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DEXIA KOMMUNALBANK DEUTSCHLAND AG
AT A GLANCE

KEY BALANCE SHEET FIGURES (IN EUR MILLION)

Dec. 31, 2008 Dec. 31, 2009
Assets
Loans to the public sector 23.940,5 23.233,9
Other receivables due from from banks and customers 5.184,7 5.095,9
Securities 19.339,0 18.342,7
Liabilities
Public Pfandbriefe 37.306,2 35.165,4
Other liabilities due to banks and customers 10.776,6 11.165,7
Equity 290,5 331,1
KEY INCOME STATEMENT FIGURES (IN EUR THOUSAND)

Dec. 31,2008 Dec. 31, 2009
Interest and commission income 79.971,0 43.793,5
Administrative expenses (incl. depreciation) -22.081,0 -19.006,5
Risk provisioning -54.670,0 -20.265,7

Net income for the fiscal year 440,0 585,2



OTHER DISCLOSURES

Employees (average)

Cost-income-ratio

DEVELOPMENT OF THE BANK
OVER A FIVE-YEAR PERIOD (IN EUR THOUSAND)

Interest and commission income

Partial operating profit

Operating result

Net income for the fiscal year

BALANCE SHEET TOTAL (IN EUR MILLION)

2006

62.300

45.782

31.089

19.000

39.223

Dec. 31, 2008

110
27,6 %

2007

65.438

47.437

16.968

10.200

45.693

Dec. 31, 2009
94

434%

2008 2009
79.971 43.794
57.890 24.787
3.024 5.420
440 585
48.969 47.291
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PROFILE OF THE DEXIA GROUP

Total assets and liabilities EUR 577.6 billion
Net income EUR 1,010 million
Earnings per share EUR 0.57
Tier 1 ratio) 123 %
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REPORT OF THE SUPERVISORY BOARD

The Supervisory Board fulfilled its duties according to statutory
law, the articles of incorporation and the bylaws of the Supervi-
sory Board and monitored the Management Board of the bank
on an ongoing basis. It obtained regular information from the
Management Board on business policy, fundamental manage-
ment questions, the situation of the bank and business inci-
dences of significance, and discussed these with the Management
Board. Business transactions requiring the consent of the Super-
visory Board were reviewed and discussed with the Management
Board and finally approved by the Supervisory Board. There were
frequent discussions as well as five meetings with wide-ranging
reports presented in both verbal and written form.

Financial Statements

The annual financial statements and the Status Report for the
2009 financial year were audited, on the basis of the bookkeeping
system, by Deloitte&Touche GmbH Wirtschaftsprifungsgesell-
schaft. They had been appointed by the General Shareholders
Meeting to act as auditors. They stated in their unqualified audit
certificate that the bookkeeping records and the annual financial
statements give a true and fair view of the net assets, financial
position and results of operations and that the Status Report is
consistent with the annual financial statements. The
Supervisory Board approved the result of the audit.

Based on the result of its final examination of the annual finan-
cial statements, the Status Report and the proposal for the ap-
propriation of the net income, the Supervisory Board concluded
that there were no objections to be raised. The Status Report and
the annual financial statements as at December 31, 2009 submit-
ted by the Management Board were approved by the Supervisory
Board. Hence the annual financial statements have been establis-
hed. The Supervisory Board approves the proposal of the Ma-
nagement Board for the appropriation of the net income.

The Management Board has submitted the report on relations to
affiliated companies to the Supervisory Board pursuant to Sec-
tion 312 of the German Stock Corporation Act (Aktiengesetz).
The Supervisory Board approved the report of the Management
Board and the result of the audit without any reservations.

In the context of Dexia-Group Transformation Plan the Supervi-
sory Board and the Management Board decided on the cessation
of the primary public finance business and the other satellites
business in Germany as well as on the close down of DKD’s

branch in Frankfurt/Main. The concentration of DKD’s business
activities in Berlin was successfully finished in June 2009. The
transfer of eligible assets from Dexia-Group started in July 2009.
Until the end of 2009 a considerable amount was already trans-
ferred. This highlights the strategic integration of DKD as core
entity into the Dexia-Group and its core position as specialized
issuer for Public Pfandbriefe within Dexia-Group.

Irrespective of the difficult market environment following the
sub-prime crisis, DKD continued in 2009 to essentially refinance
itself on a long-term basis via Public Pfandbriefe.

DKD has at no time been either directly or indirectly commit-
ted in the sub-prime market through special purpose vehicles or
structured investment vehicles.

Personnel Issues

The former president, Francois Durollet, left the Supervisory
Board on February 17, 2009. His tasks and functional responsibi-
lities were assumed by Stéphane Vermeire who was appointed by
the Shareholders Meeting as Member of the Supervisory Board
with effect from February 17, 2009. Jean Le Naour and Xavier
Rojo, representatives of the shareholders, left the Supervisory
Board with effect from July 15, 2009 resp. November 26, 2009.
The new representatives of the shareholders, Frangois Laugier
and Nico Picard, were elected by the Shareholders Meeting for
the rest of the term with effect from September 9, 2009 resp. No-
vember 26, 2009.

Sascha Riegenring, representative of the employees, left the Su-
pervisory Boad with effect from November 30, 2009. For the first
time Nikola Bilandzija was elected as new representative of the
employees for the rest of the term with effect from January 21,
2010. We thank Mr Durollet, Mr Le Naour, Mr Riegenring and
Mr. Rojo for their successful work for Dexia Kommunalbank
Deutschland and for their consistently constructive cooperation.



The Supervisory Board expresses its gratitude and appreciation
to all members of staff and to the Management Board for their
engaged work in 2009.

For the Supervisory Board
Paris, March 2010

Stéphane Vermeire



REPORT OF THE MANAGEMENT BOARD

2009 MANAGEMENT REPORT
GENERAL ECONOMIC CONDITIONS

The level of the G20 countries' coordination of efforts to fight
the global recession was unprecedented. As a result, national
governments adopted globally orchestrated economic stimulus
packages. China in particular took on a leading role, justifiably
underscoring its position as one of the world's key industrial
nations.

Thanks to comprehensive, internationally coordinated econo-
mic stimuli and aid programs, governments were able to keep
the global economy from slipping into a recession that would
rivaled the Great Depression of the 1930's, and managed to avert
further bank collapses. As a result of all of these efforts, senti-
ment indicators began to show a return to cautious optimism by
the second half of 2009.

Conversely, the massive aid measures have placed a heavy strain
on public budgets for years to come, diminishing government
flexibility to provide further economic stimuli. Moreover,
the central banks' provision of generous amounts of liquidity
worldwide could continue to raise fears of rising inflation risk or
of new speculative bubbles. In the event of a renewed recession,
there would be considerably fewer options available to govern-
ments than previously.

The EU is also confronted with the economic risks of escalating
budget deficits as a result of the economic stimulus programs,
declining tax revenues and a lack of fiscal discipline in cer-
tain member states. Already in Q1 2010, the markets appeared
uncertain as to the strength of the EU's cohesion in the face of a
debt-ridden Greece. Ultimately, the economic stimulus packages
and the comprehensive government aid used to inject liquidity
back into the banking sector may seriously handicap the future
creditworthiness of individual countries. However, budget defi-
cits have grown dramatically outside the EU as well. Against this
backdrop, the general fear of sovereign bankruptcies this year
will rise, continuing to unsettle the markets.

ECB monetary policy

It is going to take more than lowering key rates to surmount the
current financial and economic crisis. For example, the zero rate
policy in the US and Japan were not enough to keep the money
supply from dwindling in 2009. Rather, a quantitative easing
was necessary to achieve this aim, in the form of central bank
purchasing programs, amended central bank Tender processes
and the reduction of credit requirements for open market trans-
actions, which made it easier for many financial institutions to
recapitalize.

In spite of the gradual improvement in general conditions, the
central banks are generally expected to continue to pursue their
quantitative support measures in 2010. First, banks in the US
will continue to have the option of restructuring their balan-
ce sheets with the help of the Troubled Asset Relief Program
(TARP). Second, the Bank of England will continue to purchase
government bonds. Third, we expect the ECB to continue to
support the market for covered bonds in 2010.

Given the foregoing, it is remarkable that there is already talk of
a well functioning money market. With key interest rates at 1%,
the 3-month EURIBOR at 0.7% and EONIA rates at 0.3865% as
of December 31, 2009 such normality is far away

Speculation concerning further interest rate cuts in the second
half of 2009 remained unfulfilled by the ECB. One of the ECB's
primary tasks in 2010 will be to ensure that short-term interest
rates are largely brought in line again. The foreseeable reduction
of long-term refinancing operations (LTRO) and main refinan-
cing operations (MRO), in conjunction with stricter require-
ments for eligible assets, are expected to lead to a normalization
of the excess liquidity supply.

The expiry of the annual tender (EUR 442 billion) on July 1,
2010 will be an initial test of the money market's renewed ability
to function. The ECB can be expected to define its further steps
towards an exit strategy depending on the impact of this liquidi-
ty drain from on the markets.



Development of the capital markets

The extremely low short-term interest rates have also led to op-
posing and undesired effects, which were blamed by many as a
particular cause of the crisis: the considerable steepening of the
yield curve was taken advantage of — particularly by investment
banks — to execute a large amount of carry trades. This raises
the question as to whether the central banks might prefer a con-
siderably flatter yield curve in the future. From a bankers” per-
spective, this would offset the advantages arising from a steeper
yield curve, such as an improved margin situation and speedier
recapitalization. However, the risks associated with rising trans-
formation premiums must be managed and limited with respect
to funding gaps. Given the general economic situation, we ex-
pect central banks to continue to hold key rates low.

The extraordinarily swift recovery of the stock markets follow-
ing the crash of 2008 was hardly foreseeable. After reaching a low
for the year at 3,666.4 points on March 6, 2009, the DAX closed
the year above 6,000 points, i.e., at a pre-Lehman level. Worldwi-
de, the stock markets performed at around 20 — 30%. The BRIC
countries in particular were among the outperformers. For exa-
mple, Brazil's stock market rallied by approximately 80%.

Development of the covered bonds markets

From the ECB's perspective, restoring the bond markets' ability
to function was the first priority in order to give banks access
to long-term funding at matching maturities while at the same
time gradually reducing the volume of short-term tender trans-
actions. Given this, the ECB initiated its EUR 60 billion program
to purchase covered bonds coupled to the gradual decline in de-
mand for liquidity in the regular bidding process. The reason
for this is that despite lower interest paid to creditors, bank sur-
pluses were often reinvested at the central bank rather than used
for lending within the economy. The ECB's repurchase program
thus aims to stimulate and sustain lending to public entities,
businesses and, especially, real estate lenders.

The issuance of covered bank bonds increased worldwide from
EUR 93 billion in 2008 to EUR 130 billion in 2009. Many coun-
tries, such as Switzerland and Greece, have since published their
own covered bonds legislation in 2009, and more, such as Belgi-
um and Cyprus, plan to do so in 2010.

All three major ratings agencies placed special focus in 2009
on analyzing issuer creditworthiness and assessing the liquidi-
ty of, and maturity mismatches within, cover pools. Given the
amount of liquidity required even in the event of a bankrupt-

cy, they called for a considerably higher degree of overcollate-
ral. This orientation towards a more bank-specific approach is
also reflected in the planned update of the S&P rating process.
However, since the composition of the cover pool is dynamic,
the proposed idea of including a credit outlook in the rating
would lead to greater uncertainty on the investor side since the
underlying analysis would have to be continually updated. Such
uncertainty could result in greater price volatility in this market
segment.

Development of the Pfandbrief market

After Pfandbrief market spreads widened considerably in Q1
2009, they narrowed at the end of the year, at times even below
the swap curve for short maturities. Long-term public Pfand-
briefe also experienced the same development: Over the course
of the year, the issue spread (against mid swap) for 10-year pu-
blic Pfandbriefe narrowed, from over 100 bp to 30 bp.

The covered bond market benefited not only from the ECB's
purchasing program, but also from national support buys such
as in Spain (Cedulas) and in Germany. In addition, the amend-
ment of the German Pfandbrief Act, which entered into effect
on March 26, 2009, also bolstered investor confidence in Pfand-
briefe as a high-quality refunding product. This increase in
confidence led to a significant narrowing of the issue spread, as
described.

Moreover,the narrowing of the spreads was also driven by the
Pfandbrief issuing volume itself, which has been declining as
compared to the overall European covered bond market in re-
cent years. A total of only EUR 16.3 billion (excluding incre-
ases of existing issues) in jumbo Pfandbriefe was issued in 2009,
despite the growing international covered bond market volume.
Of that amount, only seven jumbo Pfandbriefe were issued on
the public Pfandbrief market, at a total volume of EUR 7.25
billion. This subdued trend will persist, given the relatively dif-
ficult business environments faced by many Pfandbrief banks.
However, private placement activities for registered Pfandbriefe
remained particularly brisk in spite of narrowing spreads, sin-
ce many investors continued to see these instruments as an
attractive investment product due to the fact that they are not
required to be marked to market under IFRS.

Although the ECB did not make any statements as to the po-
tential breakdown of the purchases made under its purchase
program by primary and secondary market, roughly 75% of the
volume acquired to date (EUR 28.9 billion) was acquired via the



secondary market and 25% via the primary market. . The central
banks acquired around 25% of the jumbo Pfandbrief placed by
Dexia Kommunalbank Deutschland on March 2, 2010.

EXECUTIVE BODIES

Tasks and responsibilities

The tasks and responsibilities of the Supervisory Board, consi-
sting of four representatives of the Dexia Group and two repre-
sentatives of Dexia Kommunalbank Deutschland’s employees as
well as the tasks and responsibilities of the Management Board,
are described and documented in full within the organizational
rules and regulations (Articles of Incorporation, rules of proce-
dure of the Supervisory Board, organization instructions). The-
re is no overlapping of responsibilities.

Management Board

The Management Board of Dexia Kommunalbank Deutschland
develops the strategy of the bank and is responsible for the or-
ganization of business operations as well as due and proper stee-
ring and monitoring of risks. The framework required for this
is defined by targets, strategies and standards as well as by the
authorization of limit structures and individual limits. The Ma-
nagement Board reports regularly and fully to the Supervisory
Board to enable it to assess and monitor the bank.

Supervisory Board

The Supervisory Board usually meets on a quarterly basis and
analyzes the strategy and development of the bank. The Audit
Committee, the Human Resources Committee and the Credit
Committee have specific areas of responsibility.

THE TRANSFORMATION PROCESS OF
THE DEXIA GROUP

Dexia Group's decision to focus Dexia Kommunalbank Deutsch-
land on the international cover pool-eligible government finan-
cing business and on the municipal secondary market business
in Germany was successfully implemented in the second half
of 2009 as part of the Group's transformation plan. A total of
EUR 3.5 billion in cover pool-eligible assets was transferred
from other members of the Dexia Group to Dexia Kommunal-
bank Deutschland and funded long-term via the issue of public

Pfandbriefe. The successfully launched transfer of internatio-
nal cover pool-eligible assets from other members of the Dexia
Group will further solidify the role of Dexia Kommunalbank
Deutschland as a specialist bank and Pfandbrief issuer. In par-
ticular, it will underscore Dexia Kommunalbank Deutschland's
position as a long-term financier and strategic core entity of the
Dexia Group.

As a result of the implementation of the transformation process
throughout the Dexia Group, the Management Board and Su-
pervisory Board of Dexia Kommunalbank Deutschland decided
in February 2009 to discontinue its primary German municipal
business and its semi-public enterprises segment. The customer
service organization is now managed at Dexia Kommunalbank
Deutschland's headquarters in Berlin. The transfer of the Frank-
furt branch offices to Berlin was completed by the end of June
2009, as was the realignment of the Bank's organizational struc-
ture and workflows to accommodate this transfer. The necessary
restructuring expenses were already recognized in the 2008 an-
nual financial statements.

On February 5, 2010, Dexia published the results of negotiations
between the Dexia Group and the European Commission. Pur-
suant to those negotiations, the Dexia Group intends to dispose
of Dexia Crediop, Dexia Sabadell and Dexia Banka Slovensko,
among other entities, by 2012 or 2013. The Dexia Group ex-
pects to reduce its total assets by 35% by 2014. At the same time,
the Dexia Group confirmed that it would improve its funding
structure. The Group intends to reduce its share of assets funded
short-term to 10% by 2014, using the three covered bond issuers
of the Dexia Group (Dexia Kommunalbank Deutschland, Dexia
Municipal Agency and Dexia Lettre de Gage Banque), among
other things. On the whole, the factors described are expected to
assist in further stabilizing Dexia Kommunalbank Deutschland's
business model over the medium term.

NEW LENDING AND FUNDING

New lending

Dexia Group announced its transformation plan in November
2008; that plan forms the basis for the realignment of Dexia
Kommunalbank Deutschland's business strategy. In keeping
with the Group's long-term financing strategy, Dexia Kommu-
nalbank Deutschland acquires eligible assets from other Dexia
Group companies in order to internationalize its cover pool
assets. This is done both by direct purchase and indirectly, via
reverse repo transactions. Throughout fiscal year 2009, Dexia
Kommunalbank Deutschland acquired EUR 3,446.1 million



in loans and securities. The majority of that amount was attri-
butable to Italian government and regional bonds and Belgian
regional bonds.

In the previous year, the Bank had still granted EUR 3,045 mil-
lion in traditional municipal loans including short-term lo-
ans via the primary lending channel in Germany. This line of
business was discontinued in line with the transformation plan
described above. However, Dexia Kommunalbank Deutschland
continues to operate its interest management business and se-
condary market business on the German market.

Along with its primary municipal lending business, Dexia Kom-
munalbank Deutschland also terminated its recently started
lending business to finance semi-public enterprises. Commit-
ments from 2008 in respect to these lines of business amounted
to EUR 113.8 million. By contrast, the project financing busi-
ness launched in 2007 will be continued in close cooperation
with DCL.

Pfandbriefe and other funding

For the purpose of long-term refinancing of the lending busi-
ness, the Bank newly issued a total volume of EUR 4,539.9
million (2008: EUR 8,307.1 million) in the year under review.
Once the liquidity situation on the Pfandbrief market improved
significantly at the beginning of May as a result of the ECB's
purchase program, the bank launched a new jumbo issue and
increased two existing jumbo issues.

Approximately 90% of the total funds placed accounted for
traditional fixed- and variable-interest instruments. In addition
to the jumbo issues, a large number of single transactions were
placed for amounts up to EUR 50 million; these transactions
were particularly well-suited to meet the needs of investors for
customized, secure investment forms.

DEVELOPMENT OF INITIAL PLACEMENT

(BEARER AND REGISTERED INSTRUMENTS) (IN EUR MILLION)

Public Pfandbriefe

Other bonds*

Borrowing™

All in all, the portfolio of public Pfandbriefe plus the uncove-
red other bonds and borrower’s note loans decreased to EUR
36,607.6 million as of the end of the year (2008: EUR 38,902.9
million). Our own debt securities acquired due to market-regu-
lating operations had a nominal value of EUR 12.9 million as of
December 31, 2009 (2008: EUR 9.3 million).

We launched a total of 47 issues (2008: 49) on the Berlin Stock
Exchange, where Dexia Kommunalbank Deutschland is one of
the largest issuers, with a total volume of EUR 2,603.5 million
(2008: 9,297.1 million).

Standard & Poor’s AAA rating for Dexia Kommunalbank
Deutschland's public Pfandbriefe, which was first issued in
1998, was confirmed in January 2010 with a supplemental "ne-
gative credit watch". This negative outlook does not reflect a
meaningful change of creditworthiness within or outside of the
Bank's cover pool. Rather, it is due to S&P's general revision
of its rating methodology, which applies to all Pfandbrief pro-
grams and which therefore led to a negative outlook for many
Pfandbrief banks. Standard & Poor's will perform an analysis of
each program within 120 days and will either qualify or confirm
the negative outlook on the basis of that analysis. Given the fact
that there is only a slight imbalance between the remaining ma-
turities of cover pool assets and current assets, we expect that
Dexia Kommunalbank Deutschland's AAA rating will be con-
firmed without any negative credit watch.

Mortgage loans

The remaining portfolio of classic mortgage loans was further
reduced by EUR 3.2 million to EUR 9.6 million net.

2007 2008 2009
6.039,6 8.238,1 4.466,8
20,0 0,0 0,0
55,0 69,0 73,1

*including subordination agreements



Compulsory measures

One foreclosure was implemented in 2009.

DEVELOPMENT OF ASSETS,
FINANCIAL POSITION
AND RESULTS OF OPERATIONS

Due to the discontinuation of the German municipal lending
business at the beginning of the fiscal year and the Bank's con-
centration on the international cover pool-eligible assets, total
assets declined by EUR 1.7 billion or 3.4%. Maturities of muni-
cipal loans due as well as of bank bonds and debentures issued
by financial institutions were offset by additions of bonds issued
by public entities and municipal loans granted to countries, re-
gions and municipalities.

On the funding side, despite the Bank's success in securing new
business, registered and bearer public Pfandbriefe issued fell by
approximately EUR 2.1 billion. Short-term funds were shifted
away from ECB tenders to borrowings within the Dexia Group
taking the form of time deposits and repo transactions. See table
“Development of key balance sheet items (in EUR million) “ on the
following page.

The internal ratings of the bonds and notes with a nominal
amount of EUR 8.3 billion, which were issued by other banks
and are held in the Bank's portfolio as of December 31, 2009,
are as follows: See table “Internal rating according to Basel IT “ on
the following page.

From a risk standpoint, we continue to consider this ratings
structure balanced. This also applies to our other assets (muni-
cipal loans and bonds issued by public institutions).

At no time has Dexia Kommunalbank Deutschland held po-
sitions, either directly or indirectly, in the sub-prime market
through special purpose vehicles or structured investment ve-
hicles.

The crisis of confidence on the global financial markets trigge-
red by the sub-prime crisis early on in the second half of 2007
persisted in 2009. The Bank adjusted its earnings forecast for
fiscal year 2009 in line with the difficult market conditions and
successfully met this target, generating a profit before taxes.

Net interest income and commission income

Net interest income decreased year on year by 43.9% or EUR
35.4 million to EUR 45.2 million. This decline, which appears
drastic at first glance, is attributable to two causes which had
roughly equivalent impacts. Net interest income for 2008 con-
tained a high amount of positive, nonrecurring effects resul-
ting from the unwinding of derivatives in connection with the
Lehman Brothers Bankhaus AG insolvency. The derivatives that
were unwound were replaced with equivalent derivatives with
other counterparties. The expenses incurred in the course of this
action were accrued and are being reversed pro rata temporis
over the term of the original derivatives.

Additionally, the closings in the past fiscal year of selected deri-
vatives with negative present values reduced net interest income.
This will shore up and stabilize the Bank's future economic per-
formance.

Due to the realignment of our business strategy, no new lending
was initiated in 2009 in the project financing or semi-public
enterprises segments. This resulted in a significant year-on-year
decrease of net commission income by EUR 0.8 million.



DEVELOPMENT OF KEY BALANCE SHEET ITEMS (IN EUR MILLION)

DEC. 31, 2008 Dec. 31,2008
Due from banks
Loans to the public sector 3.458,1 2.934,6
Other receivables 4.694,5 4.689,8
Due from customers
Loans to the public sector 20.482,4 20.299,3
Other receivables 368,9 406,1
Bonds and notes
Public-sector issuers 8.804,0 9.614,0
Other issuers 10.525,8 8.715,6
Due to banks
Registered public Pfandbriefe 1.607,1 1.501,6
Other liabilities 8.782,6 9.265,2
Due to customers
Registered public Pfandbriefe 16.170,5 17.014,4
Other liabilities 1.986,5 1.900,4
Securitized liabilities
Public Pfandbriefe 19.528,6 16.649,4
Equity 290,5 331,1

48.969,2 47.291,2

INTERNAL RATING ACCORDING TO BASEL Il (AIRBA*)) * Advanced Internal Rating Based Approach

1,1%
BB+ to BB-

74 %
BBB+ to BBB- 43,8%
AAA
24,7%

A+ to A-

23,0% 0,0%
AA+ to AA- < BB-




Administrative expenses

Administrative expenses decreased year on year by 13.9% or
EUR 3.1 million to EUR 19.0 million in 2009. This was due
mainly to the restructuring efforts within the former business
segments of primary municipal lending, semi-public enterprise
financing and project financing, which went according to plan.
A EUR 2.5 million provision was recognized as of December 31,
2008 for human resources and other expenses incurred in con-
nection with the restructuring. This provision was largely used
up in the past fiscal year.

The personnel expenses were reduced by 24.0% to EUR 7.3 mil-
lion thanks to targeted staff reductions. Other administrative ex-
penses including depreciation of tangible and intangible assets
declined by EUR 0.8 million. These savings in other administra-
tive expenses were the result of the restructuring measures as
well as of consistent overall cost management. Depreciation and
amortization of tangible and intangible assets rose year on year
due to investments made in 2008.

Level and development of risk provisioning

Risk provisioning comprises all recognizable and latent risks in
the lending business and the securities held as current assets, as
well as the gains and losses from cross compensation pursuant
to Section 340 f (3) of the German Commercial Code (HGB).
Net risk provisioning for the past fiscal year decreased signifi-
cantly year on year by EUR 34.4 million or 62.9% to EUR 20.3
million (2008: EUR 54.7 million).

While in the previous year approximately three quarters of the
risk provisions were recognized with respect to expected or ac-
tual defaults on bonds issued by Icelandic banks, as well as to
participation certificates issued by Deutsche Pfandbriefbank
AG, risk provisions in 2009 were recognized almost exclusively
as write-downs to the lower of cost or market in the securities
business, which were recognized in response to narrowing credit
spreads. This also affected the portfolios of underlyings which
are micro hedged against interest rate risks via interest swaps.

After cross compensation these charges were offset slightly by
gains on the sale of securities of the liquidity reserve.
See table "Development of key income statement items “ on the

following page.



DEVELOPMENT OF KEY INCOME STATEMENT ITEMS (IN EUR MILLION)

Interest income

Interest expenses

Net interest income

Net commission income

Interest and commission income

Personnel expenses

Other administrative expenses (incl. depreciation of tangible and intangible assets)

Partial operating profit

Total other operating income and expenses

Risk provisioning

Result on financial investments

Operating result

Extraordinary expenses

Tax expense

NET INCOME

Result on financial investments

The EUR 0.8 million income of financial investments includes
losses incurred upon the sale of long-term securities as well as a
small amount of gains on sales. No write-downs were required
for permanent impairment of long-term securities.

Operating result before tax

Profit before tax rose by EUR 2.4 million to EUR 5.4 million due
to a substantial decrease in risk provisions.

Dec. 31, 2008 Dec. 31, 2009
5.780,5 2.961,3
-5.699,9 -2.916,2

80,5 45,2
-0,6 -14
80,0 43,8
9,6 73
12,4 11,7
57,9 248
0,0 01
-54,7 -20,3
-0,2 08
3,0 54
2,5 -4,5
0,1 04
0,4 0,6

Extraordinary expenses

Extraordinary expenses of EUR 4.5 million include exceptional
write-downs on the Bank's Charlottenstrasse property which
were recognized due to a permanent impairment.

Net income for the fiscal year

At EUR 0.6 million, net income for 2009 is slightly higher than
the previous year figure (2008: EUR 0.4 million).



Equity

The Bank's equity increased by a total of EUR 19.5 million in
the reporting year and amounted to EUR 557.5 million as of
December 31, 2009 (2008: 538.0 million). A EUR 20 million
capital increase was implemented in the first half of 2009 at a
200% issue rate. Additionally, the 2008 net income of EUR 0.4
million was transferred to retained earnings. The item to be
deducted pursuant to Section 10 (2a) of the German Banking
Act (Kreditwesengesetz, "KWG") decreased by EUR 1.3 million.
The maturity of participation capital and subordinated liabili-
ties and the partial loss of eligibility of subordinated liabilities
due to residual terms having fallen below two years decreased
the Bank's equity by EUR 22.2 million. Supplementary capital
was not replaced in 2009 because the spread trend made it un-
attractive from an earnings standpoint to borrow new funds at
favorable conditions. Look table on the bottom.

In 2009 the Bank again carried capital substantially above legal
requirements. As of the balance sheet date, the Bank's capital ba-
cking of risk-weighted assets amounted to 18.4% and was again
significantly above the minimum requirement of 8.0% set forth

under § 10 (1) sentence 9 KWG and defined in the German Sol-
vability Regulation (Solvabilitatsverordnung, "SolvV").

DEVELOPMENT OF THE BANK'S EQUITY
(IN EUR MILLION)

Subscribed capital

Reserves

Deduction item acc. to §10 (2a) KWG
Profit participation capital

Subordinated liabilities

2005

162,5

1114

-2,0

126,1

1353

2006

162,5

1148

-2,6

1255

136,0

2007

162,5

122,4

53

140,6

126,7

2008

162,5

127,6

8,1

140,6

1154

2009

182,5

148,0

-6,8

126,3

107,5




Liquidity

The liquidity ratio was calculated in 2009 on the basis of the
German Liquidity Regulation (Liquiditatsverordnung, "LiqV")
pursuant to § 10 (1) sentence 9 KWG. This regulation states that
the ratio of the cash available in the first maturity range (from
daily up to 1 month) to the callable payment obligations during
the same period may not fall below 1. In its liquidity planning,
Dexia Kommunalbank Deutschland factors in both the extent
of the expected cash inflows and outflows and an adequate li-
quidity supply in the form of highly liquid assets. See table "Li-
quidity*.

Relations to affiliated companies

The Management Board's report on relations to affiliated com-
panies pursuant to § 312 of the German Stock Corporation Act
(Aktiengesetz, "AktG") ends with the following Statement:

"In each of the legal transactions listed in the Board's report on
relations to affiliated companies, our Company received appro-
priate consideration and was not placed at any disadvantage by
the measures listed in the report taken or omitted. This assess-

ment is based on the conditions known to us at the time of the
events subject to a reporting requirement.”

LIQUIDITY

Liquidity ratio

DERIVATIVES (IN EUR MILLION)

Interest rate and cross-currency swaps
of which EONIA

Options

Derivatives

The Bank uses derivatives as auxiliary transactions in accordance
with the German Pfandbrief Act (Pfandbriefgesetz, "PfandBG")
to hedge against interest rate and foreign exchange risks.

In a year-on-year comparison, the volume of interest rate and
cross-currency swaps and options was as follows at the end of
the year: See table Derivatives®.

The credit equivalent amounts of the interest rate and cross-
currency swaps in accordance with the market valuation me-
thod pursuant to § 13 of the KWG was EUR 613.0 million as of
the balance sheet date (2008: EUR 378.0 million).

Employees

As of December 31, 2009, the Bank employed a total of 83 peo-
ple (2008: 111).

The Bank's restructuring and a large number of other activities
during the past fiscal year represented extraordinary challenges
for our employees, not least due to the difficult market condi-
tions described. We wish to express our gratitude and apprecia-
tion to all employees for their extraordinary efforts and their
enduring commitment.

Minimum Maximum Average
1,03 1,20 111

Dec. 31, 2008 Dec. 31, 2009

109.380,4 105.365,3

20.000,0 17.950,0

481,0 393,0

109.861,4 105.758,3



RISK REPORT

Risk environment

The subprime crisis and the ensuing financial market turmoil
have again shown us how vital the professional limitation and
steering of bank risks is. Effective risk management means iden-
tifying all material risks, independently measuring and assessing
such risks against a framework of shifting macroeconomic and
portfolio-specific conditions, and steering these risks in line with
arisk strategy set forth by the Bank that appropriately weighs risk
versus return based on its findings and estimates.

For this purpose, the Management Board defines the Bank’s risk
policy on the basis of legal and regulatory provisions. The pre-
dominant focus of the risk policy is on a return on the capital
invested that is commensurate with the risks taken, and on the
enhancement of the Company's value in line with the current
difficult market environment. The objectives are set in the annual
income and risk budgeting process.

Responsibility for setting risk strategy, which is derived from De-
xia Kommunalbank Deutschland's business strategy, for due and
proper organization and monitoring of the risk elements of all
business associated with risk lies with the Management Board.
Risk limiting systems have been put in place for the individual
risk categories (counterparty risks, market risks, liquidity risks
and operational risks) in close cooperation with the parent Com-
pany, Dexia Crédit Local.

The risk guidelines and structures are set out in the Risk Hand-
book, which is available to all employees via the Bank's intranet.
It forms the basis of uniform handling of and internal commu-
nication on all significant types of risks, enabling goal-oriented
handling of risks by Dexia Kommunalbank Deutschland.

The Minimum Requirements for Risk Management (MaRisk)
form the qualitative framework for a system to manage strategic
and operational risks. The additional requirements introduced
under the amended MaRisk with respect to strengthening the
corporate governance structure, taking risk concentrations into
account and observing the stricter requirements placed on the
remuneration and compensation systems were complied with
during the second half of 2009.

Those aspects introduced under the revised MaRisk require-
ments that were not yet implemented in 2009 (e.g., stress tests)
will be put into practice in 2010 as the new Group-wide risk-
bearing capacity concept is implemented.

Risk-bearing capacity

A top-down approach is used to properly capture and map all
relevant, quantifiable risks and interpret them in terms of the
Bank's ability to carry and sustain risks. The objective of this as-
sessment is to identify the potential unforeseen losses that can
be covered by the Bank's capital without severely impairing its
business activities. A loss ceiling is set by the Management Board
for market, counterparty, liquidity and operational risks to be
entered into. These are based on the individual pre-risk results
and the budgeted risk provisioning. The Management Board is
responsible for allocating the individual kinds of risks across the
aggregate risk limit. Taking the loss ceiling as a limit, a split of
30%-70%-0% is applied for the counterparty, market and liqui-
dity risks. Operational risks are accounted for using worst-case
scenarios, in keeping with the standard approach pursuant to
Basel Il. The individual risk categories are based on the following
quantification methods: See table on the following page.



CAPACITY TO CARRY AND SUSTAIN RISKS

Normal scenario

Extreme scenario

Primarily write-downs of securities held as current assets plus risk of

overnight deterioration. (2 x doubled max. swing of past 2 years)

Credit risk (Ratings downgrade of entire portfolio by two notches)

See normal scenario

Market risk Primarily write-downs of securities held as current assets plus
risk of overnight deterioration (95% confidence level)

Counterparty risk Credit risk (exposure x PD x LGD)*
Due to high quality of assets not included in ability to carry

and sustain risk; but included daily

Liquidity risk in the separate liquidity limits

Operational risk

* PD: probability of default, LGD: loss given default

UTILIZATION OF OVERALL LIMIT

Avg. 2009
Dec. 31, 2009

If critical limit reserves arise, the Management Board decides
on steps to be taken. Factoring in the time-based probabilities
of risks occurring, a decision is made on whether to adjust the
limits permanently or temporarily, or whether measures are to
be adopted to decrease risks immediately.

Due to the changing risk environment, Dexia Kommunalbank
Deutschland worked closely with the Dexia Group in 2009 to
launch a project introducing an "Economic Capital (ECAP)"
concept. That concept involves a standardized quantitative ap-
proach to calculating the required economic risk capital at the
Group level. It covers all material risk categories that must be ba-
cked with economic capital. For example, a portfolio approach
is used for counterparty risk, which takes into account not only
default risk, but also migration and concentration risks. This
ECAP approach is supported by the appropriate stress tests. This
approach to risk-bearing capacity is slated to be implemented in
full in 2010, replacing the existing approach.

Not included

Standard Approach pursuant to Basel Il

in %

31,0
1,0

Risk management System

Dexia Kommunalbank Deutschland has an extensive risk con-
trol and risk management system (identifying, recording, mea-
suring, analyzing and assessing risks and ensuring constant
risk monitoring) that is constantly being improved. It provides
decision-makers with the information they need to actively ma-
nage risks. All matters relating to the regulatory requirements
(MaRisk, Basel 1) are managed, organized and coordinated for
all risk categories.

Centralization of the core risk management and risk control-
ling functions ensures evidence of Dexia Kommunalbank
Deutschland's risk exposure and a uniform appraisal of risks
and their quantification. Risk management has the responsi-
bility for the individual methods of measuring, including the
(further) development of suitable models, and for reporting to
the Management Board, the Supervisory Board and the Group
parent company. The Internal Audit Department provides sup-
port for the review of the business processes, as well as the ef-
fectiveness and appropriateness of the risk management and



control systems as defined by MaRisk. Process and risk audits
are planned on the basis of a risk matrix. The value at risk (VaR)
calculated serves as a basis for setting the audit intervals. The
risk matrix is updated regularly.

A clear organizational and functional separation is ensured bet-
ween risk identification, capturing, analysis and assessment on
the one hand and active risk management on the part of asset-
liability management on the other hand.

At the same time, the risks specific to the Pfandbrief business
and its cover pool pursuant to § 27 German Pfandbrief Act
(Pfandbriefgesetz, “PfandBG”) are presented separately. The
Bank recognizes accruals on a monthly basis for both the co-
ver pool and the bonds outstanding in order to quantify interest
rate, counterparty, currency and liquidity risks.

The auditors report their findings and recommendations direct-
ly to the full Management Board, the Audit Committee of the
Supervisory Board and the full Supervisory Board.

Market risks

The market price risk inherent in volatile markets is one focus
of risk management and monitoring. In this context, interest
rate risks are particularly relevant for Dexia Kommunalbank
Deutschland. Foreign currency risks are generally eliminated by
hedging.

Management uses two risk ratios based on market values — basis
point value (BPV or PV01) and value at risk (VaR) — to ma-
nage interest rate risks. BPV describes the potential loss of the
net present value of the overall portfolio given a parallel shift
in interest rates at all maturities by 100 bp. PV01 describes the
potential loss given a 1 bp shift per defined maturity range.

The value-at-risk method (VaR) provides the maximum antici-
pated loss which may occur in normal market conditions during
a pre-defined holding period, based on a given probability. The
Bank calculates VaR on a daily basis, in particular based on a 99
% confidence level and a ten-day holding period.

Dexia Kommunalbank Deutschland has established a range of
sub-portfolios. The "Cash Liquidity Management" (CLM) port-
folio is limited to EUR 10.0 million. The interest sensitivity of
the credit spreads is measured daily and reported to decision
makers. No separate limiting takes place.

Based on the above assumptions, the position as of December
30, 2009 was as follows: See tabel on the following page.

Responsibility for strategic management of interest risks lies
with the Asset/Liability Management Committee of Dexia Kom-
munalbank Deutschland on the basis of the CLM portfolio. The
members of the Committee set the tactical asset allocation (uti-
lization, maturities, etc.) at their monthly meetings.

Using back testing, Dexia Kommunalbank Deutschland perfor-
med a review of the forecast quality of the VaR models for all
sub-portfolios in the year under review. The changes in NPV
that actually occurred were compared with the results of calcu-
lations based on the VaR model.

The two outliers identified for the overall portfolio (=0.8% of
cases) result primarily from the equity increase totaling EUR 40
million and are just below the expected value, hence constituting
a very good result.

In addition to risk measurement, stress tests are necessary in or-
der to analyze the impacts of extraordinary market situations.
The Bank uses the following scenarios to carry out the stress tests:

a. Parallel shift by +/- 250 bp
September 11, 2001: change in curve by
the percentage change in the interest level
from September 11 to September 12, 2001
C. Reversal of the market interest curve
by -5.4 bp around the 5-year point

At the same time, derivative financial instruments are used to
actively hedge risks. Interest swaps are used for both micro and
macro hedge relationships. Options serve exclusively to hedge
underlying transactions.

The Portfolio Present Value (PPV) is calculated and reported to
decision makers on a daily basis as a supplemental ratio. This
calculation bundles the present values of all interest-bearing
activities for Dexia Kommunalbank Deutschland's overall port-
folio, supplemented by other assets and balance sheet items in
connection thereto (such as expenses incurred in connection
with entering into a position). This ratio provides an indication
of how the value of the portfolio has changed, factoring in the
business model under the going concern assumption. A mini-
mum threshold was defined and would result in the immediate
notification of the Management Board and Supervisory Board
any time the Bank's Tier | capital fell below that threshold. The
PPV is supplemented by the Portfolio Market Value (PMV),
which also factors in credit spreads and is therefore a liqui-
dation scenario. It is also supplemented by the Scenario PPV,
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BALANCE SHEET

as of December 31, 2009



BALANCE SHEET AS OF DECEMBER 31, 2009 | ASSETS

Cash reserve

a) Cash on hand

b) Balances with Central Banks
including: with Deutsche Bundesbank

c) Postal bank balances

Public debt issue and bills eligible
for refinancing with central banks
a) Treasury bills and non-interest-bearing Treasury notes and similar
public-sector debt instruments
including: refinanceable with Deutsche Bundesbank
b) Bills of exchange
including: refinanceable with Deutsche Bundesbank

Due from banks
a) Mortgage loans
b) Loans to the public sector
c) Other claims
including: payable on demand
collateralized by securities

Due from customers lients
a) Mortgage loans
b) Loans to the public sector
c) Other claims
including: collateralized by securities

Bonds and other fixed interest securities
a) Money market instruments
aa) public-sector issuers
including: refinancable with Deutsche Bundesbank
ab) other issuers
including: refinancable with Deutsche Bundesbank
b) Bonds and notes
ba) public-sector issuers
including: refinancable with Deutsche Bundesbank
bb) other issuers
including: refinancable with Deutsche Bundesbank
¢) Own bonds
Nominal amount

Shares and other variable interest-bearing securities

Investments
including: investments in banks

Investments in affiliates
including: investments in banks

Trust assets
including: trustee loans

Compensation receivables from public bodies including
bonds arising from their exchange

Intangible assets
Tangible assets

Subscribed capital unpaid
including: called-up

Own shares or capital
Nominal amount

Other assets

Tax accurals

Accurals and deferrals

a) From new issues and lendings

b) Other

Deficit not covered by equity
w
TOTAL ASSETS

EUR EUR EUR
749,87
91.998.324,51
91.998.324,51
0,00 91.999.074,38
0,00
0,00
0,00 0,00
0,00
0,00
2.934.552.665,25
4.689.816.382,24 7.624.369.047,49
1.641.514.400,94
0,00
149.616.091,65
20.299.317.864,48
406.059.977,08 20.854.993.933,21
0,00
0,00
0,00
0,00
0,00 0,00
9.614.018.469,30
7.993.483.829,82
8.715.647.401,11 18.329.665.870,41
8.235.423.200,24
13.045.598,84 18.342.711.469,25
12.907.000,00
4.005.499,98
0,00
0,00
0,00
0,00
0,00
0,00
0,00
4.820.489,96
5.961.449,10
0,00
0,00
0,00
0,00
13.220.084,83
117.409,35
212.558.856,60
136.447.026.,96 349.005.883,56
0,00

47.291.204.341,11

PREVIOUS YEAR
EUR thousand

3
78.574
(78.574)
0

o

ol

0
3.458.090
4.694.485

(1.852.644)
()

121.329
20.482.411
368.878
©)

0
()
0
()
8.803.981
(6.834.544)
10.525.846
(8.821.975)
9.198
(9.254)

(=}

6.418

270.907
124531

0

48.969.218




BALANCE SHEET AS OF DECEMBER 31, 2009
LIABILITIES AND EQUITY

Due to banks

a)
b)
€)

Registered mortgage Pfandbriefe
Registered public Pfandbriefe
Other liabilities

including: payable on demand

registered mortgage Pfandbriefe pledged to
lenders for the collateralization of loans
and registered public Pfandbriefe pledged to lenders for the collateralization of loans 0,00

Due to customers

a)
b)

Registered mortgage Pfandbriefe
Registered public Pfandbriefe

Euro

260.611.341,38

0,00

c) Savings deposits

ca) terminable within three months 0,00

cb) not terminable within three months 0,00
d) Other liabilities

including: payable on demand 841.049,25
registered mortgage Pfandbriefe pledged to lenders for the collateralization of loans 0,00

registered public Pfandbriefe pledged to lenders for the collateralization of loans 28.887.991,28

Securitized liabilities

a)

b)

Issued bonds

aa) Mortgage Pfandbriefe

ab) Public Pfandbriefe

ac) other notes

Other securitized liabilities

including: money market instruments

Trust liabilities

including: trustee loans

Other liabilities

Accurals and deferrals

a)
b)

From new issues and lendings
Other

Provisions for liabilitites

a)
b)
©)

Provisions for pensions and similar commitments
Tax Provisions
Other provisions

Special reserve item

Subordinated liabilities

Profit participation capital

including: maturing within two years

Fund for general banking risks

Equity

a)
b)
)

Subscribed capital

Capital reserve

Retained earnings

ca) Statutory reserve

cb) Reserve for own shares

cc) Reserves required by the Articles of Incorporation
cd) Other retained earnings

d) Net income

TOTAL LIABILITIES

Contingent liabilities

Contingent liabilities from discounted bills

of exchange

Liabilities from guarantees and indemnity agreements
Liability from assets pledged as collateral

for third-party obligations

Other commitments

a)
b)
0

Repurchase obligations from reverse repurchase agreements
Placement and underwriting commitments
Irreversible loan commitments

0,00
16.649.439.960,04
50.368.091.88

0,00

0,00

15.000.000,00

0,00
0,00
0,00
49.323.255.96

Euro

0,00
1.501.557.388,76
9.265.227.051,27

0,00
17.014.443.876,78

0,00
1.900.445.587.,88

16.699.808.051,92
0.00

26.788.866,04
263.538.571,32

484.957,07
1.418.056,19
5.545.497,25

182.500.000,00
98.684.911,98

49.323.255,96
585.169,37

0,00
93.686.559,64

0,00
0,00

0,00
275.773.194,92

Euro

10.766.784.440,03

18.914.889.464,66

16.699.808.051,92

0,00

12.069.099,34

290.327.437,36

7.448.510,51
0,00
126.499.999,97

142.284.000,01

0,00

331.093.337,31

47.291.204.341.11

93.686.559,64

275.773.194,92

PREVIOUS YEAR
Tausend Euro

0

1.607
8.782.611
(234.014)

©)
©)

0
16.170.481

0

(0)
1.986.522
(49.861)

(0)
(28.888)

0
19.528.564
74.387

49.449

18.544
151.613
368
7.427

0
131.500

170.112
(27.828)

0

162.500
78.685

0

0

0
48.883
440

48.969.218

0
122.110

0

0

0
693.706






INCOME STATEMENT

for the period from January 1 to December 31, 2009



INCOME STATEMENT FOR THE PERIOD FROM
JAN. 1-DEC. 31, 2009 | EXPENSES EUR

Interest expenses
Commission expenses
Net expenses from financial operations

General administrative expenses
a) Personnel expenses

aa) Wages and salaries 6.303.447,47
ab) Social security and other

employee benefits costs 1.019.097,05

including: pensions 159.411,12

b) Other administrative expenses

Depreciation, amortization and write-downs of intangible and
tangible assets

Other operating expenses

"Depreciation and write-downs of claims and

certain securities, allocation to provisions for

possible loan losses™

"Depreciation and write-downs of participations,

interests in affiliates and securities

treated as fixed assets"

Expenses from underwriting losses

Transfers to special reserve item

Extraordinary expenses

Income Taxes

Other taxes not reported under ‘Other operating expenses’
Profits transferred on the basis of profit pooling, under a profit
and loss transfer agreement or an agreement to transfer a portion
of the profit/loss

Net income

TOTAL EXPENSES

EUR EUR
2.916.150.328,82
3.244.861,33

0,00

7.322.544,52

9.105.557,82 16.428.102,34

2.578.410,06

119.877,80

20.265.706,47
0,00

4.462.789,04

361.541,89

16.433,06

0,00

585.169,37

PREVIOUS YEAR
EUR thousand

5.699.929
4.386

0

8.326

1.311
(228)
10.442

2.002

190

54.670

212

2.500

65

20

440

5.784.492

2.964.213.220.18



INCOME STATEMENT FOR THE PERIOD FROM
JAN. 1-DEC. 31, 2009 | INCOME

Interest income from

a) Lending and money market transactions

b) Fixed-interest securities and Debt Register claims
Current income from

a) Shares and other non-fixed income securities

b) Participations

c) Investmens in affiliated companies

Profits transferred on the basis of profit pooling, under a profit
and loss transfer agreement or an agreement to transfer a portion of the profit/loss

Commission income
Net income from financial operations

Income from write-ups of claims and certain securities,
reversal of provisions for possible loan losses

Income from write-ups to participations,

investments in affiliates and securities treated as fixed assets
Other operating income

Income from retransfer from special reserve item
Extraordinary income

Income from underwriting of losses

Net loss for the year

TOTAL EXPENSES

EUR

2.524.108.715,30
437.224.961.41

0,00
0,00
0,00

PREVIOUS
EUR YEAREUR thousand

Net income for the fiscal year

Profit carried forward from the previous year
Withdrawals from capital reserves
Withdrawals from retained earnings

Withdrawals from profit participation capital

Transfers to retained earnings
a) to the statutory reserve
b) to the reserve for own shares
) to the reserves required by the Articles of Incorporation
) to other retained earnings

[=3Ks)

Replenishment of profit-participation certificates

NET INCOME

0,00
0,00
0,00
0.00

4.804.057

2.961.333.676,71 976.423
0

0

0,00 0

0,00 0
1.855.057,39 3.807
6.000,00 0
0,00 0
847.227,14 0
171.258,94 206
0,00 0

0,00 0

0,00 0

0,00 0
2.964.213.220,18 5.784.492
585.169,37 440
439.815,18 5.200
1.024.984,55 5.640
0.00 0
1.024.984,55 5.640
0.00 0
1.024.984,55 5.640
0.00 0
1.024.984,55 5.640
0

0

0

439.815,18 5.200
585.169,37 440
0,00 0

585.169,37 440



NOTES TO THE
ANNUAL FINANCIAL
STATEMENTS

PRINCIPLES

Principles of accounting, valuation and translation

The annual financial statements have been prepared in accor-
dance with the pertinent provisions of the German Commercial
Code (Handelsgesetzbuch, "HGB"), the German Stock Corpo-
ration Act (Aktiengesetz, "AktG") and the German Pfandbrief
Act (Pfandbriefgesetz, "PfandBG") as well as the German Bank
Accounting Regulations for Credit Institutions (RechKredV).

Receivables and other assets have been reported at their nomin-
pal amount including accrued interest. The differences between
issue and nominal amounts are recognized as accruals and de-
ferrals. All identifiable individual risks in the lending business
have been accounted for through the recognition of specific va-
luation allowances. In addition, general provisions exist for the
mortgage lending area.

The securities allocated to the fixed assets are valuated in ac-
cordance with the moderate lower of cost or market principle.
Premiums and discounts are amortized over the maturity of the
securities and offset against the interest income.

Taking the hedging instruments into consideration, the securi-
ties of the liquidity reserve are measured according to the strict
principle of lower of cost or market value at the average value
calculated continually or, if applicable, the lower of current mar-
ket price on the balance sheet date, under consideration of the
requirement to reverse write-downs where the reasons for them
no longer exist. If no liquid prices for securities were available
from external suppliers of market data as of the balance sheet
date, the fair values of the securities were calculated using the
Bank's internal measurement models. These valuation models
are standard market discounted cash flow models, and issuer-
and asset class-specific interest curves and risk premiums (credit
spreads) are explicitly factored in. In the cases of fixed interest
instruments that constitute a micro-hedge relationship with an
interest rate swap, the unhedged credit risk is also taken into ac-
count according to the strict principle of lower of cost or market
value under consideration of the requirement to reverse write-
downs where the reasons for them no longer exist. Premiums
and discounts are amortized in the interest income over the

maturity of the securities in accordance with the outstanding
capital.

Interest income and expenses of the hedging swap transactions
are offset against the interest income and expenses of the under-
lying and hence the net interest income of the hedge is reported
under the relevant item on the income statement.

Intangible and tangible assets are recognized at cost on a straight
-line basis over their standard useful lives. In addition to depre-
ciation and amortization, the Bank applied the simplification
rule to low value assets in accordance with § 6 (2) German In-
come Tax Act (Einkommensteuergesetz, "EStG").

Deferred tax assets and liabilities are reported under a separate
item in accordance with § 274 HGB.

Securities transferred in connection with repurchase agree-
ments, together with their financial return, are recognized in the
balance sheet under the category to which the securities origi-
nally belonged. At the same time, a liability is recognized in the
amount of the agreed-upon repurchase amount. The difference
between the repurchase amount and the amount received is re-
ported under deferred income and included in interest income
on a pro-rata basis. Securities pertaining to reverse repos are not
reported in the balance sheet. The amount paid for the securities
received is recognized as a claim from the repo seller. The premi-
ums on repo transactions are recognized as prepaid expenses on
a pro rata basis over the term of the transaction.

Liabilities are reported at the redemption amount plus accrued
interest. The difference between the principal amount and the
amount advanced is recognized as accruals and deferrals. Provi-
sions for taxes, uncertain obligations and expected losses from
pending transactions were recognized in the amounts for which
claims were expected.

Pension provisions were recognized at their net present value
(under the German normal entry age method) for tax purposes
on the basis of actuarial principles. The calculations are based
on the 2005 G mortality tables published by Prof. Klaus Heu-






Due the following year

Liabilities due to banks are collateralized by securities with a
value of EUR 4,771.7 million in open market operations and
repurchase agreements. See table on the bottom.

Securities allocated to the fixed assets, which were recorded at a
carrying amount of EUR 7,384.5 million and a fair value of EUR
6,912.4 million, were not written down to the lower amount. No
lasting decrease in value has occurred, as this a question of price
fluctuations which are expected to balance out by the time the
securities reach maturity.

Other assets

Other assets primarily relate to EUR 11.6 million in unrealized
gains on specially covered forward exchange transactions and
EUR 0.5 million in refund claims from the Tax Office for Incor-
porated Bodies (Finanzamt fir Kérperschaften).

Shares and other variable-interest securities contain subordina-
ted assets amounting to EUR 4.0 million.

DUE FROM/ TO AFFILIATED COMPANIES/
PARTICIPATIONS INTERESTS (IN EUR MILLION)

Total
Due from banks 7.624,4
Due from customers 20.855,0
Bonds and other
fixed interest securities 18.342,7
Due to banks 10.766,8
Due to customers 18.914,9
Securitized liabilities 16.699,8
Subordinated liabilities 126,5

Notes and other fixed interest securities Notes issued

1.238,8 4.758,0

Tangible assets

Tangible assets consists of land and buildings used in the context
of our own activities with a value of EUR 4.8 million and fix-
tures, operating and office equipment amounting to EUR 0.6
million.

Deferred tax assets

We recognized deferred tax assets in accordance with § 274 HGB
for the expected tax relief arising from the differences in mea-
surement approaches between the financial accounts and tax
accounts for provisions.

Including from/to
affiliated companies

Including from/to other
long-term investees and investors

2.397,7

479,7

6.606,6

73

74,6



NEGOTIABLE SECURITIES,

EQUITIES (IN EUR MILLION) Total  Negotiable
Bonds and other fixed interest securities 18.342,7 18.342,7
Shares and other variable interest-bearing securities 4,0 4,0

STATEMENT OF CHANGES IN
FIXED ASSETS (IN EUR MILLION)

Costs brought forward to Jan. 1, 2009

Additions during the fiscal year

Disposals during the fiscal year

Depreciation and amortization, cumulative

Residual book value as of Dec. 31, 2009

Residual book value as of Dec. 31, 2008

Deprecation and amortization during the fiscal year

Volume negotiable securities not measured at the

Listed Not listed lower of cost or market
17.462,7 880,0 7.384,5
4,0 -

lintangible assets Tangible assets Long-term securities

22,3 15,6 14.698,2
01 0,2 1.230,2
0,0 0,0 1.897,0

17,6 9,8 59,6
48 6,0 13.971,8
6,7 10,9 14.630,4
2,0 51* -13,2

* The write-downs were recognized in the amount of EUR 4.5 million due to permanent impairment.

Accruals and deferrals

The assets include foreign currency items with an equivalent
amount of EUR 2,005.2 million and liabilities of EUR 684.4
million. See Table on the follwoing page.

Other liabilities

Other liabilities primarily consist of accrued interest from sub-
ordinated liabilities (EUR 3.1 million) and from profit partici-
pation capital (EUR 8.2 million).

Subordinated liabilities

In the event of the bankruptcy or liquidation of the Bank,

subordinated liabilities are only paid back after all preferenti-
al creditors have been satisfied. There is no possibility of early

repayment. Interest expenses for all subordinated liabilities
amount to EUR 6.7 million.

With principal amounts of EUR 18.0 million and EUR 40.0 mil-
lion, respectively, two issues exceeded 10 % of the total amount
of the subordinated liabilities (EUR 126.5 million). Their cou-
pons are 5.5 % and 4.96 %, respectively; the issues will mature
in 2010 and 2016, respectively.



ACCRUALS AND DEFERRALS (ASSETS)

Issuing discount from bonds 66,0

Premium on receivables 146,6

ISSUING AND LENDING BUSINESS TOTAL 212,6

ACCRUALS AND DEFERRALS (LIABILITIES)

Discount from receivables 7.2
Premium on bonds 19,6
ISSUING AND LENDING BUSINESS TOTAL 26,8

Profit participation capital

EUR 126.3 million of the profit participation capital totaling an annual preferential dividend, which is based on the interest
EUR 142.3 million is stipulated as liable equity capital in accor- rate set forth in the respective terms and conditions. EUR 8.8
dance with § 10 (5) of the German Banking Act (Kreditwesenge- million was distributed as profit participation capital.

setz, "KWG"). Bearers of profit participation certificates receive

PROFIT PARTICIPATION CAPITAL

Principal amount (in EUR million) Interest rate in % Repayment of capital
Issue year 2001 35 6,97 2012
Issue year 2001 15,0 6,40 2011
Issue year 2002 1,0 6,60 2013
Issue year 2002 50 variabel 2013
Issue year 2003 10,0 6,45 2014
Issue year 2003 10,0 6,52 2014
Issue year 2003 20,0 6,25 2014
Issue year 2006 10,0 5,08 2017
Issue year 2006 4,0 5,08 2017
Issue year 2006 22,0 4,88 2017
Issue year 2007 10,0 5,57 2018
Issue year 2007 10,0 5,57 2018

Issue year 2007 21,8 5,63 2018



Subscribed capital

Following a EUR 20.0 million capital increase, subscribed ca-
pital now amounts to EUR 182.5 million. It is divided into
182,500,000 registered shares of EUR 1.00 each with restricted
transferability.

Capital reserve and retained earnings

The capital reserve following the capital increase was EUR 98.7
million as of December 31, 2009. Retained earnings amounted
to EUR 49.3 million after the addition of EUR 0.4 million.
Other commitments

The irrevocable loan commitments relate entirely to other su-
reties in sub-item 1b) and in sub-item 2c) to municipal lending
amounting to EUR 209.3 million and loans to project financing
amounting to EUR 66.5 million.

Repurchase transactions

The assets sold on the basis of a repurchase agreement had a
carrying amount of EUR 2,948.5 million.

NOTES TO THE INCOME STATEMENT

Personnel expenses

AUDITOR FEES (IN EUR MILLION)

Audit services
Other verification services

Tax advisory

Other services

TOTAL

The personnel expenses for the year under review amounted to
EUR 7.3 million. This includes the full salaries of the members
of the Management Board amounting to EUR 0.7 million. The
members of the Supervisory Board were not remunerated.

Auditor fees
Other administrative expenses includes the following auditor's
fees:

Other income/expenses

Other operating income consists primarily of EUR 0.1 million
in reinsurance claims, and was offset by other operating ex-
penses, which primarily consisted of EUR 0.1 million in insu-
rance premiums.

Risk provisioning

The full compensation option in accordance with § 340 f (3)
HGB was used for risk provisioning. The balance reported is the
result of offsetting the expense items "Amortization and write-
downs of claims and certain securities, allocation to provisions
for possible loan losses" against the income items "Income from

write-ups on claims and certain securities as well as from the
reversal of provisions for possible loan losses".

04

0,0

0,0

0,1






THE MATURITY STRUCTURE OF PFANDBRIEFE
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RECEIVABLES USED TO COVER PUBLIC PFANDBRIEFE

(IN EUR MILLION)

Belgium
Bulgaria
Denmark
Germany
Finland

France

Greece
International institutions
Ireland

Italy

Japan

Canada
Lithuania
Luxembourg
Netherlands
Norway
Austria

Poland
Portugal
Romania
Sweden
Switzerland
Slovenia

Spain

Czech Republic
Hungary
United Kingdom
USA

Cyprus

Country
Dec. 31, 2008

50

51,1

848,0

1.150,9

497,6

10,0

225,0

267,9

Dec. 31, 2009

50

51,1

637,0

Regional authorities

Dec. 31, 2008

45,0

10.890,4

78

50

999,4

275,0

100,9

279,1

Dec. 31, 2009

369,9

11.065,0

1.426,8

50

1.004,0

275,0

101,1

270,5

270,9

No payments on the cover pool for the public Pfandbriefe are overdue by more than 90 days.

Local authorities

Dec. 31,2008  Dec. 31, 2009
9.431,3 8.198,3

12,7 6,7

47,4

50,8 49,3

2,0 74,0

62,5 60,6

Other debtors
Dec. 31,2008  Dec. 31,2009
175,0 0,0
65,0 65,0
9.198,6 7.595,4
20,0 45,0
868,3 4111
405,3 302,1
50,0 30,0
125,8 3375
35,0
30,0 40,0
151,0 155,0
65,0 65,0
875,7 975,1
34,0
35,0
67,3 67,4
310,2 386,5
255,0 245,0
20,0 20,0



Interest-driven forward transactions

The following interest-driven forward transactions had yet to be
settled as of the balance sheet date: forward transactions with
borrower’s note loans, interest rate swaps, interest currency
swaps, commitments from option sales of interest rate swap-
tions, calls, interest rate cap agreements, borrower’s note loans
with call options, Pfandbrief issues with call options. In all cases
the aforementioned transactions are OTC products.

The Bank's swap counterparties consist exclusively of first-class
banking groups from OECD member states who are hence also
suitable credit institutions within the meaning of § 5 (3) No. 1
of the German Pfandbrief Act (PfandbG). Counterparty risk for
the interest rate swaps is calculated on the basis of the market
valuation method.

The net EUR 2.4 billion negative fair value (excluding accrued
interest) of the derivatives is offset by interest-induced hidden
reserves of more than EUR 2.4 billion in the carrying amounts
of the balance sheet items Due from banks, Due from customers,
Securities, Due to banks, Due to customers and Securitized lia-
bilities. The total carrying amount of the derivatives (excluding
accrued interest) is EUR -124.5 million.

The present value of the derivatives is calculated on the basis
of zero bond discount factors and the future cash flows on the
basis of the fair value method. The arbitrage-free zero bond dis-
count factors are calculated each business day using the current
mid swap interest curve. Highly structured derivatives for which
no measurement model existed as of December 31, 2009 were
measured using the floating leg. There was no trading activity
in derivatives.

VOLUME IN THE DERIVATIVES BUSINESS
BY RESIDUAL MATURITY

Nominal volumes

Loans to members of the Management Board
or the Supervisory Board

No loans or advances were granted to any member of the Ma-
nagement Board or the Supervisory Board as of balance sheet
date.

Number of employees

The Bank employed an annual average of 94 people. Of these, 49
fell under the collective wage agreement and 45 received separa-
tely negotiated salaries.

Group affiliation

Dexia Kommunalbank Deutschland AG is an associated com-
pany of Dexia Crédit Local SA, Paris, and Dexia SA, Brussels
in whose consolidated financial statements its annual financial
statements are included. These are filed with the commercial re-
gister in Paris and Brussels, respectively.

Market values

(IN EUR MILLION)

Within 1 year 1-5years  Over 5 years Total Positive Negative Total
Interest rate swaps 26.935,2 20.450,6 55.351,0 102.736,9 1.818,3 -4.119,9 -2.301,6
Cross-currency swaps 219,5 434,4 1.9745 2.628,4 123,7 -216,0 -92,3
Options 103,0 230,0 60,0 393,0 0,0 -1,7 -1,7

27.257,7

21.115,0 57.385,6  105.758,3 1.942,1 -4.337,6 -2.395,6
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RESPONSIBILITY STATEMENT
OF THE MANAGEMENT BOARD

To the best of our knowledge, and in accordance with German
principles of proper accounting, the annual financial state-
ments give a true and fair view of the assets, liabilities, finan-
cial position and profit or loss of the Company. We also cer-
tify that to the best of our knowledge the management report
portrays the business development including the results of
operations and the position of the Company in such a way
as to provide a true and fair view and to adequately describe
significant opportunities and risks in accordance with § 289
(1) sentence 4 HGB.

Berlin, March 12, 2010
DEXIA KOMMUNALBANK DEUTSCHLAND AG

The Management Board

M, Aoy

Behr Dr. Eickhoff Wouters




AUDITORS’ REPORT

We have audited the annual financial statements, comprising
the balance sheet, the income statement and the notes to the fi-
nancial statements, together with the bookkeeping system and
the management report of Dexia Kommunalbank Deutschland
AG, Berlin, for the business year from January 1 to December
31, 2009. The maintenance of the books and records and the
preparation of the annual financial statements and management
report in accordance with German commercial law and the
supplementary provisions of the Articles of Incorporation are
the responsibility of the Company's Management Board. Our
responsibility is to express an opinion on the annual financial
statements, together with the bookkeeping system and the ma-
nagement report, based on our audit.

We conducted our audit of the annual financial statements in
accordance with § 317 HGB (“Handelsgesetzbuch”; “German
Commercial Code™) and German generally accepted standards
for the audit of financial statements promulgated by the Institut
der Wirtschaftsprifer (Institute of Public Auditors in Germany)
(IDW). Those standards require that we plan and perform the
audit such that misstatements materially affecting the presenta-
tion of the net assets, financial position and results of operations
in the annual financial statements in accordance with German
principles of proper accounting and in the management report
are detected with reasonable assurance. Knowledge of the busi-
ness activities and the economic and legal environment of the
Company and expectations as to possible misstatements are ta-
ken into account in the determination of audit procedures. The
effectiveness of the accounting-related internal control system
and the evidence supporting the disclosures in the books and
records, the annual financial statements and the management
report are examined primarily on a test basis within the frame-
work of the audit. The audit includes assessing the accounting
principles used and significant estimates made by the Company’s
Management Board, as well as evaluating the overall presentati-
on of the annual financial statements and management report.
We believe that our audit provides a reasonable basis for our
opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our audit, the annual
financial statements of Dexia Kommunalbank Deutschland AG,
Berlin, comply with the legal requirements and the supplemen-
tal provisions of the Articles of Incorporation and give a true
and fair view of the net assets, financial position and results of
operations of the Company in accordance with German princip-
les of proper accounting. The management report is consistent
with the annual financial statements and as a whole provides a
suitable view of the Company'‘s position and suitably presents
the opportunities and risks of future development.

Berlin, March 12, 2010

Deloitte & Touche GmbH
Wirtschaftspriifungsgesellschaft

Katrin Rohmann
Wirtschaftspriiferin

Karin Dohm
Wirtschaftspriiferin



FURTHER EXPLANATORY REMARKS

DEVELOPMENT OF ASSET STRUCTURE IN MILLION EUROSO

2009 2009 in % 2008 in %
Due from banks
b) Loans to the public sector 2.934,6 6,2 71
c) Other claims 4.689,8 9,9 9,6
Due from customers
a) Mortgage loans 149,6 0,3 0,2
b) Loans to the public sector 20.299,3 429 41,8
c) Other claims 406,1 09 0,8
Notes and other fixed interest securities
b) Bonds and notes 18.329,7 388 39,5
¢) Own bonds 13,0 0,0
Other assets 469,1 1,0 1,0
TOTAL ASSETS 47.291,2 100,0 100,0
DEVELOPMENT OF LIABILITY STRUCTURE (IN EUR MILLION)

2009 2009 in % 2008 in %
Due to banks
b) Registered Pfandbriefe 1.501,6 32 33
c) Other liabilities 9.265,2 19,6 17,9
Due to customer
b) Registered Pfandbriefe 17.014,4 36,0 33,0
c) Other liabilities 1.900,4 4,0 41
Securitized liabilities
ab) Public Pfandbriefe 16.649,4 35,2 39,9
ac) other notes 50,4 0,1 0,2
Subordinated liabilities 126,5 03 0,3
Profit participation capital 1423 03 03
Equity
a) Subscribed capital 182,5 04 0,3
b), ¢) Reserves 148,0 0,3 0,3
d) Net income 0,6 0,0 0,0
Other liabilities 309,8 0,7 0,5

TOTAL LIABILITIES 47.291,2 100,0 100,0



INCOME STATEMENT/STATEMENT
OF OPERATING RESULTS (IN EUR THOUSAND)

Interest income

Interest expenses

Net interest income

Commission income

Interest and commission income

Net income from financial transactions
Personnel expenses

Other administrative expenses

Depreciations of tangible assets
Partial operating profit

Other operating income/expenses
Risk provisioning

Result of financial investments

Operating result

Extraordinary expenses

NET INCOME FOR THE FISCAL YEAR

2008

5.780.479
-5.699.929

80.550
-579

79.971
0
-9.637
-10.442
-2.002

57.890
16
-54.670
=212

3.024

-2.500

440

2009

2.961.334
-2.916.150

45.183
-1.390

43.794

0
-7.323
-9.106
-2.578

24.787
51
-20.266
847

5.420

-4.463

585

Verdnderung  Verdnderung in %

-35.367 -44
-36.177 -45
-33.103 -57
2.396 79
145 33
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