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Report of the Administration Board to the Annual General Meeting of
Shareholders on 10 March 2008 concerning the financial year 2007

International economic development

Sub-prime crisis detracts from
the overall positive development

2007 was again characterised by strong growth in
the world economy. Global economic performance
improved for the fourth time in succession by around
5%. While growth in the industrial countries slowed
down slightly, in the emerging markets it remained as
strong as ever. As a result of the worldwide boom the
oil price rose to new record levels. After still being
quoted at the beginning of 2007 at around 55 USD
per barrel for North Sea Brent oil, by year-end it had
increased to around 95 USD per barrel. While the glo-
bal economy was hardly affected by the strong in-
crease in energy prices, there was a noticeable rise in
inflation rates over the year. This was due to excep-
tionally sharp increases in the price of food, too.

A shadow was cast over the generally positive pic-
ture of the world economy by the sub-prime crisis in
the US mortgage market which from summer on-
wards led to significant distortions in the international
financial markets. The trigger was an increase in de-
faults by borrowers with a weak credit rating who
found themselves under increasing pressure from
higher interest charges and falling property prices.
With increasing securitisation, international credit tra-
ding had seen very rapid expansion in recent years,
as a result of which the risks in the US sub-prime
market were passed on to financial institutions all
over the world. As it was not clear how much had to
be written off, there was a crisis of confidence in the
banking system that made the refinancing of institu-
tions considerably more difficult. The liquidity shor-
tages prompted a strong increase in interbank money
market rates. Central banks throughout the world
were forced to provide liquidity to the banks on a
massive scale in order to prevent a collapse of the fi-
nancial system. The effects of the crisis on economic
growth were hardly felt in 2007. The outlook for 2008,
however, is clearly clouded by the greater uncertainty
about the real economic consequences of the finan-
cial crisis.
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Economic development in the USA

There was a noticeable slowdown in the pace of the
US economy in 2007. Economic growth fell to 2.2%
after reaching 2.9% in the previous year. An obvious
slump in new housing investments had a dampening
effect while commercial construction continued to
show positive development. The most important pil-
lars of the US economy were still private households,
whose consumption expenditure re-mained relatively
unaffected by the property market crisis. This was
supported by a renewed positive trend in the labour
market and increased household incomes. Over the
year, however, the consumer mood became distinctly
gloomier. There was a noticeable rise in the inflation
rate in the latter half of the year that was caused pri-
marily by significantly higher food and energy prices.
While the overall inflation rate rose to over 4% to-
wards the end of the year, the core rate remained at
just over 2%.

In the latter half of 2007 the sub-prime crisis cau-
sed the US central bank to change its monetary po-
licy. In view of the turbulence in the financial markets
and the resulting risks to the US economy, the Fed
cut its base rate by 50 basis points in September.
Two more smaller moves then reduced the Fed funds
target rate to 4.25%. Capital market yields had con-
tinued to rise strongly in the period to mid-year, but
then fell significantly in the latter half of the year due
to the sub-prime crisis. Yields on 10-year treasury
bonds dropped from 5.3% in mid-June to 4.1% at
year-end.

... in Asia

The Japanese economy lost momentum in 2007.
The gross domestic product only grew by 1.9%, after
2.4% in the previous year. Despite slower economic
growth there were positive developments in the la-
bour market. Wage increases, however, remained
low, so private consumption was able to increase but
not build up strong momentum. In spite of the robust
economic situation the Japanese economy did not
succeed in finally shaking off deflation. The inflation
rate did increase towards the year-end to 0.6% but
over the year as a whole prices just stagnated. While
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the Japanese central bank continued to move to-
wards monetary normalisation by increasing its base
rate in February to 0.50%, in view of the US sub-
prime crisis it refrained from any further interest rate
hikes. Capital market yields rose to just nearly 2% in
the period to mid-year, but by December they had
dropped back to around 1.5%. The yen strengthened
significantly against the US dollar.

The driver of growth in Asia was once again China,
whose economy grew by slightly less then 12%.
Gross capital investment continued to be the most
important driving force, while private consumption
lagged behind the growth in other areas. Since then
the Chinese economy has been showing clear signs
of overheating. Therefore economic policy has taken
steps to curb the economy’s rapid growth, especially
as inflation performance is also threatening to go off
course.

The other Asian economies also experienced strong
economic expansion in 2007. India grew by around
9%, South Korea by almost 5% and the Philippines
by approximately 7%. Overall the emerging markets
in Asia showed themselves to be relatively resistant
to the international turbulence in the financial mar-
kets that had come into play in the latter half of the
year.

... in Europe

In Europe economic growth in 2007 continued with
somewhat less momentum. The Euro zone economy
grew by 2.6%. The German economy was almost
able to maintain its pace of growth despite a sizeable
tax increase. As in the previous year, Germany’s eco-
nomy received considerable support from invest-
ments and exports. Private consumption, which had
made a tentative recovery in 2006, slumped again as
a result of the VAT increase and did not move bey-
ond stag-nation over the year as a whole. The gross
domestic product in Germany grew in real terms by
around 2.5%. Economic growth in France and ltaly
was weaker missing the 2%-mark slightly. Signifi-
cantly higher growth rates — just below 4% — were re-
corded in the Netherlands and Spain. Luxembourg
again recorded the highest growth rate in Euroland, at
around 5.5%.
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The British economy continued to expand strongly
again in 2007, by a good 3%, though economic
growth slowly fell in the second half of the year. After
Britain’s inflation rate rose to 3.1% in spring, the Bank
of England increased the base rate to 5.75% in the
period to mid-year. Against the background of the fi-
nancial market crisis and signs of a weakening eco-
nomy, however, it started to change its monetary
policy as early as December and cut interest rates
again by 25 basis points.

ECB puts higher interest rates on hold

In view of the robust economic growth seen in the
Eurozone the European Central Bank (ECB) conti-
nued to move towards higher interest rates in the first
half of 2007. By June the tender rate had been in-
creased in two stages to 4.00%. A further interest
rate rise that had been expected to take place in Sep-
tember was abandoned because of the financial cri-
sis. Against the background of an inflation rate that
increased to just over 3% towards the end of the
year, the ECB has kept up its strong rhetoric but re-
frained from more increases in interest rates.
Changes in capital market yields were again shaped
by what was happening in the USA. After the yield on
10-year federal bonds had increased in the period to
mid-2007 to just over 4.6%, by the end of the year it
had fallen to around 4.3%. At the same time the bond
markets were exceptionally volatile. The decline in
yields in Euroland was much less pronounced than
in the USA, so that at year-end Euroland bonds had
a positive yield spread against US treasury bonds for
the first time since 2004.

Diverging performance of shares

Stock market performance was also strongly influ-
enced by the sub-prime crisis in 2007. After the first
concerns about a crisis in the US mortgage market
emerged in February/March, global markets slum-
ped, but were able to make a notable recovery by
summer. Due to the financial crisis and looming fears
of recession the second half of the year then saw vo-
latile movements with very significant international
variation. While the DAX managed a rise of 22.3%
over the whole year, there were much smaller increa-
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ses in the Eurostoxx 50 (+6.5%) and Dow Jones
(+6.4%). The Japanese stock market was particularly
weak, with the Nikkei falling over the year by 11.1%.

Euro still flying high

In 2007 the EU currency again continued to streng-
then against the US dollar. The exchange rate rose
from 1.32 USD/EUR at the beginning of the year to
1.46 at the end of the year. The Euro hence streng-
thened by nearly 11%. The principal reasons for this
were the different directions taken by the central
banks with regard to monetary policy. While the Fed
showed an increasing tendency to cut interest rates
in the course of 2007, the ECB remained inclined to
increase rates. The Euro also rose strongly against
the British pound, while its gains against the Japa-
nese yen and the Swiss franc were more moderate.
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Management report
NORD/LB

COVERED FINANCE BANK
Pioneer Work for

Public Customers and
Associated Savings Banks

Competitive frequent issuer
within the NORD/LB Group

NORD/LB COVERED FINANCE BANK S.A.
(NORD/LB CFB) was founded on 9 May 2006 by
Norddeutsche Landesbank Luxembourg S.A. within
the scope of an investment in kind. As a result the
NORD/LB Group is the first and only Landesbank
(Federal State Bank) in Luxembourg to own a Ban-
que d’Emission de Lettres de Gage — a special credit
institution with the privilege to issue covered bonds.

Ownership

The Bank is a wholly owned subsidiary of Nord-
deutsche Landesbank Luxembourg S.A. and is inclu-
ded in the Luxembourg subconsolidated accounts
and the consolidated accounts of Norddeutsche Lan-
desbank Girozentrale, Hanover.

Norddeutsche Landesbank Girozentrale, Hanover,
provided a letter of comfort for NORD/LB COVERED
FINANCE BANK S.A. in its Annual Report.

AAA for the Lettre de Gage
A for the Bank

After the short financial year 2006 was very much
set against the background of establishing the Bank,
setting up the organisational and staff infrastructure
and building up a credit portfolio that was sufficient to
obtain a rating, in its first full financial year 2007 the
Bank consistently continued to pursue its develop-
ment towards becoming one of the frequent issuers
in the capital markets.
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The primary objective for 2007 was to issue a Let-
tre de Gage Publique that had obtained a premium
rating. The first milestone here was discussions with
the rating agency Standard & Poor’s, which on 18
April 2007 assigned the best rating of AAA to the
planned covered issues. Due to its full integration and
strategic relevance for the NORD/LB Group, during
the year the Bank also received a rating of A (stable
outlook), the same classification as the Group’s pa-
rent company Norddeutsche Landesbank Girozen-
trale, Hanover.

NORD/LB CFB first came into the public eye as an
issuer in June 2007 with a transaction worth USD 500
million and a 10-year term. After a carefully prepared
roadshow, the Banks goals were met with conside-
rable interest, particularly from international central
banks and fund managers.

In December 2007 NORD/LB CFB made a first pu-
blic appearance in Switzerland with a CHF 200 million
issue with an 8-year term. With issue sizes of CHF
200 million to CHF 400 million and a broad spectrum
of maturities, this market is also excellently suited to
a Luxembourg covered bond bank orientated to-
wards organic growth.

The NORD/LB Group thus has a further AAA issuer
that has made a successful entrance into the capital
markets and that has particular competence in inter-
national public finance and in cooperation with com-
panies associated with the public sector and savings
banks.

Link to the Group

From an organisational point of view NORD/LB CFB
is fully integrated in the Group. The acquisition, mar-
ket analysis and refinancing of public sector lending
is dealt with by the employees of NORD/LB CFB. All
the back office, organisational and administrative
functions are handled by the parent company, Nord-
deutsche Landesbank Luxembourg S.A., or the
Group’s parent company, Norddeutsche Landesbank
Girozentrale, Hanover, as part of service level agree-
ments.

NORD/LB COVERED FINANCE BANK S.A.



Business Development 2007

Public Finance

The organic growth of the public finance portfolio to
approximately EUR 3 billion that was planned for
2007 was achieved during the financial year. The
main focus when acquiring business was on first-
class quality (investment grade ratings) and profita-
bility (return on equity).

With assets from 17 OECD countries, the Bank’s
cover pool (Deckungsstock) is one of the most geo-
graphically diversified public sector portfolios of its
kind.

Furthermore, with credit ratings exclusively from the
investment grade spectrum and a high proportion of
AAA and AA rated borrowers, it is of outstanding qua-
lity.

The US assets that make up part of the Bank’s
cover pool are, without exception, owed or guaran-

AUSTRIA 2.1%
B CANADA 9.0%
GERMANY 4.9%
HUNGARY 2.6%
W ITALY 8.5%
JAPAN 0.7%

Cover Pool by Countries
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teed by public entities. In contrast to European pu-
blic entities, the vast majority of these credits or bor-
rowers have an external rating from the rating
agencies Standard & Poor’s, Fitch Ratings or Moo-
dy’s. This means that as far as NORD/LB CFB is con-
cerned, over 80% of credits and borrowers are
externally rated, and these consist entirely of invest-
ment grade ratings. In addition, US municipal trans-
actions traditionally have an additional guarantee
from a monoline insurer. In this respect the eligibility
of these credits for cover is not threatened by a
downgrade or the discontinuation of the credit insu-
rance, and on the basis of detailed analysis and cre-
dit rating assessments, there is no cause to make any
fundamental changes to our decision for this credit
portfolio.

With an average credit spread of approximately 20
basis points, NORD/LB CFB has a credit portfolio
that as well as being profitable was also free from ra-
ting downgrades and performance problems throug-
hout the financial year 2007.
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The intensive marketing activities undertaken by
NORD/LB CFB together with the numerous discus-
sions and presentations to the account managers of
cus-tomers associated with the public sector and the
savings banks associated with the NORD/LB Group
have ensured that business with this group of custo-
mers has also developed very pleasingly in the se-
cond half of the year. The widening spread differential
between covered and unsecured refinancing in the
same pe-riod clearly increased the attractiveness of
NORDY/LB CFB for these customers. The highlight of
this development was signing a syndicated loan
agreement worth EUR 160 million for a company as-
sociated with the public sector, for which NORD/LB
CFB was able to act as the lead arranger for the first
time in its young history.
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NR 7.315%

Refinancing

Refinancing was undertaken, on the one hand, by
the issue of Lettres de Gage in different currencies in
the medium and longterm maturity range and, on the
other hand, by means of Norddeutsche Landesbank
Luxembourg S.A. term deposits. In addition repur-
chase transactions in securities were undertaken with
the ECB and credit institutions.

Derivatives

Derivatives were used solely for hedging purposes
within the framework of a micro-hedge strategy. The
instruments used were interest rate swaps and inter-
est rate currency swaps without complex structures.

NORD/LB COVERED FINANCE BANK S.A.
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Schedule of Assets
and Financial Data

The balance sheet total at the end of the financial
year 2007 amounts to EUR 3,089.4 million.

The asset side of the balance sheet is made up of
EUR 120.0 million for treasury bills and similar secu-
rities, EUR 582.0 million for loans and advances to
creditinstitutions, EUR 177.4 million for loans and ad-
vances to customers, EUR 2,105.4 million for bonds
and other fixed income transferable securities, and
EUR 104.6 million for other assets, primarily prepay-
ments and accrued income.

The liability side mainly comprises, apart from the
Bank’s equity, amounts owed to credit institutions
(EUR 1,565.5 million) and debts evidenced by certifi-
cates (EUR 1,253.7 million).

Equity

The share capital of the company amounts to EUR
50.0 million and comprises 500,000 registered no-par
value shares. In addition there are subordinated li-
abilities amounting to USD 40 million and reserves
amounting to EUR 1.7 million.

At the end of the reporting year the solvency ratio
was 14.37%, which means that it by far exceeded the
regulatory requirement of 8%. The core capital ratio
was 9.58% on 31 December 2007.

Earnings

NORD/LB CFB is showing a profit of EUR 3.3 million
for 2007, compared to a loss of EUR 0.3 million for
the previous year.

At the end of the year the net interest income added
up to EUR 6.8 million. Commission income amounted
to EUR -0.2 million in the year under report and
mainly comprises portfolio costs for custodian ser-
vices.

General administrative expenses of EUR 2.9 million
are approximately EUR 1.1 million above those of the
previous (short) financial year.
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Other operating results

The balance of other operating income and expen-
ses amounted to EUR -0.2 million at the end of the
year and fundamentally comprises fees relating to in-
ternal cost allocations for service level agreements in
the Group.

Risk loss provisions

The Bank adequately took into account all of the
discernible risks. No lump sum provisions were
made.

Outlook for 2008
Further high margin growth

In 2008 the Bank will continue to focus consistently
on the development and management of a public fi-
nance portfolio that concentrates on aspects of pro-
fitability.

However, NORD/LB CFB will pay special attention
to business with savings banks and companies as-
sociated with the public sector. With a credit portfo-
lio that benefits from wide international
diversification, NORD/LB CFB is outstandingly well
prepared for this exclusively German business. It is
to be expected as a result that, in a portfolio growing
as a whole, 2008 will see particularly strong growth in
the share of the portfolio with German origins, at the
expense of the international share that until now has
been large.

Refinancing by NORD/LB CFB will continue to be
based primarily on the Lettre de Gage Publique. Fu-
ture issue activities will also concentrate on the me-
dium and longterm maturity range. However, in
response to the increasing level of lending business
denominated in euros, NORD/LB CFB may also have
the opportunity, alongside the private placements
and registered covered bonds that will continue to be
offered, to use a public transaction to present itself
for the first time to investors in euros.

Dirk Vormberge left the service of the Bank 1 Fe-
bruary 2008. Markus Thesen took over as Managing

NORD/LB COVERED FINANCE BANK S.A.
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Director on this date. Christian Veit was appointed to
join the Management as Director on 1 February 2008.

There were no occurrences that merited reporting
after the balance sheet date.

Risk Report

The Bank has implemented risk management ar-
rangements that correspond to the objectives of its
risk strategy. This includes an organisational struc-
ture that constantly ensures there is regular teamwork
between all the divisions involved in the risk control
process. In addition efficient risk procedures with cle-
arly defined duties and responsibilities, supported by
appropriate IT infrastructure and qualified staff, gua-
rantee that everything runs smoothly. An effective in-
ternal control and monitoring system ensures that
there is proper compliance. The objective is to im-
prove the risk management arrangements and adapt
them to current requirements on an ongoing basis.

In line with the business model and the applicable
business strategy, the Management has set out the
risk strategy that covers all the main types of risk. The
risk strategy is reviewed at least once a year and ad-
apted where necessary. It is distributed to and dis-
cussed with the Board of Directors.

The Bank differentiates between the following types
of risk:

® market price risks
(interest, currency and volatility risks),
e liquidity risks
(refinancing and market liquidity risks),
e credit risks
(mainly shown as borrower’s default risks
and country risks)
e operational risks
(including legal risks)

A detailed description of the risk management sy-
stem for various risk categories as well as quantita-
tive information on financial instruments are
contained in the Notes.
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The Bank’s business policy and risk strategy are sti-
pulated by the Board of Directors or the Manage-
ment. Overall bank management is carried out within
the framework of a risk strategy which is aligned to-
wards business requirements and is defined by the
Management in conjunction with the Board of Direc-
tors.

During the financial year instruments aimed at con-
trolling and monitoring credit spread risks and liqui-
dity risks were implemented or improved.

The market liquidity disruption caused by the sub-
prime crisis confirms the requirement for rigorous li-
quidity management. All the essential information in
this respect is provided by the bank’s liquidity control
instruments, described in more detail in the Notes,
that have also proved themselves in a turbulent mar-
ket environment. Recent findings arising from the cri-
sis were used to further improve the instruments and
refinancing policy.

At no time were there any shortages of cash. The li-
quidity provision was guaranteed at all times.
Employees

The Board of Directors of the Bank thanks all the
employees for their commitment and their contribu-
tion to the satisfactory operating result.

It is proposed that the General Meeting approves the

annual financial statements and the appropriation of
profits for the 2007 financial year.

Luxembourg, 11-02-2008  The Board of Directors

NORD/LB COVERED FINANCE BANK S.A.

» 17 «



Balance sheet as at 31-12-2007

NORD/LB COVERED FINANCE BANK S.A.

Balance sheet as at 31-12-2007
Assets (amounts shown in EUR)

Cash, balances with central banks
and post office banks

Treasury bills and other bills eligible for
refinancing with the central bank

a) Treasury bills and similar securities

b) Other bills eligible for refinancing with the
central bank

Loans and advances to credit institutions

a) Repayable on demand
b) Other loans and advances

Loans and advances to customers

Bonds and other fixed-income
transferable securities

a) Issued by public bodies
b) Issued by other borrowers

Intangible assets

Tangible assets

Other assets

Prepayments and accrued income

Total assets

Balance

» 12 «

_ 48,798.26

~ 6,750.00

31-12-2006

9,077.69

119,360,603.62
119,360,603.62

0.00
148,692,446.28

48,060,739.58
100,631,706.70

58,425,780.04

618,945,489.36

324,060,611.50
294,884,877.86

264,053.01
58,613.27
0.00
15,392,397.85

961,148,461.12

NORD/LB COVERED FINANCE BANK S.A.



Balance sheet as at 31-12-2007

NORD/LB COVERED FINANCE BANK S.A.

Balance sheet as at 31-12-2007
Liabilities (amounts shown in EUR)
Amounts owed to credit institutions

a) Repayable on demand
b) With agreed maturity dates or periods of notice

Amounts owed to customers
a) Savings deposits
b) Other debts

ba) Repayable on demand

bb) With agreed maturity dates or periods of notice

Debts evidenced by certificates

a) Debt securities in issue
b) Other

Other liabilities

Accruals and deferred income

Provisions for liabilities and charges

a) Provisions for pensions and similar obligations
b) Provisions for taxation

c) Other provisions

Subordinated liabilities

Subscribed capital

Reserves

Profit brought forward

Profit for the financial year

a) Profit for the financial year
b) Prepaid dividends

Total liabilities

Balance
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31-12-2006
895,333,013.49

184,120,387.24
711,212,626.25

0.00
0.00
0.00

0.00
0.00

0.00

0.00
0.00

21,748.12
13,681,800.32
679,665.64
0.00
18,228.64
661,437.00
0.00
50,000,000.00
1,719,882.55
0.00
-287,649.00

-287,649.00
0.00

961,148,461.12
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Balance sheet as at 31-12-2007

NORD/LB COVERED FINANCE BANK S.A.

Balance sheet as at 31-12-2007
Liabilities (amounts shown in EUR)

Credit risks

of which: commitments arising out of repurchase agreement

NORD/LB COVERED FINANCE BANK S.A.

Profit and Loss account
for the fiscal year 2007

Interest receivable and similar income
Of which: that are arising from fixed-income securities
Interest payable and similar charges
Commission receivable
Commission payable
Net profit or net loss on financial operations
Other operating income
General administrative expense
a) Staff costs
Of which: wages and salaries
social security costs
relating to pensions
b) Other administrative expenses

Value adjustments in respect of tangible
and intangible assets

Other operating charges

Balance
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(amounts shown in EUR)

. 62396217

. 17,790.56

-2,946,076.85

31-12-2006
28,267,688.60

0.00

2006

13,574,916.21
6,873,279.30
-11,978,934.06
19,996.23
-1,542.04
-2,781.65

0.00
-1,805,103.88
-374,711.64
-341,313.08

-17,460.42
-882.53

-1,430,392.24

-25,371.47

-50,219.36

NORD/LB COVERED FINANCE BANK S.A.



Balance sheet as at 31-12-2007

NORD/LB COVERED FINANCE BANK S.A.

Profit and Loss account (amounts shown in EUR)

2006
for the fiscal year 2007
Earnings from value adjustments in respect of securities
held as financial fixed assets, participating interests
and shares in affiliated undertakings -18,495.48
Tax on profit on ordinary activities 0.00
Profit on ordinary activities after tax -287,535.50
Other taxes not shown under the preceding items -113.50
Profit for the financial year -287,649.00
NORD/LB COVERED FINANCE BANK S.A.
Appropriation of profit (amounts shown in EUR) 2006
Profit for the financial year -287,649.00
Profit carried forward 0.00
TOTAL -287,649.00
Dividend payment 0.00
Transfer to legal reserves 0.00
Transfer to the other reserves 0.00
Profit carried forward -287,649.00

Balance NORD/LB COVERED FINANCE BANK S.A.
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Notes to the accounts 2007

A. General

The Bank was founded on 9 May 2006 as a public
limited company under Luxembourg law. The com-
pany was incorporated for an unlimited duration. The
object of the company is to carry out all business that
a covered bond bank is permitted to undertake in ac-
cordance with the Law of the Grand Duchy of Lu-
xembourg.

The subscribed capital of the company amounted
to EUR 50 million at 31 December 2007. It comprises
500,000 registered no-par value shares and is held in
its entirety by Norddeutsche Landesbank Luxem-
bourg S.A., Luxembourg.

The Bank is a member of the NORD/LB Group and
is included in its consolidated accounts through the
Luxembourg sub-consolidated accounts. The head-
quarters of the Group is in Hanover. The Group also
maintains registered offices in Braunschweig and
Magdeburg. The consolidated accounts are available
at all of the offices.

An accounting period is equivalent to a calendar
year. The Bank reports in euros.

B. Valuation and
Accounting Principles

The annual financial statements are prepared in ac-
cordance with statutory regulations and in compli-
ance with the generally accepted accounting
principles for the banking sector of the Grand Duchy
of Luxembourg. On preparing the annual financial
statements the following principles were in particular
observed

- going concern

- continuity

- accrual accounting of expenses and income
- caution

- individual valuation of assets and liabilities

- balance sheet consistency.

The Bank applies the following accounting princi-
ples and methods:
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Currency conversion

The Bank applies a multi-currency accounting sy-
stem. Assets and liabilities in foreign currencies are
carried in the currency in which the transaction is ori-
ginated. Expenses and income are accounted for in
the balance sheet currency after daily conversion at
the respective exchange rates.

Spot exchange transactions
and balance sheet items

Assets and liabilities in foreign currencies are con-
verted into the balance sheet currency at the average
rate of exchange of the European Central Bank on
the balance sheet date.

Futures transactions

Outstanding futures transactions in foreign curren-
cies are valued at the forward exchange rate for the
residual term on the balance sheet date.

Currency gains and losses

Currency gains and losses resulting from spot trans-
actions hedged with forward transactions and for-
ward transactions hedged with spot transactions are
offset by means of including them under deferred ex-
penses and accrued income or deferred income and
accrued expenses. Differences between the spot rate
and the futures rate (swap premiums) are reported
pro rata temporis in recognition of profit or loss.

Currency gains and losses resulting from unhedged
spot transactions are reported in the income state-
ment.

Valuation losses resulting from unhedged forward
transactions are offset against previously accrued va-
luation gains. A provision is established for any re-
maining valuation losses.

Currency valuation gains and losses from foreign
currency interest cash flow (including interest hed-
ging) are shown in net interest income.

NORD/LB COVERED FINANCE BANK S.A.
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Valuation of other derivative instruments
(IRS, FX swaps, futures, FRAs
and options)

These are always valued individually at market price
on the basis of general commercial valuation rules
and in consideration of the realisation and imparity
principle. The results of individual transaction valua-
tions are offset per product and currency upon ob-
servation of the regulations of the Luxembourg bank
supervisory authorities provided that gains are ac-
crued prior to the occurrence of losses to be offset.
The imparity principle is taken into account in that an
earnings balance remains unappropriated, while a
negative balance will result in the creation of a provi-
sion.

In deviation of this principle and to the extent per-
mitted, valuation units are created for the purpose of
hedging balance sheet items and expenses and in-
come and for ownaccount trading. Transactions in
securities and derivatives concluded within the fra-
mework of overall bank management are regulated in
terms of profit and risk in a combined portfolio cove-
ring all products and currencies.

Fixed assets other than financial assets

Fixed assets other than financial assets are valued
at cost. The cost of fixed assets with a limited useful
life is reduced by depreciation calculated to ensure
that the value of assets is depreciated on a schedu-
led basis over the period of the useful life of the as-
sets. Assets of minor value are fully reported as
expenditure in the year of acquisition.

Intangible assets

The Bank depreciates immaterial assets, in particu-
lar software programs purchased, at a rate of 25%
per annum.

Tangible assets

Tangible assets are always depreciated on a pro rata
basis in accordance with their presumed useful life
as follows:
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20.00% - 33.33% IT hardware

(IT equipment, PCs and printers)
Other technical equipment

and machines

10.00% - 25.00% Operating and office equipment
and the fleet of vehicles

Safes

25.00%

10.00%

Financial assets

Financial assets are participating interests, shares
in affiliated companies, debt securities and other
fixed-interest securities and the debt instruments of
public authorities which serve the purpose of perma-
nently supporting the business activities of the Bank
and which appear under financial assets by an ex-
press decision of the Management.

Valuation of securities

Securities held as financial assets are always repor-
ted at cost or at the lower market value. The applica-
ble value is based on market rates or determined
using a valuation model. Values are adjusted in order
to report them at the lower value to be attributed to
the securities at the balance sheet date, even if it is
probable that impairment will not be permanent. The
Bank utilises the option to maintain the value of se-
curities. Securities linked to interest rate swaps in va-
luation units — so-called synthetic floating rate notes
— are valued at cost, as are floating rate notes.

Premiums and discounts

Premiums and discounts resulting from the acqui-
sition of debt securities and other fixedinterest secu-
rities or from the acquisition of debt instruments
issued by public authorities are always amortised on
a pro rata basis.

Marketable securities

Securities which do not serve the purpose of per-
manently supporting the business activities of the
Bank represent current assets.

NORD/LB COVERED FINANCE BANK S.A.
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Marketable securities (trading portfolio and liquidity
portfolio) are valued at cost (measured in accordance
with the average cost principle) or at the lower mar-
ket values. Values are adjusted in order to report
them at the lower value to be attributed to the secu-
rities at the balance sheet date, even if it is probable
that impairment will not be permanent.

Option to maintain
the value of securities

The Bank principally waives the option entitlement
to write-ups (on the basis of temporary positive price
developments) that it could apply for carrying
amounts which had been impaired by depreciation in
previous accounting periods.

Loans
Account receivables
Outstanding accounts

Loans are reported at cost. It is the policy of the
Bank to create value adjustments for doubtful debts,
depending on the circumstances. The volume of
these value adjustments is specified by the organs
responsible. Allowances for loan losses are deduc-
ted from the respective asset items. Premiums and
discounts are always amortised on a pro rata basis.

Liabilities
Liabilities are shown in the amounts repayable. Pre-
miums are amortised pro rata over the term of liabili-

ties. Discounts are entered as interest payable on a
pro rata basis.

Tax group

The Bank and Norddeutsche Landesbank Luxem-
bourg S.A. form a tax group in accordance with Arti-
cle 164 of the Luxembourg income tax law. Tax
consolidation is applicable for corporation tax and
business tax purposes. The Bank acts as the conso-
lidated company.

Notes to the accounts 2007 NORD/LB COVERED FINANCE BANK S.A.
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C. Detailed notes

Debt securities and other fixed-interest securities and debt instruments
of public authorities

In 2008 securities amounting to EUR 20,721 thousand will mature.

Debt securities and other fixed-interest securities and the debt instruments of public authorities are to be al-
located to financial assets to the amount of EUR 2,225.4 million.

Listed and unlisted securities

(amounts shown in KEUR)

Listed secu- Unlisted secu- Total

rities Amounts rities Amounts Amounts

Debt instruments of public authorities 119,969 0 119,969
Debt securities and other fixed-interest securities 966,476 1,138,905 2,105,381
Shares and other variable-yield securities 0 0 0
Participating interests 0 0 0
Shares in affiliated companies 0 0 0
Total 1,086,445 1,138,905 2,225,350

Financial assets reported at an amount in excess of fair value
without taking up the option of making an allowance for loan losses

(@amounts shown in KEUR)

Carrying amount Market value Difference

Debt securities and other 1,902,641 1,878,056 -24,585
fixed-interest securities

The carrying amount was not reduced since all of the securities in question are hedged with a micro hedge
(assets swaps), i.e. the lower market values of the securities are compensated for by positive valuation results

from the asset swaps, or the securities are used for equity investment or are subject to variable interest rates.
It is assumed that there is no permanent impairment with regard to these securities.

Notes to the accounts 2007 NORD/LB COVERED FINANCE BANK S.A.
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Statement of fixed assets 2007

FIXED ASSETS

(@amounts shown in KEUR)

Development of Grossvalue  Additions  Disposals Foreign = Gross value Value  Additions  Net value
fixed assets exchange adjustments/ for the
vermdgens adjustment accumulated ~ financial
+/- depreciation year

01-01-2007 31-12-2007 31-12-2007 31-12-2007
Debt instruments 119,361 25,289 24,681 0 119,969 0 0 119,969
of public authorities
Debt securities 618,971 1,557,294 41,942 -28,932 2,105,391 10 0 2,105.381
and other fixed-
interest securities
Participating 0 0 0 0 0 0 0 0
interests
Shares in affiliated 0 0 0 0 0 0 0 0
companies
Intangible assets 285 51 0 0 336 84 0 252
Land and buildings 0 0 0 0 0 0 0 0
Operating and 63 5 0 0 68 19 0 49
office equipment
Total 738,680 1,582,639 66,623 -28,932 2,225,764 113 0 2,225,651

Notes to the accounts 2007
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Other assets

Other assets mainly comprise the following:

Loans and liabilities

relating to affiliated companies in which an equity investment exists,
and subordinated assets

(amounts shown in kKEUR)

Affiliated Companies Subordinated
companies in which an receivables
equity investment from affiliated
exists companies
Amounts Amounts Amounts
Loans
Loans to banks 193,457 0 0
Loans to customers 0 0 0
Debt securities and other 0 0 0
fixed-income securities
Liabilities
Liabilities to banks 900,189 0 0
Liabilities to customers 0 0 0
Subordinated liabilities 27,172 0 0

Assets and liabilities in foreign currencies

The current value of assets and liabilities in foreign currencies is KEUR 1,634,726 and kEUR 1,773,956 re-
spectively.

Repurchase transactions

On the balance sheet date repurchase transactions in securities had been accounted for at respective costs
of KEUR 300,707 (repurchase seller).

Accumulated deferred premiums

Accumulated deferred premiums from debt securities and other fixed-interest securities and the debt in-
struments of public authorities reported in financial assets amount to kEUR 479 at the balance sheet date.
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- Preferential liabilities kEUR 19
- Liabilities from the tax group kEUR 928

Subscribed capital

The fully paid-in share capital amounts to EUR 50 million and comprises 500,000 registered no-par value sha-
res.

Profits for the financial year

Earnings for the accounting period amount to KEUR 3,288 and, after offsetting the loss brought forward from
the previous year (kEUR -288), will be allocated in full to the legal reserves.

Legal reserve

In accordance with Article 72 of the law dated 10 August 1915, 5% of the annual profit is to be allocated to
the legal reserve, until the reserve is equivalent to 10% of the subscribed capital. The legal reserve may not
be paid out.

Subordinated loans

The Bank reports subordinated borrowed funds amounting to EUR 27.2 million at the balance sheet date.
These loans resulted in expenses to the amount of EUR 0.02 million in the accounting period.

The following is an overview of the subordinated loans of the Bank:

Type of loan Amount Term Interest rates Due date
in years in %
Other loans USD 40.0 Mio. 15 6.40* 27-12-2022

* On aroll-over basis at EURIBOR or LIBOR rates (interest rates applicable at the balance sheet date)

Deposit guarantee and investor compensation scheme

The Bank is a member of the Association pour la Garantie des Dép6éts in Luxembourg (deposit guarantee as-
sociation, abbreviated AGDL). The corporate object of the AGDL was originally to establish a system to mu-
tually secure customers’ deposits of the AGDL member institutes.

As the Bank does not accept deposits from natural persons or small corporations, there is no obligation in
the event of loss caused by the failure of another bank. Therefore, no provision has been made for this.

Assets pledged as collateral

The Bank has pledged assets to the nominal amount of EUR 500 million as collateral at the Banque Centrale
du Luxembourg.

Contingent liabilities

There are no contingent liabilities reported at the balance sheet date.
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Credit risks

The following credit risks are reported: (amounts shown in KEUR)
Type 31-12-2007
Amount

- Forward purchases of assets 0
- Forward sales of assets 339,651
- Loan commitments 27,000

Outstanding forward transactions and derivative financial instruments

Type

(Nominal volume in EUR m) as at 31-12-2007 Hedging Trading Total
Exchange rate related transactions

- Forward exchange contracts (swaps, outright) 50 0 50
- Interest rate currency swaps 728 0 723
- Options 0 0 0
- Other exchange rate related transactions 0 0 0
Interest rate related transactions

- Interest rate swaps 2,510 0 2,510
- Future or forward rate agreements 0 0 0
- Interest rate futures 0 0 0
- Options 0 0 0
- Other interest rate related transactions 0 0 0
Total 3,283 0 3,283

Appendix D shows primary and derivative financial instruments classified according to residual terms. There
are no significant concentrations of risk associated with primary financial instruments or for derivatives.

Management and representation services

The Bank provides no management and representation services for third parties.

Other operating income

kEUR

Non-periodic income (income not relating to the period) 20
Other operating expenses

kEUR
Handling fees (accounting for group — internal cost allocations) 192
Other expenses 21
Total 213
Notes to the accounts 2007 NORD/LB COVERED FINANCE BANK S.A.
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Auditors’ fees (net/excl. VAT)

amounts shown in KEUR

Annual statutory audit 95
Other audit services 50
Total 145

Classification of income according to geographical markets

The Bank generates its earnings solely on markets in OECD countries (primarily Europe and North America).

Average number of employees

The following shows the average number of Bank employees in the accounting period:

Group Number
Management 1.0
Senior staff 3.0
Employees 1.0
Total 5.0

_ -
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D. Further details concerning maturities/credit risks
of financial instruments (all amounts in kEUR)

Primary non-trading instruments non-trading instruments (current assets)

The values of the primary and derivative financial instruments in the financial asset portfolio have been calculated on the bases of the nominal amount less value adjust-
ments. For derivative financial instruments in the trading portfolio we have shown the current replacement costs in addition to the nominal amounts. These replacements
costs have been calculated on the basis of market prices. They show the potential additional expenses or decreased income which would occur in the event of the default
of the counterparty, because of the necessary replacement transactions (see tables, item D).

Classes of instruments Payable on demand/ <=3 months >3 months >1 year<=5years >5 years Total Total
(financial assets) demand <=1 year previous year
Cash, balances with central banks 4 0 0 0 0 4 9
treasury bills 0 0 0 24,680 95,289 119,969 119,361
Loans and advances to credit institutions 138,353 0 0 185,455 258,172 581,980 148,692
Loans and advances to customers 8 0 0 17,000 160,363 177,366 58,426
Debtsecurities and other fixed-income securities 0 0 20,721 245,483 1,839,177 2,105,381 618,945
Shares and other variable-yield securitiess 0 0 0 0 0 0 0
Other Assets 0 0 0 0 0 104,656 15,715
Total 138,360 0 20,721 472,618 2,353,001 ' 3,089,356 961,148
Classes of instruments (financial liabilities)

Amounts owed to credit institutions 368,343 876,891 320,307 0 0 1,565,541 895,333
Amounts owed to customers 24 0 0 0 108,178 108,202 0
Debts evidenced by certificates 0 0 0 155,908 1,097,783 | 1,253,691 0
Other liabilities 0 0 0 0 0 161,922 65,815
Total 368,367 876,891 320,307 155,908 1,205,961 3,089,356 961,148
Common off balance liabilities

Contingent liabilities out of guarantees 0 0 0 0 0 0 0
and assets pledged as collateral security

Commitments arising out of forward sale of assets 0 339,651 0 0 0 339,651 24,874
Firm loan commitment 0 8,250 0 0 18,750 27,000 3,393
Total 0 347,901 0 0 18,750 366,651 28,267
The calculation for measuring the credit Weighting Amount

riskarising from financial items 0% 796,232

(solvency) breaks down as follows 10% 251,783

20% 1,899,793
100% 141,368
3,089,176
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Derivative instruments non-trading instruments

OTC transactions <= 3 months

Classes of instruments Nominal Current

(financial assets) amount  replacement
costs

Operations linked to interest rates
Interest Rate Swaps 0 0

Operations linked to currency exchanges rate

Forward currency transactions 49,810 1,351
Interest Rate Currency Swaps 0 0
Subtotal 49,810 1,351
Classes of instruments (financial liabilities) <= 3 months
Operations linked to interest rates

Interest Rate Swaps 57,000 85
Operations linked to currency exchanges rate

Forward currency transactions 0 0
Interest Rate Currency Swaps 0 0
Subtotal 57,000 85
Total: 106,810 1,436

> 3 months <= 1 year

Nominal Current
amount replacement
costs
30,416 204
0 0
0 0
30,416 204

> 3 months <= 1 year

303 1

0 0

0 0

303 1
30,719 205

(all amounts in KEUR)

> 1 year <=5 years > 5 years Total Total
previous year
Nominal Current Nominal Current
amount  replacement  amount  replacement Nominalvolumen
costs costs
60,123 824 935,429 69,779 1,025,968 293,840
0 0 0 0 49,810 0
105,908 2,914 254,994 12,557 360,902 49,000
166,031 3,738 | 1,190,423 82,336 1,436,680 342,840
> 1 year <= 5 years > b years Total Total
previous year
96,594 3,606 1,330,072 151,411 1,483,969 243,325
0 0 0 0 0 0
91,995 9,531 270,068 21,286 362,063 40,000
188,589 13,137 | 1,600,140 172,697 | 1,846,032 283,325
354,620 16,875 | 2,790,563 255,033 3,282,712 628,165

Current replacement costs of financial assets (liabilities) are calculated using marketprices. These represent the potential additional expenditure (income) or lower income
(expenditure) that would arise in the event of the counterparty, as a result of the necessary replacement transactions.

Credit Risk on OTC-derivative instruments (use of market risk method)

Nominal Nominal
amount™ amount
previous
Solvabilitat der Kontrahenten year
(bases on external valuations)
OECD credit institutions 3,282.711 626,166
of which credit institutions from GB 1,403,588
of which credit institutions from DE 1,132,075
of which credit institutions from LU 200,753
of which credit institutions from CA 181,200
of which credit institutions from CH 138,998
of which credit institutions from NO 125,660
of which credit institutions from US 100,437

Anhang zum Jahresabschluss 2007

Current Potential future
replacement replacement
costs™™ costs™*
16,399 62,265
154 18,961
11,131 17,144
4,783 12,106
0 2,634
0 641
0 9,424
331 1,355
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(all amounts in KEUR)

Overall Collateral Netrisk Netrisk
replacement exposure exposure after
costs counterparty
provisions weighting
78,664 0 78,664 15.873

* before netting ** after netting
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E. Supplements to the Risk Report
Market price risks

Definition and method

Each open position in products, whose value de-
pends on current market parameters (interest rates,
exchange rates, volatility or similar) entails the risk
that changes in these market parameters could lead
to an impairment of the position. The potential losses
from changes in the market parameters are hereafter
called market price risk.

Depending on the varying market parameters, the
Bank currently differentiates between three kinds of
market price risk: interest rate risk, currency risk and
volatility risk. The interest rate risk consists of the
components general interest rate risk and specific in-
terest rate risk (credit spread risk).

Interest rate risk

A general interest rate risk always exists when the
value of a position or portfolio is influenced by
changes in one or more interest rates or by changes
in complete interest rate curves and changes in inte-
rest rates or interest rate curves could lead to an im-
pairment of the position.

For the general interest rate risk, the relevant valua-
tion interest rates are determined in each case by the
currency and the term of the instrument as well as by
the market segment to which the instrument relates.
The principal trading currencies of NORD/LB Luxem-
bourg are the euro, the US dollar, the yen, the British
pound and the Swiss franc.

The objective is to undertake maturity transformati-
ons and to participate in general market trends within
the framework of the risk limits.

Credit spread risk

Specific interest rate risks or credit spread risks refer
to changes in value that arise when there is a change
in the relevant additional interest for the issuer (for se-
curities) or reference borrower (for credit derivatives)
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concerned that is added to the "risk-free" interest
rate within the framework of the market valuation of
the position.

The Bank aims to receive the credit spread until the
final maturity of the commitment or to participate in
an improvement in the credit rating of the issuer or
reference entity. This means striving to achieve ma-
turity matching refinancing of investments as well as
a healthy diversification of the portfolios.

Currency risk

There are always currency risks when the value of a
position or portfolio is influenced by changes in ex-
change rates and the change in exchange rates can
lead to an impairment of the position. Therefore, as
well as the classical currency transactions and their
derivatives, foreign currency loans and securities not
listed in euros are exposed above all to currency
risks.

In general, the Bank distinguishes between three
categories of trading currencies: principal trading cur-
rencies, opportunistic currencies and hedging cur-
rencies. Positions are constantly entered in principal
trading currencies, while they are only periodically
held in opportunistic currencies. No active positions
are taken in hedging currencies. Transactions under-
taken with customers are settled immediately.

Volatility risk

For options the price is established by the volatility
of the valuation and the price of the underlying asset.
These valuation volatilities are subject to own market
fluctuations. Volatility risks always exist when the
value of the option position or a portfolio is influenced
by changes in these valuation volatilities.

Market price risks are quantified and monitored in-
dependently of trade in the Controlling organisatio-
nal unit (OU) of Norddeutsche Landesbank Luxem-
bourg S.A. The management of the Bank is informed
in detail here on a daily basis.

A value-at-risk (VaR) procedure is implemented to
calculate risk for the internal control and monitoring
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of market price risks. Market price risks are in this
case measured in accordance with Group-wide stan-
dards with the help of the historical simulation me-
thod. Calculations are based on the following
parameters:

¢ A confidence level of 95%
¢ A holding period of one trading day
¢ An historical observation period of one year

The model implicitly takes into account correlation
effects between risk factors, types of risk, currencies
and sub-portfolios. For risks that are not yet included
in the VaR approach, appropriate add-on values are
specified by the Risk Controlling division.

Trade transactions conducted by the organisational
unit responsible for these transactions are monitored
by means of an allocated loss limit. The limit was sti-
pulated by the Board of Directors of the Bank. On the
one hand the limit has been calculated to ensure that
there is sufficient scope for trading on national and
international markets in order to secure and reinforce
market positions. On the other hand the defined limit
ensures that the ratio between the risk of losses rela-

1,2 4

VaR-Risikolimit

ting to trade transactions and the equity resources
and earnings of the Bank is appropriate.

Development in 2007

The market price risk limit may not be exceeded
without the agreement of the management and the
Board of Directors of the Bank. In the accounting year
2007 this limit was not exceeded. At the balance
sheet date 31 December 2007 the utilisation of the
VaR was calculated at 29.2% (previous year 6.5%).

Development of VaR in EUR millions
(95 percent, 1 day)

In order to ensure that the VaR calculated adequa-
tely reflects possible changes in the value of the risk
items, the Bank implemented regular back testing for
the first time in the 2007 accounting year. The back
testing method is applied on the basis of a “clean
Profit & Loss Statement” (without any distortion due
to changes in portfolios having occurred in the mean-
time).
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Liquidity risk
Definition and method

Malfunctions in the liquidity of individual market
segments (e. g. in crises) and unexpected occurren-
ces in the lending and investment lines of business
(withdrawal of investments, delayed receipt of pay-
ments, etc.) or a worsening of the Bank’s own refi-
nancing basis (e. g. as a result of downgrading), may
have a negative effect on the earnings of the Bank.
The Bank includes all of these potential losses or
risks under liquidity risks.

Refinancing risk

Refinancing risks are the potential trading losses
that NORD/LB Luxembourg may experience as a re-
sult of the worsening of the Bank's own refinancing
conditions. This affects positions in the money mar-
ket and the capital market. The aim is not to avoid
the refinancing risk but to undertake a structured li-
quidity maturity transformation.

Two different methods are applied for the internal
measurement and control of refinancing risks:

e Limiting liquidity cash flows by volume-based
structural limits in the individual maturity bands.
The limit structure and level also stem from the
need to be able to implement definite arrange-
ments to control the risk of changes in interest
rates and take temporary measures in day-to-day
business. In addition there is also the opportunity
here to generate income as a result of active li-
quidity management.

¢ In addition to a volume-based consideration, the
refinancing risk is also analysed on a cash-equi-
valent basis, i.e. the costs which would need to
be paid for measures to elimi-nate current liqui-
dity risks are determined on the inclusion of a risk
premium. Risk parameters relating to maturity
specified by the Risk Controlling division of
NORD/LB GZ are applied when calculating the
risk premium.
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The liquidity risk is monitored and measured (vo-
lume-based and cash equivalent approach) on a
weekly basis by the Controlling OU of Norddeutsche
Landesbank Luxembourg S.A. and is reported to the
management. The liquidity situation is discussed in
the Liquidity and Disposition Committee of the Bank
on a monthly basis.

The control system is continually developed in close
cooperation with NORD/LB GZ. The ALM Treasury
OU is responsible for liquidity control in the Bank.

When measuring internal liquidity risk, the cash
equivalent refinancing costs at the end of 2007 are
calculated at EUR 0.1 million, compared to the un-
changed risk premiums for the previous year (pre-
vious year EUR 1.2 million). The liquidity ratio for
external reporting is determined in accordance with
Luxembourg banking supervisory requirements (mi-
nimum ratio of 30%). The liquidity ratio was maintai-
ned for the entire accounting period and at the end of
2007 it amounted to 61.32% (minimum coefficient
30%).

Classical liquidity risk

Classical liquidity risk is the danger that the Bank
will no longer be able to meet its short-term payment
obligations because of market problems due to ex-
ternal causes or unexpected occurrences in the len-
ding and investment lines of business. The objective
is essentially to avoid classical liquidity risk by main-
taining sufficient liquid assets. This means favouring
investment grade securities that can be cashed in im-
mediately in the event of a crisis.

In order to be able to assess the liquidity situation of
the Bank in extreme market situations, three static
and one dynamic liquidity stress test scenarios (LST
scenarios) have been estab-lished at Group level as
part of the Liquidity Contingency Funding Plan. These
scenarios take into account internal Bank problems
and problems that are market-related.

The static LST scenarios represent standard sce-
narios in which the following scenarios are simulated:
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e Market-wide Liquidity Disruption:
A significant shortage of cash on financial markets
in the main trading currencies; central banks are in
operation and help on the market.

e NORD/LB Credit Event:
Downgrading the credit rating of NORD/LB with
significant effects on liquidity.

e Market-wide Liquidity Crisis:
International financial crisis triggered by individual
banks, bank groups, branches or materially signi-
ficant asset classes that cause a liquidity crisis in
the financial market.

The dynamic LST scenario reflects the crisis situa-
tion that is most likely in the current environment. The
dynamic scenario can be equivalent to a static sce-
nario but in most cases will represent a combination
of different static scenarios.

In each of these scenarios the possible changes in
lending, deposit and off-balance transactions (in par-
ticular credit approvals) are analysed in respect of the
liquidity situation of the Bank. The dynamic scenario
is reported on a daily basis. The static scenarios are
calculated and reported on a monthly basis.

NORD/LB COVERED FINANCE BANK S.A. is one of
the credit and financial institutions for which
NORD/LB GZ provided a letter of comfort in its An-
nual Report.

Credit risks/Borrower’s de-fault risks

A borrower’s default risk is the risk of a loss that ari-
ses when a business partner does not fulfil its obli-
gations, either in full or in part, due to default or
impairment because of deterioration in credit rating.
The definition comprises conventional credit busi-
ness together with issuer risks arising out of securi-
ties transactions and counterparty risks from
commercial transactions. Cross-border capital ser-
vices also entail a national risk as well as the credit
risk related to the borrower.

In order to regulate borrowers’ default risks, the
Norddeutsche Landesbank Luxembourg S.A. Con-
trolling division has included the Bank in its credit risk
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reporting to ensure that the risks remain within ac-
ceptable limits. The objective is to identify and high-
light risks in good time so that the appropriate
countermeasures can be taken at an early stage.
Since June 2007 the Bank's credit risk reporting has
been taking place on a monthly basis.

On assessing risks, a portfolio is examined in ac-
cordance with various aspects such as an assess-
ment of the borrower in terms of credit rating, loan
periods and branch and national risks. The results are
recorded in the credit risk report of the Bank. In ad-
dition a watch list of critical exposures is drawn up
and, together with the credit risk report these critical
exposures are then dealt with in the quarterly mee-
ting of the credit risk committee.

The assessment carried out with regard to credit ra-
ting is based on the expertise of the ALM Credit Ana-
lysis OU and the back office vote of the credit risk
management division of NORD/LB GZ. In the overall
assessment of exposures, reference is made to the
external ratings assigned by the rating agencies.

Within the framework of the credit monitoring pro-
cess, the individual credit exposures undergo regular
monitoring, depending on their volume, creditworthi-
ness and available collateral.

Borrower's default risk in the case of
asset/liability management activities

The Bank deals with other credit risks relating to
asset/liability management with a comprehensive sy-
stem of limits and controls. For this purpose the Bank
has issued limits and has stipulated working guide-
lines for the Asset/Liability Management division.
These limits determine the type and the scope of ac-
tivities with respective products and with different
borrowers. Transactions may at all times only be con-
ducted within the approved limits. The term for
money market and currency transactions is also limi-
ted. All of the borrower's default risks relating to
counterparties and to issuers of the Bank are incor-
porated in the NORD/LB GZ limit process.

When collateral agreements are concluded, the se-
curing of risk potentials (positive net replacement va-
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lues, approval from the bank supervisory authority
CSSF for regulatory netting is in place) are agreed on
in addition to basic agreements within the framework
of collateral management.

The development of new ideas for overall bank ma-
nagement and changes in banking supervision mean
that improving the methods and procedures in len-
ding business has become a dynamic process. The
systems currently in use at the Bank are constantly
being tested and are subject to consistent adjust-
ment in order to adequately account for risks.

The Bank has taken into consideration all of the
known risks by establishing provisions for loan los-
ses if necessary. There are no significant concentra-
tions of risk.

Operational and other risks

Operational and other risks

The Bank understands operational risks to consti-
tute the risk of losses incurred as a result of the in-
adequacy of internal procedures, employees and
technology or their failure or of losses which occur as
a result of external influences. The definition includes
legal risks and — as consequent and secondary risks
— reputation risks.

Operational risks are inherent in all business activi-
ties. As a rule these risks are not paid for by the mar-
ket. If necessary they are reflected in the unit cost
when prices are set. The objective is therefore to
avoid operational risks. This means that the funda-
mental idea in the business calculation is to protect
oneself from operational risks as far as possible with-
out the cost of the protection exceeding the cost of
risks that may occur.

Information on losses incurred as a result of opera-
tional risks has been collected since mid-2005. The
losses are categorised on the basis of their causes
and effects and entered into the IT application “Ope-
rational Risk Center” (ORC). Since 2006 the losses
incurred have been included in anonymous form in
the data consortium “DakOR” initiated by the Asso-
ciation of German Public Centre Banks (VOB),
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through which a wider data basis is created and a re-
quirement for the introduction of an advanced mea-
surement approach (AMA) is met. The losses
provided by the consortium are used to finalise the
internal VaR model for operational risks that is cur-
rently under development and to carry out scenario
analysis.

Using the self-assessment method that is underta-
ken on an annual basis, future elements can be
added to information on past losses. Expert assess-
ments are used to provide detailed insights into the
risk situation in specialist areas and to derive the
measures to be taken where necessary. Results from
the loss databank and self-assessment are analysed
on a regular basis.

An explicit calculation and allocation of equity for
operational risks is being carried out as a result of the
implementation of Basel Il. The standard approach is
being used initially with regard to the equity provision
for operational risk. With the methods and proce-
dures that have been introduced to control operatio-
nal risk, the Bank is already complying with the
relevant requirements of Basel Il. In the medium-term
the Bank is working towards using an AMA, because
of the associated positive effects, and is putting the
required conditions in place for this.

On the basis of the data that are already available,
an operational value-at-risk (OpVaR) was already cal-
culated by 30-09-2007. OpVaR gives a risk measure-
ment that shows which value of unexpected loss
from operational risks is not exceeded within a given
timescale (holding period) with a given probability.

Earnings risks represent unexpected fluctuations in
results which may occur when expenses cannot be
reduced to the same extent as declines in earnings.
The Bank meets the earnings risk with a comprehen-
sive system of financial indicators and with instru-
ments for cost analysis, with the segmental report
and with the annual earnings and expenses projecti-
ons covering several accounting periods. The Con-
trolling OU draws up segment reports and regular
planned/actual comparisons etc for the purpose of
budget control in order to regulate short-term ear-
nings risks.
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A special Bank committee also deals with the issue Insofar as concrete indications are present, any
of controlling and regulating operational risks, also in  risks arising will be included in the annual financial
the context of overall Bank management. This com-  statements
mittee for operational and other risks meets twice a
year.

==
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Independent author’s report
P P

To the Board of Directors of NORD/LB COVERED FINANCE BANK S.A.

Report on the annual accounts

Following our appointment by the Board of Direc-
tors we have audited the accompanying annual ac-
counts of NORD/LB COVERED FINANCE BANK S.A.,
Luxemburg which comprise the balance sheet as at
December 31, 2007, the profit and loss account for
the year then ended and a summary of significant ac-
counting policies and other explanatory notes.

Board of Directors’ responsibility
for the annual accounts

The Board of Directors is responsible for the prepa-
ration and fair presentation of these annual accounts
in accordance with Luxembourg legal and regulatory
requirements relating to the preparation of the annual
accounts. This responsibility includes: designing, im-
plementing and maintaining internal control relevant
to the preparation and fair presentation of annual ac-
counts that are free from material misstatement,
whether due to fraud or error; selecting and applying
appropriate accounting policies; and making ac-
counting estimates that are reasonable in the cir-
cumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these
annual accounts based on our audit. We conducted
our audit in accordance with International Standards
on Auditing as adopted by the “Institut des Réviseurs
d’Entreprises”. Those standards require that we com-
ply with ethical requirements and plan and perform
the audit to obtain reasonable assurance whether the
annual accounts are free from material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the annual accounts. The procedures selected de-
pend on the Auditor’s judgment, including the as-
sessment of the risks of material misstatement of the
annual accounts, whether due to fraud or error. In
making those risk assessments, the Auditor consi-
ders internal control relevant to the entity’s prepara-
tion and fair presentation of the annual accounts in
order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of ex-
pressing an opinion on the effectiveness of the enti-
ty’s internal control.

Independent author’s report

An audit also includes evaluating the appropriate-
ness of accounting policies used and the reasonab-
leness of accounting estimates made by the Board
of Directors, as well as evaluating the overall presen-
tation of the annual accounts.

We believe that the audit evidence we have obtai-
ned is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, these annual accounts give a true
and fair view of the financial position of NORD/LB
COVERED FINANCE BANK S.A., Luxemburg as of
December 31, 2007, and of the results of its opera-
tions for the year then ended in accordance with Lu-
xembourg legal and regulatory requirements relating
to the preparation of the annual accounts.

Report on other legal
and regulatory requirements

The management report, which is the responsibility
of the Board of Directors, is consistent with the an-
nual accounts.

Luxemburg, February 11, 2008

PricewaterhouseCoopers S.ar.l.
Réviseur d’entreprises
Represented by

Thomas Schiffler
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