Money market instruments
aa) of public issuers

of which: eligible as collateral with the
Deutsche Bundesbank

ab) of other issuers

of which: eligible as collateral with the
Deutsche Bundesbank

b) Bonds and notes
ba) of public issuers

of which: eligible as collateral with the
Deutsche Bundesbank

bb) of other issuers

of which: eligible as collateral with the
Deutsche Bundesbank

¢) Own bonds
Nominal value

4]

. Shares and other non-fixed income securities

o

Investments

of which: in banks

of which: in financial services institutions
. Assets held in trust

of which: loans held in trust

~N

8. Intangible assets

a) Internally generated industrial property rights
and similar rights and assets

b) Purchased concessions, industrial property rights
and similar rights and assets and licences to such
rights and assets

¢) Goodwill

d) Payments on account
9. Property, plant and equipment
10. Other assets

11. Prepaid expenses and deferred charges

31 Dec. 2010
EUR in EUR in EUR in EUR in
thousands  thousands  thousands  thousands
5
0
0
0 5
315,599
273,157 588,756
20,993,407
0
37,938
0
0
0 0
0
112,425
112,425
1,913,940 2,026,365
1,569,751
0 2,026,365
0
9,140
106,093
0
0
21,488
21,488
0
B8l
0
0 331
414
2,680
18,467

31 Dec. 2009
EUR in EUR in EUR in
thousands  thousands  thousands
0 4

269,128
1,119,777 1,388,905
21,077,680

101,210
0 101,210
112,508

2,771,651 2,884,159
0 2,985,369
7,704
91,840
135,215

0

251

0
0 251
584
11,419
17,759
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Liabilities and equity

31 Dec. 2010 31 Dec. 2009
EUR in EUR in EUR in EUR in EUR in EUR in EUR in
thousands  thousands  thousands thousands  thousands thousands thousands
1. Liabilities to banks
a) due on demand 68,434 14,015
b) with agreed term or period of notice 18,499,463 18,567,897 20,865,149 20,879,164
2. Liabilities to customers
a) Savings deposits 0 0
b) other liabilities
ba) due on demand 0 0
bb) with agreed term or period of notice 311,195 311,195 311,195 277,129 277,129 277,129
3. Liabilities held in trust 21,488 135,215
of which: loans held in trust 21,488
4. Other liabilities 71,216 8,214
5. Deferred income 22,159 32,617
6. Provisions
a) Provisions for pensions and similar commitments 63,717 47,535
b) Tax provisions 35,492 6,366
¢) other provisions 175,926 275,135 133,975 187,876
7. Subordinated liabilities 1,302,200 1,207,830
8. Profit participation capital 486,454 424,137
of which: due within two years 0
9. Fund for general banking risks 150,000 150,000
10. Equity
a) Subscribed capital 2,100,000 2,044,849
b) Capital reserves 449,992 449,992
¢) Retained earnings
ca) Legal reserve 0 0
cb) Reserve for shares in an enterprise
in which KfW IPEX-Bank
holds a controlling or majority stake 0 0
cc) Statutory reserves 0 0
cd) Other retained earnings 5,318 5318 5,157 5,157
d) Balance sheet profit/loss 4,092 2,559,402 (85,450) 2,414,548

Total labilties and cquity | | | wmaerias| | |2smero

1. Contingent liabilities

a) From the endorsement of rediscounted bills 0 0
b) From financial guarantees 2,105,034 2,308,160
¢) Assets pledged as collateral on behalf
of third parties 0 2,105,034 0 2,308,160

2. Other obligations

a) Commitments deriving from sales with an
option to repurchase 0 0

b) Placing and underwriting commitments 0 0
¢) Irrevocable loan commitments 5,785,656 5,785,656 6,762,070 6,762,070
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INCOME STATEMENT OF KFW IPEX-BANK GMBH
FROM 1 JANUARY 2010 TO 31 DECEMBER 2010

Expenses

1 Jan. - 31 Dec. 2010

1 Jan. - 31 Dec. 2009

EUR in EUR in EUR in EUR in EUR in EUR in EUR in
thousands  thousands  thousands  thousands  thousands  thousands  thousands
1. Interest expense 456,457 495,844
2. Commission expense 924 755
3. Net trading expense 0 1,770
4. Administrative expense
a) Personnel expense
aa) Wages and salaries 53,452 48,657
ab) Social security contributions, expense for
pension provision and other employee benefits 10,460 63,912 7.104 55,761
of which: for pension provision 4,744
b) Other administrative expense 63,129 127,041 62,547 118,308
5. Depreciation and impairment on property,
plant and equipment and intangible assets 288 234
6. Other operating expenses 25,895 0
7. Write-downs of and value adjustments
on loans and certain securities and increase
of loan loss provisions 32,514 441,529
8. Write-downs of and value adjustments on
investments, shares in affiliated enterprises
and securities treated as fixed assets 83 25,407
9. Expenses under profit and loss agreements 29,481 0
10. Extraordinary expenses 8,902 0
11. Taxes on income 33,872 21,889
12. Net income for the year 144,694

1. Net income/net loss for the year 144,694 (140,602)
2. Loss carried forward (85,450) 0
3. Allocated from silent partner contribution 0 55,152
4. Replenishment of silent partner contribution (55,152)



/ Annual Report 2010  Financial Statements - Income Statement /57

Income

1 Jan. - 31 Dec. 2010 1 Jan. - 31 Dec. 2009

EUR in EUR in EUR in EUR in EUR in EUR in EUR in
thousands  thousands  thousands  thousands  thousands  thousands  thousands
1. Interest income from
a) Lending and money market transactions 647,867 725,093
b) Fixed-income securities
and debt register claims 36,397 684,264 86,576 811,669
2. Current income from
a) Shares and other non-fixed income securities 919 918
b) Investments 23,253 24,172 34 952
3. Commission income 135,574 124,252
4. Other operating income 16,141 1,197
5. Income earned under profit and loss agreements 0 27,064
6. Net loss for the year 0 140,602
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NOTES

Accounting and valuation regulations

The individual financial statements of KfW IPEX-Bank GmbH have been drawn up in accordance with
the requirements of the German Commercial Code (Handelsgesetzbuch, HGB), the Ordinance Regarding
the Accounting System for Banks (Kreditinstituts-Rechnungslequngsverordnung, RechKredV) and the
German Limited Liability Companies Act (Gesetz betreffend die Gesellschaften mit beschrdnkter
Haftung, GmbHG). Statements on individual items in the balance sheet, which may be in either the
balance sheet or in the notes, are provided in the notes.

The cash reserves, loans and advances to banks and customers, and the other assets have been recognised

at cost, par or at a lower value in accordance with the lower of cost or market principle.

The securities held under current assets are valued strictly at the lower of cost or market. If these
securities were packaged together with derivative financial instruments to make a valuation unit for
hedging interest rate risks, then the valuation was performed at amortised cost - to the extent that

compensating effects arose in the underlying and hedging transaction.

Fixed asset securities were valued according to the moderate lower of cost or market principle; in the
event of permanent reduction in value, write-backs were recorded. When a valuation unit was involved,

it has been valued at amortised cost.

No securities have been allocated to the trading stock. There was no reclassification of securities during

the reporting year.

The investments have been recognised at purchase cost. In the event of permanent reduction in value,
write-backs were recorded.

Property, plant and equipment are reported at acquisition or production cost, reduced by ordinary
depreciation in accordance with the expected useful life of the items. Additions and disposals of capital
assets during the course of the year were depreciated pro rata temporis according to tax reqgulations.
A compound item was set up for low value fixed assets with purchase costs from more than EUR 150
up to EUR 1,000, which will be depreciated on a straight-line basis over five years.

The statutory write-ups were made for all assets in accordance with Section 253 (5) of the German
Commercial Code (HGB).

Liabilities are recognised at their repayment value.

The foreign currency conversion was performed with regard to Section 2564a in conjunction with
Section 340 h of the German Commercial Code (HGB).

In the financial year 2010, based upon the new regulations under the German Accounting Law Moder-
nisation Act (BilMoG), provisions for pensions and similar commitments were valued for the first time
in accordance with the projected unit credit method (previous year: entry age normal method). The
calculation was made on the basis of "Richttafeln 2005 G" (Mortality and Disability Tables) by Dr Klaus

Heubeck, applying the following actuarial assumptions:
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31 Dec. 2010

in % p.a.

Interest rate for accounting purposes 5.15
Projected unit credit dynamics") 1.00 bis 3.00
Index-linking of pensions?) 1.00 bis 2.50
Employee fluctuation rate3) 0 bis 4.00
Wage and salary increases’ 1.60 bis 2.40

1] Varies according to whether staff are covered by a collective agreement
2) Varies according to applicable pension scheme
3) The staff turnover rate is taken into account in the calculation in accordance with a graduated age scale.

KfW IPEX-Bank exercised the option under Section 274 (1) of the German Commercial Code (HGB), as
amended by the German Accounting Law Modernisation Act (BilMoG), not to recognise a net deferred
tax asset resulting from the offsetting of deferred tax liabilities of EUR 1,260 thousand against deferred
tax assets. The deferred tax liability is attributable to accounting differences relating to the reporting

of investments.
The previous year's figures were not restated to conform to the new BilMoG rules.

The other provisions are recognised at their expected recourse value. Where the residual term of the

provision is greater than one year, it has been discounted.

Sufficient allowance has been made for risks arising from the lending business. The risk provision
portfolio for the lending business recognised in the balance sheet is made up of specific loan loss
provisions affecting net income (the amount corresponds to the difference between the carrying
amount of the loan, the present value of the expected returns from interest and repayments as well as
the payment streams from securities) and portfolio loan loss provisions for loans and advances without
specific loan loss provisions. In addition, risk provisions were allocated for contingent liabilities and
irrevocable loan commitments, both for individually established risks (specific loan loss provisions) and
for impairments that have not yet been identified individually (portfolio loan loss provisions).

Prepaid expenses and deferred charges and deferred income were established for expenses and income
before the balance sheet date, to the extent that they represent expenditure or revenue for a specific

period after the balance sheet date.

According to the accounting policies of KfW IPEX-Bank to date, E&P promotional business (assets held
in trust and liabilities held in trust) administered for KfW under a dispositive trust (Ermdchtigungs-
treuhand) has been recognised in the balance sheet up to and including the financial year 2009.
As this business does not have a significant effect on the net results of operations or the risk position
of KfW IPEX-Bank, E&P promotional business that is structured as a dispositive trust has not been
recognised in the balance sheet in the financial year 2010. The previous year's figures have been restated

to make them comparable.

The aim of this approach is to recognise as assets in the balance sheet only those loans administered
for third parties on a trust basis in respect of which KfW IPEX-Bank has legal ownership and, therefore,

direct recourse.

This will result in a more transparent presentation of net assets and the results of operations, as in
future the balance sheet of KfW IPEX-Bank will be predominantly characterised by such business, which
also has a significant effect on the results of operations of KfW IPEX-Bank.
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Material differences between IFRS and the German
Commercial Code (HGB)

The accounting policies of the German Commercial Code (HGB) used in the financial statements of
KfW IPEX-Bank differ from the IFRS regulations used in the consolidated financial statements of
KfW Bankengruppe. The following material differences apply:

According to the accounting regulations of the German Commercial Code(HGB), derivatives used for
hedging market risks are never valued and recognised in the balance sheet. Instead, their market values
are disclosed in the notes. In comparison with this, IAS 39 requires derivatives to be valued at fair value
through profit or loss, even if they are part of hedging relationships. If derivatives are demonstrably
used for hedging, IAS 39 allows for hedge accounting under certain circumstances. This makes it
possible to value underlying transactions hedged by derivatives at their fair value through profit or

loss, and thereby compensate for the earnings fluctuations from hedging derivatives to a large extent.

As in the case of the financial statements of KfW IPEX-Bank prepared according to the German
Commercial Code (HGB), under IFRS, pension provisions are valued using the projected unit credit
method with regard to demographic factors and actuarial assumptions (including projected unit credit
dynamics, employee fluctuation rate). Owing to the corridor regulation (IAS 19) and the application of
IFRS-specific valuation parameters, under IFRS this nevertheless results in a provisions figure that is

different from that under financial statements prepared in accordance with the HGB.

According to IAS 39, all the fixed-income securities of KfW IPEX-Bank would have to be assigned to
the "available-for-sale" category. Changes to the fair value of the securities assigned to this category
are recognised directly in a separate equity item.

Amortisation of premiums and discounts as well as processing fees that are similar in nature to interest
is performed using the effective interest method under IFRS. Processing fees not to be amortised
according to the effective interest method are collected in the commission earned.

In the annual financial statements prepared by KfW IPEX-Bank in accordance with the German
Commercial Code(HGB), on the other hand, premiums and discounts are amortised on a straight-line

basis and processing fees impact on income at the time of collection.

Group affiliation

No consolidated financial statements are to be prepared. KfW IPEX-Bank GmbH is included in the
consolidated financial statements of KfW Bankengruppe, Frankfurt am Main. The IFRS-compliant
consolidated financial statements will be published in German in the electronic edition of the Federal
Gazette (Bundesanzeiger).
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Notes on assets

Loans and advances to banks and customers

Remaining term structure of advances and loans

Maturity with agreed term or period of notice

Due on demand Up to More than More than More than Pro rata Total
3 months 3 months to 1 year to 5 years interest
1 year 5 years
EUR in EUR in EUR in EUR in EUR in EUR in EUR in
thousands thousands thousands thousands thousands thousands thousands
Loans and advances
to banks 315,599 80,925 92,714 69,372 21,328 8,818 588,756
(as at 31 Dec. 2009) 269,128 530,744 481,994 75,847 22,214 8,978 1,388,905
Loans and advances
to customers 0 837,442 2,005,930 11,395,426 6,666,766 87,843 20,993,407
(as at 31 Dec. 2009) 0 901,281 2,203,815 11,019,436 6,861,367 91,781 21,077,680
315,599 918,367 2,098,644 11,464,798 6,688,094 96,661 21,582,163
(as at 31 Dec. 2009) 269,128 1,432,025 2,685,809 11,095,283 6,883,581 100,759 22,466,585

Loans and advances to

Banks Customers Total

EUR in EUR in EUR in
of which to: thousands thousands thousands
Shareholders 0 0 0
Affiliated enterprises 377,463 30,374 407,837
Enterprises in which KfW IPEX-Bank holds a stake 0 58,088 58,088
Subordinated assets 0 121,058 121,058

Bonds and other fixed-income securities

Listed/marketable securities

31 Dec. 2010 31 Dec. 2009

EUR in EUR in

thousands thousands

Listed securities 1,996,404 2,907,218
Unlisted securities 29,961 78,151

Marketable securities 2,026,365 2,985,369

The "Bonds and other fixed-income securities” item totalling EUR 2,026 million (previous year:
EUR 2,985 million) contains securities of KfW as an affiliated enterprise amounting to EUR 50 million.
The portfolio includes securities amounting to EUR 757 million (previous year: EUR 1,013 million) which

fall due during the year following the balance sheet date.
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Shares and other non-fixed-income securities

Listed/marketable securities

Listed securities

Unlisted securities

31 Dec. 2010 31 Dec. 2009

EUR in EUR in
thousands thousands
0 0

9,140 7,704

Marketable securities 9,140 7,704

A participation certificate is recognised under "Shares and other non-fixed-income securities” It is

valued strictly at the lower of cost or market.

Fixed assets

Changes

2010"

EUR in thousands

Shares and other non-fixed-income securities 1,436
of which included in valuation units within the meaning of Section 254 HGB 1,436
Investments 14,253
Bonds and other fixed-income securities -761,826
of which included in valuation units within the meaning of Section 254 HGB - 140,602

Residual book value Residual book value

31 Dec. 2010 31 Dec. 2009
EUR in thousands EUR in thousands
9,140 7,704

9,140 7,704

106,093 91,840
1,883,190 2,645,016
1,048,319 1,188,921

Purchase/ Additions Disposals Transfers Allocations Depreciation/ Residual Residual

production costs

Total

EUR in EUR in EUR in EUR in EUR in EUR in

thousands thousands thousands thousands thousands thousands

Intangible assets 265 157 1 0 0 90
Property, plant

and equipment? 1,364 44 1 0 0 993

Sum 1,629 201 1,083

impairment book value book value

2010 31 Dec. 2010 31 Dec. 2009

EUR in EUR in EUR in
thousands thousands thousands
76 331 251

212 414 584

288

o | | 1 || [ | ewim] arman]

1) Including exchange rate changes
2} Of which as at 31 December 2010: - total value of plant and equipment EUR 414 thousand
- total value of land and buildings used for the bank's activities EUR O thousand

Both bonds and other fixed-income securities as well as shares and other non-fixed-income securities

intended as a permanent part of business operations have been included under securities treated as

fixed assets.

During the financial year 2010, no securities were reclassified.

Bonds and other fixed-income securities held under fixed assets were valued in accordance with the

moderate lower of cost or market principle; as a result, write-downs amounting to EUR 37 million were

avoided.

The book value of the marketable securities not valued at the lower of cost or market is EUR 1,869 million.



" Annual Report 2010 , Notes / 63

Disclosures on shareholdings
Figures in accordance with Section 285 (11) of the German Commercial Code (HGB)

Name and domicile of company Capital share

Equity

Net income
for the year

in % EUR in thousands EUR in thousands

1. Movesta Development Capital Beteiligungsgesellschaft mbH, Diisseldorf 50.0 2,625 -1,433
2. Railpool GmbH, Munich 50.0 942 -1,969
3. Railpool Holding GmbH & Co. KG, Munich 50.0 -246 -2,201
in % USD in thousands USD in thousands

4. Canas Leasing Ltd., Dublin, Ireland 50.0 0 0
Freighter Leasing S.A., Luxembourg 22.2 15,268 1,633

6. Sperber Rail Holdings Inc., Wilmington, USAY 100.0 N/S N/S

1) Company established in 2010

Assets held in trust

Loans and advances to customers

The investment in HOCHTIEF AirPort Capital GmbH & Co. KGaA, Essen amounting to EUR 19,440 thousand
must be qualified as an investment in a large corporation in accordance with Section 340a (4) No 2 of the

German Commercial Code (HGB), similar to the previous year.

The marketable securities amounting to EUR 19,440 thousand contained in the item "Investments" are
not listed.

31 Dec. 2010 31 Dec. 2009 Change
EUR in thousands  EUR in thousands  EUR in thousands
21,488 135,215 -113,727

The assets held in trust of EUR 21,488 thousand (previous year: EUR 135,215 thousand) incorporate
such loan business that is administered on a trust basis by KfW IPEX-Bank for third parties and is legally
owned by KfW IPEX-Bank.

In addition to assets held in trust that are shown on the balance sheet, there is trust business that is
not shown on the balance sheet, in respect of which KfW IPEX-Bank has neither beneficial ownership
nor legal ownership. These relate to KfW's E&P promotional business administered by KfW IPEX-Bank
on a trust basis totalling EUR 21.8 billion (previous year: EUR 22.4 billion):

31 Dec. 2010 31 Dec. 2009 Change

EUR in thousands
Loans and advances to banks

EUR in thousands

EUR in thousands

a) due on demand 0 0 0
b) other loans and advances 1,407,809 1,544,089 -136,280
Loans and advances to customers 20,312,106 20,838,287 -526,181
Investments 33,655 27,955 5,700
Shares 0 25,090 -25,090
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Other assets

The other assets totalling EUR 2,680 thousand (previous year: EUR 11,419 thousand) chiefly relate to
loans and advances to the financial authorities resulting from tax prepayments and tax refund claims
amounting to EUR 1,182 thousand (previous year: EUR 7,204 thousand) as well as receivables from
lease security deposits amounting to EUR 447 thousand (previous year: EUR 335 thousand).

Prepaid expenses and deferred charges

Prepaid expenses and deferred charges include in particular upfront interest payments from swaps
amounting to EUR 10,933 thousand (previous year: EUR 10,000 thousand) and accrued Hermes fees
amounting to EUR 4,105 thousand (previous year: EUR 4,877 thousand).
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Notes on liabilities

Liabilities to banks and customers

Maturities structure of liabilities

Maturity with agreed term or period of notice

Due on demand Up to More than More than More than Pro rata Total
3 months 3 months to 1 year to 5 years interest
1 year 5 years

EUR in EUR in EUR in EUR in EUR in EUR in EUR in

thousands thousands thousands thousands thousands thousands thousands

Liabilities to banks 68,434 5,085,403 2,901,772 8,700,749 1,689,443 122,096 18,567,897

(as at 31 Dec. 2009) 14,015 3,942,293 4,187,677 10,135,495 2,499,099 100,585 20,879,164
Liabilities to customers -

Other liabilities 0 129,798 91,649 14,963 71,969 2,816 311,195

(as at 31 Dec. 2009) 236,764 3,402 7,853 26,275 2,835 277,129

68,434 5,215,201 2,993,421 8,715,712 1,761,412 124,912 18,879,092

(as at 31 Dec. 2009) 14,015 4,179,057 4,191,079 10,143,348 2,525,374 103,420 21,156,293

Liabilities to
Banks Customers Total
of which to: EUR in thousands  EUR in thousands  EUR in thousands
Shareholders 0 0 0
Affiliated enterprises 18,531,638 0 18,531,638
Enterprises in which KfW IPEX-Bank holds a stake 0 6,271 6,271
Liabilities held in trust
31 Dec. 2010 31 Dec. 2009 Change

Liabilities to banks

EUR in thousands

EUR in thousands

EUR in thousands

a) due on demand 0 0 0

b) with agreed term or period of notice 7918 66,549 -58,631
Liabilities to customers

a) Savings deposits 0 0 0

b) other liabilities

ba) due on demand 0 0 0

bb) with agreed term or period of notice 13,570 68,666 -55,096
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There were also liabilities held in trust relating to KfW's E&P promotional business administered by
KfW IPEX-Bank on a trust basis totalling EUR 21.8 billion (previous year: EUR 22.4 billion) that are not
shown on the balance sheet.

Other liabilities

Other liabilities totalling EUR 71,216 thousand (previous year: EUR 8,214 thousand) chiefly relate to
outstanding interest payments for the profit participation capital of KfW Beteiligungsholding GmbH
for 2009 and 2010 amounting to EUR 58,494 thousand. Payment is due on 29 April 2011. In addition,
they contain the balancing items for the foreign currency translation of derivative hedges totalling
EUR 8,720 thousand (previous year: EUR 4,417 thousand), pro rata interest for subordinated liabilities
amounting to EUR 2,280 thousand (previous year: EUR 2,070 thousand) as well as liabilities to the
financial authorities amounting to EUR 996 thousand (previous year: EUR 849 thousand).

Subordinated liabilities

KfW has granted KW IPEX-Bank GmbH subordinated loans amounting to USD 1,740 million (unchanged
from previous year), with the following contractual conditions:

Interest rate Maturity date
3-month-USD-LIBOR +0.85% p.a., premium increases by 0.5% to +1.35% p.a. 31 Dec. 2017
if KW IPEX-Bank does not terminate the loan as per 31 January 2013

3-month-USD-LIBOR +0.85% p.a. 31 Dec. 2017
3-month-USD-LIBOR +0.85% p.a., premium increases by 0.5% to +1.35% p.a. 31 Dec. 2019

if KfFW IPEX-Bank does not terminate the loan as per 28 February 2015

3-month-USD-LIBOR +3.2% p.a., premium increases by 1.0% to +4.2% p.a. 24 Oct. 2018
if KfW IPEX-Bank does not terminate the loan as per 30 October 2013

Interest payments are made quarterly at different interest payment dates. KfW IPEX-Bank is not obliged
to repay the subordinated loans ahead of schedule. The conditions for the subordination of these funds
correspond to the requirements of Section 10 (5a) of the German Banking Act (Kreditwesengesetz, KWG).

Interest expenses for subordinated loans in 2010 amounted to the equivalent of EUR 21 million.

The subordinated liabilities are exclusively towards KfW as an affiliated enterprise.
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Profit participation rights

KfW Beteiligungsholding GmbH granted KfW IPEX-Bank GmbH profit participation capital amounting
to USD 650 million (EUR 486 million) on 1 April 2009. The profit participation right matures on
31 December 2018 and bears interest at the 12-month USD LIBOR plus a premium of 5.4 %. The
premium increases by 1.0 % to 6.4 % if KfW IPEX-Bank does not terminate the profit participation
right as of 31 December 2014.

The profit participation right fulfils the requirements of Section 10 (5) of the German Banking Act
(Kreditwesengesetz, KWG) and thus may be attributed to regulatory capital as supplemental capital.

The holder of the profit participation certificate has an interest claim that precedes the dividends of
shareholders. The interest claim is reduced or ignored if a distribution would result in a net annual loss.
Repayment is at nominal value, subject to absorbing losses. In 2010, the profit participation capital

was replenished by EUR 29 million, having absorbed a loss in 2009 on account of the net annual loss.

For 2010 interest expense for the profit participation capital amounting to EUR 60 million was made up
of the payment of interest not paid in 2009 amounting to EUR 27 million and interest payments for
2010 amounting to EUR 33 million. For 2009 no interest was paid on account of the net annual loss.

Provisions

As well as the provisions for pensions and similar commitments amounting to EUR 63,717 thousand
(previous year: EUR 47,535 thousand) and provisions for taxes amounting to EUR 35,492 thousand
(previous year: EUR 6,366 thousand), additional provisions amounting to EUR 175,926 thousand
(previous year: EUR 133,975 thousand) were recognised as at 31 December 2010. The latter related in
particular to provisions for credit risks amounting to EUR 151,838 thousand and liabilities to staff
totalling EUR 16,910 thousand.

Deferred income

The deferred income totalling EUR 22,159 thousand (previous year: EUR 32,617 thousand) chiefly
comprises discounts from receivables purchases amounting to EUR 17,509 thousand (previous year:
EUR 27,301 thousand) as well as upfront interest payments from swaps that have been received but
do not yet impact on income amounting to EUR 2,872 thousand (previous year: EUR 2,864 thousand).
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Other required disclosures on liabilities and equity

Contingent liabilities

Business Sector 31 Dec. 2010 31 Dec. 2009 Change

EUR in millions ~ EUR in millions ~ EUR in millions
Power, Renewables and Water 564 639 -75
Manufacturing Industries, Retail, Health 427 504 -77
Aviation and Rail") 344 0 344
Shipping 270 245 25
Basic Industries 199 219 -20
Transport and Social Infrastructure? 137 100 37
Financial Institutions and Trade & Commodity Finance 121 120 1
Leveraged Finance, Mezzanine, Equity 41 45 -4
Telecommunications and Media 2 39 -37
Rail and Road?) -397

1) As at 31 Dec.2009, previous business sector "Aviation", as at 31 Dec. 2010, additional business sector "Rail” from previous business sector "Rail and Road"
2 As at 31 Dec. 2009, previous business sector "Ports, Airports, Construction/PPP", as at 31. Dec 2010, additional business sector "Road” from previous business sector "Rail and Road”
3) Business sector only as at 31 Dec. 2009, as at 31 Dec. 2010 divided between business sectors "Aviation and Rail" and "Transport and Social Infrastructure”

The new guarantees given in the 2010 financial year amounted to EUR 246 million. Altogether
EUR 449 million was redeemed in 2010.

Irrevocable loan commitments

Business Sector 31 Dec. 2010 31 Dec. 2009 Change
Cash  Guaran- Total Cash  Guaran- Total Cash  Guaran- Total
loans tees loans tees loans tees

EUR in EUR in EUR in EUR in EUR in EUR in EUR in EUR in EUR in
millions millions millions millions millions millions millions millions millions

Manufacturing Industries, Retail, Health 914 62 976 1,340 81 1,421 -426 -19 -445
Power, Renewables and Water 738 237 975 731 182 913 7 55 62
Shipping 634 287 921 1,288 310 1,598 -654 -23 -677
Aviation and Rail?) Al 69 780 562 1 563 149 68 217
Transport and Social Infrastructure? 526 122 648 230 105 335 296 17 313
Telecommunications and Media 593 8 601 400 17 417 193 -9 184
Basic Industries 507 76 583 741 122 863 -234 -46 -280
Leveraged Finance, Mezzanine, Equity 194 19 213 139 16 155 55 3 58
Financial Institutions and

Trade & Commodity Finance 59 30 89 60 52 12 -1 -22 -23
Rail and Road3 316 -316 -69 -385

oo vl sl el ssor] o] ersa s sl oo

1 As at 31 Dec. 2009, previous business sector "Aviation”, as at 31 Dec. 2010, additional business sector "Rail” from previous business sector "Rail and Road”
2 As at 31 Dec. 2009, previous business sector "Ports, Airports, Construction/PPP", as at 31 Dec. 2010, additional business sector "Road" from previous business sector "Rail and Road"
3) Business sector only as at 31 Dec. 2009, as at 31 Dec. 2010 divided between business sectors "Aviation and Rail” and “Transport and Social Infrastructure”

Total irrevocable loan commitments as at 31 December 2010 stood at EUR 5,786 million. The risks from
these transactions were taken into account by creating portfolio loan loss provisions and individual

loan loss provisions.
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tement

ith Section 34 (2) No. 1 of the Ordinance

Regarding the Accounting System for Banks (RechKredV)

In the 2010 financial year the revenues from Frankfu

Frankfurt

EUR in

thousands

Interest income 668,833
Current income from
a) Shares and other

non-fixed-income securities 919

b) Investments 23,253

¢) Shares in affiliated companies 0

Commission income 132,256

Other operating income 15,370

rt am Main and London were as follows:

31 Dec. 2010 31 Dec. 2009 Change
London Total  Frankfurt London Total  Frankfurt London Total
EUR in EUR in EUR in EUR in EUR in EUR in EUR in EUR in
thousands thousands thousands thousands thousands thousands thousands thousands
15,431 684,264 809,233 2,436 811,669 -140,400 12,995 -127,405
0 919 919 0 919 0 0 0
0 23,253 34 0 34 23,219 23,219
0 0 0 0 0 0 0
3,318 135,574 121,010 3,242 124,252 11,246 76 1,322
16,141 1,193 1,197 14,177 14,944

Other operating income

Other operating income amounting to EUR 16,141 thousand (previous year: EUR 1,197 thousand)
chiefly relates to unrealised exchange gains of EUR 10,880 thousand and realised exchange gains of
EUR 1,328 thousand from the foreign currency result, the proceeds from the sale of the investment in
Panda Hereford Ethanol amounting to EUR 2,585 thousand, revenue for services provided to Group
companies amounting to EUR 561 thousand, as well as reversals of provisions amounting to
EUR 476 thousand.

Extraordinary loss

The extraordinary loss in the amount of EUR 9 million was due solely to the amended valuation of the
provisioning needs for current and future pension entitlements, owing to the implementation of the
German Accounting Law Modernisation Act (Bilanzrechtsmodernisierungsgesetz, BilMoG).

Taxes on income

The taxes on income item totalling EUR 33,872 thousand (previous year: EUR 21,889 thousand) is
made up of corporate income tax/capital gains tax including a solidarity surcharge totalling
EUR 16,141 thousand, trade tax totalling EUR 17,653 thousand and foreign withholding tax
of EUR 78 thousand.
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Other required disclosures

Assets and liabilities denominated in foreign currency

Assets and liabilities denominated in foreign currency as well as cash transactions that were not settled
by the balance sheet date were converted into euros at the foreign exchange rates applicable as at

31 December 2010.

Expenses and income resulting from currency conversions have been included in other operating

income; the imparity principle (Imparitdtsprinzip) has been observed.

Forward transactions were converted with due observance of the regulations on special cover or cover
in the same currency. These had no effect on the income statement.

As at 31 December 2010 total assets denominated in foreign currency converted in accordance with
Section 340h in conjunction with Section 256a of the German Commercial Code (HGB) amounted to
EUR 13 billion (previous year: EUR 12 billion), of which EUR 12 billion constituted loans and advances
to customers.

The total liabilities denominated in foreign currency amounted to EUR 13 billion (previous year:
EUR 12 billion), of which EUR 10 billion constituted liabilities to banks.

Other financial liabilities

Total payment obligations amounting to EUR 48 million arose from equity finance (previous year:
EUR 53 million).

Auditor's fee

Information on the total auditing fee is found in the Group Notes of KfW Bankengruppe.
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Valuation units

The volumes of underlying transactions in securities held as fixed assets and as the liquidity reserve

hedged in valuation units against interest risks as at the balance sheet date are listed below.

Nominal value  Carrying amount Fair value
31 Dec. 2010 31 Dec. 2010 31 Dec. 2010
EUR in millions EUR in millions EUR in millions

Fixed assets
Bonds and other fixed-income securities 1,034 1,057 1,080
Liquidity reserve

Bonds and other fixed-income securities

KfW IPEX-Bank uses derivatives only to hedge open positions. The option of accounting for economic
hedges as valuation units is exercised solely in relation to securities held in the bank's book as desig-
nated underlying transactions. The effective parts of the valuation units created are accounted for
using the net hedge presentation method (Einfrierungsmethode).

For securities held as fixed assets, micro valuation units are formed by combining fixed-income

securities and hedging transactions (interest rate swaps) to form synthetic floaters.

The offsetting effect of the underlying and the hedging transactions is verified through a critical terms
match. The critical terms match ensures the retrospective and prospective offsetting of fluctuations
in value through the identity of the parameters affecting the value of the underlying and hedging

transactions.

The securities in the liquidity reserve are likewise combined with hedging transactions (interest rate
swaps) against interest rate risks in micro valuation units. Verification of the effectiveness of the hedge
is dispensed with, since the system ensures that ineffectiveness is recognised on the basis of imparity
in profit and loss accounting, pursuant to the strict lower-of-cost-and-market principle (strenges

Niederstwertprinzip).

Owing to the fact that changes in value correlate negatively with comparable risks of underlying and
hedging transactions, opposite changes in value or cash flows largely offset each other as at the balance
sheet date. In view of the intention to hold the hedges until maturity, it can also be assumed going
forward that effects will be virtually entirely offsetting with respect to the hedged risk until the

expected maturities of the valuation units.

In connection with the hedging of interest rate risks in the bank's book, derivative financial instruments
and interest-bearing underlying transactions used for this purpose form part of the macro hedge,
alongside the valuation units in accordance with Section 254 of the German Commercial Code (HGB).
The risk-mitigating effect of the derivatives is verified by the Risk Controlling department using

appropriate risk measurement.
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Derivatives reporting

KfW IPEX-Bank uses the following forward transactions or derivative products, mainly to hedge against
the risk of changes in interest rates and exchanges rates:

1. Interest rate-related forward transactions/derivative products
# |Interest rate swaps

2. Currency-related forward transactions/derivative products
# Cross-currency swaps

# FXswaps

# Forward exchange transactions

Interest rate and currency-related derivatives are used for hedging purposes. The ongoing results from
swap transactions are accrued on a pro rata basis in the respective period.

In the following table, the calculation of market values for all contract types is based on the market

31 December 2010. It discloses the positive and negative fair values of derivative positions as at
31 December 2010.

Derivative transactions - volumes

Nominal values Fair values positive Fair values negative
31 Dec. 2010 31 Dec. 2009 31 Dec. 2010 31 Dec. 2010
EUR in millions  EUR in millions EUR in millions EUR in millions

Contracts with interest rate risks

Interest rate swaps 8,622 7,548

Contracts with currency risks

Cross-currency swaps 152 160 5 24
FX swaps 283 100 8 1
Forward exchange swaps

Shares and other price risks

Credit derivatives
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Derivative transactions — maturity

Interest rate risks Currency risks Credit derivatives
31 Dec. 2010 31 Dec. 2009 31 Dec. 2010 31 Dec. 2009 31 Dec. 2010 31 Dec. 2009
EUR in millions  EUR in millions  EUR in millions  EUR in millions  EUR in millions  EUR in millions

Maturity
up to 3 months 188 267 254 121 0
more than 3 months to 1 year 1,024 602 88 40 0
more than 1 year to 5 years 4,447 4,094 80 124 0 40
more than 5 years 2,963 2,586 0

Derivative transactions - counterparties

Nominal values Fair values positive Fair values negative
31 Dec. 2010 31 Dec. 2009 31 Dec. 2010 31 Dec. 2010
EUR in millions EUR in millions EUR in millions EUR in millions

Counterparties
OECD banks 6,940 6,381 46 377
Banks outside OECD 0 0 0 0
other counterparties 2,134 1,533 17 22

Public sector

Loans in the name of third parties and for third-party account

Loans in the name of third parties and for third-party account (administered loans) totalled
EUR 6,998 million as at 31 December 2010 (previous year: EUR 5,609 million). In addition, financial

guarantees amounting to EUR 36 million (previous year: EUR 35 million) were administered.

31 Dec. 2010 31 Dec. 2009 Change

EUR in millions EUR in millions EUR in millions

Market business 3,210 2,664 546
E&P promotional business’ 3,788 2,945

" Including EUR 319 million of refinancing for CIRR ship financings by third-party banks (previous year: EUR 80 million)

These loans relate to syndicated loans, in which KfW IPEX-Bank handles the loan accounting as
syndicate leader for the account of the other syndicate members.



Female employees

Male employees

Staff not covered by collective agreements

Staff covered by collective agreements
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Personnel

The average number of staff, not including trainees and the Management Board (but including tem-

porary staff) is calculated from the end of quarter figures during the 2010 financial year.

2010 2009 Change
246 244 2
280 277 3
455 431 24

-19

e

Annual compensation

Michael Ebert"
Christiane Laibach
Christian K. Murach

Compensation and loans to members of the Management Board and the
Board of Supervisory Directors

The total compensation paid to members of the Management Board for the 2010 financial year was
EUR 1,833 thousand. Details of the compensation of the members of the Management Board for the

2010 financial year are given in the following table:

Monetary Variable Other
compensation compensation compensation

EUR in thousands  EUR in thousands  EUR in thousands  EUR in thousands

Total

Heinrich Heims (Speaker of the Management Board) 338 0 15 353
395 0 26 421
338 0 10 348
338 0 16 354
0

Markus Scheer

1) Including a one-off special payment

The total compensation paid to the members of the Board of Supervisory Directors was EUR 155 thousand.
In addition, attendance fees amounting to EUR 72 thousand were paid.

As at 31 December 2010, provisions for pensions for former members of the Management Board and
their dependents stood at EUR 2,556 thousand.

As at 31 December 2010 there were no loans to members of the Management Board.
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Mandates held by statutory representatives or other employees on the
supervisory boards of major corporations (as at 31 December 2010)

Heinrich Heims
ArcelorMittal Eisenhiittenstadt GmbH, Eisenhiittenstadt (until 31 May 2010)
Georgsmarienhiitte Holding GmbH, Georgsmarienhitte (until 31 August 2010)

Gisela von Krosigk

Galaxy S.a.r.l., Luxembourg



 Annual Report 2010 , Notes /76

Board of Supervisory Directors

Dr Norbert Kloppenburg
(Member of the Executive Board of KfW Bankengruppe)
(Chairman of the Board of Supervisory Directors)

Dr Ulrich Schrdder
(Chief Executive Officer of KfW Bankengruppe)

Dr Bernd Pfaffenbach

(State Secretary, Federal Ministry of Economics and Technology)

Dr Hans Bernhard Beus
(State Secretary, Federal Ministry of Finance)
from 4 March 2010

Dr Jiirgen Rupp
(Member of the Managing Board of RAG Aktiengesellschaft)

Karl-Heinz Stupperich
(Chairman of the Board of Supervisory Directors of GWE,

Gesellschaft fir wirtschaftliche Energieversorgung)

Werner Gatzer
(State Secretary, Federal Ministry of Finance)
until 31 January 2010
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Management Board

Heinrich Heims
Steinbach (Taunus)
(Speaker of the Management Board until 12 August 2010)

Harald D. Zenke
Boblingen
(Speaker of the Management Board from 1 January 2011)

Michael Ebert
Mainz

Christiane Laibach
Frankfurt am Main

Christian K. Murach
Sulzbach (Taunus)

Markus Scheer

Hofheim am Taunus

Frankfurt am Main, 8 February 2011
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(Speaker)



AUDITOR'S REPORT

We have audited the annual financial statements, comprising
the balance sheet, the income statement and the notes to the
financial statements, together with the bookkeeping system,
and the management report of the KfW IPEX-Bank GmbH,
Frankfurt am Main, for the business year from 1 January to
31 December 2010. The maintenance of the books and records
and the preparation of the annual financial statements and
management report in accordance with German commercial
law are the responsibility of the Company's management. Our
responsibility is to express an opinion on the annual financial
statements, together with the bookkeeping system, and the
management report based on our audit.

We conducted our audit of the annual financial statements in
accordance with §317 HGB ("Handelsgesetzbuch™: "German
Commercial Code”) and German generally accepted standards
for the audit of financial statements promulgated by the
Institut der Wirtschaftspriifer (Institute of Public Auditors in
Germany) (IDW). Those standards require that we plan and
perform the audit such that misstatements materially affecting
the presentation of the net assets, financial position and results
of operations in the annual financial statements in accordance
with German principles of proper accounting and in the
management report are detected with reasonable assurance.
Knowledge of the business activities and the economic and
legal environment of the Company and expectations as
to possible misstatements are taken into account in the

Frankfurt am Main, 4 March 2011

KPMG AG
Wirtschaftspriifungsgesellschaft

AR

Wirtschaftsprifer
(German Public Auditor)
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determination of audit procedures. The effectiveness of the
accounting-related internal control system and the evidence
supporting the disclosures in the books and records, the annual
financial statements and the management report are examined
primarily on a test basis within the framework of the audit. The
audit includes assessing the accounting principles used and
significant estimates made by management, as well as evalua-
ting the overall presentation of the annual financial statements
and management report. We believe that our audit provides a

reasonable basis for our opinion.
Our audit has not led to any reservations.

In our opinion, based on the fi ndings of our audit, the annual
financial statements comply with the legal requirements and
give a true and fair view of the net assets, financial position
and results of operations of the Company in accordance with
German principles of proper accounting. The management
report is consistent with the annual financial statements and
as a whole provides a suitable view of the Company's position
and suitably presents the opportunities and risks of future

development.

e

Mock Schweitzer
Wirtschaftspriifer

(German Public Auditor)
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