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Key income statement figures 2008 2007

EUR in millions EUR in millions

Net interest income 2,006 1,755

	 Interest rate reductions 606 573

Net commission income 218 209

Administrative expense 646 607

Operating result before valuation 1,579 1,357

Risk provisions for lending business –2,139 –6,409

Net gains/losses from hedge accounting and other financial instruments at fair value through profit or loss –1,747 –1,880

Net gains/losses from securities and investments –1,974 –421

Operating result after valuation –4,281 –7,353

Net other operating income 1,536 1,189

Profit/loss from operating activities –2,745 –6,164

Taxes on income –89 4

Consolidated loss –2,657 –6,168

Consolidated loss before IRFS effects from hedging –2,092 –6,163

Change in Revaluation reserves recognised directly in equity –460 –249

Cost/income ratio before interest rate reductions 22.8 % 23.9 %

Key balance sheet figures 2008 2007

 EUR in billions EUR in billions

Total assets 395 354

Volume of lending 365 341

Contingent liabilities 6 6

Irrevocable loan commitments 35 39

Assets held in trust 18 19

Volume of business 454 417

Equity 12 15

Equity ratio 3.0 % 4.2 %

Key regulatory figures 2008 20071)

 EUR in billions EUR in billions

Risk position 140 150

Tier 1 capital 11 14

Total regulatory capital 14 18

Tier 1 ratio 7.8 % 9.4 %

Total capital ratio 10.1 % 11.9 %

1) Calculated according to Principle I 

Employees of KfW Bankengruppe 2008 2007

4,228 4,003

Key Figures of the KfW Group
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Managing Directors 

Directors

Managing Board
Managing Board

Dr Günther Bräunig (inactive seat until 31 October 2008 during his appointment as Chairman of the 

Management Board of IKB, from 1 November 2008 resumption of his seat on the Managing Board of KfW) | 

Dr Peter Fleischer (until 29 September 2008) | Dr Norbert Kloppenburg | Wolfgang Kroh (Speaker from 

7 April 2008 until 31 August 2008) | Detlef Leinberger (until 29 September 2008) | Ingrid Matthäus-
Maier (until 30 September 2008; Speaker until 7 April 2008) | Dr Ulrich Schröder (Chairman of the 

Managing Board from 1 September 2008)

Directors

Managing Directors of KfW IPEX-Bank GmbH

Michael Ebert | Heinrich Heims (Speaker) | Christiane Laibach (from April 2008) | 

Christian Murach | Markus Scheer

The business areas of project and corporate finance in Germany and international project and export  

finance were regrouped into KfW IPEX-Bank. Since the beginning of 2008 it has been a legally independent  

subsidiary of KfW Bankengruppe and subject to the German Banking Act (KWG) and banking supervi-

sory regulations.

Board of Management of DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbh

Johannes-Jürgen Bernsen (until April 2008) | Dr Michael Bornmann | 

Philipp Kreutz (from May 2008) | Dr Winfried Polte (Chairman)

DEG was founded in 1962 and has been a 100 % subsidiary of KfW Bankengruppe since 2001. DEG is one 

of the largest European development finance institutions for long-term project and corporate financing. 

For over 40 years DEG has financed investments by private companies in developing and transition countries. 
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Dr Volker Groß
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Cherifa Larabi
Werner Möller
(until August 2008)

Dr Hanns-Peter Neuhoff
(until March 2008)

Klaus Neumann
Werner Oerter
Uwe Ohls
Christiane Orlowski
Joachim Rastert 

Ludolf Rischmüller
Wolfgang Roßmeißl
Dr Jürgen Schneider
Dr Bernd Schreiber
Dietrich Suhlrie
Klaus Weirich
Bruno Wenn
Dr Christian Zacherl
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The Board of Supervisory Directors has continually 

supervised the conduct of KfW's business and the 

administration of its assets, and it has taken the nec-

essary decisions on the provision of financing and 

the issuing of guarantees according to the condi-

tions set forth in the Law concerning KfW and the 

By-Laws. For this purpose the Board of Supervisory 

Directors held six meetings, the Loan Approval Com-

mittee three meetings and the two committees es-

tablished by decision of the Board of Supervisory 

Directors in February 2008, the Executive Committee 

and the Audit Committee, held 10 meetings and three 

meetings, respectively, in 2008. 

At those meetings the Managing Board provided the 

Board of Supervisory Directors with information 

	� about the business activities and current develop-

ments in KfW's individual fields of activity, 

	� about the Group's net assets, results of operations 

and risk situation, 

	� about the respective current state of the risk pro-

tection afforded to, and the sale of, KfW's interest 

in IKB, 

	� the consequences to be drawn from the Lehman 

incident with respect to staff and organisation, and 

	 about KfW's strategic orientation.

In the reports on the activities of the individual fields 

of business, the primary focus was on the following 

developments:

	� With regard to the activities of KfW Mittelstands-

bank and KfW Förderbank, the Managing Board 

reported about KfW "Small SMEs" initiative – 

specifically regarding the promotional windows 

for small enterprises under the "ERP Regional 

Promotion Programme" and the "ERP Innovation 

Programme", as well as the improved mezzanine 

financing offer under the "Unternehmerkapital" 

programme – and KfW's renewed focal topic of 

climate and environmental protection. The Man-

aging Board also informed the Board of Supervi-

sory Directors about the KfW Special Programme 

2009 and other measures with which KfW sup-

ports the Federal Government in the implementa-

tion of the agreed economic stimulus measures. 

Other report topics were the decline in securiti-

sation business in the current economic environ-

ment and KfW's global loan exposure in European 

countries, particularly in Iceland.

	� In reporting on the activities of KfW Entwicklungs-

bank the Managing Board reported on the stead-

ily growing contribution being made from KfW's 

own funds to achieve the ODA targets set by the 

Federal Government as well as KfW's role as the 

leading bilateral financing institution in the area 

of natural resource and biodiversity protection.

	� For KfW IPEX-Bank GmbH, which has been legally 

independent since 1 January 2008, a capital in-

crease had to be performed early to account for 

the above-plan commitment volume of 2008. The 

Board of Supervisory Directors approved the cap-

ital increase in two steps at its meetings of 3 De-

cember 2008 and 22 January 2009.

In connection with the Group's net assets, results of 

operations and risk situation, the Board of Supervi-

sory Directors and the Audit Committee discussed in 

particular the financial charges resulting from the 

risk protection afforded to IKB, the burdens from the 

financial market crisis and the impacts of the IFRS 

accounting standards which were applied for the 

first time in 2008. For this purpose the Board of Su-

pervisory Directors and the Audit Committee were 

also informed in detail of the development of KfW's 

Peer Steinbrück, 
Federal Minister of Finance

R e p o r t  o f  t h e  B o a r d  o f  S u p e r v i s o r y  D i r e c t o r s
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securities portfolio against the background of the 

financial market crisis.

A topic that was discussed with particular intensity 

by the Board of Supervisory Directors and the Ex-

ecutive Committee was the risk protection for and 

sale of KfW's interest in IKB. The Managing Board 

always informed the Board of Supervisory Directors 

and the Executive Committee without delay of the 

relevant developments and involved them in deci-

sion-making as stipulated in the Law concerning 

KfW and in the By-Laws. Following intensive discus-

sion and after weighing the alternatives the Board 

of Supervisory Directors, acting on the recommenda-

tion of the Executive Committee, accepted the sale 

of the IKB shares to Lone Star on 18 September 2008.

 

The Board of Supervisory Directors was also informed 

by the Managing Board without delay and in detail 

about the Lehman incident, its analysis with the aid 

of several internal and external investigations, as well 

as the resulting measures concerning staff changes 

and reorganisation. The latter included in particular 

the improvement of risk management as part of a 

comprehensive organisational restructuring of KfW 

under the project "Perspective". As an immediate con-

sequence of the Lehman incident at staff level the 

Board of Supervisory Directors resolved on 18 Sep-

tember 2008 to suspend the Managing Board mem-

bers Dr Peter Fleischer and Detlef Leinberger with 

immediate effect and on 28 September 2008 deter-

mined their dismissal as at 29 September 2008.

The Managing Board also discussed KfW's strategic 

orientation with the Board of Supervisory Directors. 

Against the background of the financial and eco-

nomic crisis, the funding conditions, profitability 

and risk-bearing capacity were presented as the 

main determinants for KfW's promotional capacity. 

The business strategy and related planning for the 

year 2009 were approved by the Board of Supervi-

sory Directors.

At the proposal of the Executive Committee, the Board 

of Supervisory Directors appointed the following Man-

aging Board members in the reporting period: Dr Ulrich 

Schröder as the Chairman, effective as of 1 September 

2008 and, on 22 January 2009, Dr Axel Nawrath, effec-

tive as of 1 April 2009. Ingrid Matthäus-Maier resigned 

from her position as the Speaker of the Managing 

Board on 7 April 2008 and retired from the Board on 

30 September 2008.

As a measure to further develop KfW's corporate gov-

ernance, at the proposal of the Executive Committee 

the Board of Supervisory Directors adopted rules of 

procedure for the Managing Board. The Managing 

Board also reported on the planned change of the au-

ditor of the annual financial statements for the finan-

cial year 2009, who is appointed by the Supervisory 

Authority, the Federal Ministry of Finance, at the pro-

posal of the Board of Supervisory Directors and in con-

sultation with the Federal Audit Office.

The Loan Approval Committee concerned itself pri-

marily with the loan commitments that have to be 

presented under the Law and By-Laws, and the Audit 

Committee with the quarterly and risk reports as 

well as the annual financial statements of the KfW 

Group. It made corresponding recommendations to 

R e p o r t  o f  t h e  B o a r d  o f  S u p e r v i s o r y  D i r e c t o r s
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the Board of Supervisory Directors for the prepara-

tion of the annual financial statements and the ap-

pointment of the auditor. 

As was agreed, in my capacity as Federal Minister of 

Finance I assumed the position of Chairman of the 

Board of Supervisory Directors for 2009 from my col-

league Michael Glos, Federal Minister of Economics 

and Technology.

During the reporting period Michael Glos, Oskar La-

fontaine, Dr Christopher Pleister, Horst Seehofer and 

Jürgen R. Thumann resigned from the Board of Su-

pervisory Directors. The Board of Supervisory Direc-

tors would like to thank these former members for 

their work on the Board. Ilse Aigner, Dr Karl-Theo

dor Freiherr zu Guttenberg, Gerhard P. Hofmann, Prof 

Dr-Ing. Hans-Peter Keitel and Dr Gesine Lötzsch 

joined the Board of Supervisory Directors.

PricewaterhouseCoopers Aktiengesellschaft Wirt-

schaftsprüfungsgesellschaft, Frankfurt am Main, who 

were appointed auditors for the 2008 financial year, 

have audited the annual financial statements and the 

management report of KfW as well as the consoli-

dated financial statements and the group manage-

ment report of the KfW Group, all of which were 

prepared as at 31 December 2008 by the Board of 

Managing Directors, and issued an unqualified audi-

tor's report thereon. The financial statements and the 

management report were prepared in accordance with 

the provisions of the German Commercial Code (HGB) 

and the consolidated financial statements and the 

group management report were prepared in accord-

ance with International Financial Reporting Stand-

ards (IFRS) as applicable within the European Union.

At its meeting on 26 March 2009 the Board of Su-

pervisory Directors approved the financial statements 

and the consolidated financial statements, both of 

which were prepared by the Board of Managing Di-

rectors, as stipulated in Article 9 (2) of the Law con-

cerning KfW following a recommendation by the 

Audit Committee.

Frankfurt am Main, 26 March 2009

THE BOARD OF SUPERVISORY DIRECTORS

Chairman
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Members and Tasks of the Board  
of Supervisory Directors

The Board of Supervisory Directors supervises the conduct of the bank's business and the administration of its assets.  
It approves the larger loans and the annual financial statements. The Board of Supervisory Directors consists of  
37 members. The Chairman is the Federal Minister of Finance and the Deputy Chairman is the Federal Minister of 
Economics and Technology.

Peer Steinbrück
Federal Minister of Finance 	
Chairman
(from 1 January 2009)
Deputy Chairman
(until 31 December 2008)

Michael Glos
Federal Minister of Economics  
and Technology
(until 10 February 2009)
Deputy Chairman
(from 1 January 2009 to  
10 February 2009)
Chairman 
(until 31 December 2008)

Dr Karl-Theodor Freiherr  
zu Guttenberg
Federal Minister of Economics  
and Technology
(from 12 February 2009)
Deputy Chairman
(from 12 February 2009)

Ilse Aigner
Federal Minister of Food, Agriculture  
and Consumer Protection
(from 31 October 2008)

Dr Günter Baumann
Member of the Board of Managing 
Directors of the Association of  
German Chambers of Industry  
and Commerce (DIHK) 
Representative of Industry

Anton F. Börner
President of the Bundesverband German 
Wholesale and Foreign Trade (BGA) 
Representative of Trade

Dr Uwe Brandl
President of the Bayerischer  
Gemeindetag
Representative of the Municipalities

Frank Bsirske
Chairman of ver.di – Vereinigte  
Dienstleistungsgewerkschaft
Representative of the Trade Unions

Prof Dr Ingolf Deubel
Minister of Finance of the State  
of Rhineland-Palatinate
Member appointed by the  
German Bundesrat

Prof Dr Kurt Faltlhauser
Minister of Finance (retired) of the  
Free State of Bavaria 
Member appointed by the  
German Bundesrat

Sigmar Gabriel
Federal Minister of the Environment, 
Nature Conservation and Nuclear Safety

Heinrich Haasis
President of the Deutscher  
Sparkassen- und Giroverband
Representative of the Savings Banks

Gerhard P. Hofmann
Member of the Board of Managing 
Directors of the Bundesverband der 
Deutschen Volks- und Raiffeisen- 
banken e. V. (BVR)
Representative of the Cooperative  
Banks (from 13 August 2008)

Peter Jacoby
Minister of Finance of the  
State of Saarland
Member appointed by the  
German Bundesrat

Dr Siegfried Jaschinski
Chairman of the Board of Managing 
Directors of Landesbank Baden- 
Württemberg
Representative of the Mortgage Banks

Bartholomäus Kalb
Member of the German Bundestag
Member appointed by the  
German Bundestag

Prof Dr-Ing Hans-Peter Keitel
President of the Bundesverband  
der Deutschen Industrie e. V.
Representative of Industry  
(from 1 January 2009)

Roland Koch
Minister President of the State of Hesse
Member appointed by the  
German Bundesrat

Jürgen Koppelin
Member of the German Bundestag
Member appointed by the  
German Bundestag

Oskar Lafontaine
Member of the German Bundestag
Member appointed by the  
German Bundestag  
(until 31 December 2008)

Waltraud Lehn
Member of the German Bundestag
Member appointed by the  
German Bundestag

Dr Helmut Linssen
Minister of Finance of the State  
of North Rhine-Westphalia
Member appointed by the  
German Bundesrat

Dr Gesine Lötzsch
Member of the German Bundestag
Member appointed by the  
German Bundestag
(from 1 January 2009)

Claus Matecki
Member of the Executive Board of the 
Confederation of German Trade Unions
Representative of the Trade Unions

Dr Michael Meister
Member of the German Bundestag
Member appointed by the  
German Bundestag

Franz-Josef Möllenberg
Chairman of the Trade Union  
Nahrung-Genuss-Gaststätten
Representative of the Trade Unions

Hartmut Möllring
Minister of Finance of the State  
of Lower Saxony
Member appointed by the  
German Bundesrat

Klaus-Peter Müller
President of the Association of  
German Banks
Representative of the Commercial Banks

Matthias Platzeck
Minister President of the State 
of Brandenburg
Member appointed by the 
German Bundesrat

Dr Christopher Pleister
President of the Bundesverband  
der Deutschen Volks- und Raiffeisen-
banken e. V. (BVR) (retired)
Representative of the Cooperative Banks
(until 15 July 2008)

Alexander Rychter
Managing Director of the Bundes
verband Freier Immobilien- und  
Wohnungsunternehmen e.  V. (BFW)
Representative of the Housing Industry

Christine Scheel
Member of the German Bundestag
Member appointed by the  
German Bundestag

Hanns-Eberhard Schleyer 
Secretary-General of the Zentralverband 
des Deutschen Handwerks
Representative of the Skilled Crafts

Horst Seehofer
Federal Minister of Food, Agriculture  
and Consumer Protection
(until 27 October 2008)

Michael Sommer
Chairman of the Deutscher  
Gewerkschaftsbund
Representative of the Trade Unions

Gerd Sonnleitner
President of the Deutscher  
Bauernverband e. V.
Representative of Agriculture

Dr Frank-Walter Steinmeier
Federal Minister for Foreign Affairs

Ludwig Stiegler
Member of the German Bundestag
Member appointed by the  
German Bundestag

Jürgen R. Thumann
President of the Bundesverband der 
Deutschen Industrie e. V. (retired)
Representative of Industry
(until 31 December 2008)

Wolfgang Tiefensee
Federal Minister of Transport, Building 
and Urban Affairs

Heidemarie Wieczorek-Zeul
Federal Minister for Economic  
Cooperation and Development
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Managing Board of KfW Bankengruppe

from left to right: Dr Norbert Kloppenburg, Dr Ulrich Schröder (Chairman from 1 September 2008), Dr Günther Bräunig (inactive seat until 31 October 2008  

during his appointment as Chairman of the Management Board of IKB, from 1 November 2008 resumption of his seat on the Managing Board of KfW), 

Wolfgang Kroh (Speaker from 7 April 2008 until 31 August 2008)
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A total of EUR 70.6 billion was committed for the 

promotion of the economy, of which EUR 69.0 bil-

lion for financing and EUR 1.6 billion for securitisa-

tions. We were able to increase the financing vol-

ume by around 3.6 % over the previous year and 

thereby promote the German and global economy 

with an additional EUR 2.5 billion. Securitisations, 

in turn, collapsed by more than 90 %, which is not 

surprising as the securitisation market has dried up. 

The overall volume of our promotional business vol-

ume therefore was 17.4 % lower than in the previ-

ous year.

KfW Mittelstandsbank committed EUR 14.3 billion 

last year for the promotion of small- and medium-

sized enterprises, 41 % less than in the previous year. 

Here, too, the drop is principally due to the sharp 

decline in securitisations and global loans. The vol-

ume of actual financing operations almost equalled 

the high level of the previous year, at EUR 12.7 bil-

lion. Given the current cyclical downturn, this is a 

noteworthy result. 

The year 2008 was an unusual and difficult year for 

KfW Bankengruppe. The predominant theme was the 

global financial crisis which massively impacted on 

Germany's banks and economy and which will still 

have very negative effects in 2009 as well.

KfW did not remain immune to the deepest financial 

and economic crisis since the Federal Republic of 

Germany was founded, and it was burdened with 

specific themes resulting from the financial market 

crisis. These included the rescue and later sale of IKB, 

which had run into existential problems, done to 

prevent a loss of confidence in Germany as a finan-

cial centre, and the execution of a swap transaction 

with the investment bank Lehman Brothers shortly 

after it filed for insolvency. These events led to sub-

stantial modifications in the composition of the 

Managing Board. At the same time, KfW is about to 

take on major new functions under the economic 

stimulus packages adopted by the Federal Govern-

ment, for which it is well equipped thanks to its 60 

years of experience in promotional lending business.

Nonetheless, in its 60th year the bank can also look 

back on great successes. Despite the extremely dif-

ficult environment of the financial market crisis we 

were able to match the high promotional business 

volume which we achieved in the record year of 

2007. We were even able to commit more financings 

for the German and European economy than in the 

previous year. Since it was founded in 1948, KfW has 

provided around one trillion euros in loans. This 

shows that, all due self-criticism apart, KfW is doing 

very good work for the German economy. Especially 

now, given the crisis of the financial markets and the 

recession, KfW is more important than ever.

Development of KfW's financing activities

KfW Mittelstandsbank

Dear Readers
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We achieved nearly half our promotional business 

volume through KfW Förderbank. Promotional loans 

and global loans amounted to EUR 33.8 billion, which 

actually exceeded the previous year's volume by 5 %. 

Our top of the range product is and remains our 

programme family "Energy-efficient construction 

and rehabilitation", one of the biggest promotional 

programmes in Germany. With it we promote the 

energy rehabilitation of existing buildings as well as 

the construction of new energy-efficient buildings 

on a very high level. These programmes are the best 

example of how ecological and economic objectives 

can reinforce each other. Climate protection and 

employment objectives are dovetailed in these pro-

grammes. The investments co-financed since 2006 

reduced CO2 emissions sustainably by 2.4 million 

tonnes per year. Furthermore, the investments cre-

ated or safeguarded more than 200,000 jobs in the 

year 2008 alone.

KfW Förderbank

In 2008 KfW Entwicklungsbank increased its com-

mitment volume in developing and transition coun-

tries by around 23 % over the previous year to a new 

record level – it committed a total of EUR 3.7 billion 

for projects that help to sustainably reduce poverty 

in these countries and to boost the economy. In 

2008 as well, we more than doubled the funds made 

available from the federal budget for Financial Co-

operation by adding funds which we raised in the 

capital market ourselves. This mixture of KfW funds 

and budget funds gives us substantial leverage to 

contribute as a strong partner of the Federal Gov-

ernment to meeting Germany's growing develop-

ment policy challenges and obligations, expressed 

primarily by the ODA (Official Development Assist-

ance) targets.

Our assistance is directed at establishing and con-

solidating functioning financial systems in the de-

veloping and transition countries, a special focus of 

our activities. Particularly against the background of 

the financial market crisis, this promotion is proving 

to be important and effective. After all, the develop-

ing countries are also suffering from the global crisis, 

and neglecting them now would be fatal. We there-

fore actively support micro-finance institutions in 

order to quickly counteract a decline in lending.

Our subsidiary DEG complements the product range 

of KfW Entwicklungsbank with financing and advi-

sory services that are tailored to the needs of private 

companies. Demand for these financings continues 

strong, so that DEG was able to increase its financing 

volume for private sector investment in developing 

and transition countries to EUR 1.22 billion in 2008.

KfW Entwicklungsbank
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A year ago we established KfW IPEX-Bank as an in-

dependent subsidiary of KfW Bankengruppe. Within 

the Group it is responsible primarily for interna-

tional project and export finance, and its business 

follows the specific financing mission laid out in the 

Law concerning KfW (KfW Law). KfW IPEX-Bank is 

an important generator of earnings for the Group 

and renders services that are important for the 

economy. This was most recently confirmed by an 

expert opinion issued on behalf of the Federal Min-

ister of Economics and Technology. The bank re-

corded a strong volume of new business totalling 

EUR 17.6 million, which was much higher than 

planned. This is an expression of the generally very 

high demand for financing needed to implement 

investment and export projects which banks are in-

creasingly reluctant to provide owing to the finan-

cial market crisis.

Despite the difficult conditions, 2008 was a suc-

cessful year for our funding activities. We raised a 

total of EUR 75.3 billion in the international capital 

markets – more than ever before in KfW's 60-year 

history. The fact that we have been able to perform 

so successfully even in the difficult market environ-

ment caused by the financial market crisis confirms 

our funding strategy. This overall achievement was 

recently honoured by the "Issuer of the year" award 

of the renowned capital markets publication IFR. 

KfW also received three awards from the weekly 

EuroWeek in recognition of particularly successful 

issues.

For 2009 we expect similar refinancing volumes of 

around EUR 75 billion in order to be able to fulfil the 

additional promotional tasks resulting from the Fed-

eral Government's economic stimulus packages. 

Given the difficult current conditions in the capital 

markets, this will not be an easy task since the capi-

tal markets will already be strongly challenged by 

the high issuing activity of state and state-guaran-

teed issuers. Nevertheless, we are confident that, not 

least because of our long-standing reputation as a 

reliable issuer, we will be able to meet our funding 

requirements – even if the conditions are different 

from those in the past.

KfW IPEX-Bank

Funding
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In the summer of 2007 KfW decided together with 

the banking associations and the Federal Govern-

ment to provide protection for IKB Deutsche Indus-

triebank AG, Düsseldorf, which was one of the first 

banks caught in the maelstrom of the financial mar-

ket crisis. The aim was to prevent a collapse of IKB 

and to preserve it as a bank for small- and medium-

sized enterprises. Most of all, however, a loss of con-

fidence in Germany as a financial centre was to be 

prevented and damage to the German economy was 

to be averted. Fifteen months later, in October 2008, 

after a difficult but successful stabilisation of the 

bank, we sold our IKB shares to the private investor 

Lone Star. Although we sustained high financial bur-

dens from our contribution to the protection meas-

ures, the decision to rescue IKB proved to be correct.

We also incurred financial burdens from the transfer 

of funds on 15 September to a subsidiary of the al-

ready insolvent Lehman Brothers bank. This regret-

table incident has cost us money as well as reputa-

tion. Immediately after the incident we drew con- 

sequences by suspending responsible officers and 

making the first structural adjustments. We immedi-

ately implemented initial improvements to our risk 

management. Furthermore, with a view to bringing 

about fundamental changes we commissioned ex-

ternal consultants who are assisting us in reviewing 

our risk management in detail and in implementing 

proposals for improvement.

A third critical theme associated with the financial 

market crisis was our exposure in Iceland. KfW's 

business in European countries was a deliberate 

strategic decision because KfW promotes not only 

the German but also the European economy under 

its legal mandate, which was confirmed by the EU. 

We have now entered a discussion process on the 

scope of our European promotional activities. This 

must be distinguished from an investment by KfW 

in certain Icelandic securities. Just as other banks 

do, KfW maintains a broadly diversified securities 

portfolio – including, among others, Icelandic secu-

rities that have hitherto been rated as secure but 

have declined in value in the course of the financial 

market crisis.

Extraordinary charges in the year 2008
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The results of operations are marked by the positive 

development of the operative results on the one 

hand and by the high burdens from the global fi-

nancial market crisis and the risk protection for and 

sale of KfW's interest in IKB on the other hand. 

The operating result before valuation was EUR 1.6 

billion, clearly higher than the previous year's result, 

by EUR 0.2 million, despite the further increase in 

interest rate reduction measures.

The massive impacts of the global financial market 

crisis had a contrary effect. As a result of the ex-

treme market developments, despite a conservative 

investment policy, valuation losses on our securities 

portfolio totalling EUR 2.0 billion had to be reported, 

part of which had to be carried directly in equity. In 

addition, expenses from the Lehman Brothers insol-

vency and the Iceland moratorium totalled EUR 0.7 

billion, of which EUR 0.3 billion from securities. The 

IKB measures impacted the income statement with 

additional expenses of EUR 1.2 billion in 2008. More-

over, the extreme market disruptions led to purely 

IFRS-induced and not economically reasonable valu-

ation effects in fully closed risk positions of EUR -0.6 

billion. Overall, KfW thus recorded a consolidated 

loss of EUR 2.7 billion.

Results for financial year 2008

Extensive changes took place on KfW's Managing 

Board in the reporting year.

Ingrid Matthäus-Maier resigned as Speaker of the 

Managing Board for health reasons on 7 April and 

retired in September 2008. Wolfgang Kroh took over 

temporarily as acting Speaker. In June 2008 the Board 

of Supervisory Directors appointed Dr Ulrich Schröder 

to the newly created position of Chairman of the 

Managing Board, which he assumed in September. In 

the course of the Lehman incident in mid-September 

the Board of Supervisory Directors decided to suspend 

the Managing Board members Dr Peter Fleischer and 

Detlef Leinberger with immediate effect for good 

cause. On 1 November 2008 Dr Günther Bräunig  

resumed his active work on KfW's Managing Board 

after serving as the Chairman of the Management 

Board of IKB AG for 15 months. At the Supervisory 

Board meeting of 22 January 2009 the State Secre-

tary at the Ministry of Finance, Dr Axel Nawrath, was 

appointed as a new member of the Managing Board. 

He will direct KfW's domestic promotional business 

on the Managing Board from April 2009. Finally, at its 

26 March 2009 meeting the Board of Supervisory 

Directors appointed Bernd Loewen as the new Chief 

Risk and Financial Officer, thus filling the last vacant 

position on KfW's Managing Board.

Changes on the Managing Board
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In 2009 KfW will have to deal with a changed situ-

ation. It is being perceived much more strongly by 

the public and, accordingly, its activities will be 

monitored intensively. In addition, it will have to 

conduct its business with scarce resources as a result 

of the financial burdens from the IKB rescue and the 

impacts of the financial market crisis. For this reason 

we have imposed on ourselves an internal moderni-

sation so as to be equipped for the challenges ahead.

One aspect is the further development of our risk 

management. Triggered by the Lehman incident, we 

have prepared proposals together with external con-

sultants which are now being implemented.

A further central theme is the renewal of our internal 

structures with the goal of achieving more customer 

orientation and greater efficiency. We will be even 

more focused on attending to the needs of our ulti-

mate customers. 

Already last September we introduced a restructur-

ing directed towards this objective and developed a 

transparent sector profile for the Managing Board in 

which the front-office and back-office functions are 

separated more clearly. We have also divided our 

domestic business into three departments which fo-

cus on the customer groups of small- and medium-

sized enterprises, private and public customers. Ad-

ditionally, we have established a central sales and 

marketing department for the purpose of enabling 

closer cooperation with the onlending banks and 

savings banks, but also with the promotional insti-

tutions of the federal states. At the same time we 

are working to reduce the complexity of the pro-

grammes.

Internal modernisation

The crisis on the financial markets also harbours con-

siderable downward risks for the real economy. As 

are most industrialised countries, Germany is heading 

towards a severe recession. For the first time in the 

history of the Federal Republic, an economic crisis is 

directly intertwined with a global financial crisis. 

Whereas banks and savings banks used to be able to 

make loans to enterprises during a phase of eco-

nomic decline, today the finance industry itself is 

under pressure. The financing situation for enter-

prises has thus become considerably more difficult.

Nevertheless, we are optimistic about the future for 

KfW because, being a large promotional bank, we 

can rely on a successful and proven business model. 

Our explicit state guarantee gives us a funding ad-

vantage that enables us to provide promotional 

funds from our own income. This makes KfW an al-

ternative for economic promotion that spares the 

national budget. A mere 6 % of our promotional 

funds comes from public coffers while 94 % is raised 

on the capital market. At the same time, our statu-

tory mission defines our scope of action.

Outlook
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We have initiated these modernisations in order to 

prepare for one of our most important functions in 

the coming years: the implementation of the eco-

nomic stimulus packages deployed by the Federal 

Government. We at KfW consider ourselves to be 

particularly called upon to intervene in support of 

the financial market so that an adequate supply of 

credit will also be available for companies in eco-

nomically difficult times.

The measures which we will be implementing under 

the economic stimulus packages have a volume of 

some EUR 50 billion alone. Around EUR 40 billion of 

this sum will be used to finance German enterprises 

and some EUR 10 billion will be provided for energy 

efficiency and infrastructure measures. What is new 

for KfW is that we will now be promoting big enter-

prises as well because this is where the impacts of 

the financial crisis are currently most evident.

The current economic situation calls for rapid inter-

vention. Having said this, however, we must bear in 

mind the long-term structural challenges which our 

economy and society are facing. KfW has defined 

sustainable promotion as its guiding principle. KfW 

will remain indispensable as a promotional bank in 

the future as well.

Economic stimulus packages

Dr Ulrich Schröder
(Chairman since 1 September 2008)

Dr Günther Bräunig
(Seat was dormant during appointment as 

Chairman of the Management Board of IKB until 

31 October 2008; resumed mandate as a member 

of KfW's Managing Board on 1 November 2008)

Dr Norbert Kloppenburg Wolfgang Kroh
(Speaker from 7 April 2008 to 31 August 2008)

L e t t e r  fr  o m  t h e  M a n a g i n g  B o a r d
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Economic report

The KfW Group consists of KfW and seven consoli-

dated subsidiaries. KfW IPEX-Bank has been included 

in the Group for the first time after being legally 

separated as at 1 January 2008. This separation is 

due to the understanding reached between the Fed-

eral Republic of Germany and the European Com-

mission on the concept of legally independent pro-

motional banks in Germany and the Promotional 

Bank Restructuring Act (Förderbankenneustruktu-

rierungsgesetz). In this context, KfW transferred 

what had, until then, been a legally dependent part 

of its operations to a subsidiary. The separation in-

cluded business activities in the export and project 

finance segment, which compete with other finan-

cial services companies. This change does not impact 

the consolidated financial statements.

In addition, five special funds responsible for strate-

gic asset management have been included in the 

consolidated financial statements in accordance with 

the requirements of SIC-12. In connection with the 

IKB sale, KfW acquired portfolio investments from 

IKB in the form of structured securities and credit 

derivatives. These were partially contributed to a 

newly established special fund, which was included 

in the Group for the first time. The development of 

the Group's business is largely dependent on the per-

formance of KfW.

Overview of the KfW Group

2008 2007

EUR in millions EUR in millions

KfW 395,486 353,153

Subsidiaries   

KfW IPEX-Bank GmbH, Frankfurt (KfW IPEX-Bank) 28,338 –

DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbH, Cologne (DEG) 3,825 3,254

KfW IPEX-Beteiligungsholding GmbH, Frankfurt 1,887 219

KfW Beteiligungsholding GmbH, Bonn 747 1,107

tbg Technologie-Beteiligungs-Gesellschaft mbH, Bonn (tbg) 431 600

Finanzierungs- und Beratungsgesellschaft mbH, Berlin (FuB) 49 48

KfW International Finance Inc. (KfW-Finance), Delaware, USA 0 2,782

Special purpose entities required to be consolidated   

Special funds 5,912 7,417

Investments accounted for using the equity method   

Movesta Lease and Finance GmbH, Düsseldorf (50 %) 141 193

Railpool Holding GmbH & Co. KG, Munich (50 %) 106 –

Assets held for sale (IFRS 5)   

IKB Deutsche Industriebank AG, Düsseldorf – 63,538

Composition of the KfW Group 
Balance sheet total (before consolidation)



21
E c o n o m i c  r e p o r t

The global economy was subject to substantial pres-

sure in 2008. After years of strong expansion, pro-

duction growth moved into a downwards cycle. This 

development was reinforced by substantial correc-

tions in the real estate markets in various countries. 

It was in this context that the crisis in the financial 

markets, which originated in the United States, grew 

to become an extraordinary burden for the global 

economy. The loss in asset value led to pressure on 

banks around the world, in some cases threatening 

their very existence. At the same time, the high 

level of insecurity surrounding the distribution of 

risk-bearing securities eroded trust among banks, 

with the result that mutual lending practically came 

to a standstill. In the cases in which banks still pro-

vided liquidity, this was only with extremely high 

increases in risk and liquidity premiums. The trading 

volume of liquid securities fell sharply. The restricted 

opportunity to procure liquidity was accompanied 

by an increased risk of bank bankruptcies. Lehman 

Brothers, a major bank in the system, collapsed on 

15 September 2008. This led to a massive heighten-

ing of the crisis. The aid packages which govern-

ments and central banks in many countries then 

initiated were able to prevent the crisis from aug-

menting still further and the financial system from 

collapsing through to the end of the year.

The turbulence in the financial markets is increas-

ingly impacting the real economy. The negative out-

look in the real economy resulting directly from the 

strong loss in asset value in combination with the 

more difficult access to credit slowed the readiness 

to make investments and accelerated the downturn 

in stock market prices still further. This resulted in 

further write-downs. The crisis in the financial mar-

kets and the downturn in the real economy were 

thus fuelling each other. In order to avoid a sus-

tained downward spiral, governments and central 

banks around the world have launched efforts to 

support the real economy in addition to the aid 

packages for banks. 

According to the data presented to date, the global 

gross domestic product (GDP) increased by almost 

3.4 % in real terms in 2008. In other words, it was no 

longer possible to achieve the high growth, of some-

times more than 5 %, enjoyed in previous years. 

Emerging and developing countries, led by China and 

India, still enjoyed robust growth in 2008. However, 

the pace of growth in these economies was not as 

strong as in previous years. During the course of the 

year, it became apparent that these countries were 

not able to detach themselves from the cooldown in 

the Euro area and in the United States. 

Real GDP in Germany increased by 1.3 % in 2008 ac-

cording to initial calculations. Buoyed by strong ex-

ports and investment activities and supported by the 

mild winter, Germany was able to record growth in 

its real GDP in the first quarter. This was also sup-

ported by the strong statistical surplus from the pre-

vious year. Yet, economic growth collapsed during 

the remainder of the year. Exports increasingly suf-

fered from the slump in foreign sales markets. This 

also reduced gross investments in equipment. Despite 

the excellent situation on the labour market, private 

consumption did not provide any major impulses. This 

was due , among other factors, to the strong increase 

in energy and food prices through to the middle of 

the year. The impact of the crisis affecting the finan-

cial markets also made itself felt in Germany. Some 

General economic environment
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banks had to record major write-downs on their 

assets. In order to prevent the systemic risk of a 

banking collapse, in October 2008 the German Gov-

ernment set up an initial aid package for banks, 

which included recapitalising banks, issuing guaran-

tees and assuming risks. In addition, the European 

Central Bank provided extensive liquidity for banks.

The money and capital markets were characterised 

by substantial distortions in 2008. The euro money 

market relaxed somewhat starting mid-December 

2007, borne by hopes of the financial market crisis 

ending soon. Money market rates declined to almost 

the same level as before the crisis after reaching an 

interim high, and then moved sideways through to 

the beginning of March. However, the increasing 

problems in the global banking sectors, which cul-

minated in the Lehman bankruptcy, led to renewed 

major distortions in the money market, as could be 

seen in slightly increasing money market rates and 

strong growth in the spreads between collateralised 

and uncollateralised money market transactions. It 

was possible to partially correct these developments 

by means of the massive reductions in base rates. 

However, on the whole the European money market 

continues to be very tense.

In the course of the intensifying crisis, in particular 

from the middle of 2008, the conditions for banks 

on the capital markets also deteriorated significant-

ly. Capital market interest rates fell strongly due to 

the flight of investors into secure sovereign bonds, 

while spreads in bank refinancing increased substan-

tially. At present interbank swap rates are almost at 

the lows recorded in 2005, in contrast, spreads are 

very high compared to 2005.
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In financial year 2008 the KfW Group's development 

was mainly characterised by the following effects:

A. ��Continued high volume of promotional business,

B. Sustained strong operative profitability,

C. �Global crisis in the financial markets and its im-

pact on earnings,

D. �Continued negative impact on earnings from the 

risk protection for IKB and the sale of KfW's inter-

est in IKB.

A. High promotional business volume
In 2008, the Group continued to record a high pro-

motional business volume totalling EUR 70.6 billion. 

While financing increased by 3.6 % to a record-

breaking EUR 69 billion, the volume of securitisa-

tion by KfW Mittelstandsbank and KfW Förderbank 

fell strongly as a direct result of the collapse of this 

market segment. 

B. Strong operating result
The operating result before valuation for 2008 de-

veloped positively with growth of EUR 221 million, 

or 16 %, to EUR 1,579 million despite the increase 

in interest rate reduction measures.

This result also reflects the KfW Group's strong op-

erational position, despite very difficult underlying 

conditions, with positive growth in net interest in-

come and a further improvement in the cost/in-

come ratio before interest rate reductions. At the 

same time, this provides a stable basis to continue 

promotional activities, which remain at a high 

level.

C. Impact of the financial market crisis 
During the course of 2008, the general crisis of con-

fidence in the financial markets caused by the US 

subprime crisis in the second half of 2007 spread and 

increased further after the Lehman bankruptcy in 

September 2008. High risk and liquidity premiums, 

even for good counterparties, and the fact that by 

then markets for almost all investment classes had 

dried up (securitisation products, but also financial 

and corporate bonds, for example) led to massive 

market distortions.

In light of these developments, the International Ac-

counting Standards Board adopted adjustments to 

Development of the KfW Group

2008 2007

EUR in billions EUR in billions

KfW Mittelstandsbank 14.3 24.1

KfW Förderbank 33.8 41.2

KfW IPEX-Bank 17.6 16.1

KfW Entwicklungsbank 3.7 3.0

DEG 1.2 1.2

Total volume of promotional business 70.6 85.5
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central IFRS accounting standards on 13 October 2008. 

Under certain conditions, these allow the reclassifi-

cation of market-valued financial instruments out 

of the categories

�a)	�financial assets and liabilities held for trading 

and

�b)	available-for-sale financial assets

into the category "loans and receivables". In the 

KfW Group, asset-backed securities in the category 

"available-for-sale financial assets" for which there 

was no longer an active market, were reclassified as 

"loans and receivables" with retroactive effect as 

from 1 July 2008. However, the volume is relatively 

low with a fair value of EUR 2.8 billion.

Despite the group-wide conservative investment 

policy, the extreme developments in the market re-

sulted in valuation losses totalling EUR 2.0 billion for 

2008 on the securities portfolio of around EUR 43 

billion, which was partially valued using models due 

to the lack of active markets. Of this amount, EUR 0.5 

billion was recorded directly in equity.

In addition, expenses that were directly linked to the 

crisis in the financial markets relating to the Lehman 

bankruptcy and to the Iceland moratorium totalled 

EUR 0.7 billion, of which EUR 0.3 billion was from 

securities.

Primarily as a result of substantial market distortions, 

earnings for 2008 were also reduced by EUR 0.6 bil-

lion due to purely IFRS-related effects in connection 

with the valuation of derivatives. KfW uses derivatives 

exclusively to hedge risks that arise, in particular, in 

connection with refinancing. In this respect, KfW op-

erates in closed risk positions as a non-trading book 

institution. Accordingly, the resulting effects on earn-

ings were not economically reasonable, since they will 

offset each other again in the future.

D. �Negative impact on earnings from the risk pro-
tection for IKB and the sale of KfW's interest 
in IKB

In 2007, the existence of IKB – in which KfW held  

a 37.8 % interest at that time – was threatened as 

a result of problems arising in connection with the 

US subprime crisis. Together with three associations 

of the German banking industry, KfW has been pro-

viding risk protection to IKB since the end of July 

2007, which covers both on-balance sheet and off-

balance sheet risks.

KfW also implemented additional capitalisation meas-

ures for the benefit of IKB in 2008, as commissioned 

by the Federal Government and in accordance with the 

KfW Law. Apart from the participation in a cash capi-

tal increase of IKB in an amount of EUR 1.25 billion, 

these measures included providing loans with waivers 

of debts outstanding (Darlehen mit Forderungsver-

zicht) and agreements on compensation from future 

profits (Besserungsabrede) in an amount of EUR 1.05 

billion (the "IKB loans").

On 21 August 2008, KfW entered into an agreement 

with the strategic investor Lone Star Funds, Dallas, 

USA, for the sale of all IKB shares and the IKB loans. 

In connection with the sale, KfW acquired risk-bear-

ing portfolio investments from IKB in the form of 

structured securities and credit derivatives for a pur-

chase price of EUR 1.0 billion. KfW's risk is initially 

limited to a first loss of EUR 150 million; in addition, 

the Federal Republic bears further risks in an amount 

of up to EUR 600 million. With the sale of the IKB 

shares to the strategic investor, the central aims of 

the IKB rescue package have been achieved.

Taking into account the loss participation on the part 

of the Federal Republic and the German banking sec-

tor, which amounts to EUR 1.5 billion, the risk protec-
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tion for IKB and the sale of KfW's interest in IKB neg-

atively affected results in an amount of EUR 1.2 billion. 

This figure includes the charges resulting from the 

portfolio investments acquired from IKB in an amount 

of EUR 150 million. The total charges for KfW arising 

in connection with the rescue of IKB thus total EUR 8.4 

billion. The risks still remaining for KfW are limited. 

The following key figures provide an overview of the 

developments in 2008:

The consolidated total assets of the KfW Group rose 

by EUR 40.8 billion, or 11.5 %, to EUR 394.8 billion in 

2008. Loans and advances (EUR 313.7 billion), in par-

ticular, developed positively with an increase in vol-

ume of EUR 27.9 billion. Derivatives with a positive 

fair value increased substantially by EUR 13.0 billion 

to EUR 21.7 billion as a result of the strong changes 

in market parameters relevant for valuation. Balance 

sheet growth was mainly funded by increased issu-

ing activities. The volume of certificated liabilities of 

EUR 302.6 billion was EUR 42.2 billion higher than 

in the previous year.

2008 2007

EUR in billions EUR in billions

Balance sheet 

Total assets 395 354

Volume of lending 365 341

Contingent liabilities 6 6

Irrevocable loan commitments 35 39

Assets held in trust 18 19

Volume of business 454 417

Equity 12 15

Equity ratio 3.0 % 4.2 %

Income statement EUR in millions EUR in millions

Operating result before valuation 1,579 1,357

Operating result after valuation1) –2,751 –6,182

Consolidated loss –2,657 –6,168

Cost/income ratio before interest rate reductions 22.8 % 23.9 %

Economic key figures EUR in millions EUR in millions

Consolidated loss before IFRS effects from hedging –2,092 –6,163

Change in Revaluation reserves recognised directly in equity –460 –249

1) Including the participation of the Federal Republic and the German banking sector in the IKB activities

Key financial figures for the KfW Group
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The operating result before valuation developed 

positively, growing by EUR 221 million, or 16 %, to 

EUR 1,579 million in 2008 despite the increase in 

interest rate reductions.

However, the massive impact of the global crisis in 

the financial markets and the charges from the sale 

of KfW's interest in IKB and the risk protection for 

IKB resulted in a consolidated loss of EUR 2,657 

million for 2008 (previous year: EUR 6,168 million). 

In addition, valuation losses on securities totalling 

EUR 460 million for 2008 (previous year: EUR 249 

million) were recorded directly in equity.

The consolidated loss for 2008 includes IFRS charg-

es not deemed economically reasonable in an 

amount of EUR 565 million. The consolidated loss 

adjusted for these effects amounts to EUR 2,092 

million for 2008. 

Operating result before valuation, consolidated profit/loss, 
consolidated profit/loss before IFRS effects from hedging
(EUR in millions)

2006 2007 2008
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		 Operating result before valuation

		 Consolidated profit/loss

		� Consolidated profit/loss before IFRS effects
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The volume of lending increased by EUR 24.2 billion, 

or 7 %, to EUR 365.0 billion at year-end 2008.

The Group's core business is lending to banks and 

customers. 77 % of the Group's assets in 2008 was 

attributable to its lending business.

Development of assets

Volume of lending

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Loans and advances 313,725 285,805 27,920

Risk provisions for lending business –7,604 –7,671 67

Net loans and advances 306,122 278,134 27,987

Contingent liabilities from financial guarantees 5,996 5,850 146

Irrevocable loan commitments 35,390 38,462 –3,072

Loans and advances held in trust 17,533 18,440 –908

Total 365,040 340,887 24,153

Assets 
2008

2008 2007

53 % 53 %

24 % 26 %

11 % 13 %

6 % 2 %

4 % 6 %

2 % 0 %

		 Net loans and advances to banks

		 Net loans and advances to customers

		 Securities and investments

		 Derivatives

		 Other receivables to banks/customers

		 Other assets
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In particular the domestic promotional loan busi-

ness with its programme family "Energy efficient 

construction and rehabilitation" and the "Entrepre-

neur loan" programme contributed to the growth in 

loans and advances by EUR 27.9 billion to EUR 313.7 

billion. Net loans and advances totalled EUR 306.1 

billion at year-end 2008, representing 84 % of the 

volume of lending.

At EUR 6.0 billion, contingent liabilities from the 

Group's financial guarantee business remained un-

changed compared with the previous year's level, 

and continued to account for 2 % of the volume of 

lending. Irrevocable loan commitments declined by 

EUR 3.1 billion to EUR 35.4 billion as a result of the 

high level of loan draw-downs in 2008. Within assets 

held in trust, the volume of loans and advances held 

in trust, which primarily comprises loans to support 

developing countries that are financed by budget 

funds of the Federal Republic, declined by 5 % over 

the previous year to EUR 17.5 billion. 

Other loans and advances to banks and customers, 

which in particular consist of short-term funds, de-

clined by EUR 6.0 billion from the previous year's 

amount of EUR 20.2 billion.

Bonds and other fixed-income securities decreased 

by EUR 2.2 billion to EUR 40.1 billion in 2008, where-

as the volume of money market securities increased 

by EUR 2.0 billion to EUR 2.5 billion. In addition, the 

volume of securities held in the special funds for 

strategic investment purposes was reduced as a result 

of increased direct investment by KfW and the reduc-

tion in share exposure. The volume totalled EUR 5.6 

billion on 31 December 2008. The total amount of 

securities and investments of EUR 44.2 billion de-

creased by 3 % compared to 2007.

At 31 December 2008, securities and investments 

included asset-backed securities (ABS) with a carry-

ing amount of EUR 5.4 billion held directly by KfW.

Securities and investments

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Bonds and other fixed-income securities 42,555 42,787 –231

Shares and other non-fixed income securities 433 1,526 –1,093

Equity investments 1,230 1,205 25

Shares in affiliated entities not included in the consolidated financial 
statements 2 18 –17

Investments accounted for using the equity method 8 5 3

Shares in held-for-sale affiliated entities 0 204 –204

Total 44,228 45,745 –1,517
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The Group refinances itself in the international cap-

ital markets in particular by means of benchmark 

bonds in euros and US dollars, other public bonds 

and private placements. Funds raised in the form of 

certificated liabilities continued to play a key role, 

accounting for 76 % of the balance sheet total at 

year-end 2008.

The volume of derivatives with positive fair values 

increased by EUR 13.0 billion to EUR 21.7 billion. 

Netting agreements reached with counterparties 

that also include derivatives with negative fair val-

ues as well as collateral agreements reduced the 

counterparty risk substantially to EUR 1.6 billion. 

Value adjustments from macro hedging for under

lying portfolios of balance sheet assets increased  

by EUR 6.7 billion from EUR –1.3 billion to EUR 5.5 

billion at year-end 2008. This significant increase is 

due, in particular, to the market parameters relevant 

for valuation which changed significantly as a result 

of the crisis in the financial markets.

There were only minor changes to the other balance 

sheet items.

Development of financial position

Funding structure 
2008

		 Certificated liabilities

		 Liabilities to banks/customers

		 Derivatives

		 Equity

		 Subordinated liabilities

		 Other liabilities

2008 2007

76 % 74 %

11 % 14 %

8 % 6 %

3 % 4 %

1 % 1 %

1 % 1 %
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Funds raised in the form of issues of medium- and 

long-term bonds and other fixed-income securities 

of KfW represented the Group's principal source of 

funding. In 2008, such funds amounted to EUR 271.6 

billion, representing an increase of EUR 30.2 billion 

and accounting for 78 % of borrowings at year-

end. Short-term issues of commercial paper rose by 

EUR 12.0 billion to EUR 30.9 billion. The total 

amount of short-term funds raised amounted to 

EUR 38.2 billion. Other borrowings by KfW, in add

ition to promissory note loans by banks and cus-

tomers, which declined by EUR 7.3 billion to EUR 18.1 

billion compared with the previous year, consisted 

mainly of liabilities to the Federal Republic.

Subordinated liabilities include a subordinated loan 

totalling EUR 3.25 billion granted by the ERP Special 

Fund as part of the restructuring of ERP economic 

promotion programme in 2007. The EUR 0.5 billion 

reduction was due to the scheduled redemption of a 

subordinated loan granted by the Federal Republic.

The volume of derivatives with negative fair values 

rose by EUR 8.9 billion to EUR 30.1 billion at year-

end 2008. This significant increase was primarily due 

to the strong changes in market parameters that are 

relevant for valuation as a result of the crisis in the 

financial markets.

There were only minor changes to the other balance 

sheet items.

Borrowings increased by EUR 34.0 billion, or 11 %, to 

EUR 347.5 billion and were the main source of fund-

ing for the expansion of the volume of business.

Borrowings

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Short-term funds 38,206 23,550 14,656

Bonds and other fixed-income securities 271,612 241,437 30,175

Other borrowings 34,386 44,739 –10,354

Subordinated liabilities 3,247 3,747 –500

Total 347,451 313,473 33,978
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Equity

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Paid-in subscribed capital 3,300 3,300 0

Capital reserve 6,254 6,254 0

	 Promotional reserves from the ERP Special Fund 4,650 4,650 0

Reserve from the ERP Special Fund 848 804 43

Retained earnings 5,356 5,862 –507

Fund for general banking risks 50 200 –150

Revaluation reserves –551 –92 –460

Balance sheet loss –3,436 –1,393 –2,043

Total 11,820 14,936 –3,116

A net total of EUR 0.15 billion was taken from the 

fund for general banking risks in financial year 2008 

in order to cover charges arising in connection with 

the IKB sale.

Valuation losses recognised directly in equity falling 

in the category "available-for-sale financial assets" 

and resulting primarily from the crisis in the global 

financial markets were responsible for a decline in 

the Revaluation reserves of EUR 0.5 billion.

The balance sheet loss increased in the amount of 

KfW's unconsolidated net loss of EUR 2.0 billion for 

2008. The remaining EUR –0.5 billion reduced re-

tained earnings.

Equity declined by EUR 3.1 billion compared with the 

previous year. The equity ratio amounted to 3.0 % 

compared with 4.2 % in the previous year.



32
Gr  o u p  m a n a g e m e n t  r e p o r t

Earnings position

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Net interest income 2,006 1,755 251

	 Including interest rate reductions 606 573 33

Net commission income 218 209 9

Administrative expense 646 607 39

Operating result before valuation 1,579 1,357 221

Risk provisions for lending business –2,139 –6,409 4,271

Net gains/losses from hedge accounting and other financial instruments at fair value through 
profit or loss –1,747 –1,880 132

Net gains/losses from securities and investments –1,974 –421 –1,552

Operating result after valuation –4,281 –7,353 3,072

Net other operating income 1,536 1,189 347

Profit/loss from operating activities –2,745 –6,164 3,419

Taxes on income –89 4 –93

Consolidated loss –2,657 –6,168 3,511

Consolidated loss before IFRS effects from hedging –2,092 –6,163 4,071

The earnings position is characterised by the positive 

development of the operating result before valuation. 

This development was offset by the massive impact 

of the global crisis in the financial markets and the 

high charges arising in connection with the sale of 

KfW's interest in IKB and the risk protection for IKB.

Development of earnings position

The operating result before valuation was EUR 1,579 

million for 2008, which was slightly higher than the 

previous year's figure of EUR 1,357 million.

Net interest income was the Group's most impor-

tant source of income and totalled EUR 2,006 million, 

which represents an increase of EUR 251 million, or 

14.3 %, compared to the previous year. It was pos

sible to increase interest rate reductions in the pro-

motional loan business by 5.8 % in 2008 to a current 

total of EUR 606 million – promotional activities 

were thus successfully continued despite the difficult 

underlying economic conditions. In particular, the 

successful interest rate management over the course 

of the year in a volatile market environment had a 

positive impact.

Net commission income increased slightly by 4.3 % 

to EUR 218 million (previous year: EUR 209 million). 

In particular, income from credit derivatives and 

processing fees in the new lending business had a 

positive impact. Business activities in the securitisa-

tion platforms PROMISE and PROVIDE and the re-

sulting income fell slightly. 

Administrative expense amounted to EUR 646 mil-

lion, representing a EUR 39 million, or 6.4 %, increase 

above the comparable figure for 2007 and was thus 

in line with expectations. Personnel expense rose 

slightly by EUR 17 million to EUR 366 million as a 

result of salary increases due to collective pay agree-

ments and improved performance while employee 

headcount also increased.
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The increase in non-personnel expenses by EUR 22 

million to EUR 280 million related, in particular, to 

other administrative expenses and was due to factors 

including increased expenses for third-party services.

The cost/income ratio before interest rate reduction 

measures improved to 22.8 % for 2008 (previous year: 

23.9 %) as a result of stronger growth in operating 

income.

Expenses for risk provisions for lending business, 
excluding the extraordinary effects of the IKB charges 

and the provisions for individual exposures made in 

direct connection with the intensification of the 

financial market crisis, increased to EUR 454 million 

in 2008.

The recognition of portfolio valuation allowances, 

which primarily stem from KfW's promotional lending 

business, had a negative impact in 2008. However, 

sufficient risk provisions were put in place in 2008 for 

specific risks arising from the spreading financial and 

economic crisis. The provision for immediate credit 

risks was increased during 2008, in particular in the 

export and project finance business area.

The provisions for losses on loans and advances and 

the fund for general banking risks covered all immedi-

ate and latent risks and reflect the consistent imple-

mentation of the KfW Group's conservative risk policy.

The expense for risk provisions from the IKB capital 

measures and the increase in provisions for the liquid-

ity lines assumed as part of the risk protection for IKB 

in 2007 together negatively affected the income 

statement in 2008 in a total amount of EUR 1.3 bil-

lion. In addition, individual impairments recognised in 

income totalled EUR 0.4 billion in 2008 as a result of 

the Lehman bankruptcy and the Iceland moratorium.

In 2008, the net gains/losses from hedge accounting 
and from other financial instruments at fair value 
through profit or loss were characterised by the 

strong market fluctuations caused by the crisis in the 

financial markets. These fluctuations had a significant 

impact on the securities portfolio and on the reporting 

of economic hedges under IFRSs. Additional charges 

resulted from the risk-bearing portfolio investments 

assumed as part of the sale of KfW's interest in IKB in 

the amount of the first loss risk of EUR 150 million to 

be borne by KfW. Gains from covering risk provisions 

in foreign currency from the risk protection for IKB 

had a positive impact on the foreign currency result.

This line item includes negative earnings effects of 

EUR 565 million for 2008 from hedge accounting and 

financial instruments at fair value through profit or 

loss in the form of debt instruments issued, including 

hedging derivatives which are purely IFRS-induced. In 

2007, the effects almost offset each other. The de-

rivatives measured at market values are all compo-

nents of economically closed positions. However, if the 

other part of the respective closed position cannot be 

carried at fair value, or if different methods have been 

used in the valuation, there are mandatory fluctua-

tions in results that fully offset each other over the 

term of the transaction. These effects were particu-

larly high in the fourth quarter of 2008 as a result of 

the extreme developments in valuation factors, which 

reflect the markets' volatility.

Equity finance business recorded at fair value through 

profit or loss performed satisfactorily again at EUR 53 

million in 2008, following the excellent results in the 

previous year (EUR 193 million). In addition to equity 

investments, this item includes valuation gains and 

losses on ancillary agreements in equity finance busi-

ness (risk commissions/profit participations). The de-

cline was due, in particular, to equity investments in 
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developing and emerging countries, the carrying 

value of which was influenced by the weakening 

global economy.

Securities recorded at fair value through profit or loss, 

including fair value accounting for gains and losses 

on special funds for strategic asset management neg-

atively affected results in an amount of EUR 1,314 

million in 2008. In addition to the realised profit and 

loss components, this item also includes valuation 

gains and losses, considered temporary, arising from 

the current distortions in the financial markets. ABS 

instruments held directly by KfW and recorded at fair 

value through profit or loss led to EUR 424 million in 

expenses.

The net losses from securities and investments in 

the amount of EUR –1,974 million (previous year: 

EUR –421 million) resulted primarily from the com-

plete sale of KfW's shares in IKB, which also included 

the shares newly acquired by KfW in connection with 

the IKB capital increase, in the amount of EUR 1,421 

million.

The securities affected by the Lehman bankruptcy and 

the Iceland moratorium were written down by a total 

of EUR 0.3 billion.

Disposals and valuations of securities and equity  

investments not accounted for at fair value through 

profit or loss also led to net expenses totalling EUR 316 

million. Of this total, EUR 161 million was due to 

impairment losses from ABS products and EUR 95 

million was due to charges from the equity port

folio.

The changes in the value of securities and investments 

that are not to be recorded in the income statement, 

and which were, in part, determined using valuation 

models, had a negative effect of EUR 460 million on 

the Revaluation reserves within equity. Of this total, 

EUR 32 million was due to ABS products, which were 

classified into "loans and receivables" retroactively as 

at 1 July 2008.

Net other operating income for 2008 primarily re-

flects the income from the participation of the Fed-

eral Republic and the German banking sector in the 

IKB rescue measures in the amount of EUR 1.5 billion.

Taking into account taxes on income, which had a posi-

tive effect, the consolidated loss totalled EUR 2,657 

million after EUR 6,168 million in 2007. 

The consolidated loss before IFRS effects from 
hedging is a further economic key figure based on 

the consolidated loss for the period in accordance 

with IFRSs. The KfW Group calculates this figure 

because the companies included in the Group are 

non-trading book institutions. Derivative financial 

instruments are entered into for hedging purposes. 

Under IFRSs, the requirements for recognition and 

valuation of derivatives and hedges nevertheless 

give rise to temporary effects which are reflected in 

the income statement. In KfW's opinion, these ef-

fects do not adequately reflect that these hedges 

are economically effective.

As a result, the following reconciliations were per-

formed by eliminating temporary contributions to 

income in the amount of EUR 565 million for 2008 

as follows:

	� Valuation results from micro and macro hedge ac-

counting; all of the Group's hedges are economi-

cally effective and do not give rise to any net gain 

or loss over the entire period to maturity.
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	� Valuation results from the use of the "fair value 

option" to avoid an accounting mismatch in the 

case of borrowings including related hedging de-

rivatives; these economically effective hedges do 

not give rise to any net gain or loss over the entire 

period to maturity.

	� Valuation results from the fair value accounting of 

hedges with high economic effectiveness but not 

qualifying for hedge accounting; these hedges do 

not give rise to any net gain or loss over the entire 

period to maturity.

The reconciled earnings position results in a net loss 

of EUR 2,092 million for 2008.

Overall, given the fact that growth in the operating 

result before valuation was positive, the main rea-

sons for the net loss in 2008 were the massive im-

pact of the crisis in the global financial markets on 

KfW's mostly conservatively structured securities 

portfolio and the significant charges arising in con-

nection with the sale of KfW's interest in IKB and the 

risk protection for IKB.
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Risk report

Risk control and monitoring activities during the re-

porting year were mostly characterised by the turbu-

lence on the financial markets. The internal credit 

ratings of many business partners in the financial 

sector deteriorated as a result of the negative per-

formance on the international financial markets. The 

state rescue packages, which were organised largely 

after the Lehman bankruptcy, and their impact on 

the international financial sector were on the whole 

regarded as positive, and they have also had a posi-

tive impact on internal credit ratings. In spite of this, 

however, risks in the financial sector are significant-

ly higher than in previous years. The effects of the 

economic and financial crisis are also increasing risks 

in the corporate sector, which is expected to con-

tinue in the near future. As a result, KfW has sub-

stantially intensified its risk monitoring.

During the course of the financial crisis, and after 

the payment mistakenly made to Lehman Brothers, 

KfW systematically reviewed its risk management 

and control workflows to assess whether structural 

action was required. This process focused on further 

developing group-wide control processes (e. g. for 

securities and operational risks), and expanding  

the real-time decision-oriented reporting system. In  

addition, the Group is working on increasing its in-

vestment control and further developing its early 

risk warning system. It is also reviewing methods of 

valuing structured products. Activities with regard 

to these topics started as projects during the report-

ing year, and will be continued and implemented in 

2009. At the same time, rating methods were re-

viewed in 2008, and the associated validation con-

cept and infrastructure were also efficiently expand-

ed. Additionally, the rating systems also underwent 

vital further development based on the validation 

results.

The Group1) has a statutory promotional mandate, 

which provides the foundations for its special posi-

tion and its institutional structure. Sustained promo-

tion is the Group's overarching purpose. Measuring 

and controlling the risks entered into is a key factor 

in order to optimally employ the available resources 

to carry out this promotional mandate. As part of its 

risk management, the Group aims to enter into risks 

only to the extent that they appear viable with re-

gard to the current and anticipated earnings and the 

probable course of the risks. Group risk/return man-

agement takes into account the special characteris-

tics of a promotional bank. Banking supervisory law 

requirements, such as the minimum requirements for 

risk management (MaRisk), constitute important sec-

ondary requirements for KfW's risk management 

structures and procedures.

In order to establish risk management and control-

ling competence within the organisation of the 

bank, KfW offers training courses which include a 

modular programme on risk topics. This training pro-

gramme enables employees and management staff 

from the entire Group to acquire orientation know

ledge or to deepen their specialised know-how.

Current developments

Basic principles and objectives of risk management

1) In terms of risk management, the Group comprises KfW and its subsidiaries.
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As part of its overall responsibility, KfW's Managing 

Board determines the bank's risk principles and 

guidelines. KfW's supervisory bodies – the Board of 

Supervisory Directors and the Federal Ministries of 

Finance and of Economics and Technology, which 

alternate in providing the chairman and deputy 

chairman of the Board of Supervisory Directors – 

are informed at least once per quarter of the Group's 

risk situation. The executive committee of the Board 

of Supervisory Directors is responsible for particu-

larly urgent decisions. The Chairman of the Board of 

Supervisory Directors decides whether an issue is 

urgent.

Risk management within the KfW Group is exercised 

by closely intertwined decision-making bodies. They 

are headed by the Risk Management Committee 

(RMC), which is responsible for the entire Group's 

risk profile. The RMC includes all members of the 

Managing Board along with representatives of 

KfW's business areas, some central staff depart-

ments and subsidiaries of the KfW Group. The RMC 

adopts major changes to existing risk principles, 

drafts new risk principles, and deals with risk strat-

egy, adjustments to global limits and similar topics 

relating to risk management. The RMC also receives 

information on matters such as the development of 

lending business, liquidity and limit utilisation and 

the activities resolved in the sub-committees (SCs). 

The RMC is headed by the KfW board member in 

charge of risk controlling. Sub-committees for credit 

risks, market price risks and for operational risks do 

preparatory work for the RMC. Heads of business 

areas and divisions are represented on the sub-

committees in order to ensure that SC decisions are 

taken independently.

The Market Price Risk Sub-Committee (SCM) deals 

with decision guidelines on subjects relating to 

market risk, liquidity and asset management. This 

includes reports on the liquidity and funding situ-

ation, assessment of currency risks and interest rate 

risks and discussion of the interest hedging strategy 

to be pursued in funding. The Credit Risk Sub-Com-

mittee (SCK) deals with credit risk methods and 

credit portfolio management, for example by taking 

decisions on the development or enhancement of 

rating methods and on the design of systems for 

limit management and collateral assessment and by 

preparing decisions on global limits and portfolio 

guidelines for the RMC. Several working groups 

have been established under the sub-committees. 

The constitutive meeting of the Sub-Committee 

Operational Risks (SCO) was held in March 2008. 

This group body reports quarterly to the Managing 

Board and the RMC on operational risks (OpRisk) 

and business continuity management (BCM). It thus 

creates transparency and assures the ability to take 

decisions rapidly for group-wide risks or significant 

events.

Organisation of risk management and monitoring
Risk management bodies and functional aspects of risk management
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There are various working groups below these bodies. 

The groups report to the SCK and prepare decisions 

as described in the following.

The Working Group Trading Activities deals with  

issues connected with counterparty default risks aris-

ing from trading activities. The central task of the 

Working Group Trading Activities is to prepare the 

implementation of group-wide standards and deci-

sions, including supervisory law issues in this context. 

In addition, this working group is responsible for 

dealing with questions of how to apply credit risk 

mitigation techniques that are specific to trading 

activities. 

The Working Group Collateral is the group-wide plat-

form in the area of collateral management for lend-

ing business. It is composed of representatives from 

various business areas and departments. The central 

functions of the Working Group Collateral are assess-

ment of new valuation procedures and relevant deci-

sions, revision of existing valuation procedures, defi-

nition of generally acceptable2) types of collateral, 

further development of the acceptability policy and 

provision of standard texts for collateral agreements. 

In most cases, the collateral agreement and the first 

steps towards the provision of the collateral are the 

responsibility of the respective credit departments. 

The collateral and transaction management depart-

ments are in charge of the final provision, valuation, 

ongoing administration, release and realisation of 

collateral. Accepted collateral is revaluated in regular 

intervals, at least annually, in the course of loan man-

agement. Collateral is re-examined on a case-by-case 

basis in the intensive loan management and problem-

loan processing stages and as soon as the bank de-

tects any substantial deterioration in its value. 

The Working Group Rating Systems is a central body 

serving KfW and its subsidiaries which ensures suf-

ficient understanding of all essential aspects of the 

rating systems, portfolio models and risk indicators 

including the associated reports for the management. 

The term "rating system" refers to all methods, pro-

cedures, and data collection and processing systems 

that are applied to evaluate counterparty risks, to 

map the derived risk assignments to (creditworthi-

ness) categories or retail pools, or to assign default 

and loss rate estimates to specific types of assets. The 

Working Group Rating Systems derives recommenda-

tions for measures to develop (enhance) rating sys-

tems for approval/decision by the management or to 

take these decisions independently as part of the 

Working Group Rating Systems' defined range of 

competency. These decisions include evaluating and 

approving reports on validation and further develop-

ment as well as deriving, planning and coordinating 

recommendations for measures to enhance rating 

systems. The Working Group Rating Systems includes 

representatives of all users of the rating systems, risk 

management and controlling, and KfW's Internal  

Auditing Department.

The Working Group Portfolio Management is headed 

by the risk management unit and is a communication 

platform as well as a body for preparing group-wide 

portfolio management decisions. Its primary objec-

tive is to initiate and coordinate measures designed 

to improve the risk structure. 

2) Collateral is examined for acceptability at the KfW Group against the criteria set out in the German Solvency Regulation.
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The Working Group Country Rating is the central 

unit for assessing country risks. It is composed of 

economists from the regional departments of KfW 

Entwicklungsbank and representatives of KfW IPEX-

Bank, DEG and KfW's Transaction Management De-

partment. It is chaired by the Risk Management 

Department. This working group meets quarterly or 

more often as required. The role of the Working 

Group Country Rating is to identify, analyse and as-

sess political and economic risks (and rewards) in the 

global economy and particularly in the countries in 

which the KfW Group does or plans to do business. 

Proposals for risk ratings assigned to developing, 

transition and emerging countries are made by the 

departmental regional economists, while proposals 

for the rating of industrial countries are submitted 

by the Risk Management Department. Countries are 

ultimately assigned to risk categories on the basis 

of discussions conducted within the Working Group 

Country Rating. If no consensus is reached, a vote 

of the Risk Management Department is decisive. The 

Risk Management Department then presents the 

results of the meetings directly to the Managing 

Board.



40
Gr  o u p  m a n a g e m e n t  r e p o r t

The subsidiaries of the KfW Group and the organisa-

tional units exercise their own control functions 

within the group-wide risk management system. In 

these instances, too, group-wide projects and work-

ing groups ensure a coordinated approach, for exam-

ple in the rollout of rating instruments to subsidiaries 

or the management and valuation of collateral.

Responsibility for developing and assuring the qual-

ity of the risk management and controlling lies out-

side the credit departments, with the Risk Manage-

ment and Controlling Department. A comprehensive 

risk manual has been prepared for this purpose and 

is continually updated. The rules and regulations laid 

out in the risk manual are binding for the entire 
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1) The Working Group Country Rating reports to the Managing Board.
2) �The Working Groups Collateral, Portfolio Management, Trading Activites and Rating Systems report to the SCK.
3) �Performance measurement was assigned to accounting in the reporting year.
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Prepare decisions

Management and membership

SCM
Market price risk/

Funding

SCK2)

Credit risk/
portfolio

SCO
OpRisk/ 
MaRisk

Sub Committees – SC

Priority: Risk/ 
return optimisation
–	Risk policy
–	Limit management 
–	Second vote
–	Capital allocation
–	Portfolio management

Priority: Measurement and 
reporting of risks
–	Risk quantification
–	Risk reporting
–	�Analysis of risk-bearing 

capacity

Priority: Methods and 
instruments
–	Rating systems
–	Portfolio models
–	Methods
–	Risk manual
–	Supervisory law
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Group and are accessible to all employees. Risk prin-

ciples (i. e. normative rules for loan and risk manage-

ment procedures) and portfolio guidelines (e. g. busi-

ness restrictions and collateral requirements) make 

up the core of the risk manual. The risk principles 

and portfolio guidelines serve as the framework for 

the operating activities of all business areas. The risk 

manual ensures that uniform procedures are applied 

throughout the Group to identify, measure, control 

and monitor risks. In addition, group-wide regula-

tions are supplemented in individual business areas 

by specific rules. The Risk Management and Control-

ling Department reviews these for conformity with 

group-wide regulations. 

The primary task of the Risk Management Depart-

ment is to ensure the Group's risk-bearing capacity. 

For this purpose, it formulates and regularly reviews 

the Group's risk strategy. The risk strategy builds on 

the basic business policy and establishes general risk 

principles and concrete risk policy measures in line 

with business strategy. A variety of instruments to 

control credit, market price and operational risks are 

used to implement the risk strategy. In addition, 

management measures applied to individual coun-

terparties and portfolios (e. g. second vote for loan 

approvals, a limit management system and portfolio 

guidelines) prevent undesired expansion of concen-

trated risks. Stress tests are conducted to quantify 

capital requirements to ensure the Group's risk-

bearing capacity even when cyclical conditions de-

teriorate substantially. Depending on the market 

situation, the use of credit derivatives also contrib-

utes to improving the risk profile and expanding the 

range of business options. 

The Risk Controlling Department is in charge of 

measuring and reporting all risks of the KfW Group 

and analysing the Group's risk-bearing capacity. In 

this regard uniform methods and models are imple-

mented throughout the Group at operating level.

The department is responsible for the ongoing mon-

itoring of all key risk indicators as part of quality 

management for the risk indicators used in risk 

management and controlling, and it also provides 

professional support for the information systems 

used in reporting.

	

Risk reporting is in line with regulatory requirements 

(MaRisk). The Risk Management Committee will be 

informed once per month of the Group's risk situa-

tion from the start of 2009. A risk report is issued 

quarterly to the Group's supervisory bodies.

Risk Management

Risk Controlling 
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The department "Risk Methods, Instruments and 

Procedures" is responsible for providing suitable 

methods and instruments for group-wide risk ana

lysis and management. The structure of a long-term, 

sustainable, consistent method and instrument 

strategy for risk management and controlling is 

rounded off with regular validations and develop-

ments and enhancements of models and methods. 

The focus is on models to measure, control and price 

credit risks. In addition, the department is also re-

sponsible for the coordination and project manage-

ment of the professional implementation of the 

requirements placed on instruments and IT systems 

used in risk management and controlling. In addi-

tion, it coordinates the formulation and develop-

ment of group-wide risk principles as well as the 

procedure manual for risk management and control.

The Internal Auditing Department reports directly 

to the Managing Board, is not bound by directives 

and works independently of Group procedures. It 

generally audits all of KfW's processes and activities 

to identify the risks involved. 

Internal Auditing derives the audit cycles for indi-

vidual audit areas from an annual risk assessment of 

the audit areas. In so doing the department takes 

into account the economic capital requirements of 

the operations to be audited.

In addition to the promotional business, auditing 

activities focused on the risk management proce-

dures and methods in 2008. The risk management 

audits focused on the validation of internal rating 

systems as well as on the methods and processes for 

measuring and assessing market price risks and 

credit risks.

The Internal Auditing Department monitored im

portant projects, particularly the IT development 

projects, while retaining its independence. As in pre-

vious years, in 2008 the Internal Auditing Depart-

ment monitored the further development of risk 

measurement procedures by participating (with guest 

status) in meetings of decision-making bodies.

KfW's Internal Auditing Department is also the 

group auditing department for the KfW Group. It 

incorporates the internal auditing departments of 

the subsidiaries in the group-wide audit reporting. 

Risk Methods, Instruments and Procedures

Internal Auditing
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The diagram above shows the KfW Group's risk man-

agement process. Risk management within the KfW 

Group serves one central purpose: ensuring the Group's 

risk-bearing capacity. 

Risk management approach of the KfW Group

Regulatory risk-bearing capacity

Risk identification Risk mapping Risk strategy Risk management Risk reporting

–	Credit risk
–	Market price risk
–	�Operational risk 

(incl. legal risks)
–	�Liquidity risk

–	�Value at risk con-
cept for market 
and credit risks

–	�Standard approach 
for OpRisk acc. to 
Solvency Regula-
tion

–	�Liquidity figures 
acc. to Liquidity 
Regulation and 
KfW Law

–	�Target formula-
tion as part of 
risk strategy, incl. 
capital allocation

Risk-bearing  
capacity concept

Individual counter-
parties
–	Second vote
–	Rating
–	�Individual counter-

party limits
–	In-depth support
Portfolio
–	�Industry and 

country limits 
–	�Limits for market 

price risks
–	�Portfolio guide-

lines
–	�Portfolio manage-

ment activities

–	�Monthly risk 
reports

–	�Reports on risk-
bearing capacity

–	�Ad-hoc reports

KfW is not subject to the requirements of Sections 

10 and/or 10a of the German Banking Act (Kredit-

wesengesetz/KWG). For internal purposes, the regu-

latory capital ratios are voluntarily calculated based 

on the key legal requirements. KfW has been apply-

ing the requirements of the German Solvency Regu-

lation in this regard since the start of 2008. In-house 

rating methods are used for large sections of the 

loan portfolio to calculate the risk exposure (ad-

vanced IRB approach).

The KfW Group's regulatory total capital ratio as at 

31 December 2008 totalled 10.1 % taking the con-

solidated loss into account (previous year: 11.9 %). 

The Tier 1 ratio totalled 7.8 % (previous year: 9.4 %).

Indicators under supervisory law 2008 20071)

EUR in millions EUR in millions

Risk position 139,712 149,863

Tier 1 capital 10,860 14,132

Total regulatory capital 14,141 17,808

Tier 1 ratio 7.8 % 9.4 %

Total capital ratio 10.1 % 11.9 %

1) Calculated according to Principle I
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3) �KfW does not cover liquidity risk with risk capital, as it is not a loss risk to be covered on the liabilities side but a payment risk to be covered on the assets side.

An analysis of risk-bearing capacity as part of inter-

nal procedures must measure risks and match them 

against risk-covering potential. Potential financial 

losses are measured with the aid of two central risk-

measuring tools: expected loss and economic capital, 

which is a measure to cover unexpected loss.

Expected loss refers to losses that are expected to 

arise on a statistical average over a number of years. 

Expected losses, along with other parameters, are 

important when credit is priced. Expected losses are 

defined as the product of:

	� the probability of a borrower's default (probabil-

ity of default, PD), 

	� the expected amount of the loan outstanding at 

the time of the potential default (exposure at de-

fault, EAD) and 

	� the (anticipated) loss rate upon default (loss given 

default, LGD). 

The probability of default is estimated for each bor-

rower with the aid of rating methods. The result of 

the rating measures is an estimate of the probabil-

ity that a counterparty will be unable to fulfil its 

obligations within the next 12 months. In particular, 

collateral has to be evaluated to estimate the mag-

nitude of the likely loss. Expected losses are not 

backed by capital as they are offset in a means cal-

culation by the risk margins (insurance principle).

The risk potential to be backed by capital is quanti-

fied by the Risk Controlling Department with the aid 

of statistical models. For credit risks, the loss potential 

is computed using a credit portfolio model and using 

the risk measure "credit value-at-risk". The difference 

between credit value-at-risk and expected loss is  

referred to as the economic capital requirement.

The Group takes a similar approach with regard to 

market price risks. Value-at-risk is also calculated 

using statistical models. For market price risks, the 

value-at-risk also represents the economic capital 

requirement.

The forecast period for both risk categories is one 

year. The capital requirement for credit and market 

price risks is aggregated, taking diversification ef-

fects into account. The capital requirement for op-

erational risks is calculated using the regulatory 

standard approach according to the German Sol-

vency Regulation.

In principle, when calculating its overall capital re-

quirements, the KfW Group takes into account po-

tential additional capital requirements calculated in 

accordance with conservative standards that may 

result from stress scenarios for credit and market 

price risks. To assess the risk-bearing capacity the 

necessary capital requirement3) (economic capital 

requirement) is matched against the economic re-

sources available for risk coverage (available finan-

cial resources, or AFR). The definition of available 

financial resources differs from the accounting and 

regulatory definition of equity, as available financial 

resources do not include part of the reserves. 

Economic risk-bearing capacity
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On this basis, as at 31 December 2008, the eco-

nomic risk-bearing capacity stands at a solvency 

level of 99.96 %. This means that the available fi-

nancial resources cover overall capital requirements. 

Due to the severity of the international financial 

crisis and the pressure the Group is under as a result 

of the risk protection for IKB and the sale of KfW's 

interest in IKB, potential additional capital require-

ments for stress scenarios are only covered by the 

available financial resources to a limited extent. 

Taking additional equity components and the subor-

dinated liabilities into account, there would also be 

risk coverage – including for the additional capital 

requirements for stress scenarios – for a solvency 

level of 99.99 %. 

KfW addresses liquidity and other risks by monitoring 

appropriate key figures and by regularly controlling 

the processes of the banking operations.

KfW's risk management approach is based on state-

of-the-art models used in banking practice. How-

ever, each model represents a simplification of a 

complex reality and builds on the assumption that 

risk parameters observed in the past can be con

sidered representative of the future. Not all possible 

influential factors and their complex interactions can 

be identified and modelled for the risk development 

of a portfolio. This is one reason why KfW carries out 

stress tests both in the credit risk models and in the 

market risk models. The Group works continually to 

refine its risk models and processes.

Economic risk-bearing capacity as at 31 December 2008 
(EUR in millions)

Capital requirements for stress scenarios

3,500

4,025

Other equity components

3,247

Subordinated liabilities

6,722

Credit risk

432

Market price 
risk OpRisk

1,402

8,556 Overall capital requirements

Available financial resources8,929
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The KfW Group assumes counterparty risks4) in the 

context of its promotional mandate. The main risks 

in the domestic promotional lending business are in 

the areas of start-up finance of small- and medium-

sized enterprises and equity investments. In addition, 

KfW assumes risks in the context of export and 

project finance as well as loans granted under Finan-

cial Cooperation. 

Counterparty default risk is measured by estimat-

ing the probability of default (PD), the exposure 

at default (EAD) and the (anticipated) loss given 

default (LGD).

In identifying the probability of default, the Group 

uses internal rating procedures for banks, corpora-

tions, small- and medium-sized enterprises, private 

equity providers, private equity recipients, start-up 

businesses and countries. These procedures are based 

on scorecards and follow a uniform and consistent 

model architecture. For project financings, KfW ap-

plies a cash flow-based rating method. The rating 

procedures aim at forecasting one-year default 

probability. As a rule, the transaction management 

departments are responsible for preparing ratings in 

risk-bearing business. The rating is updated at least 

once annually, with the exception of business part-

ners with whom only retail business is conducted. 

Depicting the default probability on a master scale 

which is uniform for the entire KfW Group ensures 

comparability of ratings using different rating pro-

cedures and issued for various business areas. The 

master scale consists of 20 different classes that 

can be summarised in four groups: investment 

Types of risks 
Counterparty default risk

Va
lid

at
io

n 
an

d 
fu
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he

r 
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en

t 
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es

se
s

Loan portfolio modelPortfolio level

Exposure at default

Loss given default

Borrower level

State debtorsDebtor level EnterprisesBanks Other

Rating procedure

–	Country rating –	Corporate rating
–	SME rating

–	Bank rating –	Retail
–	Start-up rating
–	�Private equity recipi-

ent/provider rating
–	Cash flow rating
–	Self-employed rating

4) �Counterparty default risk is defined as the risk of financial loss that can occur if the borrower or counterparty fails to meet contractual payment obligations. Counter-
party default risk also includes country risk, comprising transfer, conversion and political risks.
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grade, non-investment grade, watch list and de-

fault. The range of default probabilities and the 

average default probability are defined for each 

master scale class.

Specific organisation regulations, which mainly spec-

ify the responsibilities, competencies and control 

mechanisms associated with a particular rating, apply 

to each rating procedure. The external ratings are 

mapped to the KfW master scale to ensure compara-

bility of internal ratings within the KfW Group with 

ratings of external rating agencies. Periodic valida-

tion and further development of the rating proce-

dures ensure that KfW is able to rapidly respond to 

changes in overall conditions. The aim is to continu-

ously optimise the selectivity for all rating proce-

dures. Rating instruments and procedures largely 

meet the minimum requirements of the prevailing 

regulatory standards (MaRisk/Basel II).

Exposure at default (EAD) and valuation of collat-

eral are heavily weighted in determining severity of 

loss. These are then included in the loss given default 

(LGD) to reduce risk. In valuating acceptable collat-

eral the expected net revenue from collateral realisa-

tion in case of loss is estimated over the entire loan 

term. This estimate takes into account discounts 

based, in the case of personal collateral5), on the 

probability of default and the magnitude of loss in-

curred by the collateral provider. For other collat-

eral the discounts are chiefly attributable to fluc-

tuations in market prices and devaluation resulting 

from depreciation. The determined value is an im-

portant element in estimating loss given default 

within the KfW Group. Depending on the availabil-

ity of data, the various valuation procedures for in-

dividual types of collateral are based on internal and 

external historical data and expert estimates. The 

valuation parameters are reviewed on a regular basis. 

For individual collateral this guarantees a reliable 

valuation of the collateral position. A risk principle 

for loan collateral regulates uniform management, 

valuation and recognition of collateral across the 

Group. The risk of default on investments in securi-

ties and in derivatives is also limited by the con-

servative selection of counterparties and by collat-

eral agreements.

The KfW Group has various portfolio guidelines to 

limit risks from new business. They form the basis 

for the second vote on lending transactions and 

serve as an orientation guide for loan approvals. 

They are also designed to ensure adequate quality 

and risk structure of KfW's portfolio6). These guide-

lines distinguish between types of counterparties 

and product variants and define conditions under 

which business transactions generally may be con-

ducted. 

Existing higher-risk exposures are divided into a 

watch list and a list for non-performing loans. The 

watch list serves to identify potential problem loans 

early and, if necessary, to make preparations for 

handling these loans. KfW closely monitors the eco-

nomic and financial environment of the respective 

borrower in the case of a potential problem loan. It 

regularly reviews and documents the economic 

situation and the collateral provided and formulates 

proposals for remedial action. In the case of non-

performing loans, the units responsible for restruc-

turing are responsible for this process. This guaran-

tees that specialists are involved at an early stage 

to ensure professional management of problem 

loans.

5) �Due to KfW's business model, personal collateral (in particular guarantees provided by the Federal Republic) is common.
6) �These guidelines take into account the special features of KfW's promotional business.
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The KfW Group takes appropriate measures to ad-

dress all identifiable default risks in its lending busi-

ness by making risk provisions for loans. These risks 

also include political risks resulting from financing 

transactions outside Germany. For loans with imme-

diate risk of default (i. e. non-performing loans) KfW 

sets up individual impairments or provisions for un-

disbursed portions. These events are identified on the 

basis of criteria that meet both Basel II and IFRS 

requirements. Criteria include the identification of 

considerable financial difficulties on the part of the 

debtor, payment arrears, concessions made to the 

debtor owing to its financial situation (for example, 

in the context of restructuring measures), conspicu-

ous measures undertaken by the debtor to increase 

its liquidity, and a substantial deterioration in the 

value of collateral taken. These criteria are further 

specified in KfW's risk manual. Individual impair-

ments are determined by means of an impairment 

procedure. The calculation of individual impairments 

is also based on an individual assessment of the bor-

rower's ability to make payments in the future. The 

calculation takes into account the scope and value 

of the collateral as well as the political risk. A simpli-

fied impairment procedure is performed for small 

and standardised loans on the basis of homogeneous 

subportfolios.

Risk provisions for latent risks (i. e. portfolio impair-

ment) are derived from the valuation of loan re-

ceivables in the context of annual rating procedures 

and collateral valuations. Portfolio impairment is 

recorded for both economic and political risks. The 

basis for this is the expected loss model described 

above, which is adjusted for IFRS purposes. Risk pro-

visions for irrevocable loan commitments and finan-

cial guarantees are set up using the same method of 

calculation. Portfolio impairment also includes a pro-

vision for specific risks resulting from the financial 

market crisis.

According to IFRS 7.36, the theoretical maximum 

exposure to credit risk for the KfW Group arising 

from financial instruments is the total loss of the 

respective risk exposures. This exposure also takes 

into account contingent liabilities and irrevocable 

loan commitments. These exposures are reduced by 

the risk provisions made. Payment arrears on the bal-

ance sheet date were reported only in Loans and 

advances to banks and customers. Individual impair-

ments were also reported under Securities and in-

vestments as well as under Contingent liabilities and 

Irrevocable loan commitments.

Risk provisioning
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Loans and 
advances 
to banks

Loans and 
advances 

to customers

Value adjust-
ments from 
macro fair 

value hedge 
accounting

Derivatives used 
for hedge ac-

counting; Other 
derivatives

Securities and 
investments 

Contingent 
liabilities, irre-

vocable loan
commitments

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007

Carrying amount as equivalent 
for maximum risk of default 222,935 205,253 97,366 93,081 5,451 0 21,737 8,736 44,228 45,745 41,673 44,516

Risk provisions 526 485 7,077 7,186 0 0 0 0 2 1 255 530

Carrying amount neither past 
due nor impaired 222,454 204,490 94,797 88,301 5,451 0 21,737 8,736 43,826 45,631 41,612 43,919

	� With conditions renegotiated 
(in the reporting year)1) 0 7 0 4 0 0 0 0 0 3 0 0

1) Includes financial instruments that would be overdue or impaired without renegotiation of conditions

Maximum risk of default 
EUR in millions

Loans and advances to banks Loans and advances to customers

2008 2007 2008 2007

Less than 90 days past due 274 576 810 971

90 days and more past due 25 41 261 1,721

Carrying amount of financial instruments due and not individually impaired 
EUR in millions

Loans and 
advances 
to banks

Loans and 
advances 

to customers

Securities and 
investments 

Contingent 
liabilities, irre-

vocable loan
commitments

2008 2007 2008 2007 2008 2007 2008 2007

Carrying amount 183 145 1,497 2,088 402 115 60 597

Individual impairments 393 71 6,151 6,858 0 0 180 446

Individually impaired financial instruments
EUR in millions
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At year-end 2008 EUR 2.1 billion (net after deduc-

tion of risk provisions; previous year: EUR 2.9 billion) 

classified as individually impaired out of EUR 433 

billion (previous year: EUR 397 billion) in financial 

instruments outstanding. Potential losses are con-

servatively estimated, and individual impairments 

have been formed in the amount of EUR 6.7 billion 

(previous year: EUR 7.4 billion). This includes the pro-

visions formed as part of the risk protection for and 

sale of KfW's interest in IKB totalling EUR 5.2 billion 

(previous year: EUR 6.2 billion).

In addition to provisions for immediate risks of de-

fault, the KfW Group makes provisions for latent 

risks of default (economic and political risks). As at 

31 December 2008, risk provisions for performing busi-

ness totalled EUR 1.1 billion (previous year: EUR 0.8 

billion). On average, 78 % of loans in the KfW Group's 

portfolio for performing loans are collateralised (in-

cluding recovery). 

In 2008 the KfW Group did not take possession of 

any asset previously held as collateral.

There was a strong year-on-year increase in exposure 

for derivatives with positive fair values, for which 

netting agreements concluded with the counterpar-

ties that also include derivatives with negative fair 

values and collateral agreements, however, substan-

tially reduced the counterparty risk.

KfW performs stress tests in order to identify the 

estimated increase in charges resulting from de

terioration in the economic environment. They are 

calculated for various scenarios and form the basis 

for the calculation of the risk buffer. The risk buffer 

thus quantifies the rise in capital requirements in 

defined crisis scenarios. Taking into account the 

stress tests for market price risks as well as the Ger-

man Government's existing aid package for banks, 

additional capital requirements for stress scenarios 

in an amount of EUR 3.5 billion were calculated.

Stress tests
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The contribution of individual commitments to the 

risk associated with the KfW Group's loan portfolio 

is assessed with the aid of an internal portfolio 

model. Concentrations of individual borrowers or 

groups of borrowers give rise to the risk of major 

losses that could jeopardise KfW's existence. On the 

basis of the economic capital concept, the Risk Con-

trolling Department measures the risk concentra-

tions by individual borrower, industry and country. 

Concentrations are measured primarily by the extent 

to which they require economic capital. This ensures 

that not only high risk volumes but also unfavour-

able probabilities of default and undesirable risk 

correlations are taken into account. The results form 

the basis for managing the loan portfolio and are 

included in the limit management system to contain 

concentration risks. On the basis of the limit manage-

ment system, the KfW Group defines global limits 

which prevent losses that would put the continuity 

of KfW at risk. These limits are derived from KfW's 

risk-bearing capacity in the relevant area. The global 

limits provide a framework for managing counter-

party risks. KfW reduces concentration risks under its 

risk management and active portfolio management 

in a targeted manner. To this end KfW uses credit 

derivatives (single name credit default swaps) and 

other instruments to hedge against individual coun-

terparty risks. 

Regions
As at 31 December 2008 the Euro area accounted for 

74 % (previous year: 71 %) of the KfW Group's loan 

portfolio7) in terms of economic capital. Within the 

Euro area, the proportion accounted for by Germany 

increased substantially. This was primarily due to the 

higher capital requirements in the German financial 

sector.

Portfolio structure

7) �The loan portfolio includes loans and securities and investments

Economic capital by region
2008

		 Germany

		 Euro area countries (excl. Germany)

		 EU countries (excl. Euro area)

		 Europe outside EU

		 Africa

		 Asia (incl. Australia and New Zealand)

		 Latin America

		 North America

2008 2007

59 % 54 %

15 % 17 %

7 % 7 %

7 % 9 %

1 % 2 %

4 % 5 %

4 % 4 %

3 % 2 %
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Sectors
The high share of overall capital required for credit 

risks attributable to the financial industry is due to 

the KfW Group's promotional mandate. By far the 

greatest portion of the Group's domestic promo-

tional lending business consists of loans that are on-

lent through banks. Reductions in ratings throughout 

the entire financial industry, some of which were sig-

nificant, caused further substantial increases in cap-

ital requirements in this sector. In terms of the entire 

portfolio, the increase in capital requirements for the 

loan portfolio relates almost exclusively to the finan-

cial sector (capital requirements in the financial sec-

tor were 62 % compared to 51 % in the previous 

year). The heavy concentration in the finance sector 

is also reflected in terms of individual counterparties. 

The ten largest borrower units of the KfW Group, 

which included only banks, accounted for a total of 

35 % (previous year: 24 %) of the total capital re-

quirements for credit risks. Overall, the concentration 

of industries and individual counterparties in the 

loan portfolio has increased as a result of the inter-

national financial crisis.

Economic capital by sector
2008

		 Financial industry

		 Manufacturing industry

		 Private equity investment firms

		 Aviation

		 Shipping

		 Basic industries

		 Land-based transport

		 Other sectors

2008 2007

62 % 51 %

7 % 8 %

6 % 8 %

3 % 3 %

3 % 5 %

3 % 4 %

2 % 4 %

14 % 17 %
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Credit quality
As credit quality itself enters into the calculation of 

the economic capital, it is appropriate, particularly 

in analysing the credit quality structure, to examine 

the distribution of net exposures by credit quality 

category. Measured by net exposure, 70 % (previous 

year: 79 %) of our portfolio is composed of invest-

ment-grade debt (according to internal valuation). 

The substantial decline is primarily due to the effects 

in the financial industry described above. 2 % of the 

net exposure is categorised as a default/probable 

loss, as in the previous year, and 4 % (previous year: 

3 %) is assigned to the watch list portfolio (increased 

risk of default). Despite the negative changes in rat-

ings, the Group's loan portfolio continues to have a 

good credit quality structure.

Credit quality by net exposure
2008

		 Investment Grade (M1 – M8)

		 Non-Investment Grade (M9 – M15)

		 Watch-List (M16 – M18)

		 Default (M19 – M20)

2008 2007

70 % 79 %

24 % 16 %

4 % 3 %

2 % 2 %
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According to the recommendations of the Financial 

Stability Forum (FSF), the Group presents its port-

folio of structured products separately in this sec-

tion, broken down into asset-backed securities (ABS) 

and platform securitisations (PROMISE, PROVIDE).

Asset-backed securities 
In addition to KfW's own holdings of ABS, the 

Group's ABS portfolio includes both ABS invest-

ments in special funds and structured securities 

which KfW acquired from IKB as part of the sale of 

shares of its shares in IKB (nominal: approximately 

EUR 1.2 billion). Part of the risk from the portfolio 

of securities assumed from IKB is secured by a 

guarantee agreement concluded with the Federal 

Republic for EUR 600 million.

The following tables show the composition of the 

ABS portfolio by asset class, rating and geographic 

distribution of the underlyings as at 31 December 

2008. The securities had a nominal value of EUR 8.2 

billion on the balance sheet date. Taking the mark-

to-market valuation of the securities reported at fair 

value into account, the portfolio had a total value 

of EUR 6.6 billion as at 31 December 2008.

The impact of the rapid deterioration in the market 

environment is clearly reflected in the ratings in the 

ABS portfolio. As the external ratings, according to 

internal assessment, often provide an overly positive 

outlook on the securities' credit quality, ABS invest-

ments are subject to strict scrutiny and an internal 

rating is issued in the event of an increased risk of 

default. As a result, the proportion of watch list and 

NPL (default) securities increased particularly in the 

second half of 2008. Although there has been a 

negligible amount of default to date compared to 

the reductions in market prices, some of which have 

been extreme, impairments of highly cyclical expo-

sures also increased.

Structured products in the group portfolio

CLO RMBS CDO CMBS ABS & other Total

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

Investment Grade 2,478 1,756 564 420 309 5,528

Non-Investment Grade 138 9 231 1 0 379

Watch-List 570 169 531 253 29 1,552

Default 79 46 622 0 0 746

3,266 1,980 1,948 674 338 8,205

Exposure based on nominal values 
as at 31 December 2008
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Platform business 
Banks can transfer synthetic credit risks from SME 

loan portfolios to the capital market using the secu-

ritisation programme PROMISE. KfW rounds out its 

offering with its securitisation programme PROVIDE, 

which aims to securitise private loans for residential 

construction. As at 31 December 2008 the volume of 

securitisation via the platforms totalled some EUR 

44.4 billion. Of this total, approximately EUR 42.8 

billion was securitised through credit default swaps 

or credit-linked notes. The Group has retained risks 

from super senior tranches with respect to the re-

maining EUR 1.6 billion.

The securitisation of residential construction loans 

accounts for about 60 % of the securitisation volume; 

the remaining 40 % serves to securitise SME loans. 

Risk in the platform business is primarily impacted by 

the quality of the securitised portfolios. At present, 

the risk development of the underlying credit port-

folios is stable. On average, the accumulated losses 

total just 0.08 % of the original pool volume. 

Geographic breakdown of the underlying (based on nominal)
2008

64 %

24 %

11 %

1 %

0 %

		 Europe

		 World

		 North America

		 Asia

		 Africa
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As at 31 December 2008, only the charges from the 

liquidity lines provided for the financing conduit 

Rhineland Funding were still part of the original 

three-pillared IKB risk protection from 2007. In 2008 

KfW was fully drawn on under the reverse hedging 

for the SPEs Havenrock I & II and the hedging of the 

IKB balance sheet assets.

After deduction of the risks borne by the banking 

associations, losses of approximately EUR 2.1 billion 

were realised in connection with the IKB risk protec-

tion measures in 2008, for which provisions had al-

ready been made in 2007. Taking into account re-

demptions and loss realisation, receivables in the 

amount of approximately EUR 5.6 billion due to the 

purchasing companies of the Rhineland Funding 

conduit remain outstanding. These receivables have 

been written down by 93 %.

As part of the sale of its interest in IKB, KfW granted 

IKB collateralised liquidity facilities with a volume 

of up to EUR 3.0 billion with standard market terms. 

In addition, KfW acquired risk-bearing financial in-

struments in the form of structured securities and 

credit derivatives from IKB at a purchase price of 

EUR 1.0 billion. KfW bears the risk of first loss from 

this portfolio of up to EUR 150 million, and the Fed-

eral Republic bears risks in excess of this amount and 

up to EUR 600 million. As a result of deterioration in 

ratings in this portfolio, the risk of loss was realised 

in full in 2008. In addition, KfW participates in refi-

nancing the senior tranche of a portfolio of addi-

tional structured securities of IKB in the form of a 

loan totalling EUR 0.6 billion. These securities were 

contributed to an SPE in connection with the acqui-

sition by the strategic investor. For more information 

regarding the legal risks KfW has taken over from 

IKB in connection with the sale of its interest in IKB, 

see Note 10 to the consolidated financial statements.

As part of its economic capital concept KfW has 

capital available for unexpected losses from the risks 

arising in connection with the sale.

Market price risks result primarily from potential 

losses that may arise from changes in: 

	 interest structure (interest rate risks);

	� exchange rates (currency risks); and 

	� other market prices (e. g. share prices, raw 

materials prices). 

KfW and its subsidiaries are not required by the 

German Commercial Code to keep a trading book; 

consequently, their market price risks are limited to 

the banking book. 

Interest rate risks
The main market risk component in the KfW Group 

is interest rate risk. The Group assumes limited inter-

est rate risks in order to seize opportunities for re-

turns. Additionally, interest rate risks arise from the 

special architecture of the domestic lending business 

with its off-schedule repayment options. KfW takes 

Risk protection for and sale of KfW's interest in IKB Deutsche Industriebank AG, Düsseldorf

Market price risk



57
R i s k  r e p o r t

this into account in its risk management by includ-

ing the estimated volume of future off-schedule 

repayments in its funding strategy.

In the identification of interest rate risks in its bank-

ing book, KfW uses standard software that integrates 

all data relevant for risk assessment. The current bal-

ances of interest rate maturities (euro, US dollar and 

British pound) are determined with the aid of this 

standard software. On this basis, KfW regularly per-

forms value-at-risk calculations to assess its interest 

risk position. The applied simulation-based method 

is based on a two-factor Cox-Ingersoll-Ross model8), 

which is used to estimate the distribution of risk 

positions in the Group given possible changes in 

market interest rates and based on an assumed hold-

ing period of three months. The economic capital 

requirements are identified – as are credit risks – for 

a period of one year. Periodic stress tests supplement 

this calculation to estimate possible losses under ex-

treme, standardised market conditions. Apart from a 

parallel shift in the yield curve, these tests include 

scenarios such as a twist in the yield curve and an 

extension of the holding period.

Currency risks
Foreign currency loans are generally funded in the 

same currency or secured by appropriate foreign cur-

rency hedging instruments. This also applies to indi-

vidual impairments for which the corresponding 

replacement assets are provided. In addition, KfW has 

decided to make portfolio provisions in US dollars to 

hedge against contingent exchange rate risks from a 

potential default on existing debt denominated in 

US dollars. The earnings components generated in US 

dollars in the reporting year were accumulated for 

this purpose. 

Margins and commissions received over time in 

other currencies are always converted into euros 

without delay to avoid currency risks. 

Risks from open currency positions remaining at the 

balance sheet closing date are measured by a vari-

ance/covariance approach in the form of a value-at-

risk with a holding period of three months. The re-

quired parameters are estimated from past data.

Other market price risks
Other market price risks include share price risks 

from exchange-traded shares in strategic asset al-

location and from investments. They also include raw 

materials price risks from CO2 certificates which the 

Group keeps in its own books. Risks from CO2 cer-

tificates arise as a result of the Group's decision to 

act as an intermediary between the buyers and sell-

ers of CO2 certificates. As a result, KfW also keeps 

certificates in its own books.

Other market price risks are measured using vari-

ance/covariance approaches. The assumed holding 

period when measuring risk is three months, as is the 

case for all other types of market price risk, with a 

one-year capitalisation period. All of the necessary 

parameters are calculated using past data.

The Risk Management Committee manages market 

risks based on the valuation and analysis of interest 

and currency positions, other market price risks and 

stress tests for interest rate risks. The objective of this 

is long-term management of a reasonable market 

risk position for the bank and the investment of 

capital resources. The strategy pursued is defined an-

nually as part of the Group's business area planning. 

This strategy is monitored using a global limit system. 

8) �The factors include one money market and one capital market interest rate. The parameters required for the model are estimated using past data.
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In accordance with MaRisk, framework conditions 

imposed by the Managing Board which are in line 

with market standards apply for the transaction, 

processing and settlement of trades.

Volatility of present value of assets funded by 
equity
In 2008 a change was made in calculations for back-

ing for the potential volatility of present value of 

assets funded by equity. Previously, equity was used 

in full for these fluctuations, which were caused by 

changes in interest structures. However, the total risk 

was overestimated using this approach, as the part 

of equity which compensates for losses from de-

faulted loans is not subject to any interest rate risk 

in economic terms. As a result, calculations were ad-

justed such that only that portion of equity is subject 

to the interest rate risk which remains after potential 

losses from credit defaults have been deducted. 

In total, market price risks within the Group required 

a total of EUR 1,402 million in economic capital as 

at 31 December 2008. This position is composed of 

the following individual risks:

Interest rate risks fell as at 31 December 2008. This 

was primarily due to activities conducted to reduce 

risks in the leveraged euro interest rate portfolio.

As at 31 December 2008, there was an open cur-

rency position in the balance sheet in the equiva-

lent of EUR 88 million. The main currency was the 

US dollar, for which there was a passive surplus 

amounting to USD 115 million. The economic capital 

for currency risks was EUR 26 million as at 31 De-

cember 2008. 

With respect to the remaining market risks, required 

economic capital declined by EUR 232 million in 

2008 compared with 2007. This is primarily due to 

the reduced number of shares in strategic asset al-

location (SAA); the remaining holdings were sold in 

the beginning of 2009. 

31 Dec. 2008 31 Dec. 2007

EUR in millions EUR in millions

Interest rate risks 919 1,120

Currency risks 26 51

Other market price risks 141 373

Volatility of present value of assets funded by equity 316 875

Market price risk 1,402 2,419

Total economic capital for market price risks 
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A variety of instruments and criteria are applied to 

manage the liquidity position and funding require-

ments within the KfW Group. The procedures applied 

in liquidity management are defined by specific risk 

guidelines. These guidelines include the definition of 

risk, objectives for liquidity management, the various 

instruments used in internal liquidity management 

and key parameters applied to meet statutory and 

regulatory requirements. 

The KfW Group's risk definition breaks down liquid-

ity risks into institutional and market liquidity risks. 

Institutional liquidity risks comprise the risk of being 

unable to meet existing payment obligations at all, 

in due time and/or in the required amount. Market 

liquidity risks, in turn, comprise risks associated with 

the market price losses of assets in the event of a 

necessary sale and the risk of being unable to raise 

necessary funds in due time and/or in sufficient vol-

ume or of obtaining them only at a disproportion-

ately high funding rate. 

The primary objective of liquidity management is to 

ensure that the KfW Group is at all times capable 

of meeting its payment obligations. KfW's subsid

iaries are principally responsible for ensuring and 

managing their own liquidity and complying with 

the existing regulatory requirements. KfW, however, 

is available as a contractual partner for all com-

mercial transactions of its subsidiaries, particularly 

for their funding. For this reason the liquidity re-

quirements of the subsidiaries are included both in 

KfW's funding schedule and in the liquidity main-

tenance strategy.

The basis for managing the liquidity position and 

determining the funding requirements within the 

KfW Group is a computer-based liquidity manage-

ment system that evaluates all known current and 

future payments. Additional expected payment flows 

(e. g. disbursements under new lending transactions, 

off-schedule repayments and exercise of termination 

rights, etc.). are added to the known payment flows. 

On this basis KfW performs liquidity management 

and planning at daily, monthly and annual intervals. 

Additional analyses can be performed promptly as 

required.

KfW also monitors its liquidity position for compli-

ance with the KfW Law, which requires determina-

tion of the proportion of short-term to long-term 

obligations in order to ensure compliance with the 

10 % threshold. KfW also voluntarily determines key 

parameters on a monthly basis according to the 

requirements of the Liquidity Regulation. All key 

liquidity figures are regularly above the minimum 

requirements. 

To maintain liquidity KfW holds an adequate stock 

of money-market instruments and liquid securities 

that are Category I securities eligible as collateral 

with the European Central Bank, both for overnight 

funding and for regular open-market transactions. 

USD securities are also held as a liquid reserve for 

USD business. The required liquidity cushion is re-

viewed regularly and calculated in such a manner 

that KfW's operations can continue as planned even 

if a hypothetical extraordinary market disruption 

occurs and affects its funding options and the ability 

Liquidity risk 
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to liquidate the assets held. The two key liquidity 

parameters and mid-term liquidity planning are re-

ported to the Risk Management Committee month-

ly and long-term planning at least annually. The 

committee also decides on the measures to be taken 

when a need for action is determined. Responsibil-

ity for monitoring the liquidity situation and prompt 

reporting currently lies with the Treasury Depart-

ment. To further improve liquidity risk measurement 

and control, the Group will add additional scenarios 

to its liquidity risk reporting from 2009, and will use 

a new approach for measuring the minimum 

amount of the liquidity. In addition, the organisa-

tional responsibilities (risk measurement and con-

trol) are being reworked.

The table below shows the contractual payment 

obligations (principal and interest) of the KfW 

Group arising from financial instruments by matu-

rity range.

Up to 1 month 1 to 3 months 3 months to 
1 year

1 to 5 years 5 years and 
more

Total

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

Liabilities to banks and customers 6,505 4,126 4,230 19,097 22,764 56,723

Certificated liabilities 9,006 5,187 39,136 159,613 128,218 341,160

Net liabilities under derivative financial 
instruments –390 969 3,140 4,273 –20,313 –12,321

Subordinated liabilities 0 0 146 539 3,516 4,201

Liabilities under on-balance financial 
instruments 15,120 10,283 46,652 183,522 134,185 389,763

Contingent liabilities 6,283 0 0 0 0 6,283

Irrevocable loan commitments 35,390 0 0 0 0 35,390

Liabilities under off-balance financial 
instruments 41,673 0 0 0 0 41,673

Liabilities under financial instruments 56,794 10,283 46,652 183,522 134,185 431,436

1) �Payment obligations from derivatives are offset against the corresponding payment claims from contracts, and irrevocable loan commitments and contingent liabilities are allocated in a lump sum to 
the first maturity band.

Payment obligations from financial instruments by maturity range 
31 December 20081) 
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Despite the difficult market environment character-

ised by the financial market crisis, KfW's funding 

situation was not at any time negatively affected. 

The general uncertainty prevailing in the market 

prompted many investors to seek out "safe havens", 

which has benefited KfW particularly in terms of its 

short-term funding activities through the multicur-

rency commercial paper programme. The programme 

volume was increased to EUR 35 billion in 2008. This 

met the increased demand from investors for short-

term, higher quality securities. In addition, it also 

allowed a general increase in funding flexibility.  

For 2008, KfW had capital market funding needs of 

approximately EUR 75 billion (previous year: EUR 65 

billion). The issue of state guarantees to various 

banks resulted in a new situation for KfW on the 

long-term capital market. The larger offering of 

state-guaranteed securities and the increased state 

issuing activities are currently leading to higher 

funding costs for KfW. Funding requirements of 

around EUR 75 billion have been identified for 2009 

based on the continued high level of promotional 

business and KfW's involvement in the Federal Re-

public's economic package.

Up to 1 month 1 to 3 months 3 months to 
1 year

1 to 5 years 5 years and 
more

Total

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

Liabilities to banks and customers 5,298 7,449 6,889 21,605 37,578 78,819

Certificated liabilities 7,389 7,603 37,709 143,437 133,499 329,637

Net liabilities under derivative financial 
instruments 645 1,357 2,091 3,743 –8,760 –924

Subordinated liabilities 0 0 666 584 3,617 4,867

Liabilities under on-balance financial 
instruments 13,332 16,409 47,355 169,369 165,934 412,399

Contingent liabilities 6,054 0 0 0 0 6,054

Irrevocable loan commitments 38,462 0 0 0 0 38,462

Liabilities under off-balance financial 
instruments 44,516 0 0 0 0 44,516

Liabilities under financial instruments 57,848 16,409 47,355 169,369 165,934 456,915

1) �Payment obligations from derivatives are offset against the corresponding payment claims from contracts, and irrevocable loan commitments and contingent liabilities are allocated in a lump sum to 
the first maturity band.

Payment obligations from financial instruments by maturity range
31 December 20071) 
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The KfW Group defines operational risk as the risk 

of direct or indirect loss resulting from inadequate 

or failed internal processes, people and systems or 

from external events. This definition includes legal 

risks but does not include strategic risks.

Control of operational risks is performed centrally 

by the Risk Management and Controlling Depart-

ment. Operational risks are managed by the indi-

vidual operational departments. Furthermore, the 

central OpRisk Controlling Department is in charge 

of operational continuity management, which sup-

ports risk management.

In accordance with the definition laid out in the 

German Solvency Regulation, operational risks in the 

KfW Group are integrated into its economic man-

agement as part of a holistic management approach. 

Risk management is based on loss data collection, 

OpRisk assessments and the identification and moni

toring of measures.

Operational risks are quantified and capital require-

ments are determined using the regulatory standard 

approach according to the Solvency Regulation.

Loss data collection has been further optimised. 

OpRisk assessments continue to be conducted in 

regular intervals. Both OpRisk instruments are sup-

ported by data processing systems specially tailored 

to the needs of the KfW Group. The management of 

measures was successfully implemented in 2008.  

A technical platform was developed for the MaRisk-

compliant monitoring of measures derived from the 

OpRisk assessments or the ascertainment of losses. 

This platform supports risk management and was de-

veloped and implemented in the first quarter of 2008. 

Reporting (at present quarterly) to the departments 

and KfW's Managing Board is at the core of the com-

prehensive management reporting. Monthly reporting 

is planned. Initial early warning indicators have been 

surveyed since the third quarter of 2008 and includ-

ed in the risk management process. At the operative 

level, operational risks within the KfW Group are 

limited by an internal control system. The IT system 

is under continual development and business proc-

esses are constantly being analysed and optimised. 

For risks that may arise from unforeseeable events, 

the bank has put appropriate contingency plans in 

place (for IT system disruptions or inability to use 

buildings) and has sufficient insurance coverage (e. g. 

for fire and water damage).

Operational and other risks
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The Group addresses legal risks by involving its in-

house legal department early in the process and by 

cooperating closely with external legal advisers in 

Germany and abroad. Contracts may be entered into 

only on the basis of unambiguous and correctly-

documented arrangements. Moreover, current op-

erations are concluded using standard contracts (e. g. 

ISDA contracts).

A crisis management group has been established 

for operational continuity management. There are 

emergency plans for all of the Group's critical work-

flows. These are tested accordingly. In addition, add

itional emergency workstations have been created 

for high priority processes at a sufficient distance. 

Crisis, emergency and early warning procedures 

have also been defined. A technical solution has al-

ready been implemented for the early warning pro-

cedures. Preparations are still underway to optimise 

the technical support for the planning of crisis and 

emergency procedures.
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Forecast report

The global economy cooled significantly during 2008 

and is undergoing a cyclical downturn, which has 

been substantially reinforced and accelerated by the 

financial market crisis. Negative effects on assets, 

reduced financing opportunities and the massive loss 

in confidence caused by the crisis in the US mortgage 

market have depressed global demand. The magni-

tude of the economic slump is heightened by the fact 

that the largest industrial countries and also emer

ging countries have suffered a major economic down-

turn or are in recession. KfW believes that the meas-

ures implemented by many governments and central 

banks to stabilise the financial markets and revitalise 

the economy will bring about a certain degree of 

stabilisation in the second half of 2009. KfW also 

expects global economic growth in 2009 and 2010 to 

be significantly lower than in the previous years. 

Overall, in comparison with 2008, the risks for the 

global economy have increased substantially.

As a result of the high degree of openness of the 

German economy and its strong dependence on ex-

ports, Germany is suffering greatly from the slowing 

growth in the global economy. In addition to the 

direct impact on exports, this will also depress cap

ital expenditure. After years of strong expansion, a 

significant reduction in corporate investments is ex-

pected. No major impulses are expected from private 

consumption. KfW is forecasting a downturn in gen-

eral economic activity in Germany in 2009. The ef-

fects of the more expansive monetary policy and the 

economic stimulus packages will allow Germany to 

achieve more positive growth in 2010. A key factor 

for this growth is regaining trust and re-enabling the 

capital markets to function fully. To this end, the 

measures put in place to stabilise the financial mar-

kets and to avoid systemic risks are essential.

In view of the current financial market crisis further 

developments are subject to great insecurity due to 

the interdependencies between the real economy 

and the financial sector. Once the financial market 

crisis starts to affect the real economy, there is the 

danger of dramatic increases in unemployment and 

a resulting downward spiral in the real economy. This 

would cause the situation in the financial markets to 

worsen still further and entail the danger of the 

economy being undersupplied with credit across the 

board. If the stimulus packages implemented 

throughout the world cannot prevent this kind of 

downward spiral, this could result in a sustained pe-

riod of weakness with deflationary tendencies in 

some industrial countries.

Overall, the economic and financial crisis is expected 

to have a noticeable impact on the KfW Group's 

portfolio of loans and securities. The risk of poorer 

ratings and defaults has increased substantially com-

pared to the previous years. This could be associated 

with further increases in requirements for equity and 

higher pressure on earnings in the portfolio. There are 

good chances of stabilisation in industries which can 

avail themselves of government stabilisation meas-

ures and industries which will benefit particularly 

from the current stimulus packages. Irrespective of 

these developments, it is expected that the risk con-

centration in the financial sector will increase as a 

result of mergers in the financial industry. Stress tests 

are used to assess risk-relevant scenarios.

Prompted by the challenges of the financial market 

crisis, KfW has initiated a target-oriented further  

development of its risk management processes. The 

focus is on optimising group-wide control processes 

(e. g. for securities) and on expanding the real-time 
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reporting used for decision-making. In addition, the 

comprehensive modernisation of KfW as part of the 

"Perspective for KfW" project continues to be pur-

sued intensively. The transparent structure will be 

geared more closely to commercial, retail and public-

sector customers, thus further improving the Group's 

promotional business.

Over the coming years, KfW will continue to pursue 

its promotional programmes to support the German 

economy on a long-term basis. In the current year, a 

particular focus will be on the short-term implemen-

tation of the Federal Government's economic stimu-
lus packages.

KfW's SME promotion includes a broad range of of-

ferings for the self-employed and SMEs to finance 

start-ups, investments and innovations. This target 

group can avail itself of loans, mezzanine funding 

or private equity depending on their financing re-

quirements. In terms of industrial environmental 

protection, the main priorities remain increasing 

energy efficiency and the use of renewable energies.

The focus of KfW's residential promotional activities 

continues to be on energy-efficient construction 

and rehabilitation. We expect our programmes to 

stimulate growth, which will also benefit the SME 

sector, as well as show noticeable environmental 

effects. In light of demographic developments, a 

programme promoting activities to reduce barriers 

in residential accommodation will be launched in 

2009 ("senior-friendly conversion"). In addition, 

KfW supports the expansion of public infrastructure 

and education with its promotional programmes. 

These are important prerequisites for sustained 

growth.

A special programme geared to SMEs and larger 

companies forms the core of KfW's offerings, which 

are part of the Federal Government's economic stim-

ulus packages. This should allow financing of struc-

turally sound companies, which have been nega-

tively affected by the current crisis, but which are 

regarded as being fundamentally sustainable. More-

over, programmes to finance innovations, industrial 

environmental protection and energy efficient con-

struction and rehabilitation and refurbishment will 

be enhanced.

Given the multitude of drivers, only a rough estimate 

can be given for promotional business volume. In 

total, KfW is forecasting a commitment volume for 

promotional loans of approximately EUR 55 billion; 

the year-on-year increase is primarily due to the 

Federal Government's stimulus packages.

KfW is not expecting the securitisation markets to 

normalise in 2009. Given the high hedging costs, 

KfW expects that banks will continue to mostly place 

securitisations privately and submit them to the 

European Central Bank to procure short-term liquid-

ity. The situation on the markets will only improve 

once the deleveraging of bank balance sheets has 

been completed. This is rendered more difficult by 

the fact that certain market participants have disap-

peared and will not return to the market. It will thus 

be vital to regain the remaining investors' trust. 

Provided that certain quality standards are upheld, 

KfW continues to believe that the instrument of se-

curitisation makes economic sense. Accordingly, KfW 

aims to contribute to a stabilisation of the securiti-

sation market. KfW plans to combat the banks' li-

quidity bottleneck, in particular, by offering new 
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securitisation products and to provide them with ac-

cess to long-term, cost-effective liquidity.

In light of the fact that the global economic situation 

is deteriorating, KfW IPEX-Bank is forecasting re-

duced demand for export and project finance. Cus-

tomers will postpone or even cancel planned invest-

ments, for example in the shipping, automotive and 

chemicals sectors, and also larger infrastructure 

projects. Furthermore, KfW IPEX-Bank believes that, 

as a result of the financial market crisis, fewer banks 

will be available as co-financers or syndication part-

ners for larger medium- and long-term financing 

projects, and that the trend towards smaller-scale, 

bilateral transactions will continue. 

KfW IPEX-Bank continues to actively offer export and 

project finance in the difficult environment in 2009, 

but it expects that new business will be down year-

on-year, totalling at most EUR 8 billion. 

The ongoing international financial crisis and its im-

pact on the real economy will have an increasingly 

negative effect on the growth of many developing 

and emerging countries. This renders the role of KfW 
Entwicklungsbank as a reliable partner with a long-

term perspective that, apart from its financing op-

tions, offers vast experience in development policy 

and competence in cooperation with developing 

countries even more important. KfW Entwicklungs-

bank's core competence in climate and environmental 

protection, developing financial systems and promot-

ing the water sector are thus in greater demand than 

ever before. In 2009, KfW Entwicklungsbank, which 

is focusing on water this year, is placing particular 

emphasis on dealing responsibly with this scarce re-

source, in particular during times of climate change. 

In addition, investments in climate and environment 

are being promoted with special facilities that were 

put in place together with the primary client, the 

Federal Ministry for Economic Cooperation and De-

velopment (Bundesministerium für wirtschaftliche 

Zusammenarbeit und Entwicklung), and also with 

the Federal Ministry for the Environment (Bundes

ministerium für Umwelt). There is still significantly 

more to do in order to master the wide range of 

challenges – in particular in countries where the 

scarcity of water and the climate changes are felt 

particularly strongly. 

KfW Entwicklungsbank is forecasting loan commit-

ments of almost EUR 3.7 billion in 2009. The con-

tinued growth in funding from the Federal Republic 

will increasingly be supplemented with KfW's cap

ital resources. As a strong partner for the German 

Government, KfW will contribute to fulfilling Ger-

many's growing development policy challenges and 

commitments.

The tasks of the KfW Carbon Fund will be continued 

under KfW Entwicklungsbank. This will allow the ac-

quisition of emission certificates from projects to be 

implemented even more effectively in the future. The 

use of synergies with financing business in develop-

ing and emerging countries will also further expand 

and diversify the promotional potential for climate 

protection projects around the world. KfW will thus 

continue to be a partner for German and European 

companies that want to use these certificates to ful-

fil their obligations in European emissions trading. 

The further development of the certificates market 

will depend on the general economic environment 

and, in particular, on political framework conditions 

being set for the period after 2012, the end of the 

obligation period of the Kyoto Protocol.
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DEG – Deutsche Investitions- und Entwicklungs-
gesellschaft mbH intends to maintain its support 

of private companies in developing and transition 

countries at a high level despite the difficult under-

lying economic conditions to ensure that the foun-

dations required to improve the quality of life of 

the people living in these countries can be further 

expanded. DEG is forecasting new business of  

EUR 1.1 billion in 2009. Growth will then average 

around 7.5 % p. a. in the following years. Given the 

substantial deterioration in commercial financing 

opportunities for private investors, DEG will play a 

special role as a development financing bank. This 

will be reflected in demand for long-term credit 

and, in particular, also for risk capital. As a result, 

DEG will align the factors called for by develop-

ment policy with its own risk-bearing capacity with 

the requisite care and based on its experience as a 

financing institution during the crisis.

Following the privatisation transactions with the 
Federal Republic, KfW will continue to hold stakes 

in Deutsche Telekom AG, Bonn, (2008: 16.9 %) and 

Deutsche Post AG, Bonn, (2008: 30.5 %). Further pri-

vatisation transactions will take place in line with 

the prevailing market conditions and the strategic  

requirements of the Federal Republic.

Over the next two years, KfW continues to expect 

high refinancing volumes. EUR 75 billion is forecast 

for 2009. The main driver will be the continued high 

level of promotional business, also in light of the con-

tribution which KfW will make as part of the German 

Government's package of measures to strengthen the 

economy and growth. 

In order to meet its funding requirements, KfW will 

rely on its successful blend of benchmark bonds, 

other public bonds and private placements. The im-

portance of the benchmark programmes will, how-

ever, continue to increase. KfW believes that investor 

demand for the global reserve currencies, euros and 

US dollars, will continue, but that demand for other 

currencies will tend to fall. Initially, demand for 

structured bonds is also expected to be lower.

In view of the appearance of new, state-guaranteed 

securities issuers, it will be decisive for KfW to clarify 

to investors in which respects its presence on the 

market and its offers distinguish themselves from 

those of other issuers. The overall changed refinanc-

ing situation also entails an increase in refinancing 

costs for KfW, which is taken into account accord-

ingly in calculations of interest for KfW's promo-

tional loans. KfW expects that the environment in the 

international capital markets will continue to be 

characterised by volatility and phases of turbulence 

in 2009. The principles underlying KfW's activities will 

thus be: reliability and dependability in its activities 

in the financial markets and the greatest possible 

transparency in communication with market partici-

pants, in addition to the greatest possible flexibility 

with regard to selecting the right timing and matur

ity of new issues.

For the years 2009 and 2010 KfW expects stable op-
erating results before valuations. As a consequence 

of the anticipated intensification of the economic 

crisis increased risk provisioning in the loan portfolio 

may be required.

In view of the fair value accounting for financial in-

struments under IFRSs, the Group's earnings will con-

tinue to depend greatly on future developments in 

the financial markets. Earnings are expected to con-

tinue to be highly volatile due to uncertainties with 
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respect to the development of market prices for se-

curities. In addition, similarly to other large promo-

tional banks, there may also be economically un-

founded fluctuations in earnings from IFRS-com-

pliant hedging relationships in the future. From an 

economic perspective, these effects will continue to 

be unaccounted for.

In light of KfW's comprehensive modernisation and 

the impact of the financial market crisis, KfW does 

not expect major growth in employees of the Group 

in 2009 and 2010. However, KfW will continue to 

offer the same number of apprenticeships as in the 

past, as one way of fulfilling its responsibility with 

respect to the younger generation.



69
C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s

Co
n

so
li

da
te

d  
fi

n
an

ci
al

  
st

at
em

en
ts



70

Contents

Consolidated financial statements
Income statement	 72
Balance sheet	 73
Statement of changes in equity	 74
Cash flow statement	 76
Notes	 78
Accounting policies
(1)	 Basis of presentation	 78
(2)	 Assessment of the impact of IFRS/IFRIC standards to be applied in the future	 79
(3)	 Consolidated group	 80
(4)	 Basis of consolidation	 81
(5)	 Financial instruments – recognition and measurement	 81
(6)	 Financial instruments – valuation techniques	 84
(7)	 Hedging relationships	 86
(8)	 Treatment of embedded derivatives	 88
(9)	 Credit derivatives	 88
(10)	 Risk protection, capital measures and sale of IKB	 89
(11)	 Foreign currency translation	 91
(12)	 Loans and advances to banks and customers	 92
(13)	 Risk provisions for lending business	 92
(14)	 Securities and investments	 93
(15)	 Repurchase agreements	 94
(16)	 Property, plant and equipment and investment property	 95
(17)	 Intangible assets	 95
(18)	 Taxes on income	 96
(19)	 Liabilities to banks and customers and certificated liabilities	 97
(20)	 Provisions	 98
(21)	 Subordinated liabilities	 99
(22)	 Equity	 100
(23)	 Contingent liabilities and irrevocable loan commitments	 100
(24)	 Trust activities	 101
(25)	 Leasing transactions	 101
Notes to the income statement
(26)	 Net interest income	 102
(27)	 Risk provisions for lending business	 103
(28)	 Net commission income	 104
(29)	 Net gains/losses from hedge accounting 	 104
(30)	 Net gains/losses from other financial instruments at fair value through profit or loss	 106
(31)	 Net gains/losses from securities and investments	 108
(32)	 Administrative expense	 109
(33)	 Net other operating income 	 110
(34)	 Taxes on income	 110
Segment reporting
(35)	 Segment reporting by business area	 112
(36)	 Segment reporting by region	 115



71
C o n t e n t s  C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  2 0 0 8

Notes to the balance sheet
(37)	 Cash reserves	 116
(38)	 Loans and advances to banks	 116
(39)	 Loans and advances to customers	 117
(40)	 Risk provisions for lending business	 118
(41)	 Value adjustments from macro fair value hedge accounting	 119
(42)	 Derivatives used for hedge accounting	 119
(43)	 Other derivatives	 120
(44)	 Securities and investments	 121
(45)	 Property, plant and equipment	 121
(46)	 Intangible assets	 123
(47)	 Other assets	 124
(48)	 Liabilities to banks 	 126
(49)	 Liabilities to customers 	 126
(50)	 Certificated liabilities	 127
(51)	 Value adjustments from macro fair value hedge accounting	 127
(52)	 Derivatives used for hedge accounting	 128
(53)	 Other derivatives	 128
(54)	 Provisions	 129
(55)	 Other liabilities	 132
(56)	 Subordinated liabilities	 133
(57)	 Equity	 134
Notes on financial instruments
(58)	 Gains and losses from financial instruments by valuation category	 135
(59)	 Balance sheet for financial instruments by valuation category	 137
(60)	 Disclosures on the reclassification of financial assets	 141
(61)	 Disclosures on the valuation methods used for financial instruments carried at fair value	 142
(62)	 Fair values of financial instruments	 145
(63)	 Additional disclosures on liabilities to banks	 146
(64)	 Additional disclosures on liabilities to customers	 147
(65)	 Additional disclosures on certificated liabilities	 147
(66)	 Additional disclosures on derivatives	 148
(67	 Disclosures on repurchase agreements	 149
Other notes
(68)	 Contingent liabilities and irrevocable loan commitments	 150
(69)	 Trust activities and administered loans	 151
(70)	 Leasing transactions as lessee	 152
(71)	 Average number of employees during the financial year	 153
(72)	 Compensation and loans to members of the Managing Board and Board of Supervisory Directors of KfW	 153
(73)	 Related party disclosures	 155
(74)	 Auditor's fees	 155
(75)	 Disclosures on shareholdings	 156
Statement by the Managing Board	 158

Auditor's report reprint 	 159



72
C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s

Income statement

Income statement

Note(s) 2008 2007 Change

EUR in millions EUR in millions EUR in millions

Interest income (26) 28,677 27,578 1,100

Interest expense (26) 26,671 25,823 848

Net interest income  2,006 1,755 251

Risk provisions for lending business (10), (13), (27) –2,139 –6,409 4,271

Net interest income after risk provisions  –133 –4,655 4,522

Commission income (28) 406 388 18

Commission expense (28) 188 178 9

Net commission income  218 209 9

Net gains/losses from hedge accounting (7), (29) –309 73 –383

Net gains/losses from other financial instruments at fair value through  
profit or loss (10), (30) –1,438 –1,953 515

Net gains/losses from securities and investments (14), (31) –1,974 –421 –1,552

Administrative expense (32) 646 607 39

Net other operating income (10), (33) 1,536 1,189 347

Profit/loss from operating activities  –2,745 –6,164 3,419

Taxes on income (34) –89 4 –93

Consolidated loss  –2,657 –6,168 3,511

Appropriation of consolidated profit/loss

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Consolidated loss –2,657 –6,168 3,511

Additions to reserves from the ERP Special Fund –43 –47 4

Additions to/withdrawals from retained earnings 507 –278 785

Additions to the fund for general banking risks –50 –200 150

Reductions of the fund for general banking risks 200 5,300 –5,100

Balance sheet loss –2,043 –1,393 –650

KfW's reserves from the ERP Special Fund are in­

creased on the basis of contractual agreements. KfW's 

net loss totalling EUR 2,043 million is recorded in the 

consolidated financial statements as a balance sheet 

loss and compounded with the amount carried for­

ward from financial year 2007 of EUR 1,393 million.

A net total of EUR 150 million was taken from the 

fund for general banking risks in order to cover the 

charges arising in connection with the IKB sale. Last 

year the net withdrawal to partially cover charges 

from the crisis at IKB totalled EUR 5,100 million.
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Balance sheet

Assets

Note(s) 31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Cash reserves (37) 99 26 72

Loans and advances to banks (9), (12), (38) 223,462 205,738 17,723

Loans and advances to customers (9), (10), (12), (39) 104,444 100,267 4,177

Risk provisions for lending business (10), (13), (40) –7,604 –7,671 67

Value adjustments from macro fair value hedge accounting (7), (41) 5,451 –1,295 6,745

Derivatives used for hedge accounting (7), (42) 13,028 5,570 7,458

Other derivatives (8), (9), (43) 8,709 3,166 5,543

Securities and investments (14), (15), (44) 44,228 45,745 –1,517

Property, plant and equipment (16), (45) 871 801 70

Intangible assets (17), (46) 62 69 –8

Other assets (18), (47) 2,077 1,579 497

Total  394,826 353,997 40,829

Liabilities and equity

Note(s) 31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Liabilities to banks (9), (19), (48) 11,788 13,366 –1,578

Liabilities to customers (9), (19), (49) 31,306 37,121 –5,815

Certificated liabilities (19), (50) 302,559 260,315 42,244

Value adjustments from macro fair value hedge accounting (7), (51) 13 –423 436

Derivatives used for hedge accounting (7), (52) 10,997 4,091 6,906

Other derivatives (8), (9), (10), (53) 19,104 17,114 1,991

Provisions (13), (20), (54) 1,728 1,545 183

Other liabilities (18), (55) 2,264 2,185 79

Subordinated liabilities (21), (56) 3,247 3,747 –500

Equity (22), (57) 11,820 14,936 –3,116

Total  394,826 353,997 40,829
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Statement of changes in equity

As at  
1 Jan. 2008

Appropriation 
of consolidated 
profit/loss from 

financial year 
2008

Changes in 
Revaluation 

reserves

As at  
31 Dec. 2008

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

Subscribed capital 3,750 0 – 3,750

less outstanding contributions, not requested –450 0 – –450

Capital reserve 6,254 0 – 6,254

	 Promotional reserves from the ERP Special Fund 4,650 0 – 4,650

Reserve from the ERP Special Fund 804 43 – 848

Retained earnings 5,862 –507 – 5,356

	 Statutory reserve under Section 10 (2) KfW Law 1,574 0 – 1,574

	 Special reserve under Section 10 (3) KfW Law 1,893 0 – 1,893

	� Special reserve less the special loss account from provisioning pursuant  
to Section 17 (4) of the D-Mark Balance Sheet Law 21 0 – 21

	 Other retained earnings 2,374 –507 – 1,867

Fund for general banking risks 200 –150 – 50

Revaluation reserves –92 – –460 –551

Balance sheet loss –1,393 –2,043 – –3,436

Equity 14,936 –2,657 –460 11,820

Statement of changes in equity in financial year 2008

Bonds 
and other 

fixed-income 
securities

Shares and 
other non-

fixed income 
securities

Equity  
investments 

Effects of  
deferred taxes

Total

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

As at 1 January 2008 –125 34 –1 0 –92

A. Changes recognised in the income statement      

Decrease due to disposals 33 0 0 0 33

Increase due to disposals 0 –2 0 0 –3

Decrease due to impairments 244 29 1 0 274

Amortisation after reclassification 23 0 0 0 23

Total changes recognised in the income statement 299 27 1 0 327

B. Changes recognised directly in equity      

Changes in Revaluation reserves –731 –62 0 4 –789

Total changes recognised directly in equity –731 –62 0 4 –789

Effects of exchange rate changes 1 2 0 0 2

As at 31 December 2008 –557 2 0 4 –551

Statement of changes in Revaluation reserves in financial year 2008
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As at  
1 Jan. 2007

Capital  
increases

Appropriation 
of consolidated 
profit/loss from 

financial year 
2007

Changes in 
Revaluation 

reserves

As at  
31 Dec. 2007

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

Subscribed capital 3,750 0 0 – 3,750

less outstanding contributions, not requested –450 0 0 – –450

Capital reserve 1,604 4,650 0 – 6,254

	 Promotional reserves from the ERP Special Fund 0 4,650 0 – 4,650

Reserve from the ERP Special Fund 757 0 47 – 804

Retained earnings 5,584 0 278 – 5,862

	 Statutory reserve under Section 10 (2) KfW Law 1,574 0 0 – 1,574

	 Special reserve under Section 10 (3) KfW Law 1,893 0 0 – 1,893

	� Special reserve less the special loss account from  
provisioning pursuant to Section 17 (4) of the D-Mark 
Balance Sheet Law 21 0 0 – 21

	 Other retained earnings 2,095 0 278 – 2,374

Fund for general banking risks 5,300 0 –5,100 – 200

Revaluation reserves 157 – – –249 –92

Balance sheet loss 0 – –1,393 – –1,393

Equity 16,702 4,650 –6,168 –249 14,936

Statement of changes in equity in financial year 2007

Bonds 
and other 

fixed-income 
securities

Shares and 
other non-

fixed income 
securities

Equity  
investments 

Investments 
accounted 

for using the 
equity method

Total

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

As at 1 January 2007 86 38 0 33 157

A. Changes recognised in the income statement      

Decrease due to disposals 2 3 0 0 5

Increase due to disposals –1 –3 0 0 –4

Decrease due to impairments 0 –1 0 0 –1

Total changes recognised in the income statement 1 –1 0 0 0

B. Changes recognised directly in equity      

Changes in Revaluation reserves –211 –3 –1 –33 –248

Total changes recognised directly in equity –211 –3 –1 –33 –248

Effects of exchange rate changes –1 0 0 0 –1

As at 31 December 2007 –125 34 –1 0 –92

Statement of changes in Revaluation reserves in financial year 2007
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Cash flow statement

2008 2007

EUR in millions EUR in millions

Consolidated loss –2,657 –6,168

Non-cash items included in consolidated loss for the period and reconciliation to  
cash flow from operating activities:

Depreciation, amortisation and impairment (receivables, property, plant and equipment,  
securities and investments) and changes in risk provisions for lending business 2,730 7,095

Changes in other provisions 534 138

Profit/loss from the disposal of securities and investments and property, plant and equipment –17 –3

Other adjustments (net) 536 268

Subtotal 1,127 1,330

Changes in assets and liabilities from operating activities after adjustment  
for non-cash items:

Loans and advances to banks –17,722 –14,515

Loans and advances to customers –6,984 –7,722

Securities and investments (securities) 863 –4,320

Other assets relating to operating activities –22,384 –1,870

Liabilities to banks 4,331 –4,623

Liabilities to customers –11,725 –4,837

Certificated liabilities 42,244 20,229

Other liabilities relating to operating activities 9,290 6,759

Interest and dividends received 28,677 27,578

Interest paid –26,671 –25,823

Income tax paid –58 8

Cash flow from operating activities 988 –7,806

Cash proceeds from the disposal of:  

Property, plant and equipment 9 13

Cash payments for investment in:  

Securities and investments (equity investments) –307 –36

Property, plant and equipment –117 –89

Changes from other investing activities 0 1

Cash flow from investing activities –416 –110

Cash proceeds/(payments) from capital increases/(decreases) 0 4,650

Changes from other financing activities –500 3,247

Cash flow from financing activities –500 7,897

 

Cash and cash equivalents as at the end of the previous period 26 26

Cash flow from operating activities 988 –7,806

Cash flow from investing activities –416 –110

Cash flow from financing activities –500 7,897

Effects of exchange rate changes 0 20

Cash and cash equivalents as at the end of the period 99 26

Cash flow statement
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The IAS 7 item cash and cash equivalents reported in 

the cash flow statement is identical to the balance 

sheet item cash reserves and thus comprises cash on 

hand and balances with central banks. 

The cash flow statement shows the changes in cash 

and cash equivalents in the financial year through 

the cash flows from operating activities, investing 

activities and financing activities.

Please refer to the comments on liquidity risk in the 

group management report for information on the 

KfW Group's liquidity risk management.
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Notes
Accounting policies

KfW is the promotional bank of the Federal Republic 

of Germany and was founded in 1948 as a public law 

institution based in Frankfurt am Main. 

The KfW Group includes seven subsidiaries and six 

special funds (securities funds/Wertpapiersonder

vermögen) that are fully consolidated. Two jointly 

controlled entities are accounted for at equity.

The consolidated financial statements as at 31 De­

cember 2008 have been prepared, pursuant to Sec­

tion 315a (1) of the German Commercial Code (Han-

delsgesetzbuch/HGB), in accordance with the Inter-

national Financial Reporting Standards (IFRS), as  

applicable in the European Union (EU), and with the 

interpretations set out by the International Financial 

Reporting Interpretations Committee (IFRIC), as 

mandatory consolidated accounts in accordance 

with Article 4 of Regulation (EC) No. 1606/2002 (IAS 

Regulation) of the European Parliament and Council 

of 19 July 2002, as well as further regulations on the 

adoption of certain international accounting stand­

ards. The standards and interpretations that apply 

are those that had been published and endorsed by 

the EU at the point in time at which these financial 

statements were prepared.

The supplementary provisions of the German Com­

mercial Code that also apply to IFRS consolidated 

financial statements have been taken into account. 

The group management report prepared in accord­

ance with Section 315 of the German Commercial 

Code includes the risk report with the risk-oriented 

information on financial instruments as set out in 

IFRS 7, material events after the balance sheet date 

according to IAS 10 as well as information on capital 

and capital management as set out in IAS 1.124.

The consolidated financial statements were prepared 

in accordance with accounting policies that are uni­

form within the KfW Group and are based on the 

going concern principle. All companies accounted 

for at equity prepared their annual financial state­

ments as at 31 December 2008.

The accounting policies were used consistently with 

the exception of the material changes described 

below:

	� Newly acquired securities that are to be held to 

maturity are, on a case-by-case basis, no longer 

categorised as "available-for-sale financial as-

sets". Instead, they are carried as "held-to-matur

ity investments" in line with the purpose of the 

transaction.

	� Depending on the product, newly-issued financial 

liabilities with embedded derivatives requiring 

separation are no longer categorised using the 

"fair value option". Instead, the embedded deriva­

tive is carried independently. Measurement of the 

hedge has a compensatory effect, in line with the 

purpose of the transaction the basis contract is 

carried under "other liabilities". 

	� Use of the possibility to reclassify financial assets 

according to IAS 39 in the version dated 13 Octo­

ber 2008, retroactively as at 1 July 2008 for asset-

backed securities.

The reporting currency and the functional currency 

of all consolidated entities is the euro. Unless other­

wise specified, all amounts are stated in millions of 

euros (EUR in millions).

(1)	 Basis of presentation
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As a general rule, assets are carried at (amortised) 

cost, with the exception of the following financial 

instruments:

	� derivative financial instruments carried at fair 

value through profit or loss;

	� designated financial instruments carried at fair 

value through profit or loss; 

	� available-for-sale financial assets carried at fair 

value recognised directly in equity.

The consolidated financial statements include values 

which are determined on the basis of judgements 

and/or estimates and assumptions which are deter­

mined to the best possible knowledge and in accord­

ance with the applicable standard. The amounts 

actually realised in the future can deviate from these 

estimates. Estimates and assumptions are required, 

in particular, for calculating risk provisions, recognis­

ing and measuring provisions (including pension li­

abilities), performing the fair value accounting for 

financial instruments based on valuation models, as­

sessing and measuring impairment of assets, and 

assessing the utilisation of deferred tax assets. The 

estimates and assumptions underlying these esti­

mates are reviewed on an ongoing basis and are 

based, among other things, on historical experience 

or expected future events that appear likely given 

the particular circumstances. Insofar as estimates 

and their underlying assumptions were required, the 

assumptions made are explained in the notes to the 

relevant items.

KfW does not expect any deviations from its as­

sumptions or any uncertainties with respect to esti­

mates that could result in a material risk requiring a 

substantial adjustment to the related assets and li­

abilities within the next financial year. However, in 

view of the current uncertainties on the financial 

markets and the increased use of valuation models 

in measuring financial instruments at fair value, this 

cannot be fully excluded.

Application of IFRS 8, "Operating Segments", which 

replaces the former standard on segment reporting, 

is mandatory from 1 January 2009. There was no 

voluntary early application. This change is not ex­

pected to have any material impact on the bank's 

financial position and performance.

Application of the amended IAS 1, "Presentation of 

Financial Statements", in the version dated 6 Sep­

tember 2007 is mandatory from 1 January 2009. 

There was no voluntary early application. This change 

is not expected to have any material impact on the 

bank's financial position and performance.

The changes in IAS 23, "Borrowing Costs", in the ver­

sion dated 29 March 2007 and IFRS 2, "Share-based 

Payment", in the version dated 17 January 2008, 

which had already been passed by the EU, are of no 

relevance for the Group.

IFRIC 13, "Customer Loyalty Programmes", and IFRIC 

14, "IAS 19 – The Limit on a Defined Benefit Asset, 

Minimum Funding Requirements and their Interac­

tion", which had already been passed by the EU, are 

of no relevance for the Group.

(2)	A ssessment of the impact of IFRS/IFRIC standards to be applied in the future
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All significant subsidiaries, jointly controlled entities 

and associates have been included in the consoli­

dated financial statements. 

Affiliated entities are consolidated in accordance 

with IAS 27 if KfW can exercise control over the 

company directly or indirectly. They are consolidated 

for the first time as soon as they can be controlled. 

Affiliated entities are deconsolidated when control 

can no longer be exercised.

KfW IPEX-Bank GmbH was included in the Group 

for the first time after it was legally separated on 

1 January 2008. This separation is due to the un­

derstanding between the Federal Republic of Ger­

many and the European Commission on the role of 

legally independent promotional banks in Germany 

and the Promotional Bank Restructuring Act (För-

derbankenneustrukturierungsgesetz). As a result, 

KfW transferred what had, until then, been a legally 

dependent part of its operations to a subsidiary. The 

separation included business activities in the export 

and project financing segment, which compete with 

other financial services companies. There was no im­

pact on the consolidated financial statements as a 

result of this.

Associates and jointly controlled entities are in­

cluded in accordance with IAS 28/IAS 31 insofar as 

significant influence or joint control is exercised. 

The shares in IKB were carried as an asset held for 

sale according to IFRS 5 until they were sold in Oc­

tober 2008.

Special purpose entities (SPEs) are companies formed 

to accomplish a narrow, well-defined objective. In 

accordance with IAS 27/SIC-12, a special purpose 

entity is consolidated when the substance of the 

relationship between the reporting enterprise and 

the SPE indicates that the SPE is controlled by that 

enterprise.

The structure of the consolidated group is set out in 

the Notes under "Disclosures on shareholdings".

(3)	 Consolidated group
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A financial instrument is any contract that gives rise 

to a financial asset of one entity and a financial li­

ability or equity instrument of another entity. The 

following explanations provide an overview of how 

the requirements of IAS 39 are implemented. 

Initial recognition is as at the settlement date for 

non-derivative financial instruments and as at the 

trade date for derivatives.

Upon initial recognition, financial instruments must 

be assigned to one of the following categories. The 

subsequent valuation depends on this categorisation:

A.	Loans and receivables, 

B.	�Held-to-maturity investments,

C.	�Financial assets and liabilities at fair value 

through profit or loss, 

	 a. �Financial assets and liabilities designated at 

fair value through profit or loss, fair value 

option,

	 b. �Financial assets and liabilities held for trading,

D.	Available-for-sale financial assets, or

E.	Other liabilities.

The category "loans and receivables" includes non-

derivative financial assets with fixed or determin­

able payments that are not quoted in an active mar­

ket. These are measured at amortised cost using the 

effective interest method. For the KfW Group, this 

primarily relates to the lending business reported 

under Loans and advances to banks and customers. 

In its lending business the KfW Group uses the Basel 

definition for its selection of default criteria and 

applies a uniform definition of default group-wide. 

Default criteria are, in particular, payments overdue 

for more than 90 days (taking a marginality limit 

into account) and anticipated non-fulfilment of 

payment obligations in the face of indicators such 

as filing for bankruptcy, material adverse change, 

distressed loan indication, cases of conversion and 

transfer, debt to equity swaps, deferment/restruc­

turing and disposal of loans or advances at signifi­

cant loss.

Consolidation involves revaluing the total assets and 

liabilities of the subsidiaries at the acquisition date, 

irrespective of the percentage of equity instruments 

acquired, and incorporating them into the consoli­

dated balance sheet. The resulting adjustments from 

hidden reserves and obligations are treated in ac­

cordance with the applicable standards. If the Re­

valuation procedure results in an excess of acquisi­

tion cost, this amount is capitalised as goodwill. At 

present, no goodwill is recognised.

Any intragroup assets and liabilities are eliminated, 

as are expenses and revenues from transactions be­

tween companies included in the consolidated finan­

cial statements. Intragroup profits between consoli­

dated companies are also eliminated.

Associates and jointly controlled entities are ac­

counted for using the equity method.

KfW holds no minority interests.

(5)	F inancial instruments – recognition and measurement

(4)	 Basis of consolidation

N o t e s   |  Acc   o u n t i n g  p o l i c i e s
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"Held-to-maturity investments" are non-derivative 

financial assets with fixed or determinable payments 

and fixed maturity that an entity has the intention 

and ability to hold to maturity. This valuation cate­

gory is used for acquisitions in the Group's securities 

portfolio on a case-by-case basis. These are carried 

under Securities and investments, any impairments 

and reversals of impairment losses are to be recog­

nised in Net gains/losses from securities and invest­

ments. Premiums and discounts amortised according 

to the effective interest rate method are accounted 

for through profit or loss under Interest income.

For financial assets and liabilities, the "fair value 

option" can be used irrevocably if

	� the categorisation can resolve or substantially re­

duce an accounting mismatch resulting from the 

valuation of financial assets or financial liabilities 

or the recognition of a loss or a gain as a result of 

differing accounting policies;

	� a group of financial assets and/or financial liabil­

ities is managed in accordance with the docu­

mented risk management or investment strategy 

and its performance is assessed on the basis of the 

fair value and the information is passed on to key 

personnel; or

	� a contract contains one or several embedded de­

rivatives which significantly modify the cash flows 

required by the contract or an analysis is required 

to determine that the embedded derivative(s) may 

not be separated.

"Designated financial assets and liabilities" are 

measured at fair value through profit or loss. The 

KfW Group uses the "fair value option" for hedging 

relationships, structured products, securitisation 

transactions, equity finance business, and for finan­

cial instruments of consolidated performance-based 

special funds. These financial instruments are re­

ported under Securities and investments, Liabilities 

to banks and customers and Certificated liabilities. 

Changes to the fair value are stated under Net gains/

losses from other financial instruments at fair value 

through profit or loss, while interest income/expense 

is reported under Net interest income. 

Financial instruments that belong to the category 

"financial assets and liabilities held for trading" are 

measured at fair value through profit or loss. This 

category includes both derivative and non-deriva­

tive financial instruments purchased with the inten­

tion of generating a short-term profit. The KfW 

Group does not enter into any transactions with the 

intention of generating a short-term profit. Deriva­

tive transactions concluded exclusively for hedging 

purposes are allocated to this category if they are 

not used in hedge accounting according to IAS 39. 

They are reported under Other derivatives. Changes 

to the fair value are reported under Net gains/losses 

from other financial instruments at fair value 

through profit or loss. Derivatives in hedge account­

ing are carried under the item of the same name. 

Changes to the fair value are reported under Net 

gains/losses from hedge accounting. Interest in­

come/expense from derivatives is reported under Net 

interest income. 
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All other financial assets fall under the category 

"available-for-sale financial assets". The difference 

between the fair value and the (amortised) cost is 

recognised directly in a separate equity item until 

the asset is sold or an impairment loss has to be 

recognised in profit or loss. This is the case for debt 

instruments if there is objective evidence ("trigger") 

of impairment with an impact on the expected fu­

ture cash flows. Specific trigger events are defined 

depending on the type of financial instrument. 

Events such as payments overdue for 30 days or 

more, a deterioration in the internal rating to the 

non-performing loans category, and a decline in the 

market price can be considered objective evidence 

of a possible impairment. Furthermore, an impair­

ment has to be recognised in profit or loss in the 

case of a significant or prolonged decline below the 

acquisition cost of equity instruments. The impair­

ment of a debt instrument assigned to this catego­

ry is reversed through profit or loss if there is no 

longer any objective evidence for an impairment. 

Impairments of equity instruments assigned to this 

category may only be reversed directly in equity. 

Equity instruments that cannot be reliably measured 

at fair value are accounted for at cost. Impairments 

are recognised in profit or loss, while reversals of 

impairment losses are not considered. Within the 

KfW Group, the "available-for-sale financial assets" 

are reported under Securities and investments. Gains 

and losses from disposals, impairments to be recog­

nised in profit or loss and the reversal of impair­

ments from debt instruments are reported under Net 

gains/losses from securities and investments. Pre­

miums and discounts are accounted for through 

profit or loss at amortised cost under Interest in­

come using the effective interest rate method.

All non-derivative financial liabilities for which the 

"fair value option" is not applied are categorised as 

"other liabilities". These are measured at amortised 

cost using the effective interest method. For the 

KfW Group, this category covers borrowings that are 

reported under Liabilities to banks and customers, 

Certificated liabilities and Subordinated liabilities.

Financial assets are derecognised as at the settle­

ment date, with the exception of derivatives. Derec­

ognition is performed when the contractual rights 

relating to the asset have expired, the power of dis­

posal/control has been transferred, or the substan­

tial risks and rewards have been transferred to a 

third party unrelated to the KfW Group. Financial 

liabilities are derecognised if the obligations set out 

in the agreement have been fulfilled or cancelled or 

have expired.

The amendment to IAS 39 in the version dated  

13 October 2008 expanded the possibilities to re­

classify financial assets. Accordingly, until 31 Octo­

ber 2008 it was possible to reclassify assets carried 

as "available-for-sale financial assets" as "loans 

and receivables" with retroactive effect as at 1 July 

2008 if there was the intention and possibility to 

hold the respective financial instruments in the 

foreseeable future or through to final maturity and 

if the general categorisation criteria for the "loans 

and receivables" category were fulfilled on the date 

of reclassification.
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The KfW Group resolved to use this approach on  

31 October 2008 with retroactive effect as at 1 July 

2008 for its asset-backed securities for which, as 

part of the general crisis of confidence in the finan­

cial markets, there was no longer an active market 

when the decision was passed (i. e., no current, regu­

larly occurring market transactions on an arm's 

length basis could be observed) and which were to 

be held through to maturity. The fair value on the 

date of reclassification is the new acquisition cost of 

the reclassified financial assets. Amortisation is ac­

counted for through profit or loss under Interest 

income according to the effective interest method. 

The difference between the fair value and (amor­

tised) cost which had been recognised directly in 

equity until the reclassification continues to be car­

ried under equity as a separate equity item. Amorti­

sation using the effective interest method is ac­

counted for through profit or loss under Interest 

income.

At the KfW Group, initial recognition of financial 

instruments is at fair value.

Subsequent valuation at amortised cost is based, 

within the KfW Group, on the fair value upon initial 

recognition, taking into account any principal repay­

ments and any impairments. The amortisation of 

premiums and discounts, transaction costs and fees 

is performed in accordance with the effective inter­

est method on the basis of the contractual cash 

flows. In its promotional business, only discounts are 

amortised; this is carried out until the end of the first 

fixed interest rate period (generally five or ten years).

At the KfW Group, subsequent valuation at fair value 

is based on the following hierarchy:

1. Active market
The best objective evidence of fair value is provided 

by published price quotations in an active market. 

A financial instrument is regarded as quoted in an 

active market if quoted prices are readily and regu­

larly available and those prices represent current – 

i. e., traded on the date of conclusion or shortly be­

fore – and regularly occurring market transactions 

on an arm's length basis. Apart from the traded 

nominal volumes, the contract sizes and the number 

of contracts, this assessment takes into account in 

particular the bid-ask spreads observed, which in the 

event of a significant expansion point towards an 

inactive market.

2. No active market – valuation techniques
If the financial instrument is not quoted in an ac­

tive market, valuation techniques are used. The 

valuation techniques used include, in particular, the 

discounted cash flow (DCF) method and option pric­

ing models, as well as a comparison with the fair 

value of a financial instrument with almost identical 

characteristics (e. g., multiplier-based models). The 

(6)	F inancial instruments – valuation techniques
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valuation techniques take account of all of the pa­

rameters that the market participants would include 

in the pricing process, e. g., market rates, risk-free 

interest rates, credit spreads or swap curves.

3. No active market – equity instruments
If in exceptional cases it is not possible to reliably 

determine the fair value of equity instruments that 

are not quoted in an active market using valuation 

models, they are measured at cost. The fair value can­

not be calculated reliably if the range of reasonable 

fair value estimates for this instrument is significant 

and the probabilities of the various estimates cannot 

be reasonably assessed. 

As a result of the general crisis of confidence in the 

financial markets, the Group ascertained, using ho­

mogeneous securities portfolios, that the criteria for 

an active market are also no longer to be regarded as 

having been fulfilled even in segments that certain­

ly fulfilled these criteria until the crisis broke out. In 

particular, the market transactions and pricings for 

financial and corporate bonds and also covered 

bonds (Pfandbriefe) that could be observed on the 

market are characterised by very high illiquidity dis­

counts; the criteria for regularly occurring market 

transactions on an arm's length basis can thus no 

longer be regarded as having been fulfilled. 

As a result, in these cases, according to the valuation 

hierarchy of IAS 39, valuation methods to determine 

the fair value are used, which take into account the 

parameters which can be observed on the market. 

The valuation methods used thus include, in particu­

lar, changes in creditworthiness and risk-free interest 

rates, however they also take into account the gen­

eral tightening of the market for financial products 

due to lower liquidity.

Fair values are determined on the basis of the valu­

ation category for recognition on the balance sheet 

and for information on financial instruments in the 

Notes. Fair values from active markets are applied, in 

particular, for bonds and other fixed-income securi­

ties –unless there are no longer any active markets 

as a result of the financial crisis and thus valuation 

techniques are used – as well as shares and other 

non-fixed income securities. However, valuation 

techniques for non-derivative financial instruments 

are applied in particular to the products reported 

under Loans and advances to banks and customers, 

Liabilities to banks and customers, and Certificated 

liabilities. Valuation techniques are also applied to 

OTC derivatives. Equity investments and shares which 

cannot be reliably measured at fair value are meas­

ured at cost.

The fair value for loans to banks and customers is 

calculated using the discounted cash flow (DCF) 

method based on the discounting of the risk-adjust­

ed cash flows with the swap curve. The expected loss 

calculated for the respective reporting date is used to 

correct the contractual cash flows. The fair value at 

initial recognition is equivalent to the cost upon ac­

quisition. The customer fee includes operating ex­

penses, the margin, the equity and debt risk premium, 

and any subsidies. The customer fee remains un­

changed for subsequent valuation (constant spread).
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The fair value of financial instruments due on de­

mand, such as cash reserves or receivables and liabil­

ities due on demand, is the carrying amount.

In cases in which no prices from liquid markets are 

available, recognised valuation models and methods 

are applied. The discounted cash flow (DCF) method 

is used for securities, swaps, and currency and money 

market transactions with no embedded options and 

no complex coupons. Independent options, as well as 

derivatives with embedded options, triggers, guar­

anteed interest rates and/or complex coupon agree­

ments, are measured using recognised models (e. g. 

Hull & White) unless they are listed on a stock ex­

change. The same applies for credit default swaps. 

The aforementioned models are calibrated, if pos­

sible, on the basis of observable market data for  

instruments that are similar in terms of the type of 

transaction, maturity, and credit quality.

Derivatives are used within the KfW Group for the 

hedging of interest rate and currency risks. Eco­

nomic hedging relationships are recognised through 

hedge accounting and by using the "fair value op-

tion". As a result of the spinning off of embedded 

derivatives requiring separation for which the valu­

ation is accounted for through profit or loss deriva­

tives subject to hedge accounting also impact the 

accounts. However, as not all derivatives are subject 

to hedge accounting or the "fair value option", some 

economic hedging derivatives are reflected in the 

accounts, although their risk-mitigating impact is 

not reflected in the accounts because the hedged 

risk associated with the underlying transactions is 

not recognised in profit or loss under IFRSs.

Under hedge accounting, i. e. the accounting for 

hedging instruments (derivatives) and hedged 

transactions in accordance with special rules, strict  

requirements apply to the accounting for hedging 

relationships. Within the KfW Group, hedge ac­

counting is used solely in the form of fair value 

hedges to recognise hedging relationships between 

derivatives and the respective assets/liabilities. The 

hedging relationship is reported at the individual 

transaction level in the form of micro fair value 

hedge accounting, and at portfolio level in the form 

of macro fair value hedge accounting. The effec­

tiveness of the hedging relationships is verified on 

a case-by-case basis using the dollar offset method 

or via a regression analysis.

In micro fair value hedge accounting, interest rate 

and currency risks from bonds allocated to securities 

and investments ("available-for-sale financial as-

sets" category) and borrowings ("other liabilities" 

category) are hedged. The fair values attributable to 

the hedged risks are reported as an adjustment of 

(7)	H edging relationships
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the carrying amount of the hedged items with the 

corresponding gain or loss reported under Net gains/

losses from hedge accounting. The hedging instru­

ments are recognised at fair value under Derivatives 

used for hedge accounting. Changes in the value of 

these instruments are also reported under Net gains/

losses from hedge accounting, leading to a substan­

tial compensation of the earnings effects resulting 

from the valuation of the hedged items. The fair 

value of the hedged risks from hedging relationships 

which no longer fulfil the strict hedge accounting 

requirements is amortised over the residual term of 

the original hedging relationship under Net gains/

losses from hedge accounting.

In macro fair value hedge accounting, interest rate 

risks from loan receivables ("loans and receivables" 

category) and borrowings ("other liabilities" cat­

egory) are hedged. The fair values attributable to the 

hedged risks in the hedged portfolios in the "loans 

and receivables" category are reported under Value 

adjustments from macro fair value hedge accounting 

on the assets side. The fair values attributable to the 

hedged risks in the hedged portfolios in the "other 

liabilities" category are reported under Value adjust­

ments from macro fair value hedge accounting on 

the liabilities side. Changes in the fair values of the 

hedged risks from the hedged portfolios are report­

ed under Net gains/losses from hedge accounting. 

The hedging instruments are reported at fair value 

under Derivatives used for hedge accounting. 

Changes in the value of these instruments are also 

reported under Net gains/losses from hedge ac­

counting, with the consequence that they almost 

fully offset the earnings effects from the valuation 

of the hedged portfolios. The portfolio of underlying 

transactions is determined each month in the con­

text of a dynamic hedge designation and reversal 

process. The resultant value adjustment items are 

amortised over the residual term of the maturity 

period in Net gains/losses from hedge accounting. 

Disposals from the hedged portfolios result in a par­

tial reversal of the related value adjustments in Net 

gains/losses from hedge accounting.

If the strict hedge accounting requirements for the 

designation of hedging relationships between de­

rivatives and financial assets/liabilities are not ful­

filled within the KfW Group, the "fair value option" 

is used for the non-derivative financial instruments 

in certain circumstances, in particular for structured 

products. Based on the product, in the case of some 

structured financial liabilities the embedded deriva­

tives requiring separation are accounted for inde­

pendently instead of using the "fair value option".

Further derivative financial instruments are also used 

to hedge risks, but their resultant hedge effect is not 

reflected in the accounts. 

The fair values of all derivatives not subject to hedge 

accounting are reported under Other derivatives. 

Changes in the fair values are recognised in the in­

come statement under Net gains/losses from other 

financial instruments at fair value through profit  

or loss.
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Derivative financial instruments can be part of a hy­

brid (combined) financial instrument as embedded 

derivatives. Under certain conditions, they are re­

ported separately from the host contract, similar to 

stand-alone derivatives. They must be reported sep­

arately if the economic characteristics and risks of 

the embedded derivative are not closely related to 

the economic characteristics and risks of the host 

contract. The host contract will be accounted for 

depending on its categorisation.

The KfW Group enters into contracts with embed­

ded derivatives requiring separation particularly 

with respect to borrowings. As it makes use of the 

"fair value option", KfW reports these hybrid (com­

bined) financial instruments at fair value. In the 

case of certain products, the embedded derivatives 

requiring separation are spun off and accounted for  

separately. Changes in fair value are recorded in Net 

gains/losses from other financial instruments at fair 

value through profit or loss under the item Deriva­

tives not qualifying for hedge accounting, where 

they have a compensatory effect on the valuation of 

the hedging derivatives.

Supplementary agreements made in the KfW Group's 

equity finance business are treated as separate em­

bedded derivatives which are measured at fair value 

through profit or loss and reported under Other de­

rivatives. The loan receivables are reported under 

Loans and advances to customers. Changes in fair 

value are recorded in Net gains/losses from other 

financial instruments at fair value through profit or 

loss under the item Derivatives not qualifying for 

hedge accounting.

Unscheduled termination rights that are granted 

regularly in promotional loan transactions are not 

recorded as embedded derivatives requiring separ­

ation since the economic characteristics and risks 

associated with the termination rights are closely 

related to the economic characteristics and risks of 

the loans and a premature repayment is made at 

approximately amortised cost.

The KfW Group enters into credit derivatives as pro­

tection seller and protection buyer.

As part of active portfolio management, single name 

CDSs (credit default swaps) are used to hedge the 

risks of individual counterparties. These are recog­

nised at fair value under Other derivatives. The 

changes in value are reported in the income state­

ment under Net gains/losses from other financial 

instruments at fair value through profit or loss. The 

(8)	T reatment of embedded derivatives

(9)	 Credit derivatives
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current risk premiums are reported under Commis­

sion expense.

As part of risk diversification, single name CDSs are 

also used to acquire the risks of individual counter­

parties. These are recognised at fair value under 

Other derivatives. The changes in value are reported 

in the income statement under Net gains/losses from 

other financial instruments at fair value through 

profit or loss. The current risk premiums are reported 

under Commission income.

As part of its promotional loan business, the KfW 

Group gives commercial banks the opportunity to 

place their credit risks in the capital market as part 

of a synthetic securitisation via the two standardised 

platforms PROMISE (programme for the securitisa­

tion of SME loans) and PROVIDE (programme for the 

securitisation of housing loans). In a first step, the 

KfW Group assumes the default risks of the refer­

ence portfolio via portfolio CDSs, while the risks are 

simultaneously passed on to third parties via portfo­

lio CDSs/credit-linked notes. These transactions are 

reported using the "fair value option". The fair values 

are reported as receivables or liabilities. Changes to 

the fair values are recognised under Net gains/losses 

from other financial instruments at fair value 

through profit or loss. The current risk premiums are 

reported under Net commission income.

IKB was supported by measures protecting it against 

risks in connection with the US subprime mortgage 

crisis, various capital measures and additional agree­

ments made as part of its sale to a strategic investor. 

In addition to KfW, three German banking associa­

tions (banking pool) and the Federal Republic of Ger­

many are also participating in the support measures.

As part of the risk protection measures agreed in 

2007, KfW assumed all of IKB's rights and obligations 

under IKB's liquidity lines to refinance the special 

purpose entities of the "Rhineland Funding Capital 

Corporation, New York, USA" conduit. In addition, 

credit derivatives were used as a means of assuming 

IKB's loss exposures arising from reverse hedges of 

this conduit up to a maximum of USD 1.5 billion. 

These were settled in full at their present value dur­

ing 2008. Furthermore, credit derivatives and finan­

cial guarantees were used to back IKB's risks arising 

from specified securities portfolios up to a maximum 

of EUR 1 billion. These were settled in full during the 

reporting year. The banking pool is participating in 

the risk protection on a pro-rata basis up to a max­

imum of EUR 1.2 billion. This was also settled during 

the reporting year.

The "Rhineland Funding Capital Corporation, New 

York, USA" conduit was not consolidated by the KfW 

(10)	R isk protection, capital measures and sale of IKB
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Group during the reporting year. The provision of 

liquidity lines did not trigger an obligation for KfW 

to consolidate the special purpose entities since KfW 

did not "control" the SPEs within the meaning of 

SIC-12. KfW did not obtain any power of disposal 

over the SPEs or over their assets as a result of pro­

viding the liquidity lines. KfW served solely as pro­

vider of debt capital for the conduit and did not 

possess any decision-making powers over the assets 

of the SPEs or over the SPEs themselves. The fully 

drawn liquidity lines are reported under Loans and 

advances to customers. Individual impairments were 

recorded to account for the default risks. 

The method and valuation applied to the financial 

instruments granted as part of risk protection are in 

line with standard Group accounting policies. The 

valuation of receivables resulting from the assump­

tion of the liquidity lines was based on an analysis of 

the underlying assets. The valuation techniques took 

into account the hierarchy set out in IAS 39.48A. To 

the extent available, market values were used for the 

instruments covered by the risk protection. In all 

other cases valuation was carried out on the basis of 

models that took into consideration directly or indi­

rectly observed market prices for similar or substan­

tially identical financial instruments. Valuation was 

carried out using models only insofar as no prices or 

market parameters were available for the instru­

ments covered by the risk protection or for substan­

tially identical financial instruments. In such cases 

the capital losses resulting from the protected finan­

cial instruments were calculated using a cash-flow 

based loss estimate. The financial instruments were 

differentiated by asset category, rating and, in some 

cases, year of issue. The values were verified through 

comparison with quotations by arrangers and/or in­

dependent estimates by specialists.

Using this as a basis, KfW recorded individual impair­

ments to account for the receivables resulting from 

the assumption of the liquidity lines.

In addition to the subscription of a convertible bond 

issued by IKB as part of the risk protection measures 

with a volume of EUR 54.3 million with subsequent 

conversion, KfW engaged in additional capital meas­

ures with a volume of EUR 2.3 billion for the benefit 

of IKB based on a mandate by the Federal Government 

issued in accordance with Section 2 (4) of the KfW 

Law, subject to the condition precedent of approval 

by the European Commission. This approval was issued 

on 21 October 2008. The capital measures included 

the participation in a cash capital increase by IKB in 

an amount of EUR 1.25 billion as well as the provision 

of loans with waivers of debts outstanding and agree­

ments on compensation out of future profits (Besse-

rungsabrede) in an amount of EUR 1.05 billion.

The difference between the volume of the capital 

measures implemented and the proceeds from the 

sale realised when the shares in IKB from the cash 

capital increase and the loans with waivers of debts 

outstanding and compensation agreements were sold 

to a strategic investor is carried as a net loss from the 

sale of available-for-sale assets or under Expense for 

risk provisions. The loss participation by the Federal 

Republic of Germany and the Bundesverband deut­

scher Banken e.V. (German association of private 

banks) in these capital measures totalling EUR 1.5 

billion is recorded under Other operating income.

In addition, KfW granted IKB liquidity facilities on 

market terms of up to EUR 3 billion which are ac­

counted for and measured according to the uniform 

group methods which apply to these products (loans 

and advances).
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In connection with the sale of the shares in IKB and 

the loans with waivers of debts outstanding and 

compensation agreements, KfW also acquired finan­

cial instruments carrying risks from IKB in the form 

of structured securities and credit derivatives at a 

purchase price of EUR 1 billion. These financial in­

struments are accounted for according to uniform 

group accounting policies for these instruments. 

KfW's risk is initially limited to a first loss of EUR 150 

million, with the Federal Republic of Germany bear­

ing further risks in an amount of up to EUR 600 mil­

lion. The guarantee agreement concluded for this 

purpose is recorded as a credit derivative with a pos­

itive market value under Other derivatives in line 

with the nature of the hedged risks. The changes in 

value are reported in the income statement under 

Net gains/losses from other financial instruments at 

fair value through profit or loss.

In addition, involvement by KfW in refinancing a 

portfolio of further IKB structured securities which 

were transferred to a SPE in connection with the 

acquisition by the strategic investor, was agreed in 

the form of loans totalling EUR 0.6 billion on market 

terms with senior redemption. The KfW Group's ac­

counting is in line with the applicable accounting 

policies for these products (loans and advances). The 

provision of refinancing did not trigger a consolida­

tion requirement for the SPE for KfW, because KfW 

did not have any control over the SPE within the 

meaning of SIC-12. KfW did not acquire control of 

the SPE or the assets in the SPE by providing refi­

nancing. KfW served solely as provider of debt cap­

ital for the SPE and did not possess any decision-

making powers over the assets of the SPE or over the 

SPE itself.

In addition, KfW agreed to indemnify IKB for certain 

legal risks in a certain amount. A legal action rele­

vant in this respect was dismissed – not yet legally 

binding – at the end of December 2008. There were 

no charges resulting from the legal action under the 

indemnification agreement in 2008 and no charges 

are expected in the future.

The functional currency of KfW and its consolidated 

subsidiaries and special funds is the euro. 

Monetary assets and liabilities denominated in foreign 

currency are converted at the spot rate. Translation is 

made as at the balance sheet date using the European 

Central Bank reference rates. Income and expenses are 

translated strictly at the average monthly rate.

The results from foreign currency translation are 

recognised in profit or loss under Net gains/losses 

from other financial instruments at fair value 

through profit or loss. 

(11)	F oreign currency translation
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The KfW Group's lending business carried at amor­

tised cost is reported under Loans and advances to 

banks and customers. This item consists primarily of 

the promotional loan business, in which loans are 

typically granted to the final borrowers through ac­

credited commercial banks. These assets are report­

ed under Loans and advances to banks insofar as the 

commercial banks underwrite part of the liability. 

Promotional on-lending without underwriting of li­

ability by commercial banks is reported under Loans 

and advances to customers. 

Current interest and similar income are recorded 

under Interest income. Premiums, discounts, proces­

sing fees and charges are amortised in Interest in­

come using the effective interest method. Processing 

fees that do not need to be amortised using the ef­

fective interest method are recognised under Com­

mission income.

The overall risk provisions for lending business in­

clude the provisions for losses on loans and advanc­

es, which are reported separately, as well as the pro­

visions for contingent liabilities and irrevocable loan 

commitments.

The risks resulting from on balance sheet lending 

business are accounted for by individual and port­

folio impairments recognised in profit or loss. 

Individual impairments are recorded for counter­

party risks identified in an impairment test of indi­

vidual loans. The amount of the impairment loss 

corresponds to the difference between the carrying 

amount of the loan and the discounted expected 

future cash flows from interest and redemption pay­

ments and from collateral-based cash flows. The 

recognition of interest income in accordance with 

the original contractual terms is terminated as at the 

date on which the first individual impairment is set 

up. In the subsequent valuation, the effect of inter­

est cost on the present value of anticipated cash 

flows using the original effective interest rate is iden­

tified and carried as interest income (unwinding). The 

risk provisions are reduced by this amount. Any rever­

sals of individual impairment losses are accounted 

for through profit or loss. 

Smaller and standardised loans are grouped into ho­

mogenous subportfolios for portfolio impairment on 

the basis of the default risks identified. If less impair­

ment than expected is necessary, impairment losses 

may be reversed through the income statement. 

For performing loans not subject to individual im­

pairment, the risk of decreases in value that have 

already occurred but have not yet been individually 

identified is addressed by portfolio impairment. Eco­

nomic risk and transfer risk are taken into account 

for the calculation. The key parameters are the out­

standing loan volume (based on the carrying 

amount) as at the reporting date, the expected loss 

given default and one-year probabilities of default 

(given a LIP [loss identification period] factor of 1). 

(12)	L oans and advances to banks and customers

(13)	R isk provisions for lending business
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The probabilities of default are provided by credit 

risk control, as is the loss given default, whereby the 

latter is adjusted for imputed cost. The underlying 

assumptions of expected losses are backtested on a 

regular basis against the actual loss experience.

For contingent liabilities and irrevocable loan com­

mitments the individual risks detected are addressed 

in the form of provisions, with a corresponding effect 

on the income statement. For irrevocable loan commit­

ments, impairments not yet identified individually 

are addressed by forming provisions, which are de­

termined based on portfolio models.

Non-recoverable loans, for which no specific provi­

sions were made, are written off directly. Recoveries 

on loans already written off are recognised as in­

come from risk provisions.
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Securities and investments include, in particular, 

securities portfolios. These mainly serve to support 

KfW's liquidity status or are used to optimise and 

stabilise the ability of the KfW Group to fulfil its 

promotional mandate in the long term. 

The Securities and investments item on the balance 

sheet comprises bonds and other fixed-income se­

curities, shares and other non-fixed income secur­

ities, equity investments, and shares in affiliated 

entities not included in the consolidated financial 

statements which are held by KfW, its subsidiaries 

and consolidated special funds. 

To ensure uniform accounting treatment for equity 

investments with and without significant influence, 

individual group business divisions that provide 

equity financing as part of their promotional man­

date are categorised as venture capital organisa­

tions for accounting purposes provided they meet 

the respective requirements. These equity invest­

ments, like all other equity investments, are re­

ported under Securities and investments.

Securities and investments are initially recognised 

at fair value and subsequently measured depending 

on their classification either as "financial assets at 

fair value through profit or loss" or as "available-

for-sale financial assets". Financial instruments 

with fixed or determinable payments which are not 

quoted in an active market are categorised as "loans 

and receivables". Classification as "held-to-matur

ity investments" occurs on a case-by-case basis 

provided that the relevant criteria were fulfilled at 

the time of acquisition.

When non-listed equity investments are measured 

at fair value, appropriate allowances are made for 

illiquidity. For example, when discounted cash flow 

(DCF) models are used, a discount rate adjusted for 

a fungibility factor is applied. In cases where the 

fair value of non-listed equity investments cannot 

be reliably measured, such assets are carried at cost 

allowing for impairment losses. 

Any changes in the value of "financial assets at fair 

value through profit or loss" are reported under Net 

(14)	S ecurities and investments
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The KfW Group enters into repurchase agreements as 

standardised repos or reverse repos. These are com­

binations of simultaneous spot and forward trans­

actions on securities with the same counterparty.  

The terms and modalities of collateralisation and for 

the use of collateral follow common market practice.

The securities sold under repo transactions (spot sale) 

continue to be recognised and measured as securi­

ties. The repayment obligation is carried as a liabil­

ity to banks or customers in the amount of the cash 

inflow. Interest is recorded under Interest expense in 

accordance with the respective conditions of the 

repurchase agreements. 

A repayment claim is recognised and measured as a 

loan or advance to banks or customers in the amount 

of the cash outflow generated by reverse repos. The 

securities received (spot purchase) are not recognised 

or measured. Interest is recorded in Interest income 

in accordance with the respective conditions of the 

reverse repurchase agreements.

gains/losses from other financial instruments at  

fair value through profit or loss. Realised gains and  

losses and impairments from the "available-for-sale 

financial assets", "loans and receivables" and "held-

to-maturity investments" categories are recognised 

under Net gains/losses from securities and invest­

ments. Unrealised gains from "available-for-sale 

financial assets" are recognised directly in equity as 

Revaluation reserves. Current interest payments and 

dividends are reported under Interest income. 

Associates and jointly controlled entities that are 

included in the KfW Group are also included under 

Securities and investments. Their inclusion is based 

on the equity method insofar as there is significant 

influence or joint control. Assets held for sale with­

in the meaning of IFRS 5 are also included in this 

item. These are carried at the lower of their carrying 

amount or fair value, less disposal costs. Any value 

adjustments are reported under Net gains/losses 

from securities and investments.

(15)	R epurchase agreements
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The land and buildings and the plant and equipment 

reported by the KfW Group are carried at cost less 

depreciation on a straight-line basis, and impairment 

is recognised under Administrative expense. An im­

pairment is recognised if the carrying amount of the 

asset exceeds the recoverable amount, which is the 

higher of the fair value less the disposal cost or the 

value in use. The useful life is determined based on 

expected wear and tear. The KfW Group assumes an 

estimated useful life of 40 to 50 years for premises, 

three years for IT systems and five years for other 

property, plant and equipment. Gains and losses from 

the sale of property, plant and equipment are re­

ported under Net other operating income. 

The KfW Group's land and buildings are primarily 

owner-occupied. There is a small volume of rental 

activity to third parties. These properties are report­

ed as investment property under Property, plant and 

equipment and measured as such. Every five years an 

expert opinion determines the fair value of these 

properties by applying the discounted earnings 

method unless a significant change in the real estate 

market becomes detectable beforehand. 

Payments in advance and assets under construction 

are reported under Other property, plant and equip­

ment.

The KfW Group reports purchased and internally 

generated software at cost less depreciation on a 

straight-line basis under Intangible assets and its 

impairment under Administrative expense. The use­

ful life is determined based on expected wear and 

tear. The KfW Group assumes a useful life of five 

years. An impairment is recorded when the carrying 

amount of an asset exceeds the recoverable amount. 

A situation in which the asset is not expected to be 

used as originally planned leads to an impairment 

recognition.

In-house software under development is reported 

under Other intangible assets.

(16)	P roperty, plant and equipment and investment property

(17)	I ntangible assets
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KfW is a non-taxable entity. Taxes on income for 

non-exempt subsidiaries and their taxed facilities are 

determined using tax laws in the country of resi­

dence. Current taxes on income as well as expenses 

and income from the change in deferred taxes are 

recognised in profit or loss as Taxes on income or 

directly in equity under Revaluation reserves de­

pending on the underlying transaction. Current and 

deferred tax assets and liabilities are reported under 

the items Other assets and Other liabilities. Deferred 

income tax assets and liabilities are offset insofar as 

the requirements are met.

Current taxes on income are calculated using cur­

rently applicable tax rates.

Deferred tax assets and liabilities arise as a result 

of differences between carrying values according 

to IFRSs of an asset or a liability and the respective 

tax bases if these are likely to result in taxable or 

tax deductible amounts in the future (temporary 

differences). Deferred tax assets relating to loss 

carryforwards not yet used are recognised only if 

there is a sufficient degree of certainty that the 

respective taxable entity will earn sufficient taxable 

income in subsequent periods to use the loss car­

ryforward. Deferred tax assets and liabilities are 

recognised and measured either through profit or 

loss as Taxes on income or directly in equity under 

Revaluation reserves, depending on the underlying 

transaction.

(18)	T axes on income
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The item Liabilities to banks and customers primarily 

includes non-current borrowings carried at amort­

ised cost and the KfW Group's money-market trans­

actions. The item Certificated liabilities contains 

bonds, notes and money-market instruments issued. 

For market-making purposes, repurchased own issues 

are deducted from the liabilities as at the repurchase 

date.

The "fair value option" is used for structured liabil­

ities. There are no changes in the fair value due to 

changes in credit risk as KfW is classified in the high­

est rating classes with stable outlook by the leading 

international rating agencies. The valuation effects 

from market-related changes in credit spreads and 

liquidity spreads generated by the development of 

demand for the different KfW refinancing instru­

ments are recognised under Net gains/losses from 

other financial instruments at fair value through 

profit or loss. In the case of certain products, the 

embedded derivatives requiring separation are spun 

off and accounted for separately. Presentation of the 

different types of borrowed funds is not based on 

their categorisation or their designation as hedged 

items. Valuation of the items is based on their re­

spective categorisation.

Current interest is recorded in Interest expense; pre­

miums and discounts are amortised using the effec­

tive interest method over the expected life in Inter­

est expense. Changes in the value of liabilities 

designated at fair value are recorded in profit or loss 

under Net gains/losses from other financial instru­

ments at fair value through profit or loss. Results 

from the repurchase of own issues categorised as 

"other liabilities" are recognised as at the repurchase 

date under Net other operating income. 

(19)	�	L iabilities to banks and customers and certificated liabilities
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The item Provisions includes provisions for pensions 

and similar commitments, credit risks as well as 

other obligations of uncertain amount and timing 

involving a probable outflow of funds. 

The employees of the KfW Group participate in a 

company pension plan that pays retirement, long-

term disability and survivor benefits. The KfW Group 

has both defined-benefit pension plans and defined-

contribution pension plans. In both cases the bene­

fits depend on the length of service and salary. Apart 

from employer-financed pension plans there are also 

plans in place involving contributions by employees.

The pension commitments for defined-benefit plans 

are calculated by an independent qualified expert in 

accordance with the projected unit credit method on 

the basis of group-wide uniform parameters such as 

age, length of service and salary. The commitments are 

recognised at present value of the defined-benefit 

obligations as at the reporting date, taking into con­

sideration actuarial profits and losses to be amortised. 

The discount factor is based on current market con­

ditions for corporate bonds with a maturity match­

ing that of the obligations. Additional demographic 

factors (including the Heubeck actuarial tables for 

2005 G) and actuarial assumptions (rate of salary 

increases, rate of pension increases, rate of staff 

turnover, etc.) are accounted for. No plan assets were 

defined for the pension obligations of the KfW 

Group, so the related special regulations do not apply.

The KfW Group recognises net cumulative actuarial 

gains and losses that exceed 10 % of the present 

value of the defined-benefit obligations (corridor 

approach). Amounts in excess of the 10 % mark are 

amortised on a straight-line basis over the expected 

average remaining working life and accounted for 

through profit or loss in the pension provisions under 

Administrative expense.

All pension obligations resulting from defined-

benefit plans are financed from the recognised pen­

sion provisions. There are no fund-financed pension 

obligations. Allocations to pension provisions distin­

guish between current service cost, interest expense 

and other allocations (including past service cost). 

The interest expense for pension obligations is re­

ported under Other interest expense and other al­

locations are included in the item Administrative 

expense.

Under defined-contribution plans employers pay a 

set amount to an external service provider (such as 

the Versorgungsverband bundes- und landesge-

förderter Unternehmen e.V., the German pension 

association for entities benefiting from federal and 

state support). Beyond this employers have no legal 

(20)	P rovisions
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or constructive obligation to pay additional amounts 

if the external service provider does not fulfil its ob­

ligations as agreed. Contributions paid to the service 

provider are reported under the item Administrative 

expense; no provisions are necessary for defined-

contribution plans.

Pension-like obligations include commitments for 

deferred compensation, early retirement and partial 

retirement. Actuarial reports are prepared and a pro­

vision is set up accordingly for these types of com­

mitments as well. There are no actuarial gains and 

losses, so that the recognised provision matches the 

present value of the obligations.

Other provisions are set up primarily for obligations 

to employees and for audit and consultancy services 

at the estimated expenditure.

This item is used to carry subordinated liabilities to 

the ERP Special Fund. 

Subordinated liabilities are classified as "Other li

abilities" and carried at amortised cost. 

Deferred interest as well as value adjustments from 

micro fair value hedge accounting are recognised 

under Other liabilities.

Current interest expenses are recorded under Interest 

expense.

(21)	S ubordinated liabilities
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The KfW Group's contingent liabilities result mainly 

from guarantees (financial guarantee contracts). All 

contingent liabilities are listed in the Notes at their 

nominal amounts less provisions.

Irrevocable loan commitments are firm commitments 

by the KfW Group to grant a loan under contractu­

ally agreed terms. These are listed in the Notes at 

their nominal amounts less provisions. 

(23)	 Contingent liabilities and irrevocable loan commitments

The equity structure is determined by the KfW Law 

and IFRSs. 

Pursuant to Section 10 (2) and (3) of the KfW Law, 

KfW's net income for the period determined in ac­

cordance with the German Commercial Code is trans­

ferred to reserves and is included in equity under 

IFRSs. In accordance with IFRSs, the KfW Group must 

report the contractually agreed "strengthening" of 

the reserve from the ERP Special Fund under equity 

as Appropriation of consolidated profit/loss.

The KfW Group created a fund for general banking 

risks. Additions to or reductions of the fund are 

shown under IFRSs as appropriation of consolidated 

profit/loss. 

Under IFRSs any remaining consolidated net income 

is allocated to Other retained earnings in the same 

period.

The Revaluation reserves include the valuation re­

sults from the category "available-for-sale financial 

assets" and also deferred taxes recognised directly 

in equity, depending on the underlying transaction. 

(22)	E quity
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Assets and liabilities held by the KfW Group in its 

own name but for third-party accounts are not rec­

ognised. This applies in particular to loans granted 

under German Financial Cooperation to support de­

veloping countries; the federal budget both grants 

the funds and underwrites these loans. The remu­

neration associated with these transactions is rec­

ognised under Commission income. 

Leases are classified as operating leases or as finance 

leases depending on the risks and rewards relating 

to ownership of an asset. This classification deter­

mines their accounting treatment. 

The KfW Group enters into both types of leases as a 

lessee only. Real estate leases are classified as oper­

ating leases; the corresponding rental payments are 

included under Administrative expense.

Finance leases are entered into only to a limited ex­

tent. The leased assets are capitalised and depreci­

ated over the useful life or lease term, whichever is 

shorter, in Administrative expense. Liabilities arising 

from future leasing payments are reported under 

Other liabilities.

(24)	T rust activities

(25)	L easing transactions
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Income from unwinding in the amount of EUR 84 

million (previous year: EUR 43 million) is reported 

under Interest and similar income from loans and 

advances to banks and customers. 

Interest income from and interest expense for de­

rivatives includes the interest income from deriva­

tives irrespective of whether they are designated for 

hedge accounting.

(26)	N et interest income

Notes to the income statement

Analysis of net interest income by class

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Interest and similar income from loans and advances to banks and customers 14,104 13,068 1,036

Similar income from financial guarantees 50 43 7

Interest income from securities and investments 2,267 1,969 298

Interest income from derivatives 12,203 12,472 –269

Other interest income 53 26 28

Interest income 28,677 27,578 1,100

Interest and similar expense for liabilities to banks and customers 1,807 2,127 –320

Interest expense for certificated liabilities 11,939 11,419 520

Interest expense for subordinated liabilities 163 93 70

Interest expense for derivatives 12,570 11,948 622

Other interest expense 192 236 –44

Interest expense 26,671 25,823 848

Total 2,006 1,755 251

Analysis of interest income from securities and investments

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Interest income from bonds and other fixed-income securities 2,204 1,881 323

Income from shares and other non-fixed income securities 32 54 –22

Income from equity investments 26 34 –8

Income from shares in affiliated entities not included in the consolidated financial statements 5 0 5

Total 2,267 1,969 298
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The direct write-offs resulted almost entirely from 

the loans with waivers of debts outstanding and 

agreements on compensation out of future profits 

(Besserungsabrede) granted as part of the IKB cap­

italisation measures in 2008, which were sold to a 

strategic investor (EUR 1.0 billion). In addition, the 

impairment charges included additional charges to­

talling EUR 0.3 billion resulting from the risk protec­

tion for IKB. 

Last year, this line item included the provisions 

from KfW's assumption of the liquidity lines pro­

vided for the SPEs of the "Rhineland Funding Cap­

ital Corporation, New York, USA" conduit and the 

provision for the guarantee covering the balance 

sheet risks of IKB.

(27)	R isk provisions for lending business

Analysis of risk provisions by transaction

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Impairment charges 1,304 6,857 –5,553

Direct write-offs 1,087 118 969

Expense for risk provisions 2,391 6,975 –4,584

Income from the reversal of impairment losses 184 469 –285

Income from recoveries of amounts previously written off 68 97 –29

Income from risk provisions 252 566 –314

Total –2,139 –6,409 4,271
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(28)	N et commission income

(29)	N et gains/losses from hedge accounting 

Analysis of net commission income by class

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Commission income from lending business 274 266 8

Commission income from credit derivatives 12 6 6

Other commission income 119 114 5

Income from trust activities 1 2 –1

Commission income 406 388 18

Commission expense for lending business 166 166 0

Commission expense for credit derivatives 4 4 0

Other commission expense 18 8 9

Commission expense 188 178 9

Total 218 209 9

Commission income from lending business also in­

cludes current premiums and fees from the securi­

tisation platforms PROMISE and PROVIDE.

Other commission income includes fees for handling 

German Financial Cooperation with developing coun­

tries in the amount of EUR 84 million (previous year: 

EUR 84 million). 

Analysis of net gains/losses from hedge accounting by type of hedging relationship 

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Micro fair value hedge accounting –450 –72 –378

Macro fair value hedge accounting 141 146 –5

Total –309 73 –383
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Analysis of net results from micro fair value hedge accounting by hedged item

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Hedging of securities and investments 51 –3 54

Hedging of liabilities to banks/customers –8 –3 –5

Hedging of certificated liabilities –434 –15 –419

Hedging of subordinated liabilities –5 –3 –2

Subtotal: Effectiveness of hedges –396 –24 –372

Amortisation of value adjustments –54 –48 –6

Total –450 –72 –378

Hedged items Hedging  
instruments

Effectiveness 
of hedges

EUR in millions EUR in millions EUR in millions

Hedging of securities and investments 731 –680 51

Hedging of liabilities to banks/customers –73 65 –8

Hedging of certificated liabilities –11,294 10,860 –434

Hedging of subordinated liabilities –224 219 –5

Total –10,859 10,464 –396

Gross analysis of valuation results from micro fair value hedge accounting:  
Comparison of hedged items and hedging instruments in financial year 2008

Hedged items Hedging  
instruments

Effectiveness 
of hedges

EUR in millions EUR in millions EUR in millions

Hedging of securities and investments –107 104 –3

Hedging of liabilities to banks/customers 57 –60 –3

Hedging of certificated liabilities –280 264 –15

Hedging of subordinated liabilities 9 –12 –3

Total –320 296 –24

Gross analysis of valuation results from micro fair value hedge accounting:  
Comparison of hedged items and hedging instruments in financial year 2007
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Analysis of net results from macro fair value hedge accounting by hedged item and hedging instrument

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Valuation of the hedged risks in the portfolios of hedged items 6,310 –1,387 7,696

Valuation of hedging instruments –6,079 1,332 –7,411

Subtotal: Effectiveness of hedges 231 –55 285

Subsequent valuation of hedging relationships –90 201 –291

Total 141 146 –5

The result from the subsequent valuation of hedging 

relationships includes the amortisation of the value 

adjustments from the dynamic hedge designation 

and reversal process and the pro-rata reversal of 

value adjustments in the event of disposals from the 

underlying portfolios as well as the residual term 

effect of the hedging derivatives.

The net gains/losses from liabilities to banks/cus­

tomers include the result of the credit-linked notes 

issued under the PROMISE and PROVIDE securitisa­

tion platforms. The net gains/losses from credit de­

rivatives include the result from the portfolio CDSs 

concluded under this item.

The net gains/losses from derivatives not qualifying 

for hedge accounting are attributable mainly to de­

rivatives in economic hedges which are recognised 

by using the "fair value option" for classifying the 

hedged items. The hedged items include, in particu­

lar, borrowings in the form of certificated liabilities 

(30)	N et gains/losses from other financial instruments at fair value through profit or loss

Analysis of net gains/losses from other financial instruments at fair value through profit or loss by class 

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Securities and investments –1,446 –237 –1,209

Assets –1,446 –237 –1,209

Liabilities to banks/customers 751 284 466

Certificated liabilities –1,838 567 –2,405

Liabilities –1,088 851 –1,939

Financial derivatives not qualifying for hedge accounting 1,622 –590 2,212

Credit derivatives –584 –1,875 1,291

Derivative financial instruments 1,038 –2,465 3,503

Foreign currency translation 57 –102 160

Total –1,438 –1,953 515
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and liabilities to banks and customers as well as  

securities and investments.

In addition, the net gains/losses from financial de­

rivatives that do not qualify for hedge accounting 

include changes in the value of embedded deriva­

tives from equity finance business which have to be 

separated. In addition, this item is used to carry re­

sults from embedded derivatives that are accounted 

for separately and which are connected to financial 

liabilities; the net gains/losses from the valuation of 

the associated hedging derivatives are thus compen­

sated for.

The results from the portfolio investments that KfW 

acquired from IKB as part of the sale of the IKB 

shares to a strategic investor, are limited to the risk 

of first loss (EUR 150 million) and recorded in Net 

gains/losses from securities and investments and Net 

gains/losses from credit derivatives (single name 

CDSs and portfolio CDSs). 

In the previous year, Net gains/losses from credit 

derivatives included results arising in connection 

with the risk protection for IKB (assumed credit de­

rivatives).

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Single Name CDSs –64 14 –78

Portfolio CDSs 286 –1,662 1,947

Promise/Provide –3 0 –3

	 CDSs –806 –227 –579

	 Issued credit-linked notes 804 227 576

Total 219 –1,647 1,867

Analysis of net gains/losses from credit derivatives and credit-linked notes from the  
securitisation platforms PROMISE and PROVIDE at fair value through profit or loss

Analysis of net gains/losses from securities and investments at fair value through profit or loss by product type

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Bonds and other fixed-income securities –1,121 –397 –724

Shares and other non-fixed income securities –323 2 –326

Equity investments –2 157 –159

Total –1,446 –237 –1,209
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2008 2007 Change

EUR in millions EUR in millions EUR in millions

Borrowings –1,891 624 –2,515

Hedging instruments 2,313 –668 2,981

Total (Effectiveness of economic hedges) 422 –45 466

Gross analysis of results from economic hedged borrowing:  
Comparison of hedged items and hedging instruments

Analysis of net gains/losses from securities and investments by class

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Bonds and other fixed-income securities –436 –19 –416

Shares and other non-fixed income securities –25 0 –25

Equity investments –95 –48 –47

Financial instruments –555 –67 –489

Investments accounted for using the equity method 3 –277 280

Held-for-sale affiliated entities –1,421 –77 –1,344

Total –1,974 –421 –1,552

(31)	N et gains/losses from securities and investments

The net gains/losses from financial instruments in­

clude gains and losses realised from the sale and 

impairments of securities and investments classified 

as "available-for-sale financial assets" or as "loans 

and receivables". Both the net gains/losses from 

shares and other non-fixed income securities and the 

net gains/losses from equity investments include in­

come from the disposal of financial assets that were 

recognised at cost. 

The net gains/losses from held-for-sale affiliated 

entities include expenses from the complete sale of 

KfW's interest in IKB, which also includes the shares 

newly acquired as part of the IKB cash capital in­

crease in 2008. 

In the previous year, from the date on which the 

intention to sell was announced the write-offs on 

the IKB shares were recorded under assets held for 

sale (IFRS 5), previously they were recorded in net 

gains/losses from investments accounted for using 

the equity method. 
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Disclosures on impairment of securities and investments

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Securities and investments 562 80 481

	 Bonds and other fixed-income securities 405 18 386

	 Shares and other non-fixed income securities 32 1 31

	 Equity investments 125 61 64

Total 562 80 481

(32)	A dministrative expense

The non-personnel expense includes EUR 6 million 

for depreciation and impairment relating to finance 

leases (previous year: EUR 5 million).

Other administrative expense includes rental expense 

arising from operating leases in the amount of EUR 14 

million (previous year: EUR 11 million).

Disclosures on the reversal of impairment losses from securities and investments

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Securities and investments 1 0 1

	 Bonds and other fixed-income securities 1 0 1

Total 1 0 1

Analysis of administrative expense 

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Wages and salaries 305 276 29

Social security contributions 41 41 0

Expense for pension provision and other employee benefits 20 32 –12

Personnel expense 366 349 17

Other administrative expense 233 216 18

Depreciation and impairment on property, plant and equipment and intangible assets 46 42 4

Non-personnel expense 280 258 22

Total 646 607 39
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(33)	N et other operating income 

(34)	T axes on income

Analysis of net other operating income

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Other operating income 1,592 1,217 374

Other operating expense 56 29 27

Total 1,536 1,189 347

Other operating income includes the contributions by 

the Federal Government and the German banking sec­

tor to the IKB capital measures and the risk protection 

for IKB. 

Additional items include rental income including in­

vestment property income of EUR 4 million (previous 

year: EUR 3 million), results from repurchasing own 

issues and income from the reversal of other provisions. 

In the reporting year deferred tax assets resulted in 

earnings of EUR 100 million (previous year: EUR 12 

million).

Taxes on income mostly resulted from the first-time 

inclusion of KfW IPEX-Bank as an independent tax­

able associate. 

The reconciliation presents the relationship between 

the calculated income tax expense for the financial 

year and the taxes on income.

Analysis of taxes on income by component

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Current taxes on income 12 16 –4

Deferred taxes –100 –12 –88

Total –89 4 –93
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The KfW Group's applicable income tax rate of zero 

percent, on which the reconciliation is based, takes 

into account the tax status of KfW as a non-taxable 

public-law institution and the major effect of this 

status on profit/loss from operating activities. 

The effects of tax rate differentials result from indi­

vidual group companies being taxable and the re­

lated different tax rates. In the reporting year the 

tax rates ranged between 0 % and 31 % (previous 

year up to 31 %). 

The effects of tax rate changes result from the 

separation of a legally dependent part of KfW's op­

erations to form KfW IPEX-Bank on 1 January 2008 

and the related change in tax status. 

The effects of changes in recognised deferred tax 

assets include, in particular, the non-consideration 

of tax losses recorded during the reporting year 

and of the surplus assets for deductible temporary 

differences. This is in line with KfW's conservative 

approach. 

Tax reconciliation

2008 2007 Change

EUR in millions EUR in millions EUR in millions

Profit/loss from operating activities (before taxes) –2,745 –6,164 3,419

Group income tax rate 0 % 0 % 0 %

Calculated income tax expense for the reporting year 0 0 0

Effects of tax rate differentials within the Group –180 –178 –2

Effect of tax rate changes –62 13 –75

Effects of previous year taxes recorded in the reporting year –7 –1 –6

Effects of non-deductible taxes on income 3 0 3

Effects of non-deductible business expenses 2 182 –180

Effects of tax-free income –1 –2 1

Trade tax add-ons 4 1 3

Permanent accounting differences –1 1 –2

Effects of changes in recognised deferred tax assets 152 –7 159

Other effects –2 –5 3

Reported taxes on income –89 4 –93
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(35)	S egment reporting by business area

Segment reporting

Primary segment information in accordance with IAS 

14 follows the internal control structure of the busi­

ness areas of the KfW Group. 

The composition of the segments, and their products 

and services, are shown in the following overview:

The operating business areas are measured on the 

basis of their profit or loss from operating activities. 

The individual line items are based on the following 

methods:

	� The analysis of net interest income was based on 

the market interest rate method1). The item also 

includes the imputed return on equity with an 

analysis based on equity usage. 

	� The allocation of administrative expense is based 

on the results from activity-based accounting by 

cost centres2). Administrative expense includes 

depreciation on property, plant and equipment.

	� Risk provisions for lending business were deter­

mined based on the concept of expected losses 

(standard risk costs) and allocated accordingly to 

each segment.

Investment finance Germany and Europe

 Equity financing (incl. tbg – Technologie-Beteiligungs-Gesellschaft mbH)

 Corporate investments/industrial pollution control financing 

 Education and social finance

 Infrastructure and home finance

 Global loans

 Advisory

 Loan securitisation 

Export and project finance

 Promotion of German and European export activities

 Financing of direct and other corporate investments

Promotion of developing countries

 �Promotion of developing and transition countries on behalf of the Federal Republic of Germany (budget funds) with 
complementary funds raised by KfW in the market

 DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbH (private enterprise financing)

Shareholdings, treasury and services

 Holding arrangements for the Federal Republic of Germany 

 Shareholdings

 Securities investments 

 Other services

1) �Refinancing at matching maturities is assumed for the calculation of interest margins in this method.
2) The costs incurred in the organisational units are allocated to the products by means of core services.
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In the Export and project finance business area, 

other contributions to income include the result at­

tributable to investments accounted for using the 

equity method totalling EUR 3 million. As at 31 De­

cember 2008, the Export and project finance busi­

ness area's assets include EUR 8 million from invest­

ments accounted for using the equity method.

	� In contrast to former reporting, other contributions 

to income no longer include the valuation results 

which were recorded directly under equity in the 

Revaluation reserve. Segment reporting is thus in 

line with changed internal reporting. Other contri­

butions to income now include the net gains/losses 

from hedge accounting, the net gains/losses from 

the fair value accounting for other financial instru­

ments, the net gains/losses from securities and in­

vestments, and net other operating income. 

	� Segment assets include all recognised balance 

sheet assets less income tax assets plus assets held 

in trust3). 

	� Contributions to income generated independ-

ently of the segments (such as income/loss from 

interest rate management) are allocated to the 

group centre. 

The reconciliation/consolidation column includes  

the adjustments that were necessary to reconcile seg­

ment results with comprehensive income. In 2008, 

this related in particular to the impact of the risk 

protection for IKB and the sale of KfW's interest in 

IKB on income. In addition, it included differences 

between risk provisions for lending business accord­

ing to the income statement and standard risk costs.

Investment 
finance 

Germany and 
Europe

Export and 
project finance

Promotion of 
developing 

countries

Shareholdings, 
treasury and 

services

Group centre Reconciliation/
consolidation

KfW Group

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

Net interest income –158 548 130 232 1,079 174 2,006

Net commission income 62 28 97 11 0 21 218

Administrative expense –244 –129 –167 –74 –24 –7 –646

Risk provisions for 
lending business1) –140 –150 –71 –7 –7 –1,764 –2,139

Other contributions  
to income2) –541 –74 -10 –1,400 –399 238 –2,185

Profit/loss from  
operating activities –1,022 222 –21 –1,237 649 –1,337 –2,745

Total assets 247,797 51,757 23,524 56,846 31,231 –16,329 394,826

1) The business areas are charged standard risk costs.
2) �Includes the net gains/losses from hedge accounting, the net gains/losses from the fair value accounting for other financial instruments, the net gains/losses from securities and investments, and net other 

operating income

Segment reporting by business area for financial year 2008

3) �Segment liabilities are not shown separately because, on the assumption that assets are fully refinanced, the analysis of segment liabilities to a large extent reflects 
the analysis of segment assets.
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Investment 
finance 

Germany and 
Europe

Export and 
project finance

Promotion of 
developing 

countries

Shareholdings, 
treasury and 

services

Group centre Reconciliation/
consolidation

KfW Group

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

Net interest income –109 468 119 177 1,099 1 1,755

Net commission income 72 26 96 12 0 4 209

Administrative expense –246 –114 –153 –69 –20 –5 –607

Risk provisions for 
lending business1) –125 –135 –61 –6 0 –6,081 –6,409

Other contributions  
to income2) –124 3 148 –555 –64 –520 –1,112

Profit/loss from  
operating activities –532 249 147 –443 1,015 –6,601 –6,164

Total assets 228,934 43,710 22,726 63,964 10,806 –16,143 353,997

1) The business areas are charged standard risk costs.
2) �Includes the net gains/losses from hedge accounting, the net gains/losses from the fair value accounting for other financial instruments, the net gains/losses from securities and investments, and net other 

operating income

Segment reporting by business area for financial year 2007

The Shareholdings, treasury and services business 

area included EUR -279 million, and the Export and 

project finance business area EUR 1 million, for the 

result of investments accounted for using the equity 

method under Other contributions to income. As at 

31 December 2007, the Export and project finance 

business area's assets included EUR 5 million from 

investments accounted for using the equity method. 

Shares in IKB, which were still accounted for using 

the equity method as at 31 December 2006, were 

allocated to shares in held-for-sale affiliated entities 

as at 31 December 2007.
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Net interest and commission income and segment 

assets are allocated on the basis of the clients' geo­

graphical location. The imputed return on equity 

included in net interest income and income/loss 

from group interest risk management are allocated 

to Germany. The remaining assets that are not at­

tributable are also allocated to Germany.

The reconciliation/consolidation column includes 

the adjustments that were necessary to reconcile 

segment results with comprehensive income. In 

2008 this relates in particular to the impact of the 

risk protection for IKB and the sale of KfW's interest 

in IKB on income.

(36)	S egment reporting by region

Germany Euro area 
(excl. 

Germany)

Rest of 
Europe

North 
America

Latin 
America/ 

Caribbean

Asia/
Australia

Africa Recon-
ciliation/ 

consolida-
tion

KfW Group

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

Net interest income 1,212 168 161 75 71 110 34 174 2,006

Net commission income 80 9 8 4 10 41 44 21 218

Segment income 1,292 178 169 79 81 152 78 195 2,224

Total assets 284,449 42,284 33,912 15,165 6,911 21,780 6,654 –16,329 394,826

Segment reporting by region for financial year 2008

Germany Euro area 
(excl. 

Germany)

Rest of 
Europe

North 
America

Latin 
America/ 

Caribbean

Asia/
Australia

Africa Recon-
ciliation/ 

consolida-
tion

KfW Group

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

Net interest income 1,241 121 135 70 73 84 30 1 1,755

Net commission income 75 8 22 2 9 48 41 4 209

Segment income 1,315 129 157 71 83 132 72 5 1,964

Total assets 249,707 43,178 30,091 11,558 6,286 22,664 6,656 –16,143 353,997

Segment reporting by region for financial year 2007
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(37)	 Cash reserves

(38)	L oans and advances to banks

 Notes to the balance sheet

Analysis of cash reserves by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Balances with central banks 99 26 73

Analysis of loans and advances to banks by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Money-market transactions 5,065 11,109 –6,044

Loans and advances 210,357 187,391 22,965

Promissory note loans 0 424 –424

Other receivables 8,040 6,814 1,226

Total 223,462 205,738 17,723

Analysis of loans and advances to banks by liability type

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Direct loans to banks 78,002 64,161 13,841

On-lent customer loans with full underwriting borne by the on-lending bank 129,627 120,304 9,323

On-lent customer loans with partial underwriting borne by the on-lending bank 2,406 2,734 –328

Direct and on-lent subordinated loans 321 192 129

Total 210,357 187,391 22,965

The receivables from the PROMISE and PROVIDE 

securitisation platforms are included in Other re­

ceivables.



117
N o t e s   |  N o t e s  t o  t h e  b a l a n c e  s h e e t

(39)	L oans and advances to customers

The receivables from the PROMISE and PROVIDE 

securitisation platforms are included in Other re­

ceivables.

Analysis of loans and advances to customers by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Money-market transactions 100 121 –21

Loans and advances 103,368 98,414 4,955

Promissory note loans 19 36 –17

Other receivables 957 1,696 –739

Total 104,444 100,267 4,177

Analysis of loans and advances to customers by liability type

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Direct loans to customers 95,673 90,295 5,378

On-lent customer loans without underwriting borne by the on-lending bank 690 660 30

Direct and on-lent subordinated loans 7,006 7,459 –453

Total 103,368 98,414 4,955
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(40)	R isk provisions for lending business

Analysis of risk provisions for lending business by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Loans and advances to banks 526 485 41

Loans and advances to customers 7,077 7,186 –108

Provisions for losses on loans and advances 7,604 7,671 –67

Provisions for contingent liabilities and irrevocable loan commitments 255 530 –275

Total 7,859 8,201 –342

Individually 
assessed risks

Risks assessed 
on portfolio 

basis

Country- 
specific risks

Provisions for 
losses on loans 

and advances

Provisions
(individual 

risks)

Provisions 
(portfolio risks)

Total

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

As at 1 Jan. 2008 6,929 702 39 7,671 530 0 8,201

Additions 1,953 259 18 2,230 128 33 2,391

Write-offs –2,407 0 0 –2,407 –400 0 –2,807

Reversals –76 –59 –13 –149 –32 -3 –184

Unwinding –84 0 0 –84 0 0 –84

Exchange rate changes 347 –4 1 343 –1 0 342

Transfers –118 119 –1 0 –46 46 0

As at 31 Dec. 2008 6,544 1,016 44 7,604 180 75 7,859

Development of risk provisions for lending business in financial year 2008 by risk assessment type

Country-specific risks include risks assessed on a 

portfolio basis.

In 2008, EUR 183 million (previous year: EUR 92 

million) in interest income was not collected for 

impaired loans.
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The fair values attributable to the hedged risks in the 

hedged portfolios under the category "loans and 

receivables" are included in this item.

Individually 
assessed risks

Risks assessed 
on portfolio 

basis

Country- 
specific risks

Provisions for 
losses on loans 

and advances

Provisions Total

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

As at 1 Jan. 2007 1,417 501 46 1,964 65 2,029

Additions 6,232 254 12 6,498 477 6,975

Write-offs –208 0 0 –208 0 –208

Reversals –396 –45 –16 –457 –11 –468

Unwinding –43 0 0 –43 0 –43

Exchange rate changes –74 –8 –3 –84 –1 –85

Transfers 1 0 0 1 0 1

As at 31 Dec. 2007 6,929 702 39 7,671 530 8,201

Development of risk provisions for lending business in financial year 2007 by risk assessment type

(41)		V alue adjustments from macro fair value hedge accounting

(42)	D erivatives used for hedge accounting

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Value adjustments to assets designated for macro fair value hedge accounting 5,451 –1,295 6,745

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Micro fair value hedge accounting 12,391 4,229 8,162

Macro fair value hedge accounting 637 1,341 –704

Total 13,028 5,570 7,458

Analysis of derivatives with positive fair values designated for hedge accounting by type of hedging relationship
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Only interest-related derivatives are designated for 

macro fair value hedge accounting. 

Cross-currency swaps are reported under Currency-

related derivatives.

Cross-currency swaps are reported under Currency-

related derivatives.

Analysis of derivatives with positive fair values designated for hedge accounting by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Interest-related derivatives 11,132 3,994 7,138

Currency-related derivatives 1,896 1,576 320

Total 13,028 5,570 7,458

Analysis of other derivatives with positive fair values by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Interest-related derivatives 4,265 2,042 2,223

Currency-related derivatives 4,034 1,065 2,969

Equity/index-related derivatives 5 0 5

Credit derivatives 342 11 331

Other derivatives 62 48 14

Total 8,709 3,166 5,543

(43)	O ther derivatives
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In 2007, the shares in held-for-sale affiliated entities 

included the shares in IKB that were sold to a stra­

tegic investor in 2008.

Plant and equipment includes leased assets from 

finance leases that are required to be capitalised. 

Payments in advance and work in progress are pre­

sented under Other property, plant and equipment.

The fair value of the investment property is its 

carrying amount. 

(44)	S ecurities and investments

(45)	P roperty, plant and equipment

Analysis of securities and investments by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Bonds and other fixed-income securities 42,555 42,787 –231

Shares and other non-fixed income securities 433 1,526 –1,093

Equity investments 1,230 1,205 25

Shares in affiliated entities not included in the consolidated financial statements 2 18 –17

Financial instruments, total 44,220 45,536 –1,316

Investments accounted for using the equity method 8 5 3

Held-for-sale affiliated entities 0 204 –204

Total 44,228 45,745 –1,517

Analysis of property, plant and equipment by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Land and buildings 605 577 27

Plant and equipment 48 41 7

Other property, plant and equipment 189 154 35

Property, plant and equipment for own use 842 773 69

Investment property 29 29 1

Total 871 801 70
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Purchase/ 
production 

cost

Accumulated 
depreciation/

impairment 
losses

Net carrying 
amount

EUR in millions EUR in millions EUR in millions

Carrying amount as at 1 Jan. 2008 1,007 –206 801

Additions/reversals of impairment losses 105 0 105

Disposals –14 9 –5

Depreciation – –29 –29

Non-scheduled impairment losses – –1 –1

Carrying amount as at 31 Dec. 2008 1,098 –226 871

Development in property, plant and equipment in financial year 2008

Purchase/ 
production 

cost

Accumulated 
depreciation/

impairment 
losses

Net carrying 
amount

EUR in millions EUR in millions EUR in millions

Carrying amount as at 1 Jan. 2007 979 -201 778

Additions/reversals of impairment losses 67 0 67

Disposals –38 26 –13

Depreciation – –29 –29

Non-scheduled impairment losses – –1 –1

Carrying amount as at 31 Dec. 2007 1,007 –206 801

Development in property, plant and equipment in financial year 2007
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(46)	I ntangible assets

Analysis of intangible assets by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Software 55 33 23

	 Acquired software 7 8 –1

	 Internally generated software 48 25 24

Other intangible assets 6 36 –30

Total 62 69 –8

Other intangible assets include, in particular, soft­

ware under development.

Purchase/ 
production 

cost

Accumulated 
depreciation/

impairment 
losses

Net carrying 
amount

EUR in millions EUR in millions EUR in millions

Carrying amount as at 1 Jan. 2008 119 -50 69

Additions/reversals of impairment losses 13 0 13

Disposals –6 2 –4

Depreciation – –16 –16

Carrying amount as at 31 Dec. 2008 126 –64 62

Development in intangible assets in financial year 2008

Purchase/ 
production 

cost

Accumulated 
depreciation/

impairment 
losses

Net carrying 
amount

EUR in millions EUR in millions EUR in millions

Carrying amount as at 1 Jan. 2007 98 –39 59

Additions/reversals of impairment losses 22 0 22

Depreciation – –11 –11

Carrying amount as at 31 Dec. 2007 119 –50 69

Development in intangible assets in financial year 2007
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(47)	O ther assets

Analysis of other assets by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Other assets and receivables 704 226 478

Prepaid expenses and deferred charges 1,125 1,305 –180

Income tax assets 247 48 199

Total 2,077 1,579 497

Analysis of income tax assets by type

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Current income tax assets 59 13 46

Deferred income tax assets 188 35 152

Total 247 48 199

The current income tax assets derive from deductible 

taxes (capital gains tax/solidarity surcharge) and tax 

receivables from advance tax payments during the 

reporting year.

Deferred income tax assets mostly result from valu­

ation differences in risk provisions for loans and ad­

vances to banks and customers, the formation of 

provisions for personnel and the valuation of de­

rivatives. 
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Analysis of deferred tax assets by balance sheet item

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Loans and advances to banks and customers 75 4 71

Other derivatives (assets) 11 14 –3

Securities and investments 11 7 4

Property, plant and equipment 2 2 0

Intangible assets 23 0 23

Liabilities to banks and customers 5 0 5

Other derivatives (liabilities) 37 0 37

Provisions 18 6 12

Other balance sheet items 4 3 1

Tax loss carryforwards 2 0 2

Subtotal 188 36 152

Offset against deferred tax liabilities 0 –1 1

Total 188 35 153

The use of existing tax loss carryforwards for the 

taxable group companies is not sufficiently prob­

able, with the result that it was only possible to 

carry deferred tax assets to a limited extent. 
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(48)	L iabilities to banks 

(49)	L iabilities to customers 

Analysis of liabilities to banks by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Money-market transactions 1,885 455 1,430

Promissory note loans 5,968 8,941 –2,973

Other liabilities 3,936 3,971 –35

Total 11,788 13,366 –1,578

Liabilities from the PROMISE and PROVIDE securiti­

sation platforms are included in Other liabilities. 

Liabilities from the PROMISE and PROVIDE securi­

tisation platforms are included in Other liabilities. 

Credit-linked notes issued in this connection are 

included under Promissory note loans.

Analysis of liabilities to customers by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Money-market transactions 5,374 4,217 1,158

Promissory note loans 12,092 16,487 –4,394

Other liabilities 13,839 16,418 –2,579

Total 31,306 37,121 –5,815
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(50)	 Certificated liabilities

(51)	V alue adjustments from macro fair value hedge accounting

Analysis of certificated liabilities by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Money-market issues 30,947 18,878 12,068

Bonds and notes 271,612 241,437 30,175

Total 302,559 260,315 42,244

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Value adjustments to liabilities under macro fair value hedge accounting 13 –423 436

The fair values attributable to hedged risks in the 

hedged portfolios in the category "other liabilities" 

are included in this item.
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(52)	D erivatives used for hedge accounting

(53)	O ther derivatives

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Micro fair value hedge accounting 3,745 2,410 1,335

Macro fair value hedge accounting 7,251 1,680 5,571

Total 10,997 4,091 6,906

Analysis of derivatives with negative fair values designated for hedge accounting by type of hedging relationship

Analysis of derivatives with negative fair values designated for hedge accounting by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Interest-related derivatives 8,402 3,340 5,061

Currency-related derivatives 2,595 750 1,845

Total 10,997 4,091 6,906

Only interest-related derivatives are designated for 

macro fair value hedge accounting. Cross-currency 

swaps are reported under Currency-related deriva­

tives.

Cross-currency swaps are reported under Currency-

related derivatives.

Analysis of other derivatives with negative fair values by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Interest-related derivatives 1,522 1,153 368

Currency-related derivatives 17,410 14,240 3,170

Equity/index-related derivatives 0 35 –35

Credit derivatives 158 1,641 –1,483

Other derivatives 14 45 –31

Total 19,104 17,114 1,991
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(54)	P rovisions

The calculation of the pension entitlements which 

were vested as at the valuation reference date results 

in actuarial gains to be amortised of EUR 186 million 

(previous year: EUR 121 million).

The value of the pension commitments calculated 

based on the projected unit credit method was  

EUR 771 million (previous year: EUR 769 million) as 

at 31 December 2008. 

Analysis of provisions by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Provisions for pensions and similar commitments 965 933 33

Provisions for credit risks 255 530 –275

Other provisions 508 82 426

Total 1,728 1,545 183

Pension  
obligations

Early  
retirement

Partial  
retirement

Total

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

As at 1 Jan. 2008 919 4 10 933

Pension benefits paid –32 –1 –2 –35

Additions 64 3 1 67

	 Service cost 15 3 1 18

	 Interest cost 44 0 0 44

	 Contributions by plan participants 5 0 0 5

Reversals 0 0 0 0

As at 31 Dec. 2008 951 5 9 965

Development in provisions for pensions and similar commitments in financial year 2008
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Pension  
obligations

Early  
retirement

Partial  
retirement

Total

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

As at 1 Jan. 2007 875 3 11 889

Pension benefits paid –30 –1 –2 –33

Additions 74 1 1 76

	 Service cost 27 1 1 29

	 Interest cost 42 0 0 42

	 Contributions by plan participants 5 0 0 5

Reversals 0 0 0 0

As at 31 Dec. 2007 919 4 10 933

Development in provisions for pensions and similar commitments in financial year 2007

The provisions for pensions and similar commitments 

are calculated on the basis of the 2005 G Heubeck 

actuarial tables and based on the following actu­

arial assumptions:

31 Dec. 2008 31 Dec. 2007

Technical discount rate 5.70 5.50 

Rate of salary increases 2.90  3.33

Rate of pension increases 2.30 2.30

Rate of staff turnover1) 2.00  none

1) The rate of staff turnover is taken into account in the calculations in accordance with an age table.

Actuarial assumptions in % p. a.
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The obligations to employees show other long-term 

employee benefits including provisions for service 

anniversaries. Corresponding actuarial reports have 

been prepared for these obligations.

Obligations  
to employees

Other  
provisions

Total Tax provisions

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

As at 1 Jan. 2008 25 57 82 5

Additions 8 460 468 3

Used amounts –10 –32 –41 0

Reversals 0 –1 –1 –5

As at 31 Dec. 2008 24 484 508 3

Development in other provisions in financial year 2008

Obligations  
to employees

Other  
provisions

Total Tax provisions

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

As at 1 Jan. 2007 24 18 42 10

Additions 7 56 63 5

Used amounts –5 –16 –21 –6

Reversals 0 0 –1 –4

As at 31 Dec. 2007 25 57 82 5

Development in other provisions in financial year 2007
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(55)	O ther liabilities

Analysis of other liabilities by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Other liabilities 2,161 2,123 37

Deferred income 48 52 –4

Income tax liabilities 55 10 45

Total 2,264 2,185 79

Analysis of income tax liabilities by type

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Current income tax liabilities 2 6 –4

Deferred income tax liabilities 53 4 49

Total 55 10 45

The current income tax liabilities in the reporting 

year are the result of additions to tax provisions 

within the KfW Group.

Deferred tax liabilities are mostly due to differences 

in value resulting from valuing derivatives and se­

curities and investments at fair value.

Analysis of deferred tax liabilities by balance sheet item

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Other derivatives (assets) 37 2 35

Securities and investments 15 0 15

Provisions 0 3 –3

Other balance sheet items 1 0 1

Subtotal 53 5 48

Offset against deferred tax assets 0 –1 1

Total 53 4 49
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(56)	S ubordinated liabilities

In relation to the acquisition of shares in Deutsche 

Telekom AG, Bonn, and Deutsche Post AG, Bonn, for 

the continuing privatisation of these companies, the 

Federal Government had granted KfW a subordinated 

loan of EUR 500 million. The loan, which carried an 

agreed interest rate of 3.9475 % p. a. was repaid on 

schedule on 11 November 2008.

As part of the new legislation governing ERP eco­

nomic promotion as at 1 July 2007, the ERP Special 

Fund provided a subordinated loan to KfW in the 

amount of EUR 3,247 million. The loan consists of 

three tranches with different fixed interest periods. 

The period during which capital is tied up in all 

tranches ends as at 31 December 2017. Interest is 

charged on the tranches at an initial rate of 4.5 % p. a.

Analysis of subordinated liabilities by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Subordinated liabilities 3,247 3,747 –500
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Analysis of equity

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Subscribed capital 3,750 3,750 0

less outstanding contributions, not requested 450 450 0

Paid-in subscribed capital 3,300 3,300 0

Capital reserve 6,254 6,254 0

	 Promotional reserves from the ERP Special Fund 4,650 4,650 0

Reserve from the ERP Special Fund 848 804 43

Retained earnings 5,356 5,862 –507

	 Statutory reserve under Section 10 (2) KfW Law 1,574 1,574 0

	 Special reserve under Section 10 (3) KfW Law 1,893 1,893 0

	� Special reserve less the special loss account from provisioning pursuant to Section 17 (4)  
of the D-Mark Balance Sheet Law 21 21 0

	 Other retained earnings 1,867 2,374 –507

Fund for general banking risks 50 200 –150

Revaluation reserves –551 –92 –460

Balance sheet profit/loss –3,436 –1,393 –2,043

Total 11,820 14,936 –3,116

Equity forms the basis for the available financial re­

sources which are matched against the economic 

capital requirements derived from internal steering.

For details, please refer to the risk report of the group 

management report.

(57)	E quity



135
N o t e s   |  N o t e s  o n  f i n a n c i a l  i n s t r u m e n t s

The following tables show an analysis of the results 

from financial instruments included in the various 

income statement items organised by valuation 

category. The result from foreign currency transla­

tion is not included.

Notes on financial instruments

(58)	G ains and losses from financial instruments by valuation category

Net  
interest 
income

Risk  
provisions 

for lending 
business

Net  
commission 

income

Net gains/
losses from 

hedge  
accounting

Net gains/
losses from 

other 
financial 

instruments 
at fair value 

through 
profit or 

loss

Net gains/
losses from 

securities 
and invest-

ments

Net other 
operating 

income 

Total

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

Loans and receivables 14,394 –2,139 54 6,751 – –160 1,530 20,431

Held-to-maturity investments 21  – – – – 0  – 21

Other liabilities –12,125 – 0 –12,085 – – 21 –24,189

Available-for-sale financial assets 1,607 – 0 730 – –395 – 1,942

Financial assets at fair value 
through profit or loss 451 – 219

 
– –1,446

 
–

 
– –776

Financial liabilities at fair value 
through profit or loss –1,930 – –166

 
– –1,894 – – –3,990

Derivatives used for hedge 
accounting 914 – – 4,295 – – – 5,209

Other derivatives –1,281 – 9 – 1,845 – – 573

Total 2,051 –2,139 116 –309 –1,495 –555 1,551 –780

Gains and losses from financial instruments by valuation category in financial year 2008
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Net  
interest 
income

Risk  
provisions 

for lending 
business

Net  
commission 

income

Net gains/
losses from 

hedge  
accounting

Net gains/
losses from 

other 
financial 

instruments 
at fair value 

through 
profit or 

loss

Net gains/
losses from 

securities 
and invest-

ments

Net other 
operating 

income 

Total

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

Loans and receivables 13,199 –6,409 42 –1,512 – –18 1,170 6,472

Other liabilities –11,359 – 0 -161 – – –1 –11,521

Available-for-sale financial assets 1,485 – 0 -107  – –48 – 1,330

Financial assets at fair value 
through profit or loss 419  – 223  – –237 – – 405

Financial liabilities at fair value 
through profit or loss –2,473 – –166 – 624 – – –2,016

Derivatives used for hedge 
accounting –484 – – 1,853 – – – 1,369

Other derivatives 1,008 – 3 – –2,237 – – –1,226

Total 1,796 –6,409 102 73 –1,851 –67 1,169 –5,186

Gains and losses from financial instruments by valuation category in financial year 2007
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(59)	 Balance sheet for financial instruments by valuation category

The following tables show the assets and liabilities 

from financial instruments included in the different 

balance sheet items organised by valuation category.

Loans and 
advances 
to banks

Loans and 
advances 

to cus-
tomers

Risk provi-
sions for 
lending 

business

Value ad-
justments 

from 
macro 

fair value 
hedge ac-
counting

Derivatives 
used for 

hedge ac-
counting

Other 
derivatives

Securities 
and in-

vestments

Assets (financial 
instruments)

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions (in %)

Loans and receivables 222,878 104,380 –7,604 5,451 – – 5,290 330,396 84.3

Held-to-maturity investments – – – – – – 937 937 0.2

Available-for-sale financial assets 0 0 – – –  – 30,962 30,962 7.9

Financial assets at fair value 
through profit or loss 583 64 – – – – 7,031 7,678 2.0

Derivatives used for hedge 
accounting – – – – 13,028 – – 13,028 3.3

Other derivatives – – – – – 8,709 – 8,709 2.2

Total 223,462 104,444 –7,604 5,451 13,028 8,709 44,220 391,710 100.0

Financial assets by valuation category as at 31 December 2008
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Liabilities 
to banks

Liabilities 
to cus-
tomers

Cer-
tificated 

liabilities

Value ad-
justments 

from 
macro 

fair value 
hedge ac-
counting

Deriva-
tives used 
for hedge 
account-

ing

Other 
derivatives

Other 
liabilities

Sub
ordinated 
liabilities

Liabilities (finan-
cial instruments)

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions (in %)

Other financial 
liabilities 10,052 24,758 271,220 13 –  – 214 3,247 309,503 81.6

Financial liabilities 
at fair value through 
profit or loss 1,736 6,548 31,339  – – – – 0 39,623 10.4

Derivatives used for 
hedge accounting –  – – – 10,997  – – – 10,997 2.9

Other derivatives – – – –  – 19,104 – – 19,104 5.0

Total 11,788 31,306 302,559 13 10,997 19,104 214 3,247 379,228 100.0

Financial liabilities by valuation category as at 31 December 2008
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Loans and 
advances 
to banks

Loans and 
advances 

to cus-
tomers

Risk provi-
sions for 
lending 

business

Value ad-
justments 

from 
macro 

fair value 
hedge ac-
counting

Derivatives 
used for 

hedge 
accounting

Other 
derivatives

Securities 
and in-

vestments

Assets (financial 
instruments)

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions (in %)

Loans and receivables 204,685 100,131 –7,671 –1,295 – – 2,022 297,872 84.8

Available-for-sale financial assets 0 0 – – – – 34,243 34,243 9.7

Financial assets at fair value 
through profit or loss 1,053 136 – – – – 9,271 10,460 3.0

Derivatives used for hedge 
accounting – – – – 5,570  – – 5,570 1.6

Other derivatives – – – – – 3,166 – 3,166 0.9

Total 205,738 100,267 –7,671 –1,295 5,570 3,166 45,536 351,311 100.0

Financial assets by valuation category as at 31 December 2007
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Liabilities 
to banks

Liabilities 
to cus-
tomers

Cer-
tificated 

liabilities

Value ad-
justments 

from 
macro 

fair value 
hedge ac-
counting

Deriva-
tives used 
for hedge 
account-

ing

Other 
derivatives

Other 
liabilities

Sub
ordinated 
liabilities

Liabilities (finan-
cial instruments)

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions

EUR in 
millions (in %)

Other financial 
liabilities 12,141 26,604 226,906 –423 –  – –10 3,747 268,964 80.2

Financial liabilities  
at fair value 
through profit or 
loss 1,226 10,518 33,409 –  – – – 0 45,152 13.5

Derivatives used for 
hedge accounting – – – – 4,091 – – – 4,091 1.2

Other derivatives – – – – – 17,114 – – 17,114 5.1

Total 13,366 37,121 260,315 –423 4,091 17,114 –10 3,747 335,320 100.0

Financial liabilities by valuation category as at 31 December 2007
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(60)	D isclosures on the reclassification of financial assets

With retroactive effect as at 1 July 2008, the KfW 

Group reclassified bonds and other fixed-income se­

curities carried under Securities and investments 

(asset-backed securities) with a volume of EUR 2,750 

million (fair value on the date of the retroactive re­

classification) with anticipated interest and capital 

payments totalling EUR 2,856 million from the valu­

ation category "available-for-sale financial assets" 

in the valuation category "loans and receivables".

The following table shows the carrying amounts of 

the reclassified financial assets and their fair values.

The changes in the fair value of the reclassified fi­

nancial assets in the reporting period through to the 

date of the retroactive reclassification in the amount 

of EUR –55 million were recorded directly in equity 

in the Revaluation reserve, which totalled EUR –106 

million on the date of reclassification. The changes in 

fair value in the previous year that were recorded 

directly in equity in the Revaluation reserve totalled 

EUR –54 million.

For the reclassified financial assets a change of  

EUR –194 million in fair value would have been re­

corded directly in equity in the Revaluation reserve 

and net gains/losses from securities and investments 

of EUR –60 million from financial assets would have 

been recorded. 

The net gains/losses from securities and investments 

include realised gains and losses from the sale and 

impairment of reclassified financial assets totalling 

EUR –60 million. Interest income from the reclassi­

fied securities is still received unchanged.

31 Dec. 2008 Carrying amount (balance sheet) Fair value

EUR in millions EUR in millions

2,450 2,256
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(61)	�D isclosures on the valuation methods used for financial instruments carried at fair value

The following tables show the financial instruments 

carried at fair value according to the valuation 

methods used.

In the case of bonds and other fixed-income securities, 

for which no prices were available from active markets 

at the end of 2008 as a result of the general crisis of 

confidence in the financial markets, the fair value is 

determined using valuation models (DCF methods). For 

this purpose, the risk-free interest rate and the coun­

terparty default risk were identified using market data 

that can currently be observed, whereas market liquid­

ity was estimated on the basis of market data that can 

currently be observed for reference bonds. The esti­

mates are continuously reassessed during the valua­

tion processes. This relates to securities with a nominal 

volume of EUR 31.1 billion which are allocated to the 

category "Valuation methods based on market data 

that can be observed (model)". Structured securities 

were not valuated on the basis of DCF methods.

Quoted market 
price

Valuation 
method based 
on observable 

market data 
(model)

Valuation 
method based 

on data that 
were, in part, 

not observable 
on the market

Total

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

Loans and advances to banks – recorded at fair value through profit or loss 172 262 150 583

Loans and advances to customers – recorded at fair value through profit or loss 0 18 46 64

Derivatives used for hedge accounting 0 13,028 0 13,028

Other derivatives 245 8,321 142 8,709

Securities and investments – available for sale 1,458 29,007 497 30,962

Securities and investments – recorded at fair value through profit or loss 3,085 3,626 320 7,031

Financial assets carried at fair value as at 31 December 2008
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Quoted market 
price

Valuation 
method based 
on observable 

market data
(model)

Valuation 
method based 

on data that 
were, in part, 

not observable 
on the market

Total

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

Loans and advances to banks – recorded at fair value through profit or loss 310 458 285 1,053

Loans and advances to customers – recorded at fair value through profit or loss 0 9 127 136

Derivatives used for hedge accounting 0 5,570 0 5,570

Other derivatives 93 3,025 47 3,166

Securities and investments – available for sale 33,393 394 456 34,243

Securities and investments – recorded at fair value through profit or loss 8,767 268 235 9,271

Financial assets carried at fair value as at 31 December 2007

Quoted market 
price

Valuation 
method based 
on observable 

market data
(model)

Valuation 
method based 

on data that 
were, in part, 

not observable 
on the market

Total

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

Liabilities to banks – recorded at fair value through profit or loss 75 1,510 152 1,736

Liabilities to customers – recorded at fair value through profit or loss 0 6,545 2 6,548

Certificated liabilities – recorded at fair value through profit or loss 516 30,823 0 31,339

Derivatives used for hedge accounting 0 10,997 0 10,997

Other derivatives 168 18,916 20 19,104

Financial liabilities carried at fair value as at 31 December 2008
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Quoted market 
price

Valuation 
method based 
on observable 

market data
(model)

Valuation 
method based 

on data that 
were, in part, 

not observable 
on the market

Total

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

Liabilities to banks – recorded at fair value through profit or loss 10 930 286 1,226

Liabilities to customers – recorded at fair value through profit or loss 0 10,401 117 10,518

Certificated liabilities – recorded at fair value through profit or loss 18,386 15,023 0 33,409

Derivatives used for hedge accounting 0 4,091 0 4,091

Other derivatives 106 15,367 1,641 17,114

Financial liabilities carried at fair value as at 31 December 2007
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(62)	F air values of financial instruments

In the following tables, the fair values of financial in­

struments are compared to their carrying amounts. 

Existing provisions for losses on loans and advances  

are deducted from the carrying amounts of loans and 

advances to banks and customers. The carrying amount 

of the subordinated liabilities comprises pro-rata inter­

est and value adjustments from micro fair value hedge 

accounting reported in the item Other liabilities.

Interest-related changes in value are also taken into 

consideration for calculating the fair value of the 

financial instruments. Accordingly, when the com­

parison is made with the carrying amount, it is 

necessary to take account of the (interest-related) 

changes in value resulting from the recognition of 

loans and advances and borrowings in macro fair 

value hedge accounting.

Fair values of financial instruments as at 31 December 2008

Fair value Carrying 
amount  

(balance sheet)

Difference

EUR in millions EUR in millions EUR in millions

Loans and advances to banks 226,709 222,935 3,773

Loans and advances to customers 100,894 97,366 3,527

Value adjustments from macro fair value hedge accounting – 5,451 –5,451

Derivatives used for hedge accounting 13,028 13,028 0

Other derivatives 8,709 8,709 0

Securities and investments 43,603 44,220 –617

Assets 392,942 391,710 1,232

Liabilities to banks 11,771 11,788 –17

Liabilities to customers 32,103 31,306 797

Certificated liabilities 298,533 302,559 –4,026

Value adjustments from macro fair value hedge accounting – 13 –13

Derivatives used for hedge accounting 10,997 10,997 0

Other derivatives 19,104 19,104 0

Subordinated liabilities 3,414 3,461 –47

Liabilities 375,921 379,228 –3,307
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Fair values of financial instruments as at 31 December 2007

Fair value Carrying 
amount (bal-

ance sheet)

Difference

EUR in millions EUR in millions EUR in millions

Loans and advances to banks 204,041 205,253 –1,212

Loans and advances to customers 94,804 93,081 1,724

Value adjustments from macro fair value hedge accounting – –1,295 1,295

Derivatives used for hedge accounting 5,570 5,570 0

Other derivatives 3,166 3,166 0

Securities and investments 45,484 45,536 –52

Assets 353,065 351,311 1,754

Liabilities to banks 13,912 13,366 546

Liabilities to customers 37,328 37,121 206

Certificated liabilities 260,209 260,315 –106

Value adjustments from macro fair value hedge accounting – –423 423

Derivatives used for hedge accounting 4,091 4,091 0

Other derivatives 17,114 17,114 0

Subordinated liabilities 3,763 3,736 26

Liabilities 336,415 335,320 1,095

(63)	A dditional disclosures on liabilities to banks

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Carrying amount 269 260 9

Repayment at maturity 1,424 1,377 47

Difference 1,155 1,117 38

Disclosures on liabilities to banks designated at fair value through profit or loss (fair value option)

Of the difference between the repayment amount 

at maturity and the carrying amount, EUR 1,025 

million (previous year: EUR 957 million) is attribut­

able to borrowings for which the repayment amount 

builds up as a result of the capitalisation over time 

of interest due.
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Of the difference between the repayment amount 

at maturity and the carrying amount, EUR 2,736 

million (previous year: EUR 921 million) is attribut­

able to borrowings for which the repayment amount 

builds up as a result of the capitalisation over time 

of interest due. 

Of the difference between the repayment amount at 

maturity and the carrying amount, EUR 17,793 mil­

lion (previous year: EUR 19,269 million) is attribut­

able to borrowings for which the repayment amount 

builds up as a result of the capitalisation over time 

of interest due.

(64)	A dditional disclosures on liabilities to customers

(65)	A dditional disclosures on certificated liabilities

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Carrying amount 6,542 10,397 –3,855

Repayment at maturity 10,212 11,470 –1,258

Difference 3,670 1,073 2,597

Disclosures on liabilities to customers designated at fair value through profit or loss (fair value option)

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Carrying amount 31,339 33,409 –2,070

Repayment at maturity 49,558 53,015 –3,457

Difference 18,219 19,606 –1,387

Disclosures on certificated liabilities designated at fair value through profit or loss (fair value option)
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(66)	A dditional disclosures on derivatives

Nominal value Fair value 31 Dec. 2008 Fair value 31 Dec. 2007

31 Dec. 2008 31 Dec. 2007 positive negative positive negative

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

OECD banks 504,224 427,549 19,070 27,436 6,967 18,913

Non-OECD banks 62 0 0 9 0 0

Other counterparties 54,639 75,150 2,318 2,655 1,721 2,212

Public sector 582 0 291 1 0 0

Total 559,507 502,698 21,679 30,101 8,688 21,125

Analysis of derivatives by counterparty

The analysis includes stand-alone financial and 

credit derivatives which are presented in the items 

Derivatives used for hedge accounting and Other 

derivatives.
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(67)	D isclosures on repurchase agreements

Disclosures on repo transactions

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Carrying amount of securities sold under repo transactions that continue to be recognised in 
securities and investments 316 846 –531

Liabilities to banks (countervalue) 319 838 –518

The KfW Group does not have any collateral under 

repo transactions, which can be resold or repledged 

at any time, without the party furnishing security 

having defaulted.

In the previous year, the KfW Group received col­

lateral under repo transactions, which can be resold 

or repledged at any time, without the party furnish­

ing security having defaulted. The fair value of this 

collateral totalled EUR 17 million. The securities have 

been neither resold nor repledged. 

Disclosures on reverse repo transactions

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Loans and advances to banks (countervalue) 7,052 5,724 1,328

Securities purchased under reverse repos are not rec­

ognised.

The KfW Group has not pledged any collateral under 

reverse repos which can be resold or repledged at any 

time, without the party furnishing security having 

defaulted.
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Other notes

(68)	 Contingent liabilities and irrevocable loan commitments

Analysis of contingent liabilities by class

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Contingent liabilities from financial guarantees 5,996 5,850 146

Performance guarantees 55 48 7

Other contingent liabilities 232 156 76

Total 6,283 6,054 230

Other contingent liabilities include payment obliga­

tions attributable to investments which are not fully 

paid up and do not have to be consolidated.

The irrevocable loan commitments are mainly attrib­

utable to domestic promotional lending business.

Volume of irrevocable loan commitments

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Irrevocable loan commitments 35,390 38,462 –3,072
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(69)	T rust activities and administered loans

EUR 15,232 million (previous year: EUR 15,956 mil­

lion) of the assets held in trust are attributable to 

the promotion of developing countries business area. 

Analysis of trust activities by class (transactions in the bank's own name but for third party accounts)

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Loans and advances to banks 2,054 2,262 –208

Loans and advances to customers 15,478 16,178 –700

Securities and investments 48 42 6

Assets held in trust 17,580 18,482 –902

Liabilities to banks 98 49 48

Liabilities to customers 17,483 18,433 –950

Liabilities held in trust 17,580 18,482 –902

Volume of administered loans granted (loans in the name and for the account of third parties)

31 Dec. 2008 31 Dec. 2007 Change

EUR in millions EUR in millions EUR in millions

Administered loans 5,142 4,280 862
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(70)	L easing transactions as lessee

Due within 
one year

 

Due in  
between one 

and five years 

Due in more 
than five years

Total

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

Finance leases

Future minimum leasing payments 6 14 0 20

Unearned finance income after remaining maturities 0 1 0 1

Present value of future minimum leasing payments 6 14 0 20

Operating leases     

Future minimum leasing payments 13 16 0 29

Disclosures on lessee agreements as at 31 December 2008

Due within 
one year 

Due in  
between one 

and five years 

Due in more 
than five years

Total

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

Finance leases

Future minimum leasing payments 4 5 0 9

Present value of future minimum leasing payments 4 4 0 8

Operating leases     

Future minimum leasing payments 12 13 0 25

Disclosures on lessee agreements as at 31 December 2007
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(71)	A verage number of employees during the financial year

(72)	� Compensation and loans to members of the Managing Board and Board of Supervisory 
Directors of KfW

2008 2007 Change

Employees (female) 2,076 1,941 135

Employees (male) 2,152 2,062 90

Total 4,228 4,003 225

	 Staff not covered by collective agreements 2,858 2,653 205

	 Staff covered by collective agreements 1,370 1,350 20

The average number of employees including tempo­

rary staff but without trainees is calculated based on 

the levels at the end of each quarter.

Compensation to members of the Managing Board and Board of Supervisory Directors

2008 2007 Change

EUR in 
thousands

EUR in 
thousands

EUR in 
thousands

Members of the Managing Board 2,653 2,935 –283

Members of the Board of Supervisory Directors 218 204 14

Former members of the Managing Board and their surviving dependents 3,617 3,639 –22

Total 6,487 6,778 –291
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The following table provides details on the com­

pensation paid to the Managing Board in financial 

year 2008:

Annual compensation 2008

Monetary 
compensation

Other  
compensation1)

Total

EUR in 
thousands

EUR in 
thousands

EUR in 
thousands

Dr. Ulrich Schröder (CEO) (since 1 Sept. 2008) 239 20 259

Dr. Günther Bräunig2) 137 3 140

Dr. Peter Fleischer (until 29 Sept. 2008) 388 26 414

Dr. Norbert Kloppenburg 470 44 514

Wolfgang Kroh 470 20 490

Detlef Leinberger (until 29 Sept. 2008) 388 27 415

Ingrid Matthäus-Maier (until 30 Sept. 2008) 388 34 422

Total 2,478 175 2,653

1) Other compensation mostly comprises the use of company cars and insurance premiums and the taxes and social security payments on these amounts.
2) Resumption of tasks as an active member of the Managing Board on 1 November 2008.

The compensation to the members of the Board of 

Supervisory Directors is composed as follows:

	� Compensation for the Chairman of the Board of 

Supervisory Directors: EUR 13 thousand p. a. (pre­

vious year: EUR 13 thousand)

	� Compensation for the Deputy Chairman: EUR 10 

thousand p. a. (previous year: EUR 10 thousand)

	� Compensation for the members of the Board of 

Supervisory Directors: EUR 5 thousand p. a. (previ­

ous year: EUR 5 thousand)

	� Compensation for membership of the Loan Ap­

proval, Executive and Audit Committees: EUR 0.6 

thousand p. a. (previous year: EUR 0.6 thousand)

Members who join during the year receive their com­

pensation on a pro-rata basis.

Provisions in the amount of EUR 41,052 thousand 

had been set up at the end of the financial year for 

pension obligations for former members of the Man­

aging Board and their surviving dependents (previ­

ous year: EUR 41,311 thousand). The ongoing com­

pensation totalled EUR 3,617 thousand.

The total amount of loans granted to members of 

the Managing Board was EUR 104 thousand as at 

year-end (previous year: EUR 187 thousand). Interest 

rates were between 2 % p. a. and 5 % p. a.
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(73)	R elated party disclosures

(74)	A uditor's fees

The KfW Group's related parties, in accordance with 

IAS 24, include as legal persons the consolidated 

subsidiaries, the non-consolidated affiliated entities, 

jointly controlled entities and associates. 

Natural persons considered related parties in ac­

cordance with IAS 24 include the members of the 

Managing Board and the Directors of KfW (and their 

close family members), the members of the Board of 

Supervisory Directors of KfW, and the executive 

bodies of its consolidated subsidiaries. 

KfW is a public law institution in which the Federal 

Republic of Germany (Federal Government) holds an 

80 % and the Federal States a 20 % stake. Any trans­

actions with the Federal Government and the Fed­

eral States in the reporting year are covered by the 

rules and regulations set forth in the KfW Law. 

The business relationships between KfW and its af­

filiates and other related parties are primarily deter­

mined by the rules set out in the KfW Law. The con­

ditions and prices are in line with standard market 

conditions and are concluded in accordance with 

KfW's general conditions for its loan programs open 

to the general public. 

2008 2007 Change

EUR in 
thousands

EUR in 
thousands

EUR in 
thousands

Audit 2,390 1,718 672

Other audit-related and valuation services 1,569 1,798 –229

Tax advisory services 41 5 36

Other services 2,014 2,651 –637

Total 6,014 6,172 –158
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(75)	D isclosures on shareholdings

Subsidiaries included in the consolidated financial statements

Name/registered office Capital share Equity (IFRS)
as at 31 Dec. 

2008 

% EUR in millions

KfW IPEX-Bank GmbH, Frankfurt (www.kfw-ipex-bank.de) 100  2,670

KfW IPEX-Beteiligungsholding GmbH, Frankfurt 100  1,874

DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbH, Cologne (www.deginvest.de) 100  1,583

tbg – Technologie-Beteiligungs-Gesellschaft mbH, Bonn 100  388

KfW Beteiligungsholding GmbH, Bonn 100  242

Finanzierungs- und Beratungsgesellschaft mbH, Berlin 100  32

KfW International Finance Inc., Delaware, USA 100  0

KfW IPEX-Bank GmbH was included in the KfW 

Group for the first time after it was legally sep­

arated as at 1 January 2008. This separation is due 

to the understanding reached between the Federal 

Republic of Germany and the European Commission 

on the orientation of legally independent promo­

tional banks in Germany and the German Promo­

tional Bank Restructuring Act (Förderbankenneu

strukturierungsgesetz). As a result, KfW contributed 

what had, until then, been a legally dependent part 

of its operations to a subsidiary. The separation in­

cluded business activities in the export and project 

finance segment, which compete with other financial 

services companies.

Movesta Lease and Finance GmbH, Düsseldorf, oper­

ates in the field of leasing and the project develop­

ment and management of real estate and infrastruc­

ture financing. Railpool Holding GmbH & Co. KG, 

Munich, covers all of the key elements in providing 

leasing for locomotives and other railway vehicles 

via various operating companies. Details of the areas 

of operation as well as a summary of financial infor­

mation can be found on the respective company's 

website (www.movesta.de or www.railpool.eu).

Investments included in the consolidated financial statements using the equity method

Name/registered office Capital share Equity (IFRS)
as at 31 Dec. 

2008 

% EUR in millions

Movesta Lease and Finance GmbH, Düsseldorf  50 16

Railpool Holding GmbH & Co. KG, Munich  50 –7
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Special funds included in the consolidated financial statements

Name Capital share Fund volume 
(IFRS) as at  

31 Dec. 2008

% EUR in millions

Frankfurt I  100  1,168

Frankfurt II  100  1,497

Atlantik  100  523

München I  100  1,053

München II  100  1,144

Cologne  100  288

Six affiliated entities, eight associates, and four 

jointly controlled entities of minor significance to 

the presentation of the net assets, financial position 

and results of operations of the KfW Group have 

not been consolidated; instead, they are shown in 

the balance sheet under Securities and investments 

or Loans and advances to customers and are meas­

ured in accordance with the relevant rules. These 

companies account for 0.1 % of KfW Group's bal­

ance sheet total.

As part of the risk protection for IKB, KfW has made 

liquidity lines available to various special purpose 

entities of the "Rhineland Funding Capital Corpora­

tion, New York, USA" conduit. These lines were 

drawn down successively through to 28 January 

2008. The provision of the liquidity lines has not 

resulted in any obligation for KfW to consolidate 

the special purpose entities because KfW did not 

exercise any control over the SPEs within the mean­

ing of SIC-12. KfW did not obtain any power of 

disposal over the SPEs or over the assets in the SPEs 

by providing the liquidity lines. The restructuring of 

the "Rhineland Funding Capital Corporation, New 

York, USA" conduit that had been scheduled for fi­

nancial year 2008 did not take place as a result of 

the large number of contractual partners who had 

to agree thereto. KfW continued to serve solely as 

provider of debt capital for the conduit and did not 

possess any decision-making powers over the assets 

of the SPEs or over the SPEs themselves. 

A full listing of shareholdings has been published in 

the electronic Federal Gazette (Bundesanzeiger).

The investments held in the special security funds 

are mostly part of KfW Group's strategic asset man­

agement. In connection with the IKB sale, KfW ac­

quired portfolio investments from IKB in the form of 

structured securities and credit derivatives. These 

were contributed, in part, to the newly established 

Cologne special fund.

Affiliated entities not included in the consolidated financial statements
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Statement by the Managing Board

The Managing Board of KfW is responsible for the 

presentation of the consolidated financial state­

ments and the group management report. These 

comply with the requirements of the International 

Financial Reporting Standards (IFRS), the Interna­

tional Accounting Standards (IAS) and the interpre­

tations of the International Financial Reporting 

Interpretations Committee (IFRIC) and of the Stand­

ing Interpretations Committee (SIC) as applicable in 

the European Union. They are in accordance with 

the additional requirements of German commercial 

law pursuant to Section 315a of the German Com­

mercial Code (Handelsgesetzbuch/HGB).

To the best of our knowledge, and in accordance 

with the applicable accounting principles, the con­

solidated financial statements give a true and fair 

view of the net assets, financial position and results 

of operations of the KfW Group, and the group man­

agement report includes a fair review of the devel­

opment and performance of the business and the 

position of the KfW Group, together with a descrip­

tion of the principal risks and rewards associated 

with the expected development of the KfW Group.

Frankfurt am Main, 29 January 2009

KfW

C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  |  N o t e s  |  S t a t e m e n t  b y  t h e  M a n a g i n g  B o a r d

Wolfgang KrohDr Norbert KloppenburgDr Günther Bräunig

Dr Ulrich Schröder
(Chairman of the Managing Board)
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Based on the final results of our audit we issued the 

following unqualified auditor's report dated 9 March 

2009:

"Auditor's report
We have audited the consolidated financial state­

ments prepared by KfW, Frankfurt am Main, com­

prising the balance sheet, the income statement, 

statement of changes in equity, cash flow statement 

and the notes to the consolidated financial state­

ments, together with the group management report 

for the business year from 1 January to 31 Decem­

ber 2008. The preparation of the consolidated finan­

cial statements and the group management report 

in accordance with the IFRSs, as adopted by the EU, 

and the additional requirements of German com­

mercial law pursuant to § (Article) 315a Abs. (para­

graph) 1 HGB ("Handelsgesetzbuch": German Com­

mercial Code) and supplementary provisions of the 

Law concerning KfW (KfW Law) and By-Laws of KfW 

are the responsibility of KfW's Managing Board. Our 

responsibility is to express an opinion on the consoli­

dated financial statements and on the group manage­

ment report based on our audit.

We conducted our audit of the consolidated financial 

statements in accordance with § 317 HGB and Ger­

man generally accepted standards for the audit of 

financial statements promulgated by the Institut der 

Wirtschaftsprüfer (Institute of Public Auditors in 

Germany) (IDW). Those standards require that we 

plan and perform the audit such that misstatements 

materially affecting the presentation of the net  

assets, financial position and results of operations in 

the consolidated financial statements in accordance 

with the applicable financial reporting framework 

and in the group management report are detected 

with reasonable assurance. Knowledge of the busi­

ness activities and the economic and legal environ­

ment of the Group and expectations as to possible 

misstatements are taken into account in the deter­

mination of audit procedures. The effectiveness of 

the accounting-related internal control system and 

the evidence supporting the disclosures in the con­

solidated financial statements and the group man­

agement report are examined primarily on a test 

basis within the framework of the audit. The audit 

includes assessing the annual financial statements of 

those entities included in consolidation, the determi­

nation of the entities to be included in consolidation, 

the accounting and consolidation principles used and 

significant estimates made by the Company´s Man­

aging Board, as well as evaluating the overall pres­

entation of the consolidated financial statements 

and the group management report. We believe that 

our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

Auditor's report reprint

A u d i t o r ' s  r e p o r t  r e p r i n t
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In our opinion based on the findings of our audit the 

consolidated financial statements comply with the 

IFRSs as adopted by the EU and the additional re­

quirements of German commercial law pursuant to 

§ 315 a Abs. 1 HGB and supplementary provisions of 

the KfW Law and By-Laws of KfW and give a true 

and fair view of the net assets, financial position and 

results of operations of the KfW Group in accordance 

with these requirements. The group management 

report is consistent with the consolidated financial 

statements and as a whole provides a suitable view 

of the Group's position and suitably presents the  

opportunities and risks of future development".

Frankfurt am Main, 9 March 2009

PricewaterhouseCoopers

Aktiengesellschaft

Wirtschaftsprüfungsgesellschaft

Christoph Theobald
Wirtschaftsprüfer

(German Public Auditor)

Peter Flick
Wirtschaftsprüfer

(German Public Auditor)
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