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Once again the basis for this gratifying result was an overall solid
performance in our customer business. Our three operating segments –
Corporates (including real estate finance), Retail/Savings Banks and
Financial Markets – each contributed to the result in the year 2012, both
individually and by networking with each other. This confirms that
our business model, which is now consistently customer-oriented, is
appropriate and is having a long-term impact.
Apart from this, in 2012 we continued to successfully reduce risks, save
cost positions and improve our capital ratio. And we are also on the home
straight with regard to consolidation of the portfolio of equity investments
and cutbacks in personnel. We have rigorously cut back the amount of our
non-customer-oriented credit substitute business with its associated risks
and volatilities to EUR 22 billion. Prior to restructuring the amount was
still EUR 95 billion; we will systematically continue to reduce this amount.
Last year we reduced our risk weighted assets from EUR 108 billion to less
than EUR 96 billion. Prior to restructuring the figure was EUR 178 billion.
At the same time the Tier 1 capital ratio increased to 15.3 percent.
Thanks to this reduction of risks and the conversion of silent partnership contributions by our owners amounting to EUR 2.2 billion as
at 1 January 2013, we are, as things stand at present, well prepared for
the future stricter regulatory capital requirements for banks.
As we see it, the banking sector is facing a radical change, as a result
of which the classic customer bank will once again become the definitive
benchmark. There are many indications that in future banks will
only be able to survive in the long term if they meet three prerequisites:
They must have a sufficient customer base, create economic value
added for the real economy and manage their business in a cost-efficient
and profitable manner under increasingly difficult conditions.
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We believe that LBBW is well-positioned to fulfill these requirements.
With its numerous customer relationships in corporate and private
customer business, often built up over decades, the Bank has a sound
basis for business. The consistent and timely alignment of the business
model to the classic customer business, the reduction of non-customeroriented activities and growth initiatives in selected areas of business
have further refined the profile of our Bank.
The business model aside, social acceptance is becoming an increasingly
important factor for the success of a bank. Ultimately, this can only
be achieved with a sustainable strategy. For us this means focusing on
customer relationships that are stable over the long term and based
on trust, thereby making them sustainable, in addition to serious products
and professional advice. We are convinced that all these factors place
us in a good position to assert ourselves against our competitors and to
make further progress in regaining lost confidence.
Looking forward to the 2013 financial year, we expect the surrounding
conditions to remain challenging for financial institutions. Against this
backdrop we will continue to devote a great deal of attention to the
controlled expansion of customer business and the reduction of risks.
We would like to take this opportunity to thank our owners, who
support our Bank’s strategic orientation to the long term, once more for
the commitment they have shown during the restructuring and for
their readiness to convert their silent partnership contributions. We would
like to thank you, our customers, for your trust and your suggestions.
We would also like to extend our thanks for the appreciation we received
from many of you for our work last year; we were particularly gratified
by this especially given the current problematic way banks are perceived
by the public.
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Last but not least, we would like to thank our employees, who once
again showed their profound willingness to change and work hard with
such a high level of expertise in the last year, and without whom we
could not have achieved what Landesbank Baden-Württemberg did
achieve in 2012.
Yours sincerely,

The Board of Managing Directors

HANS-JÖRG VETTER
Chairman

MICHAEL HORN
Deputy Chairman

KARL MANFRED LOCHNER

INGO MANDT

HANS-JOACHIM STRÜDER
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Report of the Supervisory Board.
Ladies and gentlemen,
Landesbank Baden-Württemberg is well-positioned with its customeroriented business model in what remains a tough environment. The Bank’s
consistent realignment in the 2012 financial year was, for the most part,
concluded at year-end. In the scope of the restructuring initiated in 2009,
for example, it consistently scaled back its risk weighted assets, especially
in the credit-investment-portfolio (credit substitute business, which is no
longer part of the core banking activities). This also enabled it to further
reduce its investment portfolio, improve its equity figures and, based
on voluntary offers relating to personnel, reach an agreement on roughly
2 400 full-time job cuts. The resolutions by the annual general meeting
in December 2012 on the conversion of initially EUR 2.2 billion in owners’
silent partnership contributions into core Tier 1 capital from today’s
perspective also ensure that LBBW will meet the significantly higher
regulatory capital requirements placed on banks in the future as well.
In the past financial year the Supervisory Board advised the Board of
Managing Directors of LBBW on the management of the Company and
regularly monitored the business management of LBBW. The Board of
Managing Directors of Landesbank Baden-Württemberg regularly informed
us on major developments within the Bank and the Group in 2012 in a
regular, timely and comprehensive manner. We intensively discussed the
economic situation of the individual business units and the business
situation of the LBBW Group with the Board of Managing Directors. We
also obtained information on the risk, liquidity and capital management
of the Bank as well as on transactions and events of considerable importance for the Bank and advised the Board of Managing Directors on
these matters. Wherever necessary, we made the required decisions
after the requisite discussions. In this context, the sale of the LBBW
residential real estate portfolio and the influence of the sovereign debt
crisis on LBBW ought to be mentioned. In addition, we discussed the
progress of the restructuring while at the same time critically scrutinizing
and monitoring the corporate governance and planning of LBBW, even
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between meetings. In the 2012 financial year the Supervisory Board once
again dealt with a large number of statutory and regulatory changes.
These included, for example, the effects of the decisions regarding Basel
III, the requirements of supervisory authorities with respect to capital
and liquidity ratios and to compliance and the internal control system.
The Supervisory Board also dealt with the regulatory, accounting and
economic perspectives of the Bank’s management. We furthermore
regularly requested presentations on LBBW’s major equity investments
at various Supervisory Board meetings. Between the meetings I, as
Chairman of the Supervisory Board, maintained regular contact with
the Chairman of the Board of Managing Directors in order to discuss
key developments and decisions. The Supervisory Board was involved
in decisions of major importance for LBBW and, when required, granted
its approval after extensive consultation and examination. The Supervisory Board and its committees performed the tasks entrusted to them
in accordance with the law and articles of association.

Supervisory Board meetings.
In the year under review, the Supervisory Board held a total of seven
meetings, each of which was attended by representatives of the supervisory authorities for law and banking.
We critically reviewed the report of the Board of Managing Directors for
the Supervisory Board and its committees and in some cases requested
additional information, which was always provided promptly and to our
satisfaction.
The subject of all ordinary meetings of the Supervisory Board comprised
the regular reports by the Board of Managing Directors on the current
situation and the reports by the respective committee chairpersons from
the committees. Any decisions required on the basis of changes in the
committees or the allocation of responsibilities of the Board of Managing
Directors were made.
After detailed, comprehensive consultation, in the meeting on 13 February
2012 we agreed to the acceptance proposed by the Board of Managing
Directors of LBBW to the offer of the consortium led by PATRIZIA
Immobilien AG to purchase the residential real estate portfolio of
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LBBW Immobilien GmbH and its investees. The sale of the residential real
estate was based on the implementation of the EU requirement »Spin-off
and sale of the residential real estate portfolio of the LBBW Immobilien
Group«. Another purpose of the meeting was the report from the meetings of the Audit Committee.
In addition to the regular reporting by the Board of Managing Directors
to the Supervisory Board, which provided information on the current
developments in Greece and the effects of the rating change by Moody’s,
among other things, and the reports by the respective committee chairpersons from the committees, our meeting on 23 February 2012 also dealt
with the partial outsourcing of IT at LBBW, the current state of the capital
requirement planning and the talks with owners carried out in connection
with this. Another purpose of the decision-making was the allocation
of responsibilities within the Board of Managing Directors and matters
relating to equity investments.
The focus of the meeting on 15 March 2012 was a personnel-related
decision, namely on who would fill the position of Chief Operating
Officer (COO) at LBBW in the future. The Supervisory Board resolved to
follow the recommendation of the Executive Committee and appoint
Dr. Martin Setzer as the new Chief Operating Officer as at 1 July 2012.
Dr. Setzer is scheduled to join the Board of Managing Directors at the
Bank after meeting the legal requirements of the German Banking Act.
At its »balance sheet meeting« on 20 April 2012, the Board of Managing
Directors first presented its report for the 2011 financial year. Based on
the recommendations of the Audit Committee and the subsequent detailed
discussion with auditor KPMG, we established the 2011 annual financial
statements and acknowledged the 2011 consolidated financial statements.
In addition, we approved the proposal made by the Audit Committee to
the annual general meeting to appoint KPMG as statutory auditor and
auditor pursuant to Section 36 of the German Securities Trading Act for
the 2012 financial year. The Supervisory Board also acknowledged the
detailed report by the Remuneration Committee in 2011 according to the
Institution Remuneration Ordinance and dealt with the remuneration of the
Board of Managing Directors. In addition, we also decided on the changes
to the allocation of responsibilities within the Board of Managing Directors.
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In the meeting on 16 July 2012, we took note of the status of the partial
IT outsourcing and the transition agreement associated with this. We then
dealt with the human resources strategy of LBBW for the years 2012/2013
and acknowledged the overall results of the Bank’s employee survey
from 2011.
In addition to the regular reporting, in the meeting on 20 September
2012 we also dealt with the half-year report of 2012 and, among other
things, matters relating to equity investments and the results of the
efficiency audit of the Supervisory Board and committee work, which
we had carried out with the support of an independent external advisor.
At the last meeting of the calendar year, on 17 December 2012, we
discussed the business strategy as well as the major events of the risk
report from 30 September 2012 in the scope of the reports from the
committees. We also focused on the 2013 business plan and the mediumterm plan for the years 2013 to 2017 as well as the partial IT outsourcing.

Supervisory Board committees.
The Supervisory Board set up three committees from among its number.
The current composition is shown on pages 14 – 15 of this annual report.
The Executive Committee met six times in the period under review.
The subject of the consultations was the preparation of the meetings of
the full Supervisory Board, especially personnel matters and questions
of remuneration for the Board of Managing Directors as well as strategic
topics, such as capital requirement planning and the restructuring.
In addition, decisions were made that are actually the responsibility of
the Executive Committee.
The Audit Committee held a total of seven meetings in 2012. In the
presence of auditor KPMG, it discussed the annual financial statements
and the consolidated financial statements of LBBW as well as the audit
reports. The Audit Committee obtained the auditor’s declaration of independence and after receiving approval from the annual general meeting
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placed the audit mandate with the auditor KPMG. The Audit Committee
agreed on the main points of the audit and the fee with the auditor.
Furthermore, the Audit Committee dealt with orders to be placed with
the auditor for services to support projects, but not connected with the
audit, and placed these with the auditor. It furthermore newly regulated
the mandating of advisory services. In addition, it discussed the report
on the first half of the year with the Board of Managing Directors and the
auditor. The Audit Committee obtained regular reports on the current status
and results of the audit of annual financial statements. The committee also
confirmed the effectiveness of internal control, risk, auditing and compliance systems and monitored the accounting process. The Audit Committee
checked the focuses of activity of the Internal Auditing department and
its material and staffing resources. The Bank’s Compliance and Internal
Auditing departments regularly reported on ongoing topics in the committee. Likewise, the Audit Committee was kept informed about the status
of special audits and complaints by the regulatory authorities. The
meetings of the Audit Committee were attended by representatives of
the auditor, who reported on their auditing activities.
In a total of eleven meetings, the Risk Committee held in-depth discussions on the Bank’s risk situation and risk management and the Bank’s
exposures requiring disclosure in accordance with the law, articles of
association and bylaws, and granted its approval where this was required.
Altogether the committee dealt with the Bank’s credit, market price,
liquidity, investment, legal, reputation and operational risks, which, like
the discussion of the risk-bearing capacity, formed part of the regular
reporting in the Board of Managing Directors’ risk reports. The Risk Committee discussed the business strategy and, extrapolated from this, the
consistent Group risk strategy with the Board of Managing Directors.
Various portfolios were looked at in detail due to economic or regulatory
developments. These included regular reporting on the development of
the wind-down of the LBBW credit substitute business.
As part of the reporting by the respective chairpersons of the committees, the members of the Supervisory Board were regularly informed
about the work of the committees and the resolutions passed by them.
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All members of the Supervisory Board attended the meetings of the
Supervisory Board and the committees in 2012, with only a few exceptions (average attendance 88 %).

Training and further training measures.
The members of the Supervisory Board assumed responsibility for
taking part in the training and further training measures necessary for
their tasks. They were given appropriate support for this by LBBW.
In addition to individual further training measures, in a total of three
workshops the Supervisory Board received training from external specialists. The topics of »general legal conditions and requirements placed
on supervisory bodies of credit institutions« and the »management
of the Bank as a whole« were addressed. An outlook on forthcoming
regulatory, accounting and legal topics for 2013 was also issued.

Annual and consolidated financial statements.
The auditor KPMG audited the 2012 single-entity and consolidated
financial statements of LBBW, including the management reports. An
unqualified auditor’s certificate was granted. The annual financial statements were drawn up in accordance with the provisions of the German
Commercial Code (Handelsgesetzbuch – HGB) and the consolidated financial statements in accordance with the International Financial Reporting
Standards (IFRS). The documentation relating to the financial statements
and the principal auditor’s reports were forwarded to all members of
the Supervisory Board in good time. The members of the Audit Committee
also received all the documents and explanations of the audit reports;
all members of the Supervisory Board had an opportunity to inspect the
documents. The auditor attended each meeting of the Audit Committee
and the Supervisory Board, explained the main results of the audit and
was available to answer questions. At its balance sheet meeting on
15 April 2013, the Audit Committee discussed the documentation relating
to the financial statements in detail with the Board of Managing Directors
and the auditor.
At its meeting on 22 April 2013, after inspecting the documents and
discussing them in detail, the Audit Committee agreed with the Audit
Committee’s recommendation that no objections were to be raised to
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the annual and consolidated financial statements. The Supervisory
Board established the single-entity financial statements prepared by
the Board of Managing Directors with effect from 31 December 2012
and acknowledged the consolidated financial statements for 2012.

Conflicts of interest.
The Risk Committee dealt with the credit approvals required in line
with Section 15 of the German Banking Act (Kreditwesengesetz – KWG)
and the approvals in accordance with the bylaws. Those members of
the Supervisory Board who, at the time of the resolutions, were members
of the decision-making bodies of the borrower concerned or were
exposed to a possible conflict of interest for other reasons, did not
participate in the vote.

Legal disputes.
In the Supervisory Board and the respective committees we continuously obtained detailed information on major legal disputes. As and
when required, we consulted external specialists.

Personnel changes in the Board of Managing Directors and the
Supervisory Board.
There were various changes within the Supervisory Board and the Board
of Managing Directors of LBBW.
Professor Dr. Wolfgang Schuster resigned his mandate on the Supervisory Board of LBBW upon expiration of his tenure as mayor of the
Baden-Württemberg state capital of Stuttgart on 6 January 2013. Based
on the municipal council resolution from 20 December 2012, the
capital city of Stuttgart delegated Mr. Fritz Kuhn as Professor Dr. Schuster’s
successor as mayor of Stuttgart with effect from 7 January 2013.
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Mr. Karl Manfred Lochner joined LBBW on 1 January 2012 as the Board
of Managing Directors’ new member and succeeded Mr. Joachim E. Schielke
as the head of the Group-wide corporate customer business. At the same
time Mr. Lochner joined the Board of Managing Directors of BW-Bank
effective 1 January 2012.
Mr. Rudolf Zipf, member of the Board of Managing Directors of Landesbank Baden-Württemberg, made the decision, at his own request, to retire
on 1 April 2012 after 20 years as member of the Board of Managing
Directors at LBBW and prior to that at BW-Bank AG.
Mr. Hans-Joachim Strüder left LBBW upon expiration of his contract on
31 March 2013 after eight years of service as a member of the Board of
Managing Directors.
The market situation, which in parts remains very difficult, and the
restructuring of LBBW largely concluded in 2012 have also given rise to
the need for special efforts in the past financial year. On behalf of the
members of the Supervisory Board, I would like to thank the Board of
Managing Directors and the employees for their considerable personal
commitment and their performance in what was a challenging financial
year of 2012.
For the Supervisory Board

HANS WAGENER
Chairman
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Supervisory Board of LBBW.

Executive Committee of LBBW.

Chairman.

Chairman.

HANS WAGENER
Auditor, tax consultant

GÜNTHER NOLLERT
Employee representative of
Landesbank Baden-Württemberg

Deputy Chairman.
DR. NILS SCHMID MdL
Deputy Minister-President,
Finance Minister of the State of BadenWürttemberg

Members.
HANS BAUER
Employee representative of
Landesbank Baden-Württemberg
HARALD COBLENZ
Employee representative of
Landesbank Baden-Württemberg
WOLFGANG DIETZ
Lord Mayor of the town of
Weil am Rhein
WALTER FRÖSCHLE
Employee representative of
Landesbank Baden-Württemberg
HELMUT HIMMELSBACH
Chairman of the Supervisory Board of
Südwestdeutsche Salzwerke AG
PROFESSOR DR. SC. TECHN.
DIETER HUNDT
Chairman of the Supervisory Board of
Allgaier Werke GmbH
JENS JUNGBAUER
Employee representative of
Landesbank Baden-Württemberg
BETTINA KIES-HARTMANN
Employee representative of
Landesbank Baden-Württemberg

HANS WAGENER
Auditor, tax consultant

Deputy Chairman.
DR. FRITZ OESTERLE
Attorney at law, law firm Oesterle
MARTIN PETERS
Managing Partner of the Eberspächer
Group
NORBERT H. QUACK
Attorney at law, notary,
law firm Quack Gutterer & Partner
CLAUS SCHMIEDEL MdL
Chairman of the SPD Parliamentary
Group in the State Parliament of
Baden-Württemberg
PETER SCHNEIDER
President of the Sparkassenverband
Baden-Württemberg (the Savings Bank
Association of Baden-Württemberg)
PROFESSOR DR. WOLFGANG SCHUSTER
until 6 January 2013
Retired Lord Mayor of the State Capital
of Stuttgart
DR.-ING. HANS-JOCHEM STEIM
Chairman of the Supervisory Board of
Hugo Kern und Liebers GmbH & Co. KG

DR. NILS SCHMID MdL
Deputy Minister-President,
Finance Minister of the State of BadenWürttemberg

Members.
FRITZ KUHN
from 24 January 2013
Lord Mayor of the State Capital of
Stuttgart
PETER SCHNEIDER
President of the Sparkassenverband
Baden-Württemberg (the Savings Bank
Association of Baden-Württemberg)
PROFESSOR DR. WOLFGANG SCHUSTER
until 6 January 2013
Retired Lord Mayor of the State Capital
of Stuttgart
NORBERT ZIPF
Employee representative of
Landesbank Baden-Württemberg

VOLKER WIRTH
Savings Bank Director, Chairman of the
Board of Managing Directors of Sparkasse
Singen-Radolfzell
NORBERT ZIPF
Employee representative of Landesbank
Baden-Württemberg

FRITZ KUHN
from 7 January 2013
Lord Mayor of the State Capital of Stuttgart
KLAUS-PETER MURAWSKI
State Secretary in the State Ministry of
Baden-Württemberg and Head of the State
Chancellery
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Corporate governance
at LBBW.
Landesbank Baden-Württemberg places great importance on good corporate governance. In the
course of the restructuring of the LBBW Group that followed the approved injection of capital and
granting of guarantees by the owners in 2009, the corporate governance structure at LBBW also
underwent fundamental change. Within the framework of the change in the law and to the articles of
association of Landesbank Baden-Württemberg, the supervisory bodies of LBBW were restructured
and the functions of the new statutory bodies, such as the annual general meeting, the Supervisory
Board and the Board of Managing Directors, were defined accordingly to achieve a clearer division of
responsibilities and greater transparency. To comply with the decision by the EU Commission, the
powers of the annual general meeting were limited to the typical duties of an annual general meeting
under stock corporation law, particularly the rights to be informed and the passing of resolutions
on the appropriation of profit. The functions of overseeing and supervising the Board of Managing
Directors are brought together exclusively in the Supervisory Board. The Board of Managing Directors
retains its responsibility for day-to-day, operational management.
LBBW takes account of key aspects of the German Corporate Governance Code that go beyond the
stipulations from the European Commission. The German Corporate Governance Code is a set of
essential legal regulations governing the management and monitoring of German listed companies
and also contains nationally and internationally recognized standards for good and responsible
corporate governance in the form of recommendations.
As the Code is geared toward listed corporations, not all points of it are applicable to Landesbank
Baden-Württemberg, since LBBW is not a listed bank but an institution incorporated under public law.
Several provisions of the German Corporate Governance Code can therefore only be transferred
analogously to Landesbank Baden-Württemberg. In terms of content, LBBW’s corporate governance
is oriented very closely to the spirit of the German Corporate Governance Code. For a large number
of recommendations of the German Corporate Governance Code there are therefore special regulations
in the legislation governing LBBW, in the articles of association and bylaws of the executive bodies
and further committees. This is why LBBW uses the term »owner« in its corporate governance statement,
for example, which is broadly equivalent to the term »shareholder«.
The changes to the corporate governance structure ensure that LBBW does not differ from its competitors, neither in its articles of association and internal procedures nor with respect to the role and
composition of the statutory bodies. The shareholders of LBBW have agreed a corporate governance
framework that fully meets the requirements of financial business management.
Corporate governance, as practiced at LBBW, is presented below. The structure of the report is based
on the standards of the German Corporate Governance Code, which is voluntary and not mandatory
for LBBW on account of its legal form.
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Shareholders and annual general meeting.
Shareholders.
As an institution incorporated under public law, LBBW has not securitized any equities. The shareholders are therefore described as owners (Träger) and not as shareholders.
The owners of Landesbank Baden-Württemberg at the beginning of January 2013 are:
Sparkassenverband Baden-Württemberg (SVBW)
(Savings Bank Association of Baden-Württemberg)
with a 40.534118 % stake in the share capital,
the State of Baden-Württemberg (state)
with a 24.988379 % stake in the share capital,
the state capital Stuttgart (city)
with a 18.931764 % stake in the share capital,
Landesbeteiligungen Baden-Württemberg GmbH (Landesbeteiligungen BW)
with a 13.539374 % stake in the share capital and
Landeskreditbank Baden-Württemberg – Förderbank – (L-Bank)
with a 2.006365 % stake in the share capital.
The owners of LBBW assume their rights before or during the annual general meeting within the scope of
the opportunities offered by the articles of association and thereby exercise their voting rights. The voting
rights of the owners are based on the size of their stake in the share capital, with each euro granting one vote.

Annual general meeting.
The annual general meeting consists of owners who exercise their rights over the affairs of LBBW at
the annual general meeting, unless the legislation governing Landesbank Baden-Württemberg or the
articles of association of LBBW stipulate to the contrary. The owners are represented at the annual
general meeting by one or by several people.
The powers of the annual general meeting encompass the typical tasks of an annual general meeting
based on stock corporation law, for example, voting on the appropriation of net profit, or granting
discharge to the members of the Supervisory Board and the Board of Managing Directors. The annual
general meeting further makes decisions about the articles of association and any changes thereto,
and about key business measures, such as corporate agreements, setting and changes to the share
capital, the issue of profit participation rights and granting of silent partnership contributions.
The Supervisory Board decides whether to change the principles of business policy.
The functions of supervising and monitoring the Board of Managing Directors, including the appointment and dismissal of members of this board, lie with the Supervisory Board. In contrast to a stock
corporation, at LBBW the Board of Managing Directors submits the audited annual financial statements
to the Supervisory Board for approval in line with its articles of association.
To ensure that all owners are adequately represented within the new executive bodies of LBBW,
the owners had the right to delegate members for the first Supervisory Board, provided they were
not to be elected as Supervisory Board members for the employees. The number of members in
the Supervisory Board delegated by the owners reflects their participating interest.
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LBBW’s share capital can be increased or decreased by a resolution passed at the annual general
meeting. LBBW can accept participatory capital, silent partnership contributions as well as
subordinated guarantee capital, and other forms of capital as provided for in the German Banking Act
(Kreditwesengesetz) from its owners and third parties.
When making a change to the share capital, a decision needs to be made about what categories
of share capital are subject to the change. Every owner who has a stake in the share capital category
concerned is entitled to a share in the corresponding share capital category based on their shareholding in the event of increases. If one owner fails to exercise their subscription right within a share
capital category, this right will accrue to the other owners for a corresponding consideration in
proportion to their share in this share capital category, unless they have reached an agreement to
the contrary among themselves.
The ordinary general meeting takes place within the first eight months of the year. Further general
meetings are called if the good of LBBW requires and also when the Supervisory Board or an owner
makes an application detailing the agenda items. The internal regulations of the annual general
meeting provide more details in this respect, particularly as regards the form and deadline for
requests that a meeting be held and for the calling of a meeting.
In contrast with a stock corporation, LBBW provides its owners with the documents required for the
annual general meeting, such as the convocation documents for the annual general meeting, directly
by e-mail or by mail rather than via its website, in view of the small number of owners.

Interoperation of the Board of Managing
Directors and the Supervisory Board.
The Board of Managing Directors and the Supervisory Board work closely together for the good of
the Company. The Board of Managing Directors agrees the strategic direction of the Company with
the Supervisory Board and they discuss the status of strategy implementation at regular intervals.
For business of fundamental importance, the articles of association or the Supervisory Board stipulate
that the consent of the Supervisory Board is required. Examples include decisions or measures that
fundamentally change the Bank’s net assets, financial position or results of operations.
According to LBBW’s understanding, supplying the Supervisory Board with sufficient information is
the joint task of the Board of Managing Directors and the Supervisory Board. The Board of Managing
Directors provides the Supervisory Board with regular, prompt and comprehensive information about
all relevant questions relating to planning, business performance, the risk situation, effectiveness of
the internal control system, the internal auditing system and compliance. It examines variations in
the business development from the plans and targets drawn up and gives reasons for such variations.
The Supervisory Board decides the duties of disclosure and reporting requirements of the Board of
Managing Directors. Reporting by the Board of Managing Directors to the Supervisory Board is generally carried out in written form. Documents required for a decision, in particular the annual financial
statements, consolidated financial statements and the audit reports are generally forwarded to members
of the Supervisory Board in good time before the meeting.
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The Chairman of the Board of Managing Directors informs the Chairman of the Supervisory Board and
the Deputy Chairman about important events, and this between the individual meeting dates as well.
Based on LBBW’s and its owners’ understanding, good corporate governance requires open discussion
between the Board of Managing Directors and the Supervisory Board and internally within the Board
of Managing Directors and the Supervisory Board. Full and comprehensive confidentiality is of decisive
importance. The members of the Supervisory Board and the Board of Managing Directors are therefore bound to secrecy. This obligation remains even after the end of their activity within the executive
bodies of the Landesbank. All members of the executive bodies ensure that employees engaged by
them observe the same obligation to secrecy.
The Board of Managing Directors and the Supervisory Board observe the rules of proper corporate
governance. Should they culpably breach the due diligence expected of a prudent and conscientious
director or Supervisory Board member, they shall be liable to pay damages to LBBW. There is no
breach of obligations for business decisions if the member of the Board of Managing Directors or
Supervisory Board may reasonably be expected to have acted for the good of the Company on the
basis of reasonable information (business judgment rule).
With regard to the D & O insurance taken out for the Board of Managing Directors, a deductible has
been agreed of 10 % of the loss up to one and a half times the board member’s annual fixed
remuneration. A corresponding deductible was also agreed when the D & O insurance was taken out
for the members of the Supervisory Board.
Decisions about granting loans to members of the Board of Managing Directors and the Supervisory
Board and related parties are made by the Risk Committee in accordance with Section 15 of the
German Banking Act (Kreditwesengesetz). The fact that the Risk Committee is a Supervisory Board
committee ensures that the Supervisory Board will be involved in the aforesaid lending decisions.
LBBW has been reporting on its corporate governance in a report on corporate governance forming
part of the annual report since the financial year 2010.

Board of Managing Directors.
Duties and responsibilities.
The Board of Managing Directors manages the business of LBBW under its own responsibility pursuant
to the law and in the Company’s interest, i. e., by taking the needs of the owners, its employees and
other groups (stakeholders) affiliated to the Company into account, with the aim of achieving sustainable
added value. In accordance with the legal principles of LBBW, it is responsible for any LBBW matters
that do not fall within the remit of another authority based on the legislation governing Landesbank
Baden-Württemberg or the articles of association of LBBW. In managing the business the members
of the Board of Managing Directors exercise the due diligence of a prudent and conscientious business
manager. In so doing, the Board of Managing Directors develops the strategic direction of the Company,
agrees this with the Supervisory Board and ensures it is implemented. Furthermore, the Board of Managing
Directors ensures compliance with the statutory regulations and the Company’s internal rules and works
toward ensuring that they are observed by LBBW Group companies. The Board of Managing Directors
further ensures a reasonable risk management and risk control within the Group.
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The Board of Managing Directors is the line superior for all employees of LBBW, including its subsidiaries, branches, stock market offices, representative offices and legally dependent institutions
under public law. The Board of Managing Directors strives for diversity and therefore a reasonable
inclusion of women, in particular, when filling management positions within the Bank.

Members of the Board of Managing Directors.
The Board of Managing Directors consists of several members. The members of the Board of Managing Directors, the Chairman of the Board of Managing Directors and the latter’s deputy or deputies
are appointed, elected and employed under private law by the Supervisory Board for a maximum period
of five years; reappointment is permitted. A decision on whether to reappoint members of the Board
of Managing Directors is made, at the earliest twelve and, at the latest, six months before the expiry
of the period of appointment. Members of the Board of Managing Directors who are older than 60
may only be appointed or reappointed until the end of the month of their 65th birthday. The Supervisory
Board may, however, decide an appointment or reappointment going beyond this date in specific
individual cases.
To ensure the maximum in terms of flexibility, LBBW has refrained from fixing an allocation of competences for the members of the Board of Managing Directors in the bylaws. A schedule of responsibilities
governs the departmental responsibilities of individual board members. The Supervisory Board makes
decisions about the bylaws of the Board of Managing Directors and about the approval of the proposed
allocation of responsibilities.

Remuneration.
Details on the remuneration of the Board of Managing Directors can be found in the remuneration report.

Conflicts of interest.
The members of the Board of Managing Directors at LBBW are bound by a comprehensive noncompetition clause during their activity for LBBW. Board members and employees may also not demand or
accept any gifts or other benefits from third parties for themselves or for others or grant third parties
unfair advantages.
Members of the Board of Managing Directors are obliged to act in the interests of the Bank. No member
of the Board may pursue personal interests when making their decisions and exploit business
opportunities open to the Bank for their own ends. Every member of the board should disclose any
possible conflicts of interest to the Supervisory Board immediately and inform the other board
members. All business between LBBW, on the one hand, and the members of the Board of Managing
Directors or persons or enterprises closely associated with them, on the other, must satisfy industry
standards. Important business requires the consent of the Supervisory Board.
Members of the Board of Managing Directors may only accept secondary activities, in particular
appointments to supervisory boards outside the LBBW Group with the consent of the Executive
Committee. The Executive Committee consists of the Chairman of the Supervisory Board, the Deputy
Chairman and three members of the Supervisory Board. This ensures that the Supervisory Board is
involved in the decision about secondary activities of the Board of Managing Directors.
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In the event of a conflict of interest, the member concerned will not take part in the deliberations
and voting on the item in question by the Board of Managing Directors. Section 18 paragraphs 1 – 3
and 5 of the Municipal Code for Baden-Württemberg apply accordingly for the members of the Board
of Managing Directors in this regard.

Supervisory Board.
Duties and responsibilities.
It is the duty of the Supervisory Board to offer regular advice and oversee the Board of Managing
Directors’ management of LBBW. It is involved in decisions of key importance to the Company. It is
responsible for the appointment and dismissal of the members of the Board of Managing Directors
and of the Chairman and Deputy Chairmen of the Board and for setting the remuneration of the Board
of Managing Directors. The Supervisory Board is able to appoint deputy board members who have
the same rights and obligations as the board members. The Supervisory Board has set itself its own
bylaws. The Supervisory Board has a Chairman and a Deputy Chairman.

Tasks and powers of the Supervisory Board Chairman.
The Chairman of the Supervisory Board calls a meeting of the Supervisory Board as required, but
no less than four times a year, and chairs its meetings. The bylaws for the Supervisory Board set out
further details, in particular, the format and deadlines for the calling of meetings. The Chairman
coordinates the work in the Supervisory Board, chairs its meetings and attends to the affairs of the
Supervisory Board in dealings with outside parties.
The Chairman of the Supervisory Board is also Chairman of the Executive Committee. The Chairman
takes part in the meetings of the Audit Committee as a permanent guest.
The Chairman of the Supervisory Board is in regular contact with the Board of Managing Directors,
in particular with its Chairman, and discusses with the latter strategy, business development and
risk management at LBBW. The Chairman of the Supervisory Board is informed immediately by the
Chairman of the Board of Managing Directors about important events that are of key importance in
the assessment of the position and development of the Company and its management. The Chairman
of the Supervisory Board then notifies the Supervisory Board and calls an extraordinary meeting of
the Supervisory Board if required.

Formation of committees.
Due to the specific circumstances of LBBW and the number of its members, the Supervisory Board
has formed three well qualified committees in the shape of the Executive Committee, Audit Committee
and Risk Committee. Their purpose is to increase the efficiency of the Supervisory Board’s work and
handle special, complex issues. The respective committee chairmen regularly report on the work of
the committees to the Supervisory Board.
The Audit Committees deals, in particular, with the effectiveness of the internal control system and
internal auditing as well as issues relating to accounting, risk management and compliance. It also
monitors the audit of the annual and consolidated financial statements and the required independence
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of the auditor, and agrees to the auditor’s fee in addition to issuing the audit assignment to the auditor,
which allows it to determine the focus of the audit. The Chairman of the Audit Committee has specific
knowledge and experience of the application of accounting standards and internal control procedures.
The Chairman of the Audit Committee is independent and is not a former member of LBBW’s Board of
Managing Directors.
The Supervisory Board has set up a Nomination Committee. It is made up exclusively of representatives of the owners and proposes suitable candidates to the annual general meeting for election to
the Supervisory Board.

Members of the Supervisory Board.
The composition of the Supervisory Board is such that its members between them possess the
requisite knowledge, skills and technical experience to assume their tasks in due form.
To ensure that all owners are adequately represented within the executive bodies of LBBW, the owners
had the right to delegate members for the first Supervisory Board, provided they were not to be elected
as Supervisory Board members for the employees. The number of members delegated by the owners
in the Supervisory Board had to reflect their participating interest. The federal state, association, and
city agreed unanimously on the appointment of the Chairman of the Supervisory Board. Taking this
into account, LBBW strives for diversity in the composition of the Supervisory Board and for a
reasonable proportion of women.
The members of the Supervisory Board take responsibility for the training and further training they
require for their duties, for which they receive reasonable support from LBBW, for example, in the form
of the suggestion of specific seminars or the offer of appropriate specialist lectures. Three specialist
seminars were organized in 2012 especially for the Supervisory Board.
To enable the Supervisory Board to provide independent advice and oversee the Board of Managing
Directors independently, the Supervisory Board includes independent members, the number of which
is set out in LBBW’s rules and regulations. Supervisory Board members are seen as independent if
they have no business or personal relationship with the Company or its Board of Managing Directors
that could constitute the basis for a conflict of interest. There are no former members of the Board
of Managing Directors on the Supervisory Board. Each Supervisory Board member takes care that they
have sufficient time to fulfill their role.
If a member of the Supervisory Board has attended fewer than half of the meetings of the Supervisory Board, a note to that effect is included in the Supervisory Board’s report.

Remuneration.
Details on the remuneration of the Supervisory Board can be found in the remuneration report.
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Conflicts of interest.
Every member of the Supervisory Board is obliged to act in the interests of the Bank. They may not
pursue any personal interests in their decisions nor use any business opportunities open to the
Company for their own advantage. Any conflicts of interest, in particular those that may arise because
of an advisory or executive function exercised for customers, suppliers, lenders or other business
partners must be disclosed to the Supervisory Board. In the event of a conflict of interest, the member
concerned does not participate in the deliberations and voting of the Supervisory Board on the issue
in question. Section 18 paragraphs 1 to 3 and 5 of the Municipal Code for Baden-Württemberg applies
to the members of the Supervisory Board accordingly in this regard.
The Supervisory Board also provides information at the annual general meeting about any conflicts
of interest that may have arisen and how they were handled. Any material conflicts of interest of a
non-temporary nature existing in the person of a Supervisory Board member will lead to a member’s
appointment being terminated. Furthermore, the consulting and other service or employment
contracts of a Supervisory Board member with the Company require the Supervisory Board’s approval.
The Supervisory Board regularly checks the efficiency of its activity. In the 2012 financial year, the
Supervisory Board examined its work and the work of its committees with the support of an
independent external advisor. The findings from this are taken into account in the revision of bylaws,
among other things.

Transparency.
The Board of Managing Directors publishes insider information that directly affects the LBBW Group,
without delay, insofar as it has not been released from the duty of disclosure in the given case.
LBBW treats its owners equally in terms of information.
Information that LBBW has to publish outside Germany because of the applicable capital market
legislation is released immediately on the domestic market.
LBBW supports good contact with its owners. It is the view of LBBW that publication of a financial
calendar would not offer any added value and is therefore not provided.
Any information published by LBBW about the Company can also be accessed via the Company’s
website. LBBW’s website has a clear structure, and an English language version will usually be
available.

Accounting and audit of the annual accounts.
Accounting.
The consolidated financial statements, in particular, provide information to the owners and third
parties. They also receive information during the financial year through the half-year report.
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The consolidated financial statements and the abbreviated consolidated financial statements of the
half-year report are compiled in accordance with the relevant international accounting standards.
The consolidated financial statements are compiled by the Board of Managing Directors and audited
by the auditor and the Supervisory Board. The Audit Committee, as a Supervisory Board committee,
discusses the half-year reports with the Board of Managing Directors prior to publication. In addition,
the German Financial Reporting Enforcement Panel (Prüfstelle für Rechnungslegung) and the German
Federal Financial Supervisory Authority are authorized to check that the consolidated financial statements comply with the applicable accounting standards (enforcement). As a company not listed on
the stock market, LBBW publishes its consolidated financial statements and its half-year report within
the timescale required by the German Securities Trading Act (Wertpapierhandelsgesetz – WpHG).
The annual report is published at the latest four months after the end of each financial year (Section
37v WpHG) and the half-year report two months following the end of the reporting period at the
latest (Section 37v WpHG).
LBBW publishes a list of third-party companies in which it holds an equity investment of not insignificant importance to the Company in its annual report. This does not include any trading portfolios of
credit and financial service institutions through which no voting rights are exercised.
In its consolidated financial statements LBBW explains the relationships with representatives of the
owners who are to be considered as related parties within the meaning of the applicable accounting
standards.

Audit of the annual accounts.
Prior to submitting the proposal to the annual general meeting for the appointment of the auditor,
the Supervisory Board or the Audit Committee obtains a declaration from the proposed auditor
stating whether any and, if applicable, which, business, financial and personal or other relationships
exist between the auditor and its executive bodies and audit managers, on the one hand, and LBBW
and the members of its executive bodies, on the other, which may give reason to doubt the auditor’s
independence. The declaration also states the extent to which other services were provided for LBBW
over the past financial year, in particular in terms of consultancy, and have been contractually agreed
for the following financial year.
The Supervisory Board commissions the auditor and reaches an agreement with the latter about the fee.
The auditor notifies the Chairman of the Supervisory Board and Audit Committee immediately of
any grounds for disqualification or partiality that may emerge during the course of an audit, provided
that they are not rectified immediately.
The Supervisory Board also agreed that the auditor will immediately report on all events and findings of importance to the Supervisory Board’s duties that may arise while carrying out the audit.
Furthermore, the Supervisory Board agreed that the auditor will inform the Supervisory Board and/or
make a note on the audit report of any facts emerging in the course of the annual audit that show
the corporate governance statement to be incorrect. The auditor takes part in the deliberations of the
Supervisory Board relating to the annual financial statements and the consolidated financial statements and reports on the key results of its audit.
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Remuneration report.
Board of Managing Directors1).
Principles of the remuneration system.
Responsibility.
The Supervisory Board takes decisions about the remuneration system, including the key contractual elements and fixes emoluments for members of the Board of Managing Directors. The Executive
Committee assumes an important advisory role in this respect and prepares the resolutions of the
Supervisory Board.

Principles of the remuneration system.
The Supervisory Board has passed a new remuneration system for members of the Board of
Managing Directors that came into effect on 1 January 2012. This system will be regularly reviewed
and further developed as needed. The focus of the new system is on gearing remuneration to
the attainment of sustained business success without offering incentives to take disproportionately
high risks. For this reason, the Supervisory Board has, among other things, set a ratio of 1:1.5 as
a reasonable upper limit for the proportion of fixed to variable remuneration.
The remuneration parameters that determine variable remuneration are geared toward achieving the
targets derived from the Bank’s strategy on a sustained basis. Variables for the payment of bonuses
are the Group’s overall success and the individual board members’ contribution to profit, which are
largely measured and assessed with the help of qualitative factors. Contributions to profit can be
positive and negative and have an impact accordingly on variable remuneration. 60 % of the variable,
annual remuneration has been deferred for a period of three years and will be paid out pro rata
temporis. This may be reduced within this period or even lapse (malus). 50 % of this deferred remuneration is based on sustained performance.
The retirement provision for new members of the Board of Managing Directors is designed as part
of the restructuring of remuneration as guaranteed payments based on defined contributions.
The final-salary scheme in place until now is to be continued for existing contracts. The level will be
measured according to the length of service on the Board of Managing Directors.
The Supervisory Board regularly checks the appropriateness of the board member remuneration
model as well as the level and composition of board remuneration.

1) The term »Board of Managing Directors« hereinafter refers to the Board of Managing Directors and the generally authorized agent (Generalbevollmächtigter) of LBBW.
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Remuneration 2012.
In 2012, remuneration of the members of LBBW’s Board of Managing Directors consisted of fixed,
non-performance-linked remuneration, variable performance-linked remuneration and other services
(essentially the use of a company car with chauffeur). Moreover, the members of the board have
occupational pension provision.
The members of the Board of Managing Directors received fixed remuneration totaling EUR 3.87 million
for their activity on the board in the 2012 financial year. In addition, variable performance-linked
remuneration totaling EUR 0.19 million was also paid out. The total of other services stood at
EUR 0.04 million. As at 31 December 2012 pension obligations according to IFRS for serving board
members as at the balance sheet date totaled EUR 12.05 million.

Supervisory Board.
Principles of remuneration for Supervisory Board members.
The annual general meeting on 22 July 2011 decided on the remuneration of Supervisory Board
members as follows:
The members of the Supervisory Board receive fixed remuneration of EUR 25 000 for the
financial year. The Chairman of the Supervisory Board receives double that amount and the
Deputy Chairman 1.5 times the fixed remuneration of a Supervisory Board member.
Supervisory Board members who are part of a committee receive further fixed remuneration
totaling EUR 10 000 for each committee they belong to. The Chairman of a committee receives
twice that amount, the Deputy Chairman 1.5 times the additional fixed remuneration.
Each Supervisory Board member receives an attendance allowance of EUR 200 to attend a meeting
of the Supervisory Board or one of its committees.
The Supervisory Board members are further reimbursed for the expenditure that they incur in
connection with performing their duties as members of the Supervisory Board (travel expenses,
individual bank-specific further training, etc.).
The Supervisory Board members are reimbursed for the sales taxes incurred that they have to pay
as a result of their activity as a member of the Supervisory Board or a committee.
The employee representatives employed at LBBW also receive their salary as employees.
The remuneration of Supervisory Board members who are not part of the Supervisory Board for
a complete financial year is paid pro rata for their term in office.
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Remuneration 2012.
For the financial year 2012, a total of EUR 0.9 million was paid in salaries and EUR 0.07 million in
attendance allowances to the members of the Supervisory Board.

Other information.
There is also pecuniary loss liability insurance for members of the Board of Managing Directors and
Supervisory Board (»D&O«). The deductible is 10 % of the loss up to a maximum of 1.5 times the
fixed annual remuneration of members of the Supervisory Board and Board of Managing Directors.

LANDESBANK BADEN-WÜRTTEMBERG

Board of Managing Directors

Supervisory Board
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Employees.
LBBW’s employees create value for our customers over the long term thanks to their commitment,
initiative, and sense of responsibility. They both provide the impetus and are the drivers for processes
of change. In spite of the restructuring and the related reduction of the work force, promoting our
human resources therefore remains our highest priority. Developing skills and expertise in a targeted
manner, proactively supporting career opportunities for women, structuring the workplace in line
with employee needs and strengthening the diversity of characters and ideas in the Company – these
number among the most important tasks in a sustainable human resources policy.

Staff numbers and training.
The workforce of Landesbank Baden-Württemberg (Group) numbered 11 642 as at 31 December 2012.
This means that 589 employees have left the Group since 31 December 2011. Most of this reduction is
related to the restructuring measures. Irrespective of this, LBBW continues to assume responsibility
for the vocational training of young people: 357 trainees and 137 students at universities of cooperative education were at the Group at the end of 2012. The outstanding performance confirms that this
is a worthwhile investment: Three of the above graduates to be bank officers received awards from the
Chambers of Industry and Commerce while 18 received commendations for outstanding achievements.
53 students at the Bank successfully completed their studies at universities of cooperative education.
All graduates received an offer of employment, in some cases on a fixed-term basis.

Personnel development.
LBBW promotes the personal and specialist further development of employees. LBBW’s training
program offers a broad spectrum of seminars providing qualification and follow-up training. In addition
to this, the Company offers business study courses and numerous language, communication, and
sales training courses. In 2012, workshops and individual coaching sessions were used by managers
to a greater extent than in the previous year to enable them to shape the change processes within
the Company successfully.
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Diversity and demographic change.
Qualified and motivated specialists are crucial for entrepreneurial success. Consequently, LBBW
meets the challenge of demographic change with sustained human resources work that specifically
promotes, recognizes and makes use of the abilities of all employees. LBBW’s diversity approach,
which cultivates variety and equality of opportunity, contributes to this. The particular goal for the
coming years is to proactively promote career opportunities for women and increase the share of
women in middle and upper management. With this in mind, a comprehensive concept was approved
by the Board of Managing Directors, which among other things consists of a mentoring program
and seminars to develop individual career planning. All the heads of division are obliged to attend
a seminar to raise awareness of the management potential and career ambitions of women at an
early stage and to support these.

Work-life balance.
Maintaining a family-friendly human resources policy centered on people is an integral part of the
corporate culture at LBBW. After all, everyone – both employees and the Company – benefit from a good
work-life balance. Satisfied and motivated specialists are one of the main keys to entrepreneurial
success. For example, parents can rely on receiving childcare services at every primary LBBW location.
Depending on individual requirements, tailor-made solutions are offered, e. g., day centers for children,
kindergarten care centers or emergency care. In addition, flexible working time models and telecommuting also promote a healthy work-life balance. Apart from taking leave on the basis of the
Home Care Leave Act in order to look after family members, employees can also take an additional
six months off work. Furthermore, since 2012 the option has existed of reducing the number of
hours worked for a period of two years.

Health.
LBBW’s Company Health Management system is a strategic investment in the Company’s most
important asset – its employees. Because a healthy working environment that encourages performance
promotes people’s physical and mental well-being over the long term. In a comparison of companies
across Germany conducted by EuPD Research within the framework of its »Corporate Health Award«,
LBBW’s Company Health Management system again improved and in November 2012 achieved the
prestigious »excellence status«.
In 2012 activities centered on the »Strengthening Mental Health« initiative. Among other measures,
the »Workplace Health Management« workshop series was initiated and attended by all of our approx.
800 managers. In order to ensure that this becomes a multiplier for the Company Health Management
system and further raises health awareness in all divisions, the three-day »Management and Health«
seminar continues to be an integral part of personnel development. LBBW offers opportunities for
exercise and relaxation for all employees near the workplace, as well as partnerships with fitness
studios in order to support a healthy lifestyle.
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LBBW improvement process.
Today, ideas and creativity are more than ever a key factor for success in a competitive setting.
LBBW’s managers therefore motivate and encourage their staff to show initiative and contribute their
own suggestions for improvements in the Company. This makes it possible to draw on the large
potential in terms of experience and knowledge with a view to optimizing and further developing work
processes, products and customer service on a sustained basis. With 3 392 suggestions for improvement,
participation in the LBBW improvement process increased by 9.6 % despite restructuring. 1 058 ideas
were implemented in 2012 with a benefit of EUR 2.9 million in material costs and EUR 6.0 million
in process times. This means that the positive trend set in previous years was continued. In 2012 the
LBBW improvement process won the »German Ideas Award« of the Deutsches Institut für Betriebswirtschaft for the best ideas management in the banks, insurance companies and service providers
category.
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Sustainability.
LBBW aims to develop the Company further not only economically, but also in terms of ethical and
environmental responsibility. We have therefore anchored our commitment to sustainability firmly in
our strategy and our business operations. For example, LBBW proactively encourages interest in
sustainable investments and demonstrates that it is possible to combine a financial return with value
added for the environment and for society. As a provider of capital LBBW has supported the
long-term structural change in the energy sector for years now. Almost half of project finance today
is accounted for by the renewables sector.
Detailed information on LBBW’s commitment to sustainability can be found at
http://nachhaltigkeit.lbbw.de

Sustainable investment business.
LBBW encourages interest in sustainable investments and offers a wide-ranging portfolio in this area.
It is our goal to offer both private and institutional customers optimal support in the responsible,
ecological and ethical investment of their assets. As an example of this, in 2012 LBBW stopped selling
investment products related to agricultural commodities.
Once again LBBW’s range of products does well when compared to its competitors: the ÖKO-Test
consumer magazine awarded the grade »very good« to the two funds, LBBW Nachhaltigkeit Aktien
and LBBW Nachhaltigkeit Renten, in its 10/2012 issue. The Austrian Federal Ministry for Agriculture,
Forestry, Environment and Water Management awarded the »Austrian Ecolabel« to the two funds.
Thanks to its good performance, the LBBW Global Warming climate change fund came third in the
2012 Fund Award in the »Ecology/Sustainability Equity Funds (5-year range)« category.
If requested to do so by the customer, LBBW takes sustainability criteria into account in its asset
management. Assets managed in this way amounted to almost EUR 30 million in 2012. Independent
testing agencies have repeatedly assessed LBBW’s asset management as exemplary: As an example
of this, in 2012 BW-Bank again achieved one of the leading positions in the firstfive ranking, as it has
done in recent years.
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Sustainable lending business.
In its lending operations, too, LBBW has set new standards in the area of sustainability. The most
important measure in this connection is the review process for industry-country risks that since
October 2010 has been integrated into the rules of lending to corporate customers as a supplement
to the existing rules concerning environmental risks. The goal is to identify critical industry-country
combinations and, by doing so, bring to light and analyze sustainability risks. This review is conducted
under certain conditions for the mining, bioenergy, oil/gas, and forest/paper industries. In 2011,
this rule was supplemented with a review process for cross-border trade in military hardware. In 2012
LBBW decided to exclude companies that produce cluster bombs and/or anti-personnel mines from
our lending services.
LBBW has been involved in the area of renewable energies for years now. Leading project developers
and manufacturers of wind turbine generators, solar farms and hydroelectric power plants number
among our customers. 2012 saw a 7 % increase in the renewable energies sector in the project finance
portfolio.

Sustainable human resources policy.
A total of 2 500 jobs have to be shed by 2013 as part of LBBW’s restructuring. So far it has
proved possible to prevent business-related layoffs thanks to severance packages, early retirement
options, and partial retirement contracts. Employee development continues to have a high priority
in spite of the unavoidable job cuts. More detailed information on this can be found in the group
management report.

Sustainable operations.
For many years now LBBW has been quantifying its environmental performance with a view to
limiting resource consumption and the resulting impact on the environment. The principal sustainability goal in business operations is to reduce CO2 emissions. Here LBBW has made considerable
progress in recent years, among other ways by optimizing its building technology and IT.

Sustainability ratings.
Independent rating agencies regularly check LBBW’s commitment to sustainability. In 2012 LBBW was
rated by oekom research, Sustainalytics and imug, among other agencies. More detailed information
on this can be found in the group management report.
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Examples of sustainability at LBBW.
Voluntary commitment
Principles for

LBBW was the first German Landesbank to sign a voluntary

responsible investment

commitment to sustainability in October 2009.

Certified environmental

LBBW has had a certified environmental management system

management system

conforming to EMAS in place since 1998; since 2001 it
has been adapted to include requirements of the ISO 14 001
standard as well.

Climate strategy

In order to make an active contribution to climate protection and
promote low-emission management, in 2011 LBBW drew up
a climate strategy and defined a concrete CO2 reduction target.

Diversity

LBBW signed the »Diversity Charter« in 2008, committing
itself to the voluntary implementation of a fair, prejudice-free
work environment.

Sustainable investment business
Volume of sustainable
1)

31 December 2011: EUR 414 million,

investment products

31 December 2012: EUR 740.7 million

Exit from investments in

The sale of investment products related to agricultural

agricultural commodities

commodities was discontinued.

Sustainable lending business
Financing volume for

Exposure: EUR 2.08 billion in 2009, EUR 2.36 billion in 2010,

renewable energy projects

EUR 2.52 billion in 2011, EUR 2.70 billion in 2012 (preliminary)

Sustainable human resources policy
Work and family audit

In 2012 the assessors of the Hertie Foundation confirmed
the award as a family-friendly company.

Company Health Management

LBBW has gradually raised the level of its success within the

(CHM)

framework of the Corporate Health Audit. 2009: 47 %,
2010: 57 %, 2011: 72 %, November 2012: excellence status.

Compliance

An external ombudsman system was established in 2012 to enable
LBBW employees to report irregularities and criminal activities
in confidence. A new online training program on »Fraud prevention
and sustainability« was introduced, which is binding throughout
the Group for all employees.

Sustainable operations
Green electricity

LBBW sources 100 % of its electricity needs from renewable
energy sources.

Sustainable social commitment
LBBW foundations

Some 8 500 projects with a total of EUR 22.5 million have been
sponsored since 1984.

1) Products of LBBW Asset Management Investmentgesellschaft mbH.
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Compliance.
Responsible entrepreneurial activities are based on compliance with rules and laws. Effective
compliance management creates long-term transparency with regard to risks and prevents criminal
activities such as money laundering, the financing of terrorism, fraud, corruption or insider trading.
At the same time, compliance with data protection laws and financial sanctions is monitored.
In addition to this, LBBW has refined its internal control system (ICS) in order to take account of the
statutory requirements and regulatory changes. The newly created »ICS Center« in the Compliance
department supports the specialized divisions by providing advice and ensures standardized reporting.
Overall, a comprehensive analysis of checking activities was conducted together with the specialized
divisions. In this connection it was essential to refine the granularity of existing processes. This makes
it possible to prevent risks from occurring that might have a negative effect on LBBW’s reputation or
commercial success.

Capital markets compliance.
Transparency is crucial for obtaining and maintaining the confidence of investors. The laws have
now been tightened up with a view to providing better protection for investors and safeguarding the
proper functioning of the financial markets. Implementation of the Investor Protection and Capital
Markets Improvement Act (Anlegerschutz- und Funktionsverbesserungsgesetz – AnsFuG) and the
EU Short Selling Regulation was therefore at the very center of measures related to capital markets
compliance in 2012. According to the new AnsFuG rules, LBBW is obliged to register all members of
staff dealing with investment advice, their sales representatives and the compliance officer with
the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht –
BaFin). Complaints by customers about a member of staff in connection with investment advice must
be reported by the Bank to BaFin’s central register. The Short Selling Regulation bans the Bank from
engaging in non-covered short selling in certain financial instruments. Furthermore, numerous
publication requirements must be met. Infringements are to be reported to BaFin without delay.
In addition, advice to and training for the specialized divisions on questions relating to capital
markets compliance were further extended. Branch supervision was intensified.

Anti-money laundering.
In order to implement the wide-ranging changes in and additions to the German Anti-Money Laundering
Act (Geldwäschegesetz – GwG), in 2012 LBBW adjusted the existing processes and defined new procedures
and in-house guidelines. All employees conducting banking operations or providing auxiliary services
for banking operations in the widest sense of the term are made aware of the methods of money
laundering in the form of training sessions on specific topics. In addition to this, at the end of 2011 a
follow-up training program (e-learning) was introduced, which was completed by 94 % of the relevant
staff in the course of 2012.
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Financial sanctions/embargoes.
LBBW checks all foreign transactions. Existing customers are checked against international sanctions
lists on a day-to-day basis. The embargo unit in LBBW’s Compliance department advises the
specialized divisions on questions relating to foreign trade law and supports Sales in implementing
legal requirements. In 2012 the focus was on implementing new EU sanctions and monitoring
adherence to these. The previous year’s connection of the London branch to the existing system for
checking financial sanctions at LBBW resulted in an increase in the level of standardization in
processing financial sanction and embargo checks.

Prevention of fraud/
other criminal activities.
LBBW has implemented a number of measures to effectively prevent criminal activities. These involved,
for example, extending the in-house whistleblower system to detect irregularities and criminal acts:
Since mid-2012 all employees of the LBBW Group have the opportunity to report suspicious incidents
anonymously through an external ombudsman. In 2012 the »Central Office« started work under
the management of the Compliance department. Among other tasks, the office coordinates all the
measures to prevent money laundering, the financing of terrorism and other criminal acts, draws
up the Group-wide risk analysis and checks the related measures and controls. In addition, the changes
in the structures and procedural organization of the units to prevent criminal activities in accordance
with the statutory amendments made in 2011 were finally implemented. In summer 2012 a web-based
learning program was introduced to train employees and raise their awareness of this topic.

Data protection.
The confidential handling of customer data has the highest priority. In 2012 LBBW introduced a set
of data protection rules throughout the Group that redefined responsibilities and created the foundation for a uniform national and international standard. Besides, in 2012 a self-audit was conducted
in all foreign branches and representative offices. In addition to gaining an understanding of the compliance with and implementation of data protection regulations, a major aspect of the self-audit
was to raise the awareness of employees and those responsible for human resources with regard to
data protection issues.
In 2012 too, general training courses were conducted on data protection while in addition certain
divisions were provided with further information specific to this group. Audits were conducted among
selected external service providers and one newly established subsidiary. Furthermore, ad hoc audits
were conducted in the specialized divisions.
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The following information
should be read in conjunction
with the consolidated financial
statements and associated
notes. The 2012 consolidated
financial statements and
the 2012 group management
report were issued an
unqualified auditor’s report
by KPMG Aktiengesellschaft
Wirtschaftsprüfungsgesellschaft.
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Business and
general conditions.
Landesbank Baden-Württemberg publishes the management report of LBBW (Bank) together with
a group management report as at 31 December 2012. The Bank represents the dominant part of the
Group; hence the group management report may also contain individual statements and figures
that are applicable only to the Bank. Statements and figures relating explicitly to LBBW (Bank) are
marked accordingly (LBBW (Bank) or only Bank). Apart from that, the terms LBBW Group, LBBW,
GROUP MANAGEMENT REPORT

Landesbank Baden-Württemberg and Group are used synonymously.

Structure and business activities
of LBBW Group.
LBBW (Bank) is a public law institution (rechtsfähige Anstalt öffentlichen Rechts) with four registered
offices in Stuttgart, Karlsruhe, Mannheim, and Mainz. Its owners are the Savings Bank Association of
Baden-Württemberg (Sparkassenverband Baden-Württemberg) with 40.534 %, the state capital, Stuttgart,
with 18.932 % and the State of Baden-Württemberg with 40.534 % of the share capital.
The State of Baden-Württemberg holds its share directly and indirectly through Landesbeteiligungen
Baden-Württemberg GmbH and L-Bank.
LBBW is a universal and commercial bank that combines the range of services of a large bank
with the regional proximity of its retail banks. LBBW (Bank) is represented in its core regions of
Baden-Württemberg, Rhineland-Palatinate, and Saxony, and the neighboring economic areas, under
their respective brands:
Baden-Württembergische Bank (BW-Bank) operates the private and corporate customer business
in the core market of Baden-Württemberg. BW-Bank assumes the role of savings bank within the
state capital of Stuttgart.
LBBW bundles its small and medium-sized corporate customer and private customer business in
Saxony and neighboring regions under the umbrella of Sachsen Bank.
Rheinland-Pfalz Bank focuses in particular on the business with SMEs in Rhineland-Palatinate and
neighboring regions.
LBBW offers the entire range of business and services of a modern universal bank via its network of
more than 200 branches and locations. The business with large corporates operating across Germany
and internationally, the real estate financing, the capital markets business and the function as the
central bank for the savings banks in Baden-Württemberg, Rhineland-Palatinate, and Saxony are located
within LBBW (Bank) itself. Essential staff and service functions are also concentrated centrally within
LBBW (Bank).
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LBBW also supports its corporate customers and the savings banks with their international activities.
Branches and representatives offices worldwide offer support with country expertise, market
know-how, and financial solutions. To complement this, LBBW has German centers in Beijing,
Singapore, Mexico City, Delhi.Gurgaon, and Moscow, which advise German corporate customers on
market entry through its local offices and networks.
The range of services and products offered by LBBW is enhanced by subsidiaries specializing in
specific business areas, such as leasing, factoring, asset management, real estate, and equity
funding.

Strategic profile of the LBBW Group.
Since the restructuring initiated in 2009, the business model
has been based on five pillars.
The strategic orientation of LBBW is focused on the customer-oriented core business with growth
prospects, especially in the core regions of Baden-Württemberg, Rhineland-Palatinate, Saxony and
neighboring areas. Above all, LBBW is the partner for the corporate and private customers in those
regions, as well as for the savings banks. This is flanked by efficient real estate financing and capital
market products, which are also aimed at institutional customers. The Group has always attached
great value to long-term, sustainable customer relationships.

Corporate customers.
The corporate customer business focuses above all on medium-sized companies in the regional core
markets. BW-Bank services corporate customers in Baden-Württemberg. Since 2011 it has also selectively supported corporate customers in Bavaria. In Rhineland-Palatinate, North Rhine Westphalia, and
Hesse, this function is assumed by Rheinland-Pfalz Bank and in central Germany by Sachsen Bank.
This pillar also encompasses the business with selected large customers in Germany, Austria, and
Switzerland.
LBBW also offers its corporate customers special products and services through various subsidiaries,
such as, in particular, SüdLeasing, MKB Mittelrheinische Bank/MMV Leasing and SüdFactoring, as well
as Süd Beteiligungen.
LBBW also supports its corporate customers in international business in important and emerging
economic regions worldwide.
The business with corporate customers has proved itself to be a stable income basis, especially
in the difficult environment for financial institutions over the last few years and will therefore be
expanded gradually. On the one hand, market penetration and market share overall are to be
expanded or increased further in existing core regions, with emphasis being placed on customer
orientation and tailor-made solutions of the offered financial products. On the other, the Bank
wants to build on the existing core markets and develop attractive neighboring markets within the
scope of growth offensives.
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LBBW sees itself primarily as a principal bank to SMEs, offering long-term, sustained support to
its customers on matters concerning financial services and all the related strategic issues.

Private customers.
The private customer pillar concentrates in particular on the wealthy private customer business in
the regional markets in Baden-Württemberg, Saxony, and Rhineland-Palatinate, and in the neighboring
economic areas. High net-worth customers are serviced in wealth management. The services provided
to this target customer group will be expanded further in the years ahead.
Additionally savings bank duties are assumed by LBBW (Bank) in the area of Stuttgart, the state
capital of Baden-Württemberg. As the savings bank for the city of Stuttgart, BW-Bank is open to all
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citizens and guarantees the provision of banking services to its customers.
In addition to tailor-made advice focused on long-term customer relationships, first-class products
and services are at the core of the business philosophy. The products on offer range from classic
checking accounts and credit card business through financing solutions to individual securities and
pension products.

Savings banks.
The cooperation with the savings banks is a key component of the LBBW business model.
In this business area, LBBW (Bank) acts above all as a central bank to savings banks in the core
markets of Baden-Württemberg, Saxony, and Rhineland-Palatinate. It also supplies products and
services to the savings banks throughout Germany. LBBW provides the savings banks themselves
with products and services, and forms a service partnership with them.
Overall, the business area caters for three essential types of cooperation:
The support for the proprietary business of the savings banks encompasses all product categories
for hedging and investment of the savings bank itself.
In the market partner business, LBBW products are offered for resale to the end customers of the
savings banks, in addition to credit given on joint accounts.
The services business encompasses research, securities settlement and management, international
payment transactions, documentary payments etc.
LBBW aims to further intensify the cooperation with the savings banks, for which joint initiatives on
product and system development exist.

Real estate financing.
The real estate financing pillar is geared toward private and institutional investors, real estate
companies, real estate corporations, project developers, open and closed-end funds, privatization
agencies, REITs, and housing companies.
As an arranger or consortium bank, LBBW also offers project, portfolio and company-related
financing structures on a selective basis. At the same time, there is a range of additional products
and services.
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New business in commercial real estate financing is concentrated on the defined core markets of
Germany, the US, and the UK. The types of use comprise the residential, office and retail segments
in particular.
The subsidiary LBBW Immobilien Management GmbH complements the product range to include
real estate development, real estate asset management and real estate services with a focus on the
core markets of Baden-Württemberg and Rhineland-Palatinate, the Rhine Main region and Munich.
The company also offers real estate services within LBBW.

Financial markets.
The financial markets segment primarily supports companies, savings banks, banks, and private
and institutional customers (in particular pension funds, insurance companies, asset managers, local
authorities, foundations, and churches).
Its activities are concentrated on German-speaking regions. Moreover, international customers are
essentially supported on the money and foreign currency markets, and in the new issues business.
Furthermore, activities in the capital markets business are combined in the financial markets pillar.
LBBW offers its customers, in particular, solutions for the management of interest rate, credit and
currency risks, as well as the procurement and investment of short-term and long-term funds via
the capital markets.
It also offers support regarding the optimization of balance sheet structures and asset/liability
management as well as the proprietary business of the savings banks i. e., interest rate and credit
products.
The subsidiary LBBW Asset Management Investmentgesellschaft mbH complements LBBW’s
product range in the capital markets business. This asset management company primarily focuses
on consulting and management of security trust assets for institutional and private investors.

Credit investment.
Alongside the five pillars of the LBBW business model, the non-strategic credit substitute business
of LBBW (Bank), of the former Sachsen LB and the former Landesbank Rheinland-Pfalz is pooled within
this segment. This includes bonds, credit derivatives, securitizations and structured products,
in particular. The portfolio will be run down completely.

Restructuring process at the LBBW Group.
Strict and continued restructuring toward becoming a pure
customer-driven bank.
LBBW started a fundamental program of restructuring in 2009 in conjunction with capital and
guarantee measures by the owners and EU state aid proceedings. The consistent running down of
business areas – especially the non-customer related, volatile credit substitute business – that are
no longer part of the Bank’s core business, is at the heart of this restructuring, while at the same
time placing a greater emphasis on the existing and traditionally strong customer business.

42

131306_GB12_2La_1_GB 42

17.04.13 15:40

GROUP MANAGEMENT REPORT — B USI NESS AND G EN ERAL CON D ITI ONS

The non-customer related business will be scaled back in such a way that it will be oriented on LBBW
as a bank for SMEs, for wealthy private customers and as a central bank to the savings banks.
As part of the restructuring measures, the risk weighted assets and total assets were reduced
significantly and the capital ratios strengthened. Particularly the latter is key, given the new and
more stringent capital requirements in Europe.
The restructuring is also aiming for a marked reduction in the cost base. Further measures for
realizing cost savings were implemented here in line with planning. LBBW (Bank) also significantly
reduced its equity investment portfolio.
Staff cuts of around 2 500 were targeted as part of the strategic realignment. The focus was on jobs
GROUP MANAGEMENT REPORT

in business areas that are no longer being pursued and on downstream staff and service functions.
By contrast, the customer support areas saw some new recruitment. The job cuts were carried out in
a socially responsible manner. Since restructuring began, it has been possible to agree on the cutting
of more than 2 400 full-time equivalent positions through voluntary redundancies.
The restructuring process was largely concluded in 2012. Open issues such as, for example, the still
outstanding sale of two equity investments will be resolved carefully and consistently. Furthermore,
the conversion of the legal form of LBBW (Bank) into a corporation (AG or SE – German or European law)
is being prepared as part of the agreement reached with the EU within the scope of the restructuring.
In addition to the restructuring, further optimization opportunities in, for example, information
technology, were analyzed.
LBBW assumes the challenges faced by the IT infrastructure of banks are set to rise further. The key
drivers are the growing demands from customers and the market, as well as more complex regulatory
requirements. The Bank is therefore working on concepts to hive off IT activities to Finanz Informatik
GmbH & Co. KG (FI).

Social responsibility.
Employees.
Efficient and dedicated employees are central to the success of every company. LBBW wants to
attract outstanding talent and gain their long-term loyalty. It invests in the health of its workforce,
supporting it with targeted personnel development measures and offers extensive solutions for
achieving a very good work-life balance.
The workforce of the LBBW Group fell from 12 231 employees to 11 642 as at 31 December 2012.
The fall is essentially the result of the direct and indirect effects of the restructuring. The rate of staff
turnover, based on the BDA formula, stood at 6.2 % for LBBW (Bank) in 2012 compared with 8.4 % the
previous year. Adjusted for restructuring-related early retirement and severance agreements (2.6 %),
the rate was 3.6 %, lower than that of the previous year (4.4 %).
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The average age of employees at LBBW (Bank) fell slightly during the year under review to
42.5 years (2011: 43.1 years), while the average length of service moved in the opposite direction to
16.7 years (2011: 16.4 years).
Women, with a share of 51.9 % (previous year: 51.6 %) once again had a slight majority within the
LBBW Group in 2012 compared with men. The proportion of part-time workers, including partial
retirement, also rose within the LBBW Group from 22.0 % to 22.5 % in 2012.
Measures aimed at reducing the headcount through voluntary reorientation were once again the
focus of human resource implementation of the restructuring in 2012. The labor agreement signed
with ver.di in 2010 to secure employment and safeguard LBBW’s locations within Germany, and the
company agreement signed between LBBW (Bank) and the General Staff Council to shape the internal
labor market have well proven their worth in this respect. Evidence of the excellent success brought
about by intensifying the internal job market lies in the around 1 000 internal jobs advertised
(unchanged from 2011). These were filled almost in full by taking on trainees and with employees
whose positions were affected by the restructuring.
Regardless of the still challenging market environment, LBBW views the professional qualification
of young people as an important sociopolitical and operational responsibility that it is very glad to
address. At the end of 2012, 499 (previous year: 535) trainees and students from universities of
cooperative education were working at LBBW. The proportion of trainees at LBBW (average number
of trainees and students as a share of the total workforce) fell slightly from 4.4 % to 4.2 %.
The qualification and further training of managers and employees remained an important issue at
LBBW in 2012. While the number of personnel development measures increased by 9.6 % during the
year under review against the previous year, with 12 870 seminar visits in 2012, up from 11 748,
the number of management seminar visits at LBBW (Bank) fell by 21.2 % from 798 in 2011 to 629 in
the year 2012. To support the change and restructuring processes at LBBW (Bank), 284 workshops
with a total of 4 031 participants were held for management (2011: 2 935). Many executives also took
advantage of the coaching services offered by the management consultancy.
In view of the demographic change, operational conditions that facilitate a work-life balance are
extremely important to optimally foster the potential of the Bank’s workforce to the mutual benefit
of both parties involved. LBBW (Bank) provides its employees with extensive offers in this respect.
For example, employees can rely on receiving childcare services at every primary location. Tailored
solutions are available according to demand, such as day care centers, kindergartens or emergency
care facilities. In addition, flexible working time models and telecommuting also promote a healthy
work-life balance. Since 2012, this is complemented by measures that regulate the care of dependants.
Employees may apply for an additional six months leave of absence on top of the care period in
accordance with the Care Leave Act (Pflegezeitgesetz). Employees also have the option to take up to
ten days a year leave from work to care for dependants. The Bank pays the salary on a voluntary
basis during this period. A new agreement came into force in 2012, allowing employees to reduce
their working hours for a period of two years.
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In 2010, LBBW was nominated as a family-friendly company within the scope of an audit conducted
by the Hertie Foundation. The assessors certified that, despite the crisis, LBBW has continued to develop
as a family-friendly business in subsequent years, too. Since an auditing process supports this positive
development to a family-friendly human resources policy, LBBW has requested a reaudit in 2013.
Ever-increasing demands on employees and management make it necessary to make targeted and
substantial investments in the health and hence the performance of its employees. LBBW’s commitment
to health management is seen as a strategic investment in its most important resource – the Bank’s
employees – whose efficiency and motivation are the key to its success. In the national German
comparison of companies by EuPD Research as part of the »Corporate Health Award«, the workplace
health management at LBBW has once again improved and the renowned »excellence status« was
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achieved in corporate health management in November 2012.
The emphasis in 2012 was especially on maintaining and strengthening mental health. Various
measures were initiated as part of an initiative with the same name. These include, in particular,
a series of in-house workshops at which all the approx. 800 managers attend a one-day »workplace
health management« training course.
In accordance with the regulations in section 7 and section 8 of the Remuneration Ordinance for
Institutions (Instituts-Vergütungsverordnung, InstitutsVergV) dated 13 October 2010, LBBW (Bank)
will produce a remuneration report for 2012 that is scheduled to be published on the LBBW website
at www.LBBW.de during the second quarter of 2013.

Sustainability.
Sustainability is an integral part of the business policy of LBBW (Bank) that is based on the conviction
that economic success is not achievable in the long term without responsible ecological, ethical,
and social performance. LBBW’s (Bank) commitment to sustainability is therefore anchored in both its
strategic and the operating business.

Sustainability strategy and management.
The LBBW (Bank) Sustainability Policy consolidates LBBW’s guiding principles on sustainable development in the areas of corporate governance, business operations, human resources, communication,
and LBBW’s commitment to community. LBBW (Bank) has set itself suitable goals to define its
sustainability policy. The concrete orientation framework for the implementation of LBBW’s sustainability goals is provided by the Guidelines for Sustainability. These mark out the corridor within
which LBBW will pursue its sustainability goals in the investment and lending business, in human
resources policy, and in stewardship of resources, and therefore form the foundation for sustainable
development. In addition, the LBBW Climate Strategy describes the position of LBBW (Bank) on key
issues relating to climate.
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The standards listed apply to LBBW (Bank) including BW-Bank, Rheinland-Pfalz Bank and Sachsen Bank
as well as to the wholly-owned subsidiaries GastroEvent GmbH, LBBW Immobilien Management GmbH
(incl. the integrated BW Immobilien GmbH) and LBBW Asset Management Investmentgesellschaft mbH,
each of which are based in Stuttgart. These subsidiaries are integrated within the sustainability
management system of the LBBW (Bank).
Comprehensive information on the commitment to sustainability of LBBW (Bank) can be found under
http://www.lbbw.de/lbbwde/1000010744-en.html, which also includes the sustainability report that
is updated every year.

Sustainability ratings.
In March 2012, Munich-based oekom research AG gave LBBW an overall rating of C+ on a scale of
A+ to D –. This result represented a further improvement over the previous year. LBBW meets the
minimum standards for sustainability management as defined by oekom research and is rated
»prime«. LBBW securities traded on the market therefore qualify for investment from an ecological
and social perspective.
In the Sustainalytics Sustainability Rating 2012, LBBW received 72 out of a 100 possible points
(previous year: 73) and is therefore ranked 8th out of 63 in the international banking industry
category for non-exchange listed banks. Among German banks, LBBW took 2nd place behind
the KfW Banking Group (December 2012).
In imug’s 2012 sustainability rating LBBW received a favorable rating as issuer of public covered
bonds, mortgage-backed covered bonds and uncollateralized bonds1).

Overall economic development.
Global economy.
The year 2012 was defined by a high level of uncertainty. The global economy is expected to have
grown by 3.2 % and therefore at a somewhat slower rate than the 3.9 % growth level achieved the year
before. Besides a slowdown in economic activity in the emerging markets, this was due in particular
to the recession in the eurozone as a consequence of the euro debt crisis. The debt crisis came to a
provisional head in February/March 2012 with the Greek debt restructuring that was restricted to private
creditors and further eroded confidence in the eurozone’s other southern European countries.
While in Asia, the Chinese economic momentum slackened off, economic growth picked up in Japan.
The Japanese economy benefited from catch-up effects from 2011 (the year of the Fukushima nuclear
disaster) and GDP climbed from – 0.6 % to 2.0 %. By contrast, Chinese GDP growth slowed from 9.3 %
in 2011 to 7.8 % in 2012; this was attributable to the more difficult international environment as well as
to a more restrictive monetary policy in reaction to higher inflation and overheating of the residential
real estate market. At 2.2 %, GDP growth levels in the United States were close to the previous year’s
level (1.8 %). The acceleration in growth was affected, above all, by the residential real estate sector that
showed a marked recovery in 2012 after a prolonged downward spiral. Corporate investment was

1) The term »uncollateralized bonds« includes all types of uncollateralized fixed-income securities, time and savings deposits.
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another contributory factor. Nonetheless, the budget dispute in the US impacted on the willingness
of companies to invest. A compromise was reached at the turn of the year 2012/2013 between the
White House and Congress, thus avoiding the often mentioned fiscal cliff. The compromise envisages
savings totaling around 1.5 % of GDP and a suspension of the debt ceiling until May 2013.
The debt crisis also dominated the situation in the eurozone in 2012. The necessary budgetary
consolidation measures together with the high risk premiums of many sovereigns and banks resulted
in restrictive financing terms for companies and private households in some European periphery
states. The eurozone as a whole slipped into recession with economic output contracting by 0.4 % in
2012. The recession was particularly pronounced in Greece; with economic output falling by around
6 % in 2012, the country found itself in a recession for the fifth consecutive year. Spain and Italy were
also in a recession in 2012, with GDP declining by 1.4 % and 2.3 % respectively. France, however,
GROUP MANAGEMENT REPORT

managed to increase its economic output minimally in 2012, with GDP growth of 0.2 %.

Germany.
Germany’s economy proved comparatively robust in 2012 to the negative influences from the
eurozone periphery states. However, German GDP growth clearly fell short of the figure of 3.0 % for
2011. Against the background of concerns about the continued existence of the euro, the German
economy showed quite respectable growth of 0.7 % (0.9 %, adjusted for the number of working days).
Export growth came to 4.1 % and thus once again far outpaced import growth (2.3 %). Consumer
spending acted as a support, with growth of 0.8 %. Capital expenditure, on the other hand, was down
5.2 %. On the labor market, the decline in unemployment stalled. Unemployment of 6.9 % in December
2012 was even slightly higher than the figure of 6.8 % recorded in December 2011.
Consumer prices increased by an annual average of 2.0 %. Energy prices increased disproportionately
by + 5.7 %, as did food and non-alcoholic beverages (+ 3.2 %). Commodities increased by an average
of 2.9 %, while the price increase for services including rents was a moderate 1.1 %.

Central bank policy.
The Federal Reserve left its key interest rate unchanged in the range of 0 % to 0.25 % for the fourth
calendar year in succession. The central bank repeatedly explained that the economic situation
necessitated the overnight rate to remain at an extremely low level until at least mid-2015.
This explanation was set forth in detail in December 2012, whereby the Federal Reserve will keep
interest rates near zero as long as unemployment remains above 6.5 % and long-term inflation does
not exceed 2 %. With unemployment at 7.8 % at year-end 2012, therefore, we are unlikely to see
interest rate hikes on the agenda in the foreseeable future.
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The ECB cut its key interest rate further to 0.75 % in mid-2012. The reason given was the difficult
economic environment in the eurozone and the very high risk premiums for the periphery states and
numerous banks. The ECB’s first press conference in 2013, at which the ECB President adopted a
comparatively optimistic stance on the euro crisis, dispersed any speculative appeal that still existed
concerning further interest rate cuts in the eurozone. The ECB’s announcement at the start of
August that it would, if necessary, intervene directly on the government bond market to safeguard
the irreversibility of the euro represented a milestone in stabilizing the financial markets. The ECB’s
Outright Monetary Transactions program (OMT program) was then agreed at the start of September.
Within the scope of these operations, the ECB would also buy bonds from the eurozone countries
that still had market access but whose yields could compromise the irreversibility of the euro owing
to market pressure, thus preventing the transmission of monetary policy. The ECB made no purchases
within the scope of the OMT program up to year-end 2012. The mere announcement by the ECB was
enough initially to significantly reduce the risk premiums of the bonds of EMU member states toward
federal government bonds (Bunds).

Bond market.
The debt crisis in the EMU also dominated the bond market in 2012. The first haircut was imposed
on Greek sovereign bonds in February and March. Private bondholders were requested to approve a
voluntary debt swap. The public-sector creditors, which included the ECB, were excluded from the
swap. As part of this debt swap, the private bondholders received a package of 24 new bonds with
maturities ranging between 2023 and 2042. The nominal value of the bonds involved in the swap
was lowered by 53.5%. This debt restructuring had the effect of reducing Greece’s sovereign debt by
EUR 107 billion.
However, it soon became very clear that this had not solved the country’s problems. The parliamentary elections in Greece drove the uncertainty about the continued existence of the EMU to
new heights, not least since it could no longer be ruled out that Spain or Italy would lose access to
the capital market. Moreover in June, Spain applied for EFSF funds to recapitalize its banking sector.
The Eurogroup countries approved up to EUR 100 billion for this purpose. An independent audit
calculated the potential capital requirement at EUR 51 to 62 billion. In this environment, the risk
premiums of 635 bp and 534 bp on 10-year Spanish and Italian sovereign bonds respectively reached
new highs over comparable Bunds since the euro was launched. Ten-year Bund yields fell to a
historical low of 1.16 %, while two-year Bunds even reached negative territory. Concerns about the
continued existence of the eurozone persisted until the end of July before a series of events –
in particular the ECB’s OMT program – gradually restored confidence in the cohesion of the eurozone,
resulting in a noticeable drop in the risk premiums of the periphery states over Germany. The Federal
Constitutional Court, which ruled the European Stability Mechanism (ESM) as being constitutional on
12 September 2012, also prompted further stability on the markets. The ESM could then officially assume
its duties in October. The risk premiums of 10-year Spanish and Italian sovereign bonds over 10-year
Bunds thus tightened to 396 bp and 320 bp respectively by the end of 2012. 10-year Bund yields
tightened slightly and ended the year 2012 at 1.30 %. A high of 2.04 % was reached at the end of March.
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Currency market.
On the currency market, the EUR appreciated slightly against the USD – albeit with pronounced
fluctuations. The EUR was trading at USD 1.29 at the start of 2012 and at USD 1.32 at year-end.
The annual high was reached at the end of February with 1.34, when the EUR benefited from the
anticipation of a successful haircut in Greece. The low was reached at the end of July, when a
collapse of the EMU no longer seemed so unfounded and the EUR was already trading at USD 1.21.
Fluctuation vis-à-vis the other main currencies was also mostly reasonable. The CHF traded mostly
around the EUR/CHF 1.20 mark – this was the official floor at which the Swiss National Bank (SNB)
defended the currency through currency market intervention. As hopes emerged of an end to the euro
debt crisis, the EUR could gain some ground and firmed up at EUR/CHF 1.21 at year-end. On balance,
GROUP MANAGEMENT REPORT

the GBP appreciated slightly against the EUR. Having started the year at EUR/GBP 0.8350, the EUR
was trading at only 0.8160 at year-end. The JPY was the exception, depreciating significantly on the
currency markets at year-end 2012 as a consequence of the shift in the Bank of Japan’s policy.
While the EUR/JPY traded at 100 at the start of November 2012, unchanged from the start of the year,
it rose to almost 114 at year-end 2012. This price increase continued at the start of 2013, too.

Stock market.
The German equity index DAX had an extremely successful year on the stock exchange, reaching a
year-end level of 7 612 points (+29.1%). The only prolonged period of weakness it experienced came
in early 2012, when the market gave up almost the entire gains for the year against the backdrop
of the euro debt crisis and fell by around 1 200 points to just below the 6 000 mark. Growing
confidence that the euro debt crisis could be contained boosted investors’ appetite for risk again and
the German equity barometer climbed to over 7 600 points. The MDax, the market barometer for listed
SMEs, even penetrated the 12 000 point mark for the first time in December, after trading at only
just under 8,900 points at the end of 2011. The European market barometer, the Euro Stoxx 50, also
rose, albeit to a lesser extent. The index stood at 2 317 points at the end of 2011. Twelve months
later and influenced by easing fears about the break-up of the eurozone, the index was trading at
2 636 points. In the US, the Dow Jones Industrials made only modest gains: On balance, it moved
from 12 218 to 13 104. The compromise on the so-called fiscal cliff that was only reached right at the
end of 2012 impacted on North American equities.

49

131306_GB12_2La_1_GB 49

16.04.13 13:56

GROUP MANAGEMENT REPORT — B USI NESS AN D G E N ERAL CON D ITI O NS

Banking industry performance.
The banking environment was defined in 2012 mainly by the economic slowdown during the year,
the ongoing debt crisis and progressing reforms of the sector’s regulatory framework.
The economic tailwind from 2011 for the German banking industry weakened in the course of 2012
on the back of declining global growth momentum and the recession in the eurozone, which was felt
increasingly in Germany, too. In November 2012 German Bundesbank mentioned a trend toward higher
risk provisioning by the banks up to the third quarter of 2012. Given the still comparatively solid state
of the German economy and private households, LBBW believes this trend is likely to have been limited.
Some banks with high exposure to ship financing posted special charges due to the protracted
difficult situation on the international shipping markets.
After the still unresolved debt crisis in the eurozone reached another high in summer 2012,
uncertainty and tension on the markets eased noticeably in the latter part of the year, as progress was
made to overcome the crisis. However, the low interest rate environment that accompanied this progress
is increasingly presenting challenges for the entire financial sector. This is especially true for the
investment business, where it has become more difficult to generate returns, especially given the low
propensity toward risk.
The immense regulatory pressure continued to challenge the sector in the past year. The banks had
to invest further substantial capacity and funds in 2012 to overcome and adjust to the large number
of new regulatory requirements that were or still remained to be implemented. The legal and business
policy workup of the financial market crisis continues to occupy capacities and weigh on the sector.
Against this backdrop and due to the conditions laid down by the EU Commission for various banks the
process of adjusting the business models and balance sheets continued.
In the course of this adjustment, overall further progress has been made in stabilizing the sector.
The risk-bearing capacity of the German banking industry has increased significantly since the
outbreak of the financial market crisis. This is also reflected in improved capitalization. By mid-2012,
all of the German banks participating in the surveys conducted by the European Banking Authority
(EBA) had fulfilled (and exceeded on aggregate) the higher minimum capital requirements within
the scope of the survey conducted at the end of 2011. At the same time, the large banks have also made
progress since the outbreak of the financial crisis in raising finance through more stable sources.
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Business performance
of the LBBW Group.
Results of operations, net assets and
financial position.

GROUP MANAGEMENT REPORT

The LBBW Group continued its positive development in the year
2012, despite the difficult economic environment for banks.
In 2012, the LBBW Group was able to generate a positive result in all four consecutive quarters.
Net consolidated profit before tax improved significantly over the previous year at EUR 399 million
(previous year: EUR 86 million), particularly due to the solid customer-driven business and the
absence of major negative effects from the turbulence on financial markets. This corresponds to a
year-on-year improvement of EUR 313 million.
The operating result totaling EUR 694 million showed a substantial improvement of EUR 302 million,
mainly driven by an improved net income/loss from investment securities as a result of the
disappearance of write-downs in connection with Greece in the previous year.
LBBW made progress in the financial year under review in further reducing its risk weighted assets;
these fell by EUR – 11.9 billion to EUR 95.8 billion. The credit-investment-portfolio (incl. guarantee
portfolio) was reduced by a nominal amount of around EUR 15 billion to EUR 22 billion. The Group
recorded a considerable decline in loans and advances to financial institutions, companies and the
public-sector entities of countries particularly affected by the European debt crisis (PIIGS).
As a result of risk mitigation, the financial and accounting ratios in the LBBW Group showed a
substantial improvement as at end-December 2012. The core capital ratio (Tier 1 ratio) rose by
2.4 percentage points to 15.3 % (previous year: 12.9 %), the total ratio in accordance with the
Solvency Regulation (SolvV) increased by 2.5 percentage points to 19.7 % (previous year: 17.2 %).
The financial position of the Group remained tension-free throughout the entire year under review
due to the good liquidity. The LBBW Group was able to obtain funding on the requisite scale via the
market at all times.
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Results of operations.

Net interest income
Net fee and commission income
Net gains/losses from financial instruments
measured at fair value through profit or loss2)

1 Jan. 2012
– 31 Dec. 2012

1 Jan. 2011
– 31 Dec. 20111)

Change from 2011 to 2012

EUR million

EUR million

EUR million

in %

2 057

2 298

– 241

– 10.5

514

536

– 22

– 4.1

24

– 33

57

–

Other operating income/expenses3)

– 33

194

– 227

–

Total operating income/expenses

2 562

2 995

– 433

– 14.5

Allowances for losses on loans and advances

– 143

– 160

17

– 10.6

Net gains/losses from financial investments,
net income/expenses from investments
accounted for using the equity method and
from profit/loss transfer agreements

135

– 716

851

–

– 1 860

– 1 727

– 133

7.7

694

392

302

77.0

– 305

– 306

1

– 0.3

0

– 15

15

– 100.0

Net income/expenses from restructuring

10

15

–5

– 33.3

Net consolidated profit/loss before tax

399

86

313

>100

–1

– 20

19

– 95.0

398

66

332

> 100

Administrative expenses
Operating result
Guarantee commission for
the State of Baden-Württemberg
Impairment of goodwill

Income tax
Net consolidated profit/loss

1) After taking into account adjustments in accordance with IAS 8 (see note 2).
2) In addition to net trading gains/losses in the narrow sense, this item also includes net gains/losses from financial instruments designated at fair value and net gains/losses
from hedge accounting.
3) The net income/expenses from investment property is shown as part of other operating income/expenses.

Net interest income declined by EUR – 241 million year-on-year to EUR 2 057 million. This drop was
essentially a result of a further reduction in interest-earning volumes and lower interest income from
own investments due to the further fall in interest rates in the course of the year. Moreover, positive
one-off effects from the previous year could not be repeated to the same extent. By contrast, the estimates
of interest and repayment cash flows of silent partnership contributions and profit participation rights
were amended by around EUR 187 million, which exerted a positive impact. This is primarily attributable
to the disappearance of interest cash flows (accumulation) for the silent partnership contributions
that were converted on 1 January 2013.
Net fee and commission income of EUR 514 million was down on the previous year’s figure of
EUR 536 million. The decline was due for the most part to the decrease of EUR – 13 million in net fee and
commission income from the securities and custody business. One-off effects from agency activities
were EUR 8 million lower than in the previous year.
Net gains/losses from financial instruments measured at fair value through profit or loss
improved by EUR 57 million year-on-year to EUR 24 million. In addition to the reversal of impairment
losses in rating-induced transactions amounting to EUR 305 million (particularly for spread tightening
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in bank and sovereign names that had an effect on credit derivatives), positive earnings contributions
were generated, in particular, on the basis of customer-related transactions in money trading, securities
and interest rate derivatives. However, high strain resulting from valuation adjustments (for market
parameters, counterparty risks and legal risks) amounting to EUR – 219 million prevented an even better
total comprehensive income figure. In addition, EUR – 161 million in write-downs on derivatives
were realized. Interest rate and currency fluctuation led to highly volatile remeasurement gains/losses
in the course of the year. In particular, this affected the remeasurement gains/losses of cross-currency
swaps that are used to hedge currency risks. The effect on an annualized basis came to EUR 95 million.
The measurement of the Group’s own credit spread also weighed the fair value result down by
EUR – 144 million.
Other operating income/expenses decreased by EUR – 227 million year-on-year to EUR – 33 million.
GROUP MANAGEMENT REPORT

Alongside the allocation to provisions for legal risks, the decline is attributable to lower ongoing
earnings contributions and the disappearance of one-off effects resulting from the sale of the
residential housing portfolio of LBBW Immobilien GmbH.
Allowances for losses on loans and advances remained modest and were roughly at the previous
year’s level at EUR – 143 million.
Net gains/losses from financial investments, net income/expenses from investments
accounted for using the equity method and from profit/loss transfer agreements improved
significantly year-on-year from EUR – 716 million to EUR 135 million. Following the considerable
strain on the result in the previous year that was caused by the southern European sovereign debt
crisis, no comparable expenditure was incurred in the year under review. The result from securities
was EUR – 66 million in the year under review. This figure includes exchange-rate changes and the
recovery in the price of securities under the risk shield of the State of Baden-Württemberg.
The reimbursement rights from the guarantee provided by the State of Baden-Württemberg fell by
EUR – 17 million (previous year: EUR – 37 million). By contrast, the Group realized a gain on the sale
of financial investments totaling EUR 172 million (previous year: EUR 276 million) and EUR 55 million
(previous year: EUR – 1 million) in earnings contributions from equity investments accounted for
using the equity method.
Administrative expenses rose by EUR – 133 million to EUR – 1 860 million. This performance was
mainly the result of an increase in total other administrative expenses of EUR – 80 million, which in
turn was chiefly caused by a substantial year-on-year increase in the bank levy of EUR – 35 million
to EUR – 92 million. In addition, expenses for IT operations and advisory expenses in connection with
IT projects increased by a total of EUR 45 million over the previous year. This was due to preparations
for regulatory and accounting-related requirements (in particular, Basel III, IFRS standard changes
etc.) as part of multi-annual projects, as well as expenses incurred in connection with the development
of the group-wide steering instruments.
Taking the expenses incurred for the guarantee commission for the State of Baden-Württemberg
totaling EUR – 305 million and the EUR 10 million net income from restructuring into account, the
Group posted a net consolidated profit before tax of EUR 399 million (previous year: EUR 86 million).
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A tax expense totaling EUR – 1 million was incurred in the year under review, compared with
EUR – 20 million in the previous year. The effective tax rate was well below the Group tax rate. A tax
expense from a write-down on deferred taxes was largely offset by tax income generated from the
reversals of provisions created in connection with the successful conclusion to a tax dispute abroad.
The net consolidated profit after tax amounted to EUR 398 million (previous year: EUR 66 million).
EUR – 1 million of this amount was accounted for by minority interests while EUR 399 million are to
be attributed to the owners of LBBW.

Net assets and financial position.

Assets
Cash and cash equivalents
Loans and advances to banks

31 Dec. 2012

31 Dec. 20111)

EUR million

EUR million

EUR million

in %

2 909

5 848

– 2 939

– 50.3

Change from 2011 to 2012

50 066

59 611

– 9 545

– 16.0

117 170

123 794

– 6 624

– 5.4

– 2 505

– 2 945

440

– 14.9

110 464

116 270

–5 806

– 5.0

53 074

63 740

– 10 666

– 16.7

580

455

125

27.5

23

1 698

– 1 675

– 98.6

Intangible assets

502

567

– 65

– 11.5

Investment property

516

469

47

10.0

Loans and advances to customers
Allowances for losses on loans and advances
Financial assets measured at fair value
through profit or loss2)
Financial investments and shares in
investments accounted for using the equity
method
Portfolio hedge adjustment
attributable to assets
Non-current assets held for sale and
disposal groups

Property and equipment

710

758

– 48

– 6.3

Current income tax assets

182

265

– 83

– 31.3

Deferred income tax assets

1 271

1 359

– 88

– 6.5

Other assets

1 364

1 180

184

15.6

Total assets

336 326

373 069

– 36 743

– 9.8

1) After taking into account adjustments in accordance with IAS 8 (see note 2).
2) In addition to trading assets, this item also includes the positive fair values from hedging derivatives and financial assets designated at fair value.
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31 Dec. 2012

31 Dec. 20111)

EUR million

EUR million

EUR million

in %

Deposits from banks

64 236

77 836

– 13 600

– 17.5

Deposits from customers

85 332

80 179

5 153

6.4

Securitized liabilities

61 589

71 654

– 10 065

– 14.0

Financial liabilites measured at fair value
through profit or loss2)

99 732

117 188

– 17 456

– 14.9

Portfolio hedge adjustment
attributable to liabilities

1 199

1 019

180

17.7

Provisions

3 133

2 600

533

20.5

Liabilities from disposal groups

Change from 2011 to 2012

0

526

– 526

– 100.0

Current income tax liabilities

200

276

– 76

– 27.5

Deferred income tax liabilities

170

195

– 25

– 12.8

Other liabilities

698

700

–2

– 0.3

Subordinated capital

9 715

11 396

– 1 681

– 14.8

10 322

9 500

822

8.7

Share capital

2 584

2 584

0

0.0

Capital reserve

6 910

6 910

0

0.0

Equity

Retained earnings
Other income
Unappropriated profit/loss
Equity attributable to
non-controlling interest
Total equity and liabilities
Guarantee and surety obligations
Irrevocable loan commitments
Business volume

771

1 067

– 296

– 27.7

–363

– 1 147

784

– 68.4

399

67

332

> 100

21

19

2

10.5

336 326

373 069

– 36 743

– 9.8

6 464

6 519

–55

– 0.8

22 381

22 137

244

1.1

365 171

401 725

– 36 554

– 9.1

GROUP MANAGEMENT REPORT

Equity and liabilities

1) After taking into account adjustments in accordance with IAS 8 (see note 2).
2) In addition to trading liabilities, this item also includes the negative fair values from hedging derivatives and financial liabilities designated at fair value.
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Business volume.
The business volume fell year-on-year by EUR – 36.6 billion or – 9.1% to EUR 365.2 billion.
Consolidated total assets of LBBW declined in the same period by EUR – 36.7 billion to
EUR 336.3 billion.
The decline largely reflects the scheduled reduction in volumes and risks. On the assets side, the
decline in volume was chiefly marked by a EUR – 6.6 billion drop in loans and advances to customers
and a EUR – 9.5 billion decline in loans and advances to banks. In addition, financial assets measured
at fair value through profit or loss recorded a significant fall of EUR – 5.8 billion and financial investments one of EUR – 10.7 billion. On the liabilities side, deposits from banks declined by EUR – 13.6 billion,
securitized liabilities by EUR – 10.1 billion and financial liabilities measured at fair value through
profit or loss by EUR – 17.5 billion.
The reclassification of counterparties also had a material effect on the balance sheet items of loans
and advances to, and deposits from, banks and customers.
At EUR 1 906 billion as at the end of the year, the nominal volume of derivatives was down
– 16.5 % on the previous year’s figure (EUR 2 283 billion).

Lending.
The volume of cash and cash equivalents declined by around EUR – 2.9 billion on the reporting date
to EUR 2.9 billion year-on-year.
Loans and advances to banks fell by EUR – 9.5 billion to EUR 50.1 billion in the past financial year.
The decline was mainly the result of a EUR – 6.1 billion reduction in the holding of public-sector loans
and of securities repurchase transactions totaling EUR – 3.6 billion. The change in securities repurchase
transactions was influenced by the reclassification of counterparties to loans and advances to customers
totaling some EUR – 0.7 billion.
Loans and advances to customers decreased by EUR – 6.6 billion to EUR 117.2 billion. Including
the EUR 0.7 billion in counterparties that were reclassified as at the balance sheet date, loans and
advances to customers declined by a total of EUR – 7.3 billion. The decline was essentially due
to a decrease of EUR – 7.1 billion in the portfolio of mortgages and public-sector loans and a lower
volume of EUR – 1.9 billion in money trading and securities repurchase transactions.
Financial assets measured at fair value through profit or loss also showed a marked decrease
of EUR – 5.8 billion to EUR 110.5 billion year-on-year. The fair values of the derivatives were initially
down as a result of the transfer of derivatives to a central liquidating agent and the subsequent
netting of EUR – 8.0 billion. Derivatives with a fair value of EUR – 7.5 billion were also concluded in
2012. This was offset by the higher fair values of interest rate derivatives as a result of the lower
interest rate level. Moreover, the holdings of bonds and other fixed-income securities increased by
some EUR 1.0 billion.
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The holdings of financial investments and shares in investments accounted for using the equity
method decreased by EUR – 10.7 billion to EUR 53.1 billion in comparison with the year-end 2011,
which was largely attributable to maturities and the disposal of bonds and debentures in the past
financial year that resulted from the further reduction in the credit-investment-portfolio, among
other things.

Funding.
Deposits from banks recorded a drop of EUR – 13.6 billion to EUR 64.2 billion in comparison with
31 December 2011. The decline resulted largely from lower holdings of securities repurchase transactions totaling EUR – 13.7 billion and from a EUR – 0.7 billion fall in money market transactions.
The pronounced decrease in securities repurchase transactions is mainly attributable to the
GROUP MANAGEMENT REPORT

reclassification of counterparties to deposits from customers totaling EUR – 7.3 billion. Adjusted for
these reclassifications, deposits from banks would have fallen by a total of EUR – 6.3 billion.
Deposits from customers, which is one of the main funding pillars, increased by EUR 5.2 billion
year-on-year to EUR 85.3 billion. This increase was largely due to the EUR 8.8 billion rise in liabilities
from securities repurchase transactions and essentially includes the reclassification of counterparties of EUR 7.3 billion. By contrast, the volume of public registered covered bonds declined by
EUR – 2.7 billion and that of borrower’s note loans by EUR – 1.1 billion. Adjusted for the abovementioned reclassification effects, deposits from customers would have fallen by EUR – 2.1 billion.
Another major funding pillar, securitized liabilities, came to EUR 61.6 billion at the end of 2012
and was thus down EUR – 10.1 billion year-on-year. A slight EUR 1.1 billion increase in mortgagebacked covered bonds contrasted with a EUR – 7.2 billion decline in public covered bonds and a
EUR – 4.2 billion decrease in other bonds (chiefly bearer notes and structured issues) that was mainly
attributable to repayments and maturities.
Financial liabilities measured at fair value through profit or loss dropped by EUR – 17.5 billion
year-on-year to EUR 99.7 billion. In line with the financial assets measured at fair value through profit
or loss, the derivative holdings were initially down as a result of the transfer of derivatives to a
central liquidating agent and subsequent netting of EUR – 8.0 billion. Derivatives with a fair value of
EUR – 7.5 billion were also concluded in 2012. The decline was also attributable to a reduction of
EUR – 6.9 billion in the volume of money market transactions. This was also offset by the increase in
the fair values of interest rate derivatives as a result of the lower interest rate level.
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The liquidity position remained tension-free and the requirements of the Liquidity Regulation were
adhered to at all times in the year under review. The solvency of the LBBW Group was guaranteed at
all times from a 90-day view, even based on severe stress scenarios. The defined stress tests showed
at the end of the year that the potential funding available from central banks and on the market
exceeded funding requirements, even after the occurrence of the respective scenario.
The management of mismatched maturities in the medium- and longer-term segments took
place as part of funding planning. While the limit system stipulates set limits for maximum funding
requirements due to portfolio maturities five days, three months and twelve months forward,
it was also necessary to pay heed that the products and investor groups used represent a balanced
structure to adhere to the diversification requirement. The LBBW Group was able to obtain funding
on the requisite scale via the market at all times.

Equity.
Equity recorded in the balance sheet as at 31 December 2012 increased by 8.7 % or EUR 822 million
to EUR 10.3 billion as at the end of 2012. The revaluation reserve rose by EUR 783 million in the
year under review whereas retained earnings were weighed down by EUR – 356 million due to the
lower discount rate for pension obligations. Consolidated total comprehensive income came to
EUR 824 million in the financial year.
Risk weighted assets as at 31 December 2012 declined by EUR 11.9 billion to EUR 95.8 billion in
comparison with year-end 2011. This drop was mainly the result of the reduction in non-strategic business.
Qualifying core capital (Tier 1) increased by EUR 0.8 billion to EUR 14.7 billion in comparison with
year-end 2011. This rise was essentially due to the reversal of impairment losses on silent partnership
contributions from net income in 2011 and the reduction in equity investments in the financial sector.

Core capital (Tier 1).
Core capital (Tier 1) increased by EUR 839 million in the 2012 financial year. EUR 298 million of this
amount was accounted for by the proportional appropriation of net income in 2011 to replenish the
silent partnership contributions diminished in 2009 to the nominal amount. The disposal of affiliated
companies as part of the restructuring process released EUR 373 million in core capital (Tier 1).
The reduction in deductible items as defined for regulatory purposes, to be charged in equal measure
to the core and supplementary capital, relieved the core capital by EUR 261 million. The main
contributory factors here were the decline in expected losses in the lending business as defined for
the purposes of the German Solvency Regulation. In addition, the regulatory valuation adjustments
carried out for the first time in 2012 for a more prudent valuation of trading book items over and above
the value adjustments taken into account in the income statement, resulted in a deduction of
EUR 68 million from the core capital. Silent partnership contributions of EUR 26 million were removed
from the qualifying core capital as at 31 December 2012, due to falling short of the minimum
remaining term of two years.
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To a lesser extent, core capital was also affected by currency-related changes in silent partnership
contributions issued in foreign currency and by pro-rata reversals of the positive difference remaining
from equity investments acquired in previous years.

Supplementary capital (Tier 2).
The supplementary capital at year-end was EUR – 297 million lower than at the end of the previous
year. On the one hand, maturing long-term subordinated liabilities that were still eligible at 40 % in
the last two years before maturity, contributed EUR 334 million to the decrease. On the other, a
nominal amount of EUR 124 million was accounted under a remaining maturity of less than two years;
as a result, only 40 % is eligible as supplementary capital and the supplementary capital fell by
EUR 74 million. A further nominal amount of EUR 50 million with a remaining maturity of less than
GROUP MANAGEMENT REPORT

two years, was reclassified from supplementary capital to Tier 3 capital, since it meets the requirements of the latter until maturity.
Of the total portfolio of profit participation rights eligible as supplementary capital, EUR 85 million
had a remaining maturity of two years. Of this amount, EUR 60 million continue to be used as
Tier 3 capital owing to legally agreed lock-in clauses, while EUR 25 million could not be included for
regulatory reasons.
On the other hand, the reversal of impairment losses on profit participation rights from net profit for
2011 had the effect of increasing the volume of supplementary capital by EUR 33 million, while exchange
rate-related changes to foreign currency holdings in the subordinated liabilities decreased the
volume by EUR 43 million.
The regulatory deductible eased the pressure on supplementary capital by EUR 261 million in line
with core capital, as did the EUR 16 million decrease in the use of market-smoothing opportunities
while the trend of the positive difference resulted in a smaller reduction.

Tier 3 capital.
Tier 3 capital comprises long-term subordinated liabilities as well as profit participation rights with
a remaining maturity of less than two years, but whose contractual terms allow them to be reported
under Tier 3 capital until maturity. Of the previous year’s portfolio, profit participation rights of
EUR 433 million and subordinated liabilities of EUR 19 million matured, while supplementary capital
components whose remaining maturity fell below two years during the financial year increased
the Tier 3 capital by EUR 110 million. The reversal of impairment losses on profit participation rights
from net profit in 2011 to a nominal amount of EUR 50 million also had a positive effect with regard
to these own-fund components. Capping the eligibility to five-sevenths of the market risk positions,
which excluded EUR 37 million from the Tier 3 capital in the previous year, was no longer necessary
as at 31 December 2012. Overall, the eligible Tier 3 capital fell by EUR – 266 million.
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The regulatory ratios of the LBBW Group were as follows compared with the previous year:
31 Dec. 2012

31 Dec. 2011

Change from 2011 to 2012

EUR million

EUR million

EUR million

in %

18 828

18 552

276

1.5

14 675

13 836

839

6.1

3 696

3 993

– 297

– 7.4

457

723

– 266

– 36.8

95 775

107 675

– 11 900

– 11.1

Core capital ratio (Tier 1 ratio) in %

15.3

12.9

2,4 % pp

Total ratio in accordance with the
Solvency Regulation (SolvV) in %

19.7

17.2

2,5 % pp

Own funds1)
of which core capital (Tier 1)
of which supplementary capital (Tier 2)
of which Tier 3 capital
Qualifying items

1) Since 2008: section 10 KWG in conjunction with section 2 SolvV.
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Risk report.
Basic principles.
General legal conditions.
This risk report has been prepared on the basis of German Accounting Standards numbers 15
(Management Reporting), 5 (Risk Reporting) and 5 – 10 (Risk Reporting of Credit and Financial Services
Institutions). It also includes in part disclosure requirements pursuant to IFRS 7 regulations.
The information provided relates, in particular, to risks arising from financial instruments. For further
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information, please refer to the Notes.
Unless stated otherwise, the report is based on LBBW Group (hereinafter referred to as LBBW or LBBW
Group). Parent company LBBW (Bank) represents the dominant part within LBBW Group; consequently
the Group figures result largely from the Bank.
The overall risk profile of the LBBW Group is ascertained annually by Group Risk Control in accordance
with the Minimum Requirements for Risk Management (MaRisk) on the basis of the group risk inventory
and is presented to the Board of Managing Directors in the form of a risk map. Risk measurement
of the material subsidiaries is based on the transparency principle; i. e., the types of risk identified as
material in the respective companies are integrated in the group-wide risk measurement of the
respective type of risk. LBBW Group shows companies whose risks are regarded as immaterial in
investment risk.

Risk-oriented management of the Bank as a whole.
LBBW defines risk management as the use of a comprehensive set of tools to address risks within
the scope of the risk-bearing capacity and the strategy set out by the Board of Managing Directors.
Risks should be taken within the scope of the internal control process, in a deliberate and controlled
manner, from a yield perspective and in view of the associated opportunities for income and growth
potential.
The internal control process thus forms a core element of the group-wide system for risk-oriented
steering instruments and particularly comprises the organizational and operational structure,
the risk management and control processes, and internal auditing.

Risk strategy.
The Board of Managing Directors and the Risk Committee stipulate the principles of the risk
management system by defining risk strategies that are consistent with LBBW’s business strategy.
Risk strategy guidelines are defined in the group risk strategy, which applies to the entire Group
and across all risk categories; these are consolidated in the form of risk tolerance in accordance with
MaRisk. It is determined through the definition of basic risk-strategy principles, strategic limits, the
liquidity risk tolerance, and the principles of risk management and observed in all business activities.
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The basic risk-strategy principles reflect the conservative risk policy defined in the business strategy.
The strategic limit system operationalizes the requirements and objectives defined in the business
strategy for all material risk types covered by risk-bearing capacity. The liquidity risk tolerance caps
the liquidity risk in the narrower meaning (i. e., it limits the risk of not meeting payment obligations).
The risk guidelines for risk management represent core principles for balancing opportunities and
risks within LBBW, and adhere to the basic elements of the restructuring requirements. They contribute
to the creation of a uniform risk culture and – in accordance with materiality principles – form the
framework for the precise organization of processes and methods of risk management.
In addition, the risk strategies document the current and target risk profile of LBBW, specify
customer, product and market-specific guidelines and thereby create the framework for medium-term
planning together with the business strategy.
Operational implementation of these requirements is monitored by deviation analyses, business area
dialogs, monthly analyses of results, and strategic and operational limit systems.
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Risk capital management.
Risk types.
LBBW distinguishes between material and non-material risk types. Risk types are identified and
their materiality determined on the basis of the results of the annual and ad hoc risk inventory.
The following risk types were identified and classified for 2012.

Risk types.

Material risks

Describes possible ...

Credit risks

... losses arising from the default or deterioration in the credit rating
of business partners.
... defaults by sovereign borrowers or restrictions on payments.
... losses arising from shortfall in proceeds from the liquidation of collateral.

Market price risks

... losses caused by changes in interest rates, credit spreads, equity prices,
exchange rates, commodity prices, volatility.

Liquidity risks

... problems meeting payment obligations in the short term, or not being able
to quickly close out larger positions at market value.

Operational risks

... losses arising from the unsuitability or failure of internal processes and
systems, people, or due to external events, including legal risks.

Investment risks

... losses in the value of Group companies and equity investments not included
in the above risk categories.

Reputation risks

... losses caused by damage to the Bank’s reputation.

Business risks

... losses due to less favorable business performance than expected
or from strategic errors, provided that they do not relate to other
characteristic banking risks.

Pension risks

... increase in provisions for pensions.

Real estate risks

... losses in the value of the Group’s real estate holdings.

Development risks

... losses resulting especially from potential plan variances in the project
development business of LBBW Immobilien Management GmbH.

Funding risks

... additional expense as a result of higher funding costs.

Model risks

... misrepresentations of actual risk.

Dilution risks

... losses due to a lack of legal payment obligations for purchased receivables.

Fund placement risks

... losses due to non-placement of equity components in the case of
closed-end funds.

GROUP MANAGEMENT REPORT

Risk category
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Economic capital and aggregate risk cover.
A group-wide compilation of risks across all material risk types and subsidiaries, and the comparison
of this with the capital calculated from an economic perspective (aggregate risk cover) are carried
out in the calculation of risk-bearing capacity (RBC) according to the so-called liquidation principle.
At LBBW, aggregate risk cover (corresponds to risk coverage potential as per MaRisk) denotes the
own funds restricted according to economic criteria which are available to cover unexpected potential
losses. In addition to equity (as per IFRS including AfS reserves), subordinated debt, income statement
results in accordance with IFRS are considered components of aggregate risk cover. Extensive
conservative deductible items are also included in aggregate risk cover due to regulatory requirements.
Economic capital is calculated as a uniform risk measure at the highest level. This is deemed to
constitute the amount of economic capital necessary to cover the risk exposure resulting from business
activities. In contrast with the capital backing stipulated by regulatory bodies, it therefore represents
the capital backing required from LBBW’s point of view for economic purposes, calculated using its own
risk models. It is quantified as value-at-risk (VaR) at a confidence level of 99.93 % and a 1-year holding
period for credit, market price, real estate, development, investment, and operational risks and using
simplified procedures for other risks. The confidence level was adjusted in 2012 from 99.95 % to
99.93 % in order to reflect consistently the lower external long-term rating (Moody’s downgrade from
A2 to A3) in the RBC calculation.
By contrast, liquidity risks are managed and limited by the quantitative and procedural rules defined
in the liquidity risk tolerance.
The upper risk limit for economic capital (economic capital limit) represents the group-wide
overarching limit for all relevant quantified risk types. This limit reflects LBBW Group’s maximum
willingness to accept risk. In keeping with the conservative principle underlying risk tolerance it is
substantially below the aggregate risk cover and thus provides scope for risks arising from
unforeseeable stress situations. On the basis of the upper economic capital limit, economic capital
limits are defined for the various directly quantified risk types and for the other risks not quantified
within a model approach. The risk-bearing capacity is monitored by Group Risk Control by means
of a traffic light system. The respective traffic light thresholds are linked to response options set
out in a catalogue of measures.
In addition to management across risk types, economic risk management is implemented at
segment level. LBBW’s risk capital management also includes the management of regulatory capital.
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Stress tests.
In addition to statistical indicators, which are ultimately based on historical data, and risk measurement
tools, stress scenarios play an important part in risk assessment. They analyze in advance the impact
of possible economic volatility and market crises in order to establish whether LBBW is able to
withstand extreme situations.
Stress tests are therefore an integral part of LBBW’s risk management. The stress scenarios are
arranged in such a way that extraordinary but plausible events of different degrees of severity can
be considered from economic, regulatory and accounting perspectives.
For this purpose, various methods ranging from a simple sensitivity analysis to complex macroGROUP MANAGEMENT REPORT

economic scenarios addressing multiple risk types are applied. So-called inverse stress testing is also
conducted regularly to examine which scenarios could threaten the existence of the LBBW Group.
In order to ensure risk-bearing capacity and regulatory capital ratios even in a stress case, so-called
RBC stress scenarios are defined for the various risk types. These stress scenarios are economically
focused across different types of risk, whose definition was geared in particular to LBBW’s risk
concentrations. In addition to the analysis of the economic and regulatory capital in the status quo,
the Group’s resistance to stress is also monitored on the basis of these scenarios. Infringements
are monitored and escalated by Group Risk Control using the traffic light method.
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Risk situation.
The risk-bearing capacity in the Group was maintained without any restrictions during the entire
2012 financial year. The risk-bearing capacity improved significantly over the end of the year 2011.
This was also associated with a significant increase in the stress resistance.
Utilization of aggregate risk cover stood at 60 % as at 31 December 2012.

LBBW Group – risk-bearing capacity.
31 Dec. 2012
EUR million

Utilization

Absolute1)

Utilization

18 060

70 %

15 000

84 %

Absolute

Aggregate risk cover

31 Dec. 2011

1)

17 141

60 %

2)

Economic capital limit

13 600

75 %

Economic capital tie-up

10 249

12 626

diversification effects

– 738

– 660

credit risk

5 622

6 565

market price risk

2 661

3 662

192

432

of which:

investment risk
operational risk

900

803

development risk

163

262

real estate risk
other risks3)

267

376

1 182

1 186

1) 2012 value, confidence level 99.93 %; comparative figure end of 2011, confidence level 99.95 %.
2) The individual risk types are capped by means of economic capital limits.
3) Other risks (especially reputation, business and pension risks).

During the financial year under review, utilization of the aggregate risk cover in the first half of 2012
was higher compared with the end of the year 2011, after which it improved gradually in the second
half of 2012.
The decline in credit and market price risk that was evident throughout the first half of 2012 was
lower than expected due to the unfavorable market development in an environment during which the
euro debt crisis deteriorated further. The divestment of LBBW Immobilien’s residential real estate
portfolio provided slight relief.
The aggregate risk cover was reduced by larger discontinued subordinated capital items, the poor
market situation, and non-recurring effects.
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The risk side improved considerably in the second half of 2012. This was due, in particular,
to the consistent wind-down of the non-core portfolio, the positive market situation and methodical
optimization such as lowering the confidence interval for determining the economic capital or
the integration of the investment risk calculation in the credit portfolio model. By contrast, specified
regulatory requirements, especially the modeling of the credit value-at-risk (CVaR), which represents
the economic capital tie-up for the credit risk, weighed on risks.
Aggregate risk cover benefited first of all from the positive market development in the second half
of the year, in particular the gradual easing on the spread markets with an impact on the results and
revaluation reserve. Secondly, the implementation of specified regulatory requirements, such as
the complete deduction of active deferred taxes or immediate consideration of conceivable changes
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to the aggregate risk cover in the coming 12 months, had a negative impact.
Measures have been implemented within LBBW as part of appropriate risk management to limit or
minimize all material risks. Sufficient capital was available to cover all risks.

Risk management processes and reporting.
Risk management and monitoring.
LBBW’s risk management and monitoring is based on the guidelines of the risk strategy and the
defined limits and approval powers.
At LBBW, transactions can only be entered into within clearly defined limits or competencies and in
accordance with the principles of the risk strategy. Within the defined framework, risk management
decisions are made by the departments with portfolio responsibilities, maintaining the separation
of functions; these decisions are monitored by central Group Risk Control. The risk control and risk
management system set up for this purpose covers all material risks and the details specific to the
risk types.
Potential concentration of risk receives particular attention. On the one hand, concentrations tend
to arise as a result of the synchronization of risk positions within one risk type. On the other hand,
they can also be produced as a result of common risk factors or interactions between various risk
factors of different risk types. At LBBW, appropriate processes are used to identify and to deliberately
manage risk concentration. Risks to the Group’s going-concern status must be excluded. Differentiated
monitoring processes (e. g., stress tests) and limits (e. g., sector and country limits) are available for
the purpose of monitoring this strategic requirement.
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An overview of the structure and individual elements of the risk management system of LBBW
is given in the following chart:

Risk management structure.
Annual General Meeting
Supervisory Board
Committees

Group’s Board of Managing Directors
Business strategy, Group risk strategy

Risk Committee, Asset Liability Committee

Authority based on lending decision-making hierarchy, articles of association and internal regulations of the executive bodies
and the Group’s Board of Managing Directors
Credit risk strategy

Credit risks/country risks
Back offices divisions
Credit and risk management
Central loan processing
Country Limit Committee
Joint decision-making authority on lending
with front offices
Group Risk Control

Market price risk, liquidity risk, operational
risk strategy

Market price risks
Liquidity risks
Treasury
Trading divisions:
Capital Markets – Trading
Capital Markets – Clients
Group Risk Control

Operational risks
Group Risk Control in cooperation with all of
the Bank’s divisions

Investment risk, real estate risk and
development risk strategy

Investment risks
Group Strategy/Legal

Real estate risks
LBBW Immobilien Management GmbH

Development risks
LBBW Immobilien Management GmbH

Other risks
Business risks
Reputation risks
Pension risks
Funding (spread) risks
Model risks
Dilution risks
Fund placement risks

Committees and reporting.
The members of the Group’s Board of Managing Directors with responsibility for managing risks are
supported in their decision-making by executive bodies and a comprehensive risk and subject-specific
reporting system.
The Risk Committee comprises the Board members with responsibility for financial markets,
operations/IT/services, and back office/finance functions, in addition to divisional managers from,
among other areas, group risk control, financial controlling, and the front and back office. As an
advisory committee, it prepares decisions for the Board of Managing Directors and supports it in
the cross-disciplinary monitoring of the risk-bearing capacity and of material risks, as well as in
complying with regulatory requirements. The monthly overall risk report and other reports prepared
on specific issues as required form the basis for this.
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The Asset Liability Committee works on preparing decisions for the Board of Managing Directors
and supports it in ensuring the adequacy of the capital resources, asset/liability control and
determining the liquidity and refinancing strategy, among other things. Resolutions are passed by
the Group’s Board of Managing Directors. The Committee comprises the Chairman of the Board
of Managing Directors, the department heads with responsibility for financial markets, operations/
IT/services, back office/finance, in addition to specific divisional managers from the front office,
group risk control, financial controlling and accounting, among other areas.

New Product Process.
New types of product at LBBW are subject to a New Product Process that ensures that the product
is included in LBBW’s various systems, such as accounting or group risk control. Any potential legal
GROUP MANAGEMENT REPORT

consequences are also outlined.
This generally concerns trading and credit products. The main focus is on trading products. If it is
not possible to fully integrate the products into the model immediately, a step-by-step approach is
taken in which the products are initially traded only under very strict supervision.

Process-independent monitoring.
The Group Auditing division is a process-independent department that monitors the operations
and business workflows, risk management and control, and the Internal Control System (ICS) with the
aim of safeguarding LBBW’s assets and boosting its operating performance. The Group Auditing
division exercises its duties autonomously. The Board of Managing Directors is informed of the results
of audits in written audit reports which are discussed with the audited operating units. The Group
Auditing division also monitors the measures taken in response to the audit findings.

Regulatory developments.
MaRisk.
LBBW is subject to the regulations on the Minimum Requirements for Risk Management (MaRisk).
In 2012, the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht – BaFin) issued the 4th MaRisk draft for consultation and published the official and revised
final version on 14 December 2012. The new minimum requirements came into force on 1 January 2013
and must by and large be implemented by 31 December 2013.
Individual issues in the draft were already implemented in 2012. The remaining issues will be realized
in the course of 2013.
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Basel III.
The Basel Committee on Banking Supervision, which is mandated by the G20 states to improve the
resilience of the financial system, further developed the relevant regulations in 2012. The framework
for capitalization, risk coverage and debt agreed in 2010 was extended in the 2012 financial year
to include additional issues, such as the treatment of national systemically important banks and the
capital requirements for transactions with central counterparties. The framework for liquidity was
fundamentally revised after several impact studies were carried out.
A draft EU directive and regulation for transposing the Basel III framework into European law have
been tabled and remain in the European legislative process, which was not concluded in the financial
year. Application at European and German level, which was originally planned for 1 January 2013,
has been delayed further.
At the core of the new Basel III regulations is the improvement in the loss absorption capacity of
equity, the quantitative increase in equity, the expansion of risk measurement, and more stringent risk
weighting for specific assets, such as derivatives, loans to banks. In future, banks will therefore be
required to hold considerably more equity to cover their risk weighted assets. This will be operationalized
through higher minimum ratios and additional capital buffers, which will be defined by law immediately
in part and otherwise at the discretion of the national authorities in line with legal requirements,
such as a systemic and a counter-cyclical capital buffer.
These new regulatory developments have implications for business strategy, the strategic direction
of the business areas, management metrics, and technical reporting capacity. The interdependencies
between the new regulatory developments and business strategy call for an integrated approach.
LBBW prepared intensively for implementation in the financial year with an implementation project
that systematically identifies the requirements of the management control system and takes into
account the effects in the strategic and operational planning process.
LBBW supported the development of the legal norms on a national as well as an international level
by participating actively in the consultation process.
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Credit risks.
Definition.
Credit risk is defined in LBBW as the overriding term for all components of counterparty risk.
The following diagram provides an overview of the individual components, which are then explained
in greater detail.

Counterparty risk components.
Credit risk

Credit rating deterioration
Default

Country and transfer risk
GROUP MANAGEMENT REPORT

Borrower, counterparty, issuer
and investment risk

Credit rating deterioration
Payment restriction
Default

Collateral risk

Impairment

Borrower, counterparty, issuer and investment risk.
These risks include the risk that a contractual partner does not meet his payment obligations or
does not meet them in full within the stipulated period and that deteriorations in the credit ratings
lead to a decline in value.
The counterparty risk also includes replacement and settlement risks. The replacement risk refers to
the potential cost of closing outstanding items at less favorable market prices, while the settlement
risk reflects the risk arising from trades in which LBBW makes advance payment but the counterparty
does not render the agreed consideration.

Country and transfer risk.
These risks include a sovereign state default (as with borrower/issuer risk) and the risk that
customers abroad who are both willing and able to meet their payment obligations cannot fulfill
them or cannot fulfill them completely due to limitations on the transfer of foreign currencies or
other government actions.

Collateral risk.
This risk includes a systematic fall in the value of collateral, for example as a consequence of market
turbulence, and the risk that the collateral will not reach the expected revenues in a particular event
of liquidation.
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Credit risk management.
Management for limiting credit risk is implemented as an integrated process at LBBW, and can be
broken down into the three main components of risk measurement, risk monitoring and reporting,
and risk management:

Components of credit risk management.

Risk measurement

Risk classification procedures
Exposure
Liquidation and recovery ratios
Expected loss
Credit Value-at-Risk
Risk concentration and stress tests

Risk monitoring
and reporting

Early-warning system
Limit monitoring
Write-downs
Information on risk situation

Risk management

Guidelines of the credit risk strategy at individual
exposure and at portfolio level
Risk-adequate pricing
Observation of various portfolio limits
Initiation of risk-reducing measures

Risk measurement.
In order to measure risk, LBBW uses an extensive range of instruments involving quantitative
measuring procedures. These are subject to ongoing quality control and undergo permanent
development.

Risk classification procedures.
LBBW uses specific rating and risk classification procedures for all relevant business activities.
These procedures quantify the probability of default of the individual investments. For this purpose,
the counterparty risk is calculated both including and excluding the transfer risk.
The quality of the risk classification procedures in use is reviewed regularly and the procedures
are refined if necessary. These procedures are maintained and updated by LBBW on its own initiative
or in cooperation with Rating Service Unit GmbH & Co. KG (an associated company of the Landesbanken) or Sparkassen Rating und Risikosysteme GmbH (a subsidiary of Deutsche Sparkassen- und
Giroverband – DSGV).
Most of the portfolio is valued using internal rating procedures which have been approved for the
Internal Ratings Based Approach (IRBA) by the banking supervisor. The rating grades are therefore not
only used for internal management purposes but also to measure the regulatory capital requirements.
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Exposure.
Whereas exposure is tied to a specific date for reporting purposes, future exposure is calculated to
determine the CVaR and for linear offsetting, e. g., with derivatives and foreign-currency transactions.
This is calculated for the most part on the basis of fair values and the corresponding add-ons.
The add-on calculation takes account of the remaining maturity, product type and market factors
(interest, currency, etc.). Netting and collateral agreements are used for reducing risk. The capital
charges for credit derivatives held in the trading book take account of the settlement payments and
actual fair value losses as a result of default (jump-to-default method). (Modified) nominals are used for
issuer and reference debtor risks from securities and holdings in the banking book.
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Evaluating collateral.
Collateral is evaluated on the basis of its market value, which is regularly reviewed in the light of the
pledged assets and adjusted in the event of any change in the relevant factors. Loss given default is
estimated on the basis of the valuation of the individual items of collateral. In this respect, differentiated
estimates are calculated for liquidation rates (average proceeds expected from the liquidation of
collateral) and for recovery rates (proportion of the proceeds from the unsecured portion of a receivable).
The estimates are based on empirical values and pool data recorded by the Bank itself and in
cooperation with savings banks and other Landesbanken.

Expected losses.
The expected loss – as an indicator that depends on customer creditworthiness, an estimation of
the loss given default and the expected exposure at default – provides the basis for the level of the
standard risk costs. In preliminary costing at the individual transaction level, these are included in
the calculation of risk-adequate loan terms. At the portfolio level, this indicator can be used to ensure
comparability between different portfolios and to check the plausibility of projected risk costs.
In connection with the calculation of impairments, the concept of the expected loss is also resorted
to for calculating general allowances for losses on loans and advances in order to estimate the
incurred loss that has not yet been recognized because of delays in information.
The market price of the counterparty risk of OTC derivatives and money market loans accounted
for at fair value is measured using the so-called credit value adjustment (CVA). This is included
in the income statement of LBBW as a valuation adjustment. The credit ratings of the counterparty
and of LBBW are taken into consideration.
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Credit Value-at-Risk.
At LBBW, unexpected loss or CVaR represents the potential present value loss of a portfolio above
its expected loss. This determines the amount that will not be exceeded by losses with a probability
(confidence level) defined by parameterizing the risk-bearing capacity within a time horizon of one
year. LBBW uses a credit portfolio model based on the modeling of rating migration to calculate this
value. The individual borrowers are assigned default and migration probabilities corresponding
to their ratings. These are modeled with the help of internal and external data in such a way that
correlations between borrowers can be adequately taken into account and borrower, sector and
country concentration mapped. The credit portfolio model uses a Monte Carlo simulation approach
to calculate risk. CVaR is used as the parameter for economic capital used for credit risks in the
RBC analysis and in LBBW’s management.

Risk concentration and stress tests.
One of the main tasks of credit risk management is to avoid the concentration of risks from
individual commitments and also at the portfolio level. For this purpose, there are specific limit systems
restricting the acceptance of commitments at the borrower, sector and country level. Credit risk
concentration is clearly identified and additionally recorded and monitored by including CVaR in the
risk-bearing capacity.
In addition, extensive stress scenarios – particularly in the light of possible concentration risks – are
calculated at LBBW Group level to analyze possible changes in LBBW’s portfolio arising from potential
developments (e. g. sector crises) or the market environment. Besides, credit risks are included in
scenarios covering multiple risk types.

Risk monitoring and reporting.
Individual transaction level.
A system is in place for the early detection of risks, comprising warning signals, procedural
regulations, and system-generated signals, whose goal it is to detect any deterioration in credit
ratings at an early stage.
As part of risk monitoring, the risk managers responsible continuously check compliance with
the limits granted as well as any changes in information of relevance for credit ratings.
This includes monitoring any irregularities in account behavior, evaluating company news and
observing macro-economic and sector trends. In cases in which market data can be observed
for a given company, a market data-based system is additionally used.
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The early detection of any deterioration in credit ratings allows appropriate countermeasures, e.g.
additional collateral or pre-emptive restructuring, to be taken in consultation with the customer.
Depending on the level of risk, problem assets are classified as cases requiring intensified support,
restructuring or liquidation and are dealt with by the departments responsible. LBBW aims to
minimize losses through successful restructuring activities, in line with the Bank’s own interests and
those of its customers.
The reorganization of the back office was initiated in 2012. Accordingly, duties, processes, and
responsibilities were redefined:
In the corporate customer business, the established regional principle will now include a sectorbased approach and customers exceeding a defined revenue volume will be managed in seven
GROUP MANAGEMENT REPORT

sector competence centers. This means that approx. two-thirds of the exposure in the corporate
customer business will be systematically analyzed and managed in a sector-based approach.
The risk management for country and banking risks was combined. This allows even better
monitoring of the high interaction between, and increased complexity of, these risks.
In addition, the back office for domestic public-sector and semi-public bodies was strengthened.

Portfolio level.
Counterparty risk is monitored at the portfolio level in the Group Risk Control division, which,
from an organizational point of view, is separate from the front and operational back office divisions.
This division is responsible for ensuring the suitability of rating procedures, measuring credit risk,
monitoring counterparty, country and sector limits and drawing up risk reports. The limits to exposure
or economic capital based on CVaR set at the various portfolio levels are monitored regularly in the
monthly overall risk report.
Compliance with country limits is monitored on a daily basis with a special limit system. The risk
monitoring of countries that are still very much the focus of attention remained at a high level.
The financial institutions’ portfolio has both an overall limit and country-related limits, in addition
to the country limit itself.
Sector risks arising from the corporates portfolio are restricted and monitored through the
stipulation of sector-specific limits. The limit system is based on a risk-oriented sector key designed
specifically for this purpose, which combines sector segments with high dependence of losses
along the value chain. For example, mechanical engineering companies whose products are sold
predominantly to customers from the automotive industry are also assigned to the automotive
industry.
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Adjustments to problem assets.
Allowances for losses on loans and advances necessary for credit risks are calculated in accordance
with uniform Group-wide standards and their appropriateness monitored on an ongoing or ad hoc basis.
Allowances for losses on loans and advances are set aside (or increased) if there is objective
evidence that the value of an individual financial asset or group of financial assets is impaired.
Objective evidence of impairment includes default events that have already occurred, such as
arrears/infringement > 90 days,
unlikely repayment (doubts as to the credit rating),
debt rescheduling/restructuring,
impairment/partial write-down,
sale of receivables or,
insolvency proceedings.

Reporting.
An ad hoc reporting process is implemented for significant and extraordinary events for specific
reporting to the decision-makers in charge. The most important periodic reports are as follows:
The overall risk report presented monthly in the Risk Committee, including details about the risk
situation at the portfolio level, compliance with requirements of the credit risk strategy and
compliance with the material limits. The portfolio analyses additionally report on the risk situation
of individual sectors, for example.
The monthly report on the ongoing development of actual risk costs and deviations from forecast
or standard risk costs.
The comprehensive credit risk report, submitted on a quarterly basis as part of the overall risk
report. This contains additional detailed information on the development of allowances for losses
on loans and advances, rating distributions, size classes, product types, remaining maturities,
new business, and risk concentration arising from individual commitments.
The quarterly report on the business areas containing the relevant information on the steering
instruments (capital, risk, and earnings indicators) for each defined business area. This report was
redesigned in 2012.

Risk management.
Credit risks are managed, in particular, through the requirements of the credit risk strategy,
through the economic capital allocation to sub-portfolios with regard to the CVaR and the monitoring
of concentration risks (sector, countries, individual counterparties).
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Individual transaction level.
Risk management at the level of individual exposures is the duty of the credit back offices. As a rule,
the upper limits are set individually by the respective holder of approval powers. This upper limit
is taken into account for all of a customer’s or borrower unit’s risk-relevant transactions. A material
part of managing individual transactions involves monitoring compliance with the requirements
defined in the credit risk strategy. This determines the framework for LBBW’s business strategy on
the basis of the business strategy and in the light of the group risk strategy. Particular attention
is paid to avoiding concentration risks.
From an economic point of view, the question of whether a transaction will produce an adequate
profit on a risk-adjusted basis is a key consideration before entering into business; for this reason,
GROUP MANAGEMENT REPORT

preliminary costing of all individual transactions is compulsory. In addition to the historical interest rate,
the components in the calculations are the cost requirement margin (cover for processing costs),
the risk range (cover for unexpected loss) and the capital range (interest on equity to cover unexpected
loss). The results of the preliminary costing calculation form the basis of business management at
customer level.

Sub-portfolio level.
The risk management measures differ depending on the respective sub-portfolio level:
Country limits are determined by the Board of Managing Directors, based on the proposals of
the Country Limit Committee. If the country limit is almost fully utilized, the affected front and bank
office units are notified and if the limit is exceeded a ban on business is imposed to counteract
the excess. If country credit ratings deteriorate, limits are reduced and/or bans on business issued.
Wind-down targets also exist for countries that are the focus of particular attention.
The limitation on the financial institutions’ portfolio and the corporates sector portfolio triggers
controlling measures such as hedging transactions to reduce risk or a ban on new business etc.
if certain thresholds are exceeded.
At the business area level, risks are limited through measures to ensure adherence to the
quantitative guidelines of the credit risk strategy with regard to upper limits, rating structures and
the portfolio quality, among others.

Total portfolio level.
In the management of the Group’s credit portfolio, the utilization of the limit on the economic capital
for credit risks based on the CVaR is monitored particularly closely. A traffic light system recognizes
at an early stage if limits are close to being fully utilized and measures to mitigate risk are initiated.
In addition, the results of the stress tests provide indications of potentially dangerous risk constellations
which necessitate measures for the reduction of risk.
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Risk situation.
Preliminary note.
The following quantitative information on the risk situation is based on the management approach
in accordance with IFRS 7.34(a). LBBW’s risk situation is therefore reported on the basis of the figures
used for the purpose of conducting internal risk management and reporting to the Board of Managing
Directors and the executive bodies. The internal view of risk differs at times from the balance sheet
reporting. This can be down to, in particular, different definitions of the amounts reported and deviations
from the basis of consolidation in accordance with IFRS. In addition to Landesbank Baden-Württemberg,
the following subsidiaries are included in internal risk management in the scope of consolidation:
LBBW Luxemburg S.A.
SüdLeasing Group
The differences between the figures used for internal risk management on the one hand and
external financial reporting on the other can be quantified as follows:

Reconciliation of accounting approach to management approach.
Reconciliation
EUR million
as at 31 Dec. 2012
Cash and cash equivalents

Carrying
amount

Basis of
consolidation

Measurement

Other

Management
approach

2 909

– 17

– 545

0

2 347

167 236

– 1 152

4 424

1 049

171 557

Financial investments (LaR)

23 829

– 5 022

–2

– 310

18 495

Financial investments (AfS)

28 942

1 413

– 2 062

716

29 008

Receivables

Positive fair values from hedging
derivatives
Trading assets (HfT)
Financial assets designated
at fair value
Non-current assets held for sale
and disposal groups

6 026

19

1 014

– 17

7 042

101 375

3 613

37 903

144

143 035

3 063

– 647

– 232

169

2 353

23

– 14

–9

7

7

The relevant parameter – exposure – is illustrated below. Gross exposure is defined here as the fair
value or utilization plus open external loan commitments. Net exposure also includes risk-mitigating
effects such as netting and collateral agreements, the hedging effect of credit derivatives or the
inclusion of classic credit collateral such as real estate liens, financial collateral, guarantees or bonds.

Development of exposure and collateral.
The following table shows the performance of the two exposure variables and the risk-mitigating
effects year-on-year.
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Development of exposure and collateral.
EUR million
Gross exposure

31 Dec. 2012

31 Dec. 2011

426 582

455 092

Netting/collateral

77 002

73 192

Credit derivatives (protection buy)

29 338

29 757

Classic credit collateral

42 677

45 920

277 565

306 223

Net exposure

As at 31 December 2012, gross exposure stood at EUR 427 billion, a decline of EUR 29 billion or
GROUP MANAGEMENT REPORT

6 % over the previous year. The portfolio rundown actually achieved matched net exposure, which also
dropped by EUR 29 billion or 9 %.
The details given below on the customer segments, portfolio quality, rating migration, regions,
sectors, and size classes provide a broad overview of the relevant aspects of the LBBW risk situation.
Net exposure is illustrated on the next page.

Structure of the credit portfolio by balance sheet class.
LBBW’s credit portfolio by balance sheet class is shown in the following table:

Structure of the credit portfolio by balance sheet class.
EUR million
as at 31 Dec. 2012
Cash and cash equivalents

Gross
exposure

Netting/
collateral

Credit derivatives
(protection buy)

Credit
collateral

Net
exposure

2 347

0

0

0

2 347

Assets carried at amortized cost
Loans and advances to banks
Loans and advances to customers
of which finance leases
Financial investments
interest-bearing assets
non-interest-bearing assets

56 435

4 025

0

2 540

49 870

115 122

4 971

0

35 102

75 049

3 385

0

0

0

3 385

18 495

0

0

33

18 463

18 495

0

0

33

18 463

0

0

0

0

0

Assets carried at fair value
Financial investments
interest-bearing assets
non-interest-bearing assets
Positive fair values from
hedging derivatives
Trading assets (HfT)
Financial assets designated at fair value
Non-current assets held for sale
and disposal groups
Loan commitments and other agreements
Total

29 008

0

3 509

0

25 500

25 693

0

3 509

0

22 184

3 315

0

0

0

3 315

7 042

6 837

0

18

187

143 035

60 009

25 770

1 724

55 532

2 353

1 160

60

27

1 105

7

0

0

0

7

52 738

0

0

3 233

49 505

426 582

77 002

29 338

42 677

277 565
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Customer segments.
The following illustration shows the breakdown of net exposure and the CVaR by customer segment.

Customer segments.

EUR million

Net exposure
31 Dec. 2012

CVaR
31 Dec. 2012

Net exposure
31 Dec. 2011

CVaR
31 Dec. 2011

129 865

1 360

149 887

2 096

Financial institutions
of which financial institutions
under special state liability

49 770

96

55 065

8

Companies

81 047

2 963

81 177

2 968

Public sector

59 089

1 079

66 646

1 226

7 563

221

8 513

275

277 565

5 622

306 223

6 565

Private individuals
Total

Net exposure to financial institutions declined by EUR 20 billion year-on-year to EUR 130 billion and
confirms the reductions being targeted in the capital markets business. The figure includes a drop of
approx. EUR 5 billion to EUR 50 billion in transactions under special state liability. The decline in net
exposure also led to a lower CVaR, which was reinforced by the market data development (spreads in
particular).
Financial institutions under special state liability include transactions under guarantor’s liability,
transactions guaranteed by the State of Baden-Württemberg within the scope of risk immunization or
transactions under the SoFFin (Special Financial Markets Stabilization Fund) guarantee. The increase
in the CVaR of these financial institutions was largely due to the lower recognition of the collateral in
2012 through the guarantor’s liability.
The companies are the only customer segment where net exposure remained virtually constant
year-on-year. Due to the declines in the other customer segments, the portfolio share increased from
27 % to 29 % in relative terms, thus reflecting the planned focus on these business activities.
Net exposure to public-sector bodies was reduced by EUR 8 billion to EUR 59 billion, with the
reduction being realized mainly outside Germany. The spread development at the end of 2012
resulted in a lower CVaR for the capital markets business of German public-sector authorities.
Net exposure to private individuals and the CVaR fell slightly year-on-year but remained constant
in relative terms. This customer group contributed to portfolio diversification to a particular extent,
thanks to its high granularity.
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Portfolio quality.
Presenting the portfolio by external rating class depicts how the portfolio quality has developed over
the previous year.

Net exposure
AAA

EUR million
31 Dec. 2012

in %
31 Dec. 2012

EUR million
31 Dec. 2011

in %
31 Dec. 2011

142 585

51.4 %

154 156

50.3 %

AA

3 524

1.3 %

6 078

2.0 %

A

44 862

16.2 %

47 505

15.5 %

BBB

46 568

16.8 %

46 864

15.3 %

BB

26 129

9.4 %

30 963

10.1 %

B+

2 310

0.8 %

2 368

0.8 %

B/B –

3 932

1.4 %

3 897

1.3 %

C

681

0.2 %

793

0.3 %

Other

2 473

0.9 %

7 277

2.4 %

D

4 501

1.6 %

6 323

2.1 %

277 565

100.0 %

306 223

100.0 %

Total
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Portfolio quality.

Overall, the quality has improved slightly year-on-year. This is reflected by a high proportion of the
best rating class (AAA) and an increase in the very good to good credit ratings (AA to BBB) from
32.8 % to 34.3 %. Investment-grade ratings (AAA to BBB) therefore account for 85.7 % of the portfolio
(2011: 83.1 %). Accordingly, the proportion of non-investment-grade rating classes (BB to C) fell from
12.5 % to 11.8 %. The decline of EUR 1.8 billion in the default rating class (D) was particularly due to
the swap and sale of the Greek exposure.
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Portfolio quality – exposure in arrears
for which no provisions are created.
Exposure to clients that are more than five days in arrears for which no write-downs were made
are defined as past due and not impaired. Gross exposure as at the 31 December 2012 reporting
date amounted to EUR 136 million, which equates to 0.03 % of the portfolio and is therefore largely
unchanged from the previous year.

Structure of the portfolio of assets that are past due and not impaired.

EUR million
as at 31. 12. 2012

<= 1
month

> 1 to
3 months

> 3 to
6 months

> 6 to
9 months

> 9 to
12 months

>12 months

Total
31 Dec. 2012

Total
31 Dec. 2011

0

0

0

0

0

0

0

0

Loans and advances to
banks

0

0

0

0

0

0

0

11

Loans and advances to
customers

10

18

6

5

25

71

136

116

0

0

0

0

0

0

0

14

Cash and cash equivalents
Assets carried at
amortized cost

of which finance leases
Financial investments

0

0

0

0

0

0

0

0

interest-bearing assets

0

0

0

0

0

0

0

0

non-interest-bearing
assets

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

interest-bearing assets

0

0

0

0

0

0

0

0

non-interest-bearing
assets

0

0

0

0

0

0

0

0

Assets measured
at fair value
Financial investments

Positive fair values from
hedging derivatives

0

0

0

0

0

0

0

0

Trading assets (HfT)

0

0

0

0

0

0

0

0

Financial assets
designated at fair value

0

0

0

0

0

0

0

0

Non-current assets held for
sale and disposal groups

0

0

0

0

0

0

0

0

Loan commitments and
other agreements

0

0

0

0

0

0

0

0

10

18

6

5

25

71

136

127

Total
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Portfolio quality – impaired assets.
In addition to impaired financial investments, the following illustration shows loans and advances to
customers for which write-downs were created.

Structure of the impaired portfolio.
Impaired assets
Gross exposure in EUR million

31 Dec. 2012

31 Dec. 2011

0

0

38

248

4 573

5 019

150

242

Cash and cash equivalents

Loans and advances to banks
Loans and advances to customers
of which finance leases
Financial investments

0

503

interest-bearing assets

0

503

non-interest-bearing assets

0

0

421

1 039

421

1 037

0

2
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Assets carried at amortized cost

Assets measured at fair value
Financial investments
interest-bearing assets
non-interest-bearing assets
Positive fair values from hedging derivatives

0

0

Trading assets (HfT)

0

2

Financial assets designated at fair value

0

0

0

0

250

321

5 283

7 131

Non-current assets held for sale and disposal groups
Loan commitments and other agreements
Total

The impaired assets were reduced by EUR 1.8 billion over the previous year. Of this amount,
investment securities (LaR and revaluation reserve) amounted to EUR 1.1 billion, and are mainly
accounted for by the swap and sale of the Greek exposure.
The significant decline in the impaired exposure has increased the share of the portfolio of assets
that are neither impaired nor in arrears to 98.7 % (2011: 98.4 %).
LBBW holds in its portfolio a very limited amount of assets from collateral received for realization,
so-called foreclosed assets (EUR 16.2 million compared with EUR 20.7 million in 2011). These assets
are purchased either directly or acquired within the scope of foreclosures.
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Rating migrations.
The following diagram shows the 12-month migration of the internal rating (weighted by net
exposure), which is plotted on a scale comprising a total of 24 rating classes.

Rating migrations.
Share
31 Dec. 2012

Share
31 Dec. 2011

> 3 up

1.4 %

1.6 %

2 – 3 up

3.7 %

6.0 %

1 up

5.0 %

5.1 %

Net exposure in %

stable

76.7 %

72.4 %

1 down

7.2 %

4.6 %

2 – 3 down

3.6 %

6.6 %

> 3 down

2.4 %

3.8 %

100.0 %

100.0 %

Total

The share of the portfolio with an unchanged rating for the year as a whole increased from 72.4 %
to 76.7 %. This was associated with a decline in the downgrades, from 14.9 % to 13.2 %.
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Regions.
The share of domestic business in net exposure widened by 3 %-points to 75 % for the year as a whole.
This reflects a focus on core markets in private, SME and large customer business, as well as
the role as a central institution of the savings banks; it also shows the reduction in the volume of
business with international financial institutions and public-sector bodies in particular.
Almost 89 % of foreign commitments were distributed across Western Europe and North America.
Total commitments in Eastern Europe, Latin America, Africa, and to supranational institutions
represented less than 2 % of the overall portfolio.

Share
31 Dec. 2012

Share
31 Dec. 2011

Germany

74.7 %

71.6 %

Western Europe (excluding Germany)

Net exposure in %

17.9 %

19.3 %

North America

4.5 %

6.4 %

Asia/Pacific

1.2 %

1.4 %

Eastern Europe

1.1 %

0.9 %

Latin America

0.6 %

0.5 %

Africa

0.0 %

0.0 %

Supranationals

0.0 %

0.0 %

100.0 %

100.0 %

Total
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Regions.

The European sovereign debt crisis continued to adversely affect the portfolio quality of the LBBW Group.
As part of country risk management, corresponding risk-mitigation measures were implemented.
Attention was focused particularly on Portugal, Italy, Ireland, and Spain. Countries such as Cyprus
and Hungary also find themselves under greater scrutiny.
Because of their relevance, commitments in Portugal, Italy, Ireland, and Spain are illustrated in
more detail below. Loans and advances extended by LBBW Group to financial institutions, companies,
and public-sector bodies in these four countries totaled EUR 10.9 billion (2011: 12.5 billion). Owing
to the targeted reduction in the Greek exposure, this no longer has any material influence on the risk
situation of LBBW Group.
The following details are on the basis of the IFRS balance sheet values per country and borrower or
balance sheet category, and of the write-downs created.
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Exposure to financial institutions.
EUR million

Ireland

Italy

Portugal

Spain

52.3

194.4

27.8

4.2

Allowances for losses on loans and advances

0.0

0.0

0.0

0.0

Financial instruments measured at fair value through
profit or loss (net)

7.7

76.3

0.3

404.5

– 105.2

6.6

– 2.3

– 56.0

151.3

202.9

0.0

364.4

– 1.1

– 1.5

0.0

– 8.4

0.0

0.0

0.0

0.0

Receivables
1)

Derivatives
AfS financial investments
Revaluation reserve
Cumulative depreciation
Financial investments LaR

0.0

4.9

54.4

25.5

0.0

0.0

0.0

0.0

211.2

478.5

82.5

798.6

CDS asset items

0.0

– 14.7

– 0.8

– 6.8

CDS liability items

0.0

16.4

0.8

7.0

Nominals of CDS assets

0.0

801.0

25.0

719.0

Nominals of CDS liabilities

0.0

787.0

25.0

710.1

Cumulative depreciation
Total
Additional CDS information on the
above item »derivatives«

1) The allowances for losses on loans and advances only include specific loan loss provision (SLLP).

86

131306_GB12_2La_1_GB 86

18.04.13 09:55

GROUP MANAGEMENT REPORT — RISK REPORT

EUR million
Receivables
1)

Allowances for losses on loans and advances

Financial instruments measured at fair value through
profit or loss (net)
Derivatives

Ireland

Italy

Portugal

Spain

345.0

152.2

24.0

765.1

0.0

0.0

0.0

– 79.7

34.6

13.1

0.5

61.9

4.7

12.9

0.5

58.3

AfS financial investments

51.2

10.7

0.0

0.0

Revaluation reserve

– 0.2

-0.2

0.0

0.0

0.0

0.0

0.0

0.0

249.6

69.1

20.8

468.7

0.0

0.0

0.0

0.0

680.4

245.1

45.2

1 216.0

1.0

5.1

0.2

0.7

Cumulative depreciation
Financial investments LaR
Cumulative depreciation
Total
Additional CDS information on the
above item »derivatives«
CDS asset items
CDS liability items

– 0.9

– 4.4

0.2

0.0

Nominals of CDS assets

15.0

553.3

25.0

222.0

Nominals of CDS liabilities

16.0

503.9

25.0

207.0

GROUP MANAGEMENT REPORT

Exposure to corporates.

1) The allowances for losses on loans and advances only include specific loan loss provision (SLLP).
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GROUP MANAGEMENT REPORT — RISK REPORT

Exposure to public sector.
EUR million
Receivables
Allowances for losses on loans and advances

1)

Financial instruments measured at fair value through
profit or loss (net)
Derivatives

Ireland

Italy

Portugal

Spain

0.0

0.0

40.0

10.3

0.0

0.0

0.0

0.0

– 7.6

– 35.4

– 23.7

– 38.3

– 7.8

– 40.6

– 23.8

– 79.8

AfS financial investments

98.5

3 436.8

884.5

2 813.0

Revaluation reserve

16.6

– 575.9

1.8

– 198.5

0.0

0.0

0.0

0.0

Cumulative depreciation
Financial investments LaR
Cumulative depreciation
Total

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

90.9

3 401.4

900.8

2 785.0

– 11.1

– 76.4

– 65.8

– 133.9

Additional CDS information on the
above item »derivatives«
CDS asset items
CDS liability items

3.3

35.9

45.5

56.0

Nominals of CDS assets

285.3

1 879.6

704.2

2 052.8

Nominals of CDS liabilities

272.2

1 831.0

653.9

1 932.1

1) The allowances for losses on loans and advances only include specific loan loss provision (SLLP).

No ABS whose issuers have registered offices in these four countries are included in the figures above.
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