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Future Structure of WestLB

In its capacity as a bank under public law, WestLB acts as a universal bank, the central institution for

the savings banks and state and municipal bank. WestLB is due to operate in the market under a new

Group structure with two separate banks as of September 1, 2002. The new structure will form the

basis on which WestLB will continue to offer a comprehensive range of sophisticated products and

services for the benefit of its customers and owners.

2 - Future Structure of WestLB

Under the parent-subsidiary structure,
WestLB will separate its competitive
business from the tasks carried out as
part of its public mission. The future
Landesbank NRW, the public-law parent
company, will be responsible for the
activities in connection with the public
mission. The entire competitive business,
including the equity investments in other
Landesbanks, will be integrated into
WestLB AG, a subsidiary under private
law. The new commercial bank will also
assume the functions of the central
institution for the savings banks in North
Rhine-Westphalia and Brandenburg and
of a municipal bank.

Under the restructuring, LBS
Westdeutsche Landesbausparkasse
will be spun off as an independent
institution under public law for reasons
related to building society law. The draft
bill for the revision of the Savings Banks
Act of North Rhine-Westphalia provides,

among other things, for spinning off LBS
into a unit owned directly by WestLB's
owners. Moreover, consideration is being
given to selling LBS to the savings banks
in North Rhine-Westphalia. The necessary
decisions will be taken before completion

of the legislative procedure.

The reorganisation of WestLB will be
regulated by a state law which is to be
adopted before the summer recess at
the end of June 2002. After entry of
WestLB AG in the commercial register,
it is expected that the reorganisation can
be completed on September 1, 2002.

Landesbank NRW:
Bank with a Public Mission

All tasks currently carried out by WestLB
in the context of its public mission will be
concentrated in Landesbank NRW. These
include INVESTITIONS-BANK NRW (IB),
Wohnungsbauférderungsanstalt NRW
(Wfa), the public Pfandbrief business




(OPG) and the equity investments held
in the public interest, in particular in the
Investitionsbank des Landes Brandenburg
(ILB), Landesentwicklungsgesellschaft
NRW (LEG) and in casinos and lottery

companies.

It will be the task of Landesbank NRW
to support the owners in the structural
policy field. The concentration of the
public-mission activities will enhance
expertise in the field of public promotion
programmes. Landesbank NRW will
receive its own banking licence for its
business activities and be one of the
largest banks of its type in Germany.

Landesbank NRW will be owned by
WestLB's current guarantors, whose
shareholders will remain unchanged:
the State of North Rhine-Westphalia
(43.2%), the Savings Banks and Giro
Associations of the Rhineland and
Westphalia-Lippe (16.7% each) and the
Regional Associations of the Rhineland
and Westphalia-Lippe (11.7% each). Its
governing bodies will be the Guarantors’
Meeting, the Supervisory Board and the
Managing Board.

The Parent-Subsidiary Structure
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WestLB AG:
A Focused Commercial Bank

WestLB AG will be organised along private
law lines and include all the competitive
activities of today’s WestLB, from equities
and lending business to money market
and foreign exchange transactions, special
finance, asset management and equity
investments. The commercial bank will
also be responsible for the investments
in Landesbank Rheinland-Pfalz and

Landesbank Schleswig-Holstein as well

as in Westdeutsche ImmobilienBank.
WestLB AG will function as a focused
European wholesale bank operating on an
international scale and it will be managed
according to strict profitability criteria. Its
target clients will continue to be savings
banks, public-sector clients, corporate
clients and financial institutions.

Future Structure of WestLB -




4 . Future Structure of WestLB

WestLB AG will be the legal successor
of the present Westdeutsche Landesbank.
Due to this unchanged legal identity, the
contractual basis of customer relationships
will remain in place. The legal form of a
joint-stock company (“AG") under stock
corporation law is the legal form that is
most easily understood by clients and
investors and also offers options for
strategic partnerships and new ways

of raising capital. By maintaining an
independent market presence, WestLB
AG will be able to sharpen its profile as

a focused wholesale bank.

Partner of the Savings Banks and
Local Authorities

Given that WestLB AG will be responsible
for the functions as the central institution
for the savings banks and as a municipal
bank, the savings banks and local
authorities will continue to have a
strong and reliable partner in the future.
In addition to receiving an efficient service
from a single source, clients will benefit
from the activities of the commercial
bank in the dynamic international markets.
Since WestLB AG will have a clear focus

as an internationally operating wholesale
bank, there will be no overlapping with
the business of the savings banks. The
cooperation with the savings banks will
be intensified further, for example in the
field of corporate finance.

A Viable Solution for the Future

WestLB's parent-subsidiary structure is
consistent with the changed conditions
prevailing under European law. By placing
the Wohnungsbaufoérderungsanstalt
under the umbrella of Landesbank NRW,
the Wfa problem has now been resolved
for the future in that the Wfa capital will
no longer be available for the competitive
business. Moreover, Landesbank NRW
and WestLB AG will be governed by

the regulations agreed between the
European Commission and the German
Government on institutional liability and
guarantor liability, which will be abolished
after a transitional period of four years.
Until then both banks will continue to
benefit from institutional liability and
guarantor liability.

All liabilities agreed before July 18, 2005
will be fully covered by the existing
liability mechanisms. This coverage will
be unlimited in time for liabilities agreed
before July 19, 2001; for liabilities agreed

thereafter up to July 18, 2005, this applies
only if their term does not go beyond
December 31, 2015. The legislation also
specifies the following: “The owners of
the institutions will immediately honour
their obligations from guarantor liability
vis-a-vis the creditors of liabilities agreed
until July 18, 2005 as soon as they have
stated, when these liabilities come due,
in due manner and in writing that the
creditors of these liabilities cannot

be satisfied out of the assets of the
institution”. This explicitly includes the
possibility to meet obligations directly
upon maturity of the liabilities. A state-aid
notification is not required in this context.

The future structure of WestLB complies
with the requirements laid down under
European law and takes account of the
interests of its owners and clients. The
parent-subsidiary structure forms the
basis for an efficient Landesbank and

a commercial bank that is positioned to
meet the challenges of the international
markets. This will ensure that WestLB
continues to be a strong and reliable
partner in the future.




Report of the Supervisory Board

WestLB’s Managing Board reported
regularly to the Supervisory Board and the
Committees composed of its members
on the development and situation of
WestLB and the WestLB Group during
the report year. The Supervisory Board
and its Committees were kept informed
of significant events and important
business transactions. The Supervisory
Board was petitioned in all cases in which
its approval was required. The Supervisory
Board dealt wherever necessary with

all matters within its competency. The
Supervisory Board supervised and
controlled the activities of the Managing
Board on the basis of information received
and documents requested in four meetings
of the full Board and 24 meetings held
by the Committees formed from within
its ranks.

PwC Deutsche Revision Aktiengesell-
schaft Wirtschaftsprifungsgesellschaft
conducted the statutory audit of the Bank's
accounts and statement of financial
condition for the 2001 financial year. The
certificate of audit was given without
qualifications. The Supervisory Board
and the Audit Committee composed

of its members have comprehensively
reviewed the official auditor’s reports and

conclusions and have no objections.

The Supervisory Board approved the
financial statements of the Managing
Board at its meeting on May 13, 2002 and
proposes that the Guarantors' Meeting
approve the 2001 Annual Accounts and,
following allocation of the profit of the
Wohnungsbauforderungsanstalt to the
state housing construction funds and
allocations to reserves, distribute the
remaining profit to the shareholders.

The Supervisory Board has taken
cognizance of the WestLB Group Annual
Accounts and Statement of Financial
Condition.

Disseldorf/Mnster,
May 13, 2002

/44 fleo mnilel

Ernst Schwanhold
Chairman of the Supervisory Board
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6 - Foreword of the Managing Board

Foreword of the Managing Board

Dear Friends,

Last year economic conditions proved

to be extremely difficult for WestLB

as a globally operating bank. WestLB
Group nevertheless posted a generally
satisfactory result. Earnings were above
the level of the previous year and
administrative expenses rose only
fractionally. The stable development of
our operating business is reflected in

our operating profit before risk provisions
and the result of evaluation, which
increased by 23.3% from € 961.6 million
to € 1,185.2 million. Net income for the
year was noticeably lower, however,
declining by 60.5% from € 497.0 million
to € 196.3 million. This was mainly due to

a marked increase in risk provisions and
the inclusion of restructuring expenses for
the reorganisation and strategic refocusing
of the Bank in the 2001 accounts.

Group profit amounted to € 70.9 million,
which is identical to that of WestLB and
will be distributed to the shareholders.
In view of the tasks which still lie ahead,
the owners have agreed to accept a
reduction in the dividend payment to take
account of the special burdens arising in
connection with the restructuring of the
Bank.

The reorganisation of WestLB and the
strategic refocusing of our activities, which
are designed to ensure a competitive
rating for the future when institutional
liability and guarantor liability are abolished
in mid-2005, require substantial efforts
to be made by all parties involved —
both owners and employees. Important
pioneering work has already been done.
With its parent-subsidiary structure,
WestLB is the first Landesbank to adopt
a structure which takes account not only
of the changed requirements under
European law but also of the more
stringent needs of the market. We
decided in favour of a structure which
provides for a clear separation of the
competitive business from the tasks
performed under the public mission,
thereby effectively ruling out possible
future objections under competition law.
This will also solve the Wfa problem for
the future; by integrating the Wohnungs-
bauférderungsanstalt NRW (Wfa) in the

new Landesbank NRW, the Wfa capital
will no longer be available for the
competitive business.

The new structure also offers strategic
advantages. An independent market
presence and clearly assigned tasks will
sharpen the profile of the two banks and
create the transparency and flexibility
needed to respond quickly and continu-
ously to the specific requirements of the
market. Moreover, the fact that WestLB
AG is a company under private law, a
legal form familiar to international clients
and investors, will open up strategic
options as far as capital procurement
and partnerships are concerned.

Freed from its public-sector tasks,
WestLB AG will be strategically
repositioned as a focused wholesale
bank, with Europe and Germany as its
core markets. With this in mind, we have
adopted a comprehensive programme
for increasing our profitability which sets
ambitious targets. The programme has

three main elements:

1. Profitable areas of business in which
WestLB already has a strong market
position today and which offer excellent
opportunities for growth will be expanded
further. Focusing on these core businesses
will enable us to further enhance our
expertise in select products and sectors
which we have built up over the past

years.




2. Areas such as trading and asset
management, as well as the client and
service units, will be subjected to strict
cost management with a view to making

them much more profitable.

3. Activities will also be reviewed for their
profitability. It has already been decided
to sell our domestic private banking
business and to close our branches in
Bielefeld and Essen in 2002.

Negotiations are also to begin with the
savings banks in North Rhine-\Westphalia
concerning a sale of the LBS and

WPS Bank. The savings banks already
cooperate very closely with the two
institutions in these strongly retail-driven
activities. Lending business will continue
to be a key business segment, but there
will be a stronger focus on its function
as a door-opener for multi-product client
relationships offering long-term profitability
and an acceptable level of risk.

The planned measures aimed at cutting
costs and improving efficiency, together
with the disposal of business activities,
will affect 1,500 jobs throughout the
Group by the year 2004. Our objective is
to increase the return on equity to 18%
by the end of 2004 and to lower the
cost-income ratio to 65%. In addition,

the capital resources of the Bank will
be improved and the core capital ratio
(Tier | ratio) raised to 6.5%. To achieve
these targets, it is planned to increase
our capital by up to € 1.25 billion and to
raise hybrid core capital of € 2 billion.

By concentrating on our strengths in
select areas of expertise and managing
costs consistently, we will not only
become a leaner bank but also become

even more attractive for our target clients.

We have already laid the foundations

for this over the past years, investing
specifically in the expansion of our
corporate finance, equity investments and
capital market activities. The success was
evident again last year. Our activities in
the special finance segment, in particular,
made an above-average contribution to
our result. WestLB confirmed its leading
position in the area of project finance,
increasing its market share significantly.
Numerous awards from international
trade magazines also confirm WestLB's
competence in the development and
implementation of complex transactions.
Five WestLB transactions won the
“Deal of the Year” title awarded by
“Project Finance" magazine. Moreover,
WestLB again confirmed its position as
the world’s leading financier in the field

of international trade & commodity finance.
The Bank also received awards for several
benchmark issues, underscoring its role
as a major European bond house.

With its new structure and strategic
refocusing, the main prerequisites

for ensuring the continued successful
development of WestLB are in place. We
must now implement the new structure
quickly. A spirit of optimism is now
discernible in the Bank which is supported
by a clear will on the part of all involved
to work together in a constructive and

purposeful way.

We are confident that, despite the burdens
resulting from the restructuring of the
Bank, we will post an improved result

for 2002. This is indicated by the robust
state of the WestLB Group in 2001, which
reported stable earnings in extremely
difficult market conditions and achieved
initial successes in the field of cost

management.

We would like to take this opportunity
to thank you, our clients, business
associates and owners, for the trust you
have placed in us and for the excellent

cooperation during the past year.
Yours,

Jirgen Sengera
Chairman of the Managing Board
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Lending Business

WestLB successfully adopted a risk-return approach to its lending business in recent years.

We will increasingly focus on multi-product relationships in the future. We expanded our market

leadership and global presence in the field of foreign trade and commodity finance.

b1

| - e
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The traditional lending business (excluding
special finance) continues to be one of the
Bank’s key business segments. In 2001
the total volume amounted to € 63.4 billion
on an annual average, a decline of 11%
against the previous year. The average
margin increased during the same period.
The domestic lending volume declined
by approx. 7% on the previous year,
while the international lending volume
fell by 15%.

The risk-return approach adopted in the
previous year was successfully continued
in 2001. To support the risk-return
approach, a Group-wide controlling system
will be introduced in 2002. This return on
risk capital (RoR) system is designed to
align our lending terms more effectively
with the underlying risks and to improve
the allocation of resources in the Bank

in the long term. It also responds to the
proposed risk-oriented review of the
equity capital requirements for banks
(Basel ll). The Basel Il requirements will
make the Bank’s risk analysis and internal

rating system more transparent.

Real Estate Business: Selective
Reduction in the Lending Volume

WestLB has consistently pursued a new
approach in its real estate operations.
The former growth strategy has been
replaced by individualised risk-return
strategies for specific customers, with

a focus on commercial real estate clients.

In 2001, the focus on profitability resulted
in stricter selection of existing business
potential, especially on the lending side.
At 12.6%, the imputed return on new

business (in terms of the capital tied up)
was clearly up on the previous year's

8.7%, which points to the desired trend

turnaround in the financing business.

Balance Between Quality and
Flexibility Counts

A risk-return approach is increasingly

also required for real estate investments.

The balance between sustained quality
and flexibility determines the profitability
of a property. Examples include two
projects we support for our customer
“modernes dusseldorf Gesellschaft

fUr Stadtentwicklung mbH". The two

12.6
(in %)

8.7
7.6

(Return on equity)

1999 2000 2001

Real Estate Business:
Markedly Higher Returns

in New Business

Lending Business - 9



— 10 - Lending Business

properties DOCK (DUsseldorf Office
Center KaistraRe) and PEC (Port Event
Center) currently being developed in
the Disseldorf “"Media Port” combine
creative architecture with a flexible
usage concept. WestLB has provided
syndicated advance finance and a portion
of the long-term finance.

Product Range More Widely Used

In addition to financing, our clients have
increasingly been using other banking
services. We offer them a wide range
of products, from electronic payments
to investment banking products and joint

venture investments in attractive projects.

The sector-based support for our
commercial real estate clients enables
us to understand their specific
requirements better and to develop
customised solutions, drawing also on
the real estate services offered by
Westdeutsche ImmobilienBank Group.

Foreign Trade Finance:
Global Market Leadership Confirmed

After concentreting our foreign trade

finance operations in the International
Trade and Commodity Finance (ITCF)

business unit in 2000, we have

successfully established ourselves in this
market as a “one-stop shopping” finance
provider. Our core business is cross-border
financing to and from emerging markets
and OECD countries. We develop
standardised individual liquidity and risk
management products covering our
customers’ complete value chains.

For this purpose, we combine short and
long-term banking and hedging products,
relying on our international network,
comprehensive industry experience and
familiarity with regional tax and legal
structures. Moreover, we offer our
clients intelligent solutions which help
them to minimise the risks inherent in
international trade in goods and services.
As a result clients are often able to
conclude attractive deals and minimise

the risks involved.

Last year's expansion of our commodity
finance activities into Latin America and
Asia, together with the strengthening of
our presence in London, have paid off.
We confirmed our position as the market
leader in structured commodity finance

in 2001, which was not least reflected in

the title of “Best Structured Commodity
Finance Bank” awarded by “Trade
Finance Magazine"”. Moreover, we have
been voted "Best Countertrade
Financier” each year since 1997.

Complex Commodity Financing

Important transactions testified to our
expertise in Eastern European core
markets last year. For instance, we
arranged a financing for Tyumen Oil
Company (TNK), Russia, which the
company is using to finance the oil
processing activities of the recently
acquired “Linos” refinery in Ukraine.




This is the biggest financing to date for

a private company in Ukraine. It consists
of complex structured assignments of
the proceeds from the domestic and
international sale of goods and is backed
by high-quality collateral without the

need for government guarantees.

We successfully established ourselves
in the market for short-term commodity
finance, focusing on base metals
(aluminium, copper, etc.) and steel as
well as softs (coffee and grain). This
success was again reflected in the title
of “Number Three Commodity Bank
Worldwide"” awarded by “Trade Finance
Magazine".

The expansion of our commodity

finance activities into Asia is an important
element of our global presence. This was
additionally strengthened in 2001 through

a cooperation agreement with ABSA
Corporate, a South African bank.
Preparations for our expansion into North

America are under way.

Global Leader in Forfaiting

We maintained our position as the
world's No. 1in the forfaiting market in
2001 despite difficult market conditions.
As in 1998 and 2000, we won the title

of “Best Primary Forfaiting Institution”
awarded by “Trade Finance Magazine”.
Our leading position was confirmed by

a number of projects such as the second
securitisation (of assets) for a large

multinational corporation.

WestLB's Tricon Forfaiting Fund, which
was launched in the previous year,

also paid out its first dividend in 2001.
Together with Export-Import Bank of
India and the IFC (subsidiary of the World
Bank), we founded a joint venture which
is the first company in India offering
factoring and forfaiting services for small

and medium-sized companies.

We arranged a financing
for Russia’s Tyumen Oil
Company, which is used
for oil processing in
Ukraine

Lending Business - 11
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WestLB continued to improve its position in the special finance market despite

difficult market conditions. We expanded our market share in the project finance

segment significantly, attaining second place worldwide with an arranging and

underwriting volume of € 4.9 billion. We also further expanded our leading position

in asset securitisation and in the dynamically growing market for credit derivatives.




The global project finance market
suffered from the general weakness

of the economy and the decline in
investment in 2001, especially in the
telecommunications sector. The latter,
together with the American energy
sector, nevertheless remains one of
the pillars of the project finance market,
which contracted last year by 41% to
€ 98 billion (2000: € 166 billion), thus
falling slightly below the 1999 level after
the record year 2000.

Project Finance:
Market Position Clearly Expanded

We continued to expand our operations
despite the unfavourable market develop-
ment, focusing on lead arranger mandates
in order to further improve our fee
income. We increased our market share
from 3.4% to 5.0%, which put us second
in the league tables of “Project Finance”
magazine. The biggest contribution was
made by our activities in the American
energy sector. Overall, we arranged
project finance in an amount of € 4.9
billion (2000: € 5.7 billion).

Numerous awards confirmed our
top position in the market. “Treasury
Management International” magazine

presented us with the “Best Bank

Award" in the Project Finance category,
while “Infrastructure Journal” voted us
“Arranger of the Year"” in Europe, the
Middle East and Africa as well as in the
Oil & Gas sector.

The € 1.14 billion financing for the wind
power project of Energias Eodlicas
Europeas in Castilla La Mancha, Spain
— the largest ever loan of its type — was
voted “Deal of the Year”. In Spain we
also arranged the country’s largest
acquisition finance ever, the purchase
of Autopista Vasco-Aragonesa C.E.S.A.
by Sacyr, S.A. and Ibérica de Autopistas
C.ESA.

In Europe we focused on the tele-
communications sector, where we were
involved in 11 transactions with a total
volume of € 1.66 billion. In the context
of Deutsche Telekom AG's sale of the
German TV broadband cable networks,
for instance, we arranged finance for the
purchase and extension of the cable TV
network in North Rhine-\Westphalia.

Focus on Energy Sector in America

Our American project finance activities
focused on the energy markets,

which accounted for 30 of a total of

39 transactions in the region. During the
energy crisis in California, we supported
Edison Mission Energy with a multi-step
restructuring strategy. We also won an
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The project which we

arranged for Energias Eélicas
Europeas in Spain was the
largest ever financing for

a wind power plant
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award for our US$ 100 million facility for
Caraiba Overseas Ltd., Brazil, in the
Metals & Mining sector.

Most Successful Year in Asia/Pacific
Region

2001 was our most successful year ever
in the Asia/Pacific region. We arranged
several major transactions and won the
title of “Australian Project Finance House
of the Year” from “insto” magazine for
our activities in Australia. Last year we
also opened a representative office in
India, which will concentrate primarily

on the export and telecommunications

sectors.

The A$ 1.13 billion financing we arranged
for China Light & Power to allow the
company to acquire a majority interest in
theYallourn power station was twice
named “Deal of the Year”. We also lead
managed the A$ 936 million financing
for Australian Magnesium Corporation,

which, together with a complementary
first-time issue, will be used to finance
the construction of the world’s largest

magnesium plant.

We also arranged a US$ 261 million
financing for Manila North Tollways
Corporation for the expansion of an 84 km
toll road in the Philippines. This was the
first toll road finance in the region since
the Asian crisis of 1997/1998.

The US$ 300 million facility we arranged
for the FLAG North Asian Loop (FNAL)
telecom project was voted “Deal of the
Year” by both “Project Finance” and
“Global Finance Magazine". The project
is a 10,000 km subsea fibre-optic cable
linking Hong Kong, Japan, Taiwan and
South Korea.

Aircraft Leasing:
First Signs of Recovery

While the transportation segment
clearly felt the effects of the events
of September 11th in the final quarter
of 2001, we have already concluded a




number of new deals, including a lease
finance agreement for an A 340-300
Airbus for Scandinavian Airlines Systems.

Despite the difficult market situation,
Boullioun Aviation Services Inc., the
aircraft leasing company we acquired in
early 2001, reported a very good result.
Although Boullioun temporarily had to
take several planes out of service, they
have meanwhile been placed in the
market again, mainly thanks to the modern
equipment and the young average age
of the fleet of only five years.

Leveraged Finance Business Expanded

We continued to expand our leveraged
finance business and acquired new clients
in 2001. We lead arranged four trans-
actions and underwrote substantial
amounts in another eleven transactions.
For instance, we arranged public-to-private
finance for Alchemy Partners’ acquisition
of Anglian Group, the leading window
manufacturer in the United Kingdom.

Stronger Trend Towards Structured

Export Finance

In the export finance market, the trend
towards structured finance covered by
ECA (Export Credit Agency) guarantees
(e.g. Germany's Hermes) intensified.
This applies, in particular, to the Balkan
countries (former Yugoslavia) and, more
recently, Cuba, where we won project
mandates. We were also mandated to
advise on an international € 400 million
power station project in Iran (“Pareshar”).
There has also been a growing trend
towards so-called project framework
agreements for structured ECA-covered
finance. For example, we signed a
framework agreement with the Indian
company Bushan Steel with a volume
of € 150 million.

Continued Growth of Asset Backed

Transactions

The highly competitive asset securitisation
markets fared relatively well despite last
year's recession and the market turmoil
resulting from the terrorist attacks of
September 11th. Against this background,
WestLB continued its expansion in the
asset securitisation and principal finance
segment and strengthened its leading
position in the market, further increasing
our market share, customer base and

product range. Our clients increasingly

use asset securitisation for acquisition
finance and a more efficient utilisation

of their capital. WestLB therefore intends
to expand this business segment in the

coming years.

In May 2001 we helped Mid Kent Holdings
make the transition to an unlisted
company through a management
buyout (MBO). A similar transaction was
completed in Scotland for Jim Beam
Brands (Greater Europe), which was,

in fact, the largest MBO in Scotland to
date. We also advised and supported the
securitisation of Petroleum Geo Services
ASA, the first securitisation of a seismic
database.

Wide Range of Innovative
Securitisations

The securitisation of rights to payment
flows from trading activities worth

US$ 200 million for VakifBank (Turkey)
and a third issue for AkBank (Turkey)
strengthened WestLB's leading position
in the emerging markets. We also
expanded our capacities in Latin America,
enabling our clients there to raise capital
of nearly US$ 2 billion.

Special Finance - 15
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In Europe, we successfully combined
asset backed products with credit
derivatives, e.g. in commercial mortgage
backed security (CMBS) transactions.
We also securitised a \WestLB portfolio
of private residential housing loans. In
this so-called "POWER" transaction, a
synthetic MBS issue, substantial capital
was released for WestLB.

A wide range of customised securitisation
products were available to our North
American clients. Securitised assets
included credit card receivables, investment
loans, car finance and leasing agreements,
housing loans and trade receivables as
well as new products such as claims from
healthcare services. \We lead managed

a record 34 individual transactions in
2001, 50% more than in the previous
year, securitising a volume in excess of
US$ 22 billion and syndicated commit-
ments of almost US$ 3 billion.

Dynamic Growth of Credit Derivatives

The Credit Derivatives segment continues
to be one of the fastest growing segments
in the capital market. The trend towards
the integration of bond, credit and
derivatives risks continues unabated.
Last year, investors and corporate clients
increasingly discovered the importance

of active credit management. Spectacular
defaults such as Swissair, Enron and
Railtrack increasingly shifted the focus
of attention to credit derivatives. This
creates higher liquidity and better trading
opportunities for credit default swaps
and other complex credit derivatives.

WestLB successfully expanded its credit
derivatives business in 2001, issuing
collateralised debt obligations in an amount
of € 5 billion. In this context, WestLB
benefited from the integration of its
securitisation and credit derivatives
know-how. Active credit management
will continue to gain in importance, and
the credit derivatives market will become
increasingly attractive to many new
participants. In order to exploit future
opportunities in this growth market, we
have expanded not only our workforce
but also the range of actively traded
products.




Trading operations were hit particularly hard by the volatile market conditions

last year. While our interest rate, foreign exchange and capital markets activities

AR |

benefited from falling interest rates, the equities business suffered from the

¥

1

depressed equity markets. Trading will remain one of WestLB's key business

segments in the future.
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The EcoSav® bond issue

helped to tap an additional
investor base for Ford Motor
Credit Company
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The integration of our global interest rate,
foreign exchange and capital markets
operations begun in the previous year
was successfully completed in 2001. Our
Global Financial Markets business unit
offers clients creative one-stop financial

solutions.

Successful Year in Liquidity Markets

2001 was a successful year for our
interest rate and foreign exchange
activities in the liquidity market. Our four
regional trading centres in Disseldorf,
London, Tokyo and New York ensured
seamless delivery of pricing for global,
commoditised products. The interest
rate environment generated continuous
customer demand for hedging products,
enabling us at the same time to take
advantage of major interest rate

movements throughout the year.
The cornerstones of our interest rate
operations — FX forwards, derivatives
(with a term of less than 3 years) and
repos — contributed materially to our

successful performance.

Trading in government bonds has

been integrated into the range of interest
rate products, enabling a constant flow
of information across all maturities for all
major currencies. At the same time we
placed a wide variety of debt instruments
with investors in Europe and around

the world. We also launched a global
commercial paper programme, which
will broaden our funding base at the
short end of the market.

In the highly invigorating commodities
segment, the recent deregulation in our
home market offers an ideal opportunity
to diversify our product range for a
steadily growing number of first-class
counterparties. Business with notes and
coins continues to flourish. With many




banks having meanwhile exited the
precious metals business, this segment
will offer lucrative hedging opportunities,
in particular a host of investor-grade

mining companies.

Clear Focus in Emerging Markets

Emerging Markets has again been a high
profile area of activity with a clear focus
on delivering “value” investment product
and risk management techniques to a
diverse set of counterparties. This has been
extremely successful whilst also allowing
the business to react in a proactive
manner to risk mitigation at a very early

stage.

On the Emerging Markets new issues
side, and despite the hostile general
environment for debt raising activities in
these markets, the Bank was particularly
active in Brazil with five lead management
roles, including the US$ 300 million and
€ 200 million three-year issues for CESP,
the power generator of the State of

Sao Paulo Brazil, and three Brazilian bank The interest rate environment

issues, including US$ 100 million for generated continuous customer
Banco Itau and a US$ 115 million three- demand for hedging products,
year issue for Banco Safra. Elsewhere,
WestLLB has been a major participant advantage of major interest rate
in the year's Turkish new issues, both movements throughout the year.”
in Euros and Dollars, and in the rapidly

returning Russian market.

We are continuing to expand our
placement capacities and are thus able
to offer European customers timely
investment possibilities. We successfully
integrated the interest rate and foreign
exchange activities of our Central and
Eastern European branches and subsi-
diaries. We plan to expand strategically
into Asia in 2002.

Sustained Growth of Derivatives

The derivatives business continues to grow,
as evidenced by the universal application
of the swap curves in major currencies

as inceasingly being the benchmark rate.
The euro’s increased importance has been
highlighted by the number, and size, of
major new swapped benchmark Eurobond
issues. Underlying the transactional
business is the continuing need for banks,
the corporate sector, governments and

enabling us at the same time to take
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the insurance and investment industries to
manage risk and to invest in a low interest
rate environment. WestLB offers its
clients tailor-made solutions using
derivatives. Examples include a new risk
management initiative aimed at German
municipalities to assist in managing their

financial resources.

Counterparties with whom we completed
successful transactions include Axa
(France), British Land (UK), Caterpillar
Inc. (USA), Enemalta (Malta), Ford Motor
Credit Company (USA), Electricité de
France (France), IKB (Germany), GMAC
(USA), Hypo Alpe-Adria Bank (Austria)
and the World Bank (USA).

An Excellent Year for Eurobonds

The issuing volume in the primary market
for Eurobonds exceeded the € 1,000 billion
mark for the first time in 2001. In view of
the volatile market environment and the
depressed economic climate, the market
growth of almost 20% over the previous

year is impressive. The bond market
benefited from the uncertainty prevailing
in the equity markets and from falling
interest rates. Moreover, the primary
market proved to be surprisingly resistant
after the shock of September 11th and
had already recovered significantly by the
end of September.

WestLB lead managed some 100 bond
issues of renowned German and inter-
national companies, banks and public-
sector clients. Four issues led by WestLB
won awards. The € 2 billion bond for the
State of North Rhine-Westphalia won the
“IFR Award 2001" in the “Municipal Bond
in Euros” category, while “Euroweek”
voted the € 1.5 billion bond for the
Canadian province of Québec the "Best
Sub-Sovereign Bond Issue”. The € 500
million bond for UK utility Innogy was
named “Deal of the Year 2001" by “Credit
Magazine"”, while the € 1.5 billion EcoSav®
bond for Ford Motor Credit Company
was voted “Highly Commended Bond

2001" by “Corporate Finance” magazine.

The concept of the EcoSav® bond is an
innovative placement strategy for issuers
of large-volume transactions: by focusing
on the savings banks and cooperative
bank sector, an additional investor base
can be tapped. Renowned issuers have




expressed their interest in similar
transactions. As the first provider of
“e-roadshows” for Internet-based
marketing support of new issues, we

also demonstrated our innovative power.

European “sub-sovereigns” discovered the
eurobond market as a reliable source of
finance in 2001. Federal states including
North Rhine-Westphalia and Brandenburg
issued their first public benchmark
bonds. WestLB helped to pioneer this
development. With a total of 20 issues,
we were ranked first in the IFR league
table for “Municipal, city, state province

issues”.

In the Pfandbrief market, WestLB again
played a leading role as lead manager,
issuer and trading house. We also
provided substantial resources in the
fast-growing markets for structured
credits.

Own Yield Curve Used as Benchmark

In 2001 we successfully placed three
WestLB issues totalling € 4.5 billion in
the market. We thus created our own
yield curve, which forms the benchmark

for Landesbank issues. The expansion

of our international investor base is an
important objective of our benchmark
strategy. In order to improve our position
further, we will continue our global funding
strategy with benchmark issues in Euro,
U.S. Dollar and Japanese Yen.

Syndicated Loans:
Strong Position in Key Markets

Volumes in the syndicated loan market
fell noticeably last year after the record
year 2000. We were nevertheless able
to exploit our strong market position,
arranging numerous transactions in
different sectors worldwide in addition
to our core markets of Germany, France
and the United Kingdom.

In Germany, we not only placed large
financing volumes for established
borrowers in the market, but also
arranged debut transactions for our
“Mittelstand” target group, including
Coppenrath & Wiese and Indus Holding
AG. In the French corporate market, we
were one of the mandated lead arrangers
for the € 15 billion transaction for France

Télécom.
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In the UK market, the £ 1.2 billion
transaction for Innogy plc was our
biggest sole arranger and underwriting
mandate to date. We also arranged a

£ 360 million facility for WPP plc, which
supported the company’s takeover bid
for Tempus plc and was later syndicated
successfully by the Bank.

Euroweek magazine voted WestLB
"“Best Arranger for Financial Institutions”
for the ninth time in the past ten years.
For the first time, we headed the “Best
Arranger of Eastern European Loans”
category. Our 10th place in the “Most
Impressive Arranger of Syndicated Loans”
category deserves special mention in this

regard.

A Major Adjustment for Equity
Markets

In 2001 the global stock market
experienced a massive price adjustment,
especially in technology stocks. In
Germany, the Neuer Markt fell 90%
from its peak. Issuing business declined
noticeably over the previous year. As a
result, 2001 was a very difficult year for
WestLB Panmure’s equity business,
both in primary and secondary markets.

This was reflected in the sharp decline in
transactions and income compared with
2000. However, we were able to deploy
our strong distribution capability and
successfully exploited the few issuing
opportunities which arose in the market
in 2001. Our market share in IPOs of
European growth companies remains
high.

As the economy recovers and investor
liquidity increases, we expect new
issuance activity in the primary and
secondary markets to pick up again
gradually, which will improve the
profitability of our equities business.

Market Position in Key Sectors
Strengthened

In April 2001 we lead managed two IPOs
in the renewable energy sector, namely
for Nordex AG and farmatic AG. The
former was the largest IPO on the
Neuer Markt in 2001. Both transactions
strengthened the leading position which
our High Tech Engineering Group has
built up in this sector over the past two

years.

Our Life Sciences Group has an unrivalled
track record in Europe, and was able to
list Tissue Science Laboratories plc on
the Alternative Investment Market (AlIM)
and raise fresh funds for NMT Group plc

on the secondary market. Prior to these
transactions, the Group raised € 160 million
for Gyrus plc, one of its most ambitious
projects in this sector to date. The
transaction, which virtually doubled
Gyrus plc in size, was one of the largest
ever fundraisings in the European life
sciences sector. The funds enabled Gyrus
plc to make two significant acquisitions
in the USA.

Opportunities Through Private Equity

We continued to support high growth
companies with our two private equity
funds, which invested a total of € 46
million in eleven different companies
in 2001. In December, we carried out
a € 20 million private placement for




Hyperwave AG, a German knowledge
management company. This was the
biggest private equity financing for a

European software company in 2001.

Further Impetus from Equity

Derivatives

Equity derivatives once again contributed
significantly to WestLB Panmure's revenue
stream. One of the biggest success stories
of the year was the W-I-N Certificate for
risk-averse private investors who would
not normally include derivatives in their
portfolios. This product, which was
marketed in close cooperation with the
Sparkassen, sold out within a few weeks.

Research Capability Expanded

Equity research continues to lie at the
core of WestLB Panmure’s business.
In 2002 it was restructured to focus on
eight core industry sectors. Over the
last year our increased focus and the

expansion of our written and oral research
capability for investors in European
equities has led to a marked increase

in the international distribution of our
research products. In addition, Web
casts provide select investors with
access to the daily morning meeting

of the analysts.

By providing a tailor-made range of
services, we were able to strengthen our
customer base in sales and trading of
European equities and acquired new
customers in Southern Europe and the
USA in the process.

WestLB Panmure’s Life

Sciences Group advised
Fresenius AG on the
acquisition of Wittgensteiner
Kliniken AG
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Despite the unfavourable market environment, we were able to increase assets under management

for our institutional clients in 2001. A number of our funds were ranked among the best in their

respective investment class. We also entered a highly-promising new business segment, employee

pension schemes. Savings banks made extensive use of our range of payment products, which include

a growing number of Internet-based offerings like Cash Management. WPS Bank reorganised its

securities services with a view to further enhancing its client orientation.




WestAM Lays Foundations for
Future Growth

Our global asset management activities
for institutional investors have been
integrated under the brand name
WestAM (WestLB Asset Management).
The strategic focus is on the creation of
a diversified product range to meet the
specific requirements of institutional
investors worldwide. For this purpose
we expanded our existing product
range and strengthened it with several
acquisitions.

Today WestAM operates out of nine
global competence centres in Dlsseldorf,
London, Paris, Chicago, Dallas, Houston,
Sdo Paulo, Sydney and Tokyo. The product
offering ranges from European equity
and bond portfolios and U.S. private
equity and high-yield bond funds to global
and alternative products such as hedge
funds.

Increase in Assets Under Management

Assets under management increased by
approx. 5% from € 38.8 billion to € 40.7
billion despite the economic downturn in
important industrialised countries.
Growth was recorded across the entire
product range. In August 2001, the
COREplus Private Equity Partners Fund
closed with over US$ 180 million for the
first time. The fund invests in the entire
spectrum of the U.S. private equity market,
including venture capital, buyouts and

structured finance. Our French money
market fund, WestAM Sécurité, also
performed very well with a volume of

€ 1.7 billion (2000: € 1.1 billion), as did
the WestAM Compass Global Emerging
Markets Fund, in which assets under
management rose to € 81 million (2000:
€ 65 million).

Positive Track Records

The majority of our funds meanwhile
have track records of over three years,
many of which compare positively with
those of our competitors. In particular,
this applies to the European Convertibles
Fund, the Global Emerging Markets Fund
and the Emerging Asia Fund, which all
achieved the highest rating of five stars
from Micropal, the fund rating agency. Our
high-yield bond funds were also among
the best in their respective investment
class in 2001.

In view of the stabilisation of the markets
and the strong performance of our
products to date, we expect assets under
management to increase noticeably in
2002. A significant contribution should
be made by the WestAM Compass Fund,
where assets under management rose
roughly 50% to over € 1.2 billion in

2001 (2000: € 825 million). This fund
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is marketed in nearly all of Europe as
well as in South America. Launched in
Luxembourg in 1998, this family of funds
comprises 21 sub-funds covering almost
our entire product range.

Successful Entry into Employee
Pension Schemes Segment

The new regulations governing company
pension schemes in the “Altersvermégens-
gesetz” (AVmG), which came into force
on January 1, 2002, will increase the
demand for solutions for company pension
planning schemes. WestLB has therefore
added suitable concepts to its product
range. We established West Pensions
Consult GmbH, a consulting and marketing
company, as well as \West Pensionskasse
AG and West Pensionsfonds AG, the
latter in collaboration with our partners

in the public-sector insurance industry.
The companies are due to commence
operations in the first half of 2002. We
will then be able to offer our customers
the entire spectrum of pension planning
schemes eligible for government
subsidies under the AVmG.

Our participation in the syndicate of the
metal and electrical industry pension
fund (“MetallRente"”) ensured that we

made a successful entry in this new
business segment, in which we expect
to see dynamic growth in the coming

years.

Range of Internet-Based Payment
Services Expanded

Conversion to the euro and the intro-
duction of the euro notes and coins

on January 1, 2002 went off smoothly.
We provided our corporate clients with
sufficient cash in the new currency in

advance of the launch date.

We continued to integrate the savings
banks successfully into WestLB's inter-
national payment systems in 2001. We
now provide our customers with access
to the central clearing systems in Europe
and offer them an efficient settlement
platform in cooperation with our world-
wide network of correspondent banks.
The %InterPay system ensures swift and
low-cost handling of low value payment

transactions.

The volume of domestic payment transac-
tions handled by the Bank rose by almost
50 million in 2001. Customers are making
increasing use of our electronic current
account services, in particular electronic
account statements and payment orders
using WestLB CashLine® and WestLB
ONGUM. In 2001, these products were
complemented by additional processes.

The abolition of the eurocheque guarantee
on December 31, 2001 means that
payments with a eurocheque card at the
point of sale will increase in the future.

Our range of Internet-based products now
also includes WestLB Internet Banking
for private clients. In 2001, we launched
WestLB DirectPOS®, a management
system for payments on the Internet
which replaces WestLB CyberCash®. In
2002 we will also launch WestLB Web
Professional. This multiple banking
product will provide liquidity overviews
to facilitate corporate clients’ day-to-day
financial planning as well as electronic
signatures for easier authorisation of
payment orders.

Further Refinement of Cash
Management Solutions

A large number of new customers
signed up for our WestLLB CashManage-
ment product in 2001, including several
international corporations from different
sectors of industry. A special white-
labelled version of this product has been
developed for banks, which have already
started to use it actively; negotiations
with other banks are under way about

a possible integration. On the basis of

a new technical platform, we intend to
provide additional functions in the future,
e.g. an optimised security solution using
electronic certificates.




WestLB DataServices — our product for
Internet-based data transfer and format
conversion — has also been established
successfully in the market. Moreover,
we are currently examining a solution for
electronic bill presentment and payment
(EBPP).

Individualised Card Solutions for More
Effective Customer Retention

Customer retention instruments continue
to gain in importance, especially due to
the abolition of the German Discount Act,
which put a statutory cap on discounts
and rebates granted by retailers. To assist
our clients in this connection, we offer
them individualised card solutions ranging
from needs analyses to implementation.
Our current customer card programmes
have shown that a huge customer reten-
tion and cross-selling potential exists.
Additional projects acquired for 2002
show that electronic cash and pre-paid
payment chip cards will gain in importance
significantly.

WPS Bank: Focus on Client
Orientation

As a specialised transaction bank for
securities services, WPS WertpapierService
Bank AG (WPS Bank) is acting for 160
savings banks and other credit institutions
in Germany. With a view to optimising its
client orientation, WPS Bank has been
reorganised into three units: Accounts,

Operations and Cross Functions.
Ensuring end-to-end client support as
well as flexible service relationships, this
reorganisation will lay the foundations
for future growth. After the termination
of the cooperation with Hamburgische
Landesbank in spring 2001, WPS Bank
concentrated on internal consolidation
and the optimisation of the securities
services in Disseldorf.

Another important strategic move was
the decision to add wholesale functions
to the fully integrated WPServe system.
This will make it possible — probably from
2003 - to replace the existing BSP TRADE
system and to reduce IT costs significantly,
while at the same time offering a
comprehensive service to WPServe
clients. Technical refinements also
made it possible to increase transaction
capacities and improve system stability.

Stadtsparkasse Dortmund and
Kreissparkasse Siegburg signed up as
new WPS Bank clients in 2001. Migration
of 12 large savings banks in three stages
is scheduled for 2002. This will increase
the number of securities accounts
managed by WPS Bank by 50% to
roughly 1.9 million. WPS Bank will then be
responsible for securities settlement for
all savings banks in North Rhine-
Westphalia.

WPS Bank acquired additional
clients in 2001, including

Stadtsparkasse Dortmund
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Equity Investments

WestLB's equity participations businesses have been merged in a new business

group entitled “Equity Investments” to reflect the growing importance of our
private equity and venture capital activities. Equity Investments is one of the

core business segments to be expanded under the Bank’s strategic refocusing.

7
=
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The Equity Investments business group
is the Group-wide competence centre
for equity financing. Our strategic focus
is on growth and acquisition finance,
LBOs/MBQOs, spin-offs and real estate
joint ventures. Our product range includes
direct investments, mezzanine capital
and equity investments with additional
agreements (in particular options and
value adjustments).

Wide Range of Venture Capital
Products

Our pan-European expertise in venture
capital and “Mittelstand” finance has
been concentrated in the New Markets
segment. The product range includes
start-up and later-stage finance with

a focus on telecommunications, media,
information technology, life science, high-
tech engineering and new technologies.
We also advise small and medium-sized
companies on succession issues and
offer them customised growth, bridge
and MBO/MBI financing solutions.

Our own companies, funds of funds and
third-party funds provide our customers
with a wide range of products from

direct investments to mezzanine capital
and various fund products. With its
Service-Kapital® investment approach,
WestKB Westdeutsche Kapitalbeteiligungs-
gesellschaft mbH further expanded its
position in the market for “Mittelstand”
finance in 2001. Under this concept,
small and medium-sized enterprises
benefit not only from capital investments
but also from additional support in the
form of coaching and consulting services.
Equity Bridge Finanz GmbH has invested
over 60% of its total volume of € 100
million in pre-IPO growth companies. In
its first year of operation, Digital Capital
GmbH invested in seven technology

and media companies in the form of

early-stage finance.

We further expanded our fund activities

in 2001. In addition to our two existing
funds of funds, WestLB Equity Partners
and WestLB Global Investor, we launched
the COREplus Private Equity Partners,
an umbrella fund for institutional investors
which invests in global venture capital
and private equity funds. Together with
STEAG AG, we launched the West Steag
Partners fund, which has a total volume
of € 100 million. This fund focuses on
high-tech companies in Europe, Israel and

the USA. The Merlin Biosciences
Fund L.P., which we joined in 1999, has

meanwhile made a total of 20 investments.

New Investments in Growth

Companies

Last year we made numerous new
investments and now manage 60 direct
and indirect investments in growth
companies. In early 2001, we acquired an
equity interest in optostor AG, Ratingen,
a developer of crystal-based holographic
mass-storage systems, whose production
will be started shortly. We provided
TINOX AG, Munich, investment capital

in the form of bridge finance in October
2001. This company focuses on solar-
thermal and biomedical coatings. In

late 2001, we also invested indirectly in
KIALA N.V., Belgium, a technology-based
logistics company for the “last mile”.

Customised Private Equity Solutions

Our Europe-wide private equity activities
have been combined to form the new
Mature Markets Group. We provide
customised investments to support
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We provided TiNOX AG,
Munich, investment
capital in the form of
bridge finance
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medium-sized companies and global
corporations in their expansion,
restructuring or balance sheet manage-
ment needs. Moreover, we develop

and structure so-called “buy-and-build”
concepts, under which we acquire two or
more companies or divisions with a view
to merging them into market-leading

large firms.

Last year, for instance, we supported

the expansion strategy of Heidelberger
Zement South-East Asia GmbH. Together
with the partner, we acquired a 61.7%
stake in PT Indocement Tunggal Perkasa
Tbk, the second largest cement
manufacturer in Indonesia. The investment
volume of the entire transaction, in which

various financial instruments (debt-equity

swap, capital increase) came into play,
amounted to over US$ 300 million. The
acquisition increased the annual cement
production capacities of Heidelberger
Zement South-East Asia GmbH by 25%
to 75 million tons.

Investments in Industries of the
Future

The acquisition of a 29.8% interest in
Nordex AG in 2001 enabled WestLB to
expand its investment portfolio in the
fast-growing market for regenerative
energies. Growing energy requirements,
increasing environmental awareness and
declining prices for electricity generated
from wind power suggest that the market
for wind turbines will grow at a dispropor-
tionate rate in the future. With a world
market share of 8.3%, Neuer Markt-
listed Nordex AG is ranked among the
world's top six wind turbine manufacturers.

The Nordex Group intends to invest in new




products and technologies, especially in
the megawatt range, and to expand its

production capacities and global service
activities in order to further improve its

international competitive position.

Together with other financial investors,
we structured an acquisition financing
using equity products and acquired

as joint leader a majority shareholding

in Madaus AG, Kéln, in 2001. Looking
back on a long tradition, Madaus is an
international specialist in the development
and manufacture of natural drugs and
has an attractive portfolio of well-known
brands.

In the context of the sale in October 2001
of Duisburg-based Kléckner & Co AG,

we acquired a 5.5% shareholding in the
company through West Logistics GmbH,
a wholly-owned subsidiary of the Bank.
With an annual trading volume of approx.
10 million tons of steel and sales of
approx. € 5 billion, Kléckner & Co AG is
the world’s largest independent provider
of logistical and trade services for

industrial materials.

Growing Market for Equity

Investments

The German equity investments market
is expected to continue its growth in the
coming years. Ongoing globalisation, in

particular, will produce growing demand

Equity Investments Competence Centre

New Markets

Mature Markets Financial Institutions/

Real Estate

Market segments Mittelstand

Venture Capital

Private Equity Private Equity

Product focus Portfolio

Middle Market

Major Investments/

Corporate Finance Major Investments

- Media

- Life Science

Succession
issues

Growth industries
— Telecommunications

— New Technologies

Energy/Environment Financial services
Capital goods/
Automotive
Consumer goods/
Trading
Medical/Pharma
Transport/Tourism/
Entertainment

Real estate

for additional financing on the part of
international corporations wishing to
finance their expansion plans. The further
liberalisation of the European market and
the transparency created by the euro will
prompt companies to focus more closely
on their core businesses, thus leading
to additional spin-offs. Moreover, many
small and medium-sized firms must
resolve their succession plans. Since
volatile equity markets and tightening
bank regulation make it difficult to tap
traditional sources of capital, more firms
will look toward private equity for their

financing needs.

Equity Investments - 31 ——




Landeshanks

Landesbank Schleswig-Holstein (LB Kiel) and Landesbank Rheinland-Pfalz (LRP)

again reported strong growth in 2001. Westdeutsche ImmobilienBank primarily

expanded its international operations, taking a more restrained approach on

the domestic front.
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Within the Landesbank alliance, LB Kiel,
the “Bank for the North”, focuses on
Northern Germany and the Baltic region.
Total assets rose by 10.1% to € 141.0
billion (2000: € 128.1 billion) in 2001. The
encouraging growth was mainly achieved
in the special finance, corporate clients
and financial institutions/international
finance segments. Net profit for the
year after taxes doubled to € 173.9 million
(2000: €84.3 million). The increase was
largely attributable to net interest income,
which rose by 19.5% to € 898.0 million
(2000: € 751.1 million). With commission
business remaining stable and the
trading result improving noticeably, risk
provisions increased to € 309.3 million
(2000: € 170.9 million).

Since 1997, LB Kiel has held a 49.5%
stake in Hamburgische Landesbank. This
investment has helped the bank expand its
ship financing expertise and push ahead
its internationalisation. In 2001, the Group
total assets of Hamburgische Landesbank
rose by 8.2% to € 92.7 billion (2000:

€ 85.6 billion); net profit for the year rose
sharply to € 97.9 million (2000: € 59.4
million). While commission business

remained stable, the trading result and

net interest income (€ 812.6 million
vis-a-vis € 704.1 million in 2000 ) were
significantly higher than in the previous
year. Risk provisions increased from

€ 143.0 million to € 277.1 million.

Satisfactory Result in Difficult
Market Conditions

LRP continued the satisfactory
performance of the previous year despite
difficult overall market conditions. Net
profit after taxes increased to € 100.0 million
(2000: € 95.4 million), while the Group's
business volume climbed to € 77.5 billion
(2000: € 71.2 billion). Stable net interest
income and a slightly improved trading
result compensated for the substantial
decline in commission income. The
noticeable increase in risk provisions to

€ 86.8 million (2000: € 31.4 million), on the
other hand, adversely impacted the result.

LRP aims to further expand its market
position through closer cooperation with
the savings banks in the Rhineland-
Palatinate and its strategic partners. The
acquisition of a 25.1% interest in Equinet
AG, Frankfurt, at the end of 2001 means
that the bank has taken an important
step towards positioning itself as

an investment bank for small and

medium-sized companies. The aim of the

Landesbank alliance is to pool resources
in order to spread investments across a

larger number of clients and transactions.

Westdeutsche ImmobilienBank:
International Operations Expanded

The lending volume of Westdeutsche
ImmobilienBank rose by approx. 4.0%

to € 4.2 billion in 2001 against the overall
market trend. International operations
increased by approx. 16% to € 2.5 billion,
whereas the domestic business declined
by roughly 10% to € 1.7 billion due to the
difficult market environment. Total claims
on customers rose to € 12.5 billion. Total
assets amounted to € 16.5 billion, while
the business volume reached € 18.7
billion. In order to create scope for further
growth, claims in an amount of € 1 billion

are to be securitised in the course of 2002.

Westdeutsche ImmobilienBank pushed
ahead its internationalisation in 2001. The
bank maintained the previous year's high
financing volume in the USA and London
and posted strong growth in France/
Benelux and Spain. Housing construction
business developed favourably, with growth
achieved primarily via the “ImmoBank
direkt” sales channel.
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Westdeutsche ImmobilienBank
pushed ahead its internationalisation
in 2001 and intensified its real estate

investment banking activities.”

The bank also intensified its real estate
investment banking activities. A new
business unit responsible for real estate
investment banking in Germany was
established in October 2001, offering
domestic clients joint venture finance,
consulting services such as portfolio
analysis and optimisation, and structured

finance.

Subsidiaries: Focus on Real Estate

Investment Banking

Last year, ICM Center- und Facility Manage-
ment GmbH and [.T.C. Immobilien Team
Consulting GmbH & Co. merged to

form ITCM Immobilien Consulting und
Management. This was a first step to
prepare the subsidiaries for real estate
investment banking. ITCM meanwhile
manages 162 real estate units with a
combined market value of € 2.16 billion.
The managed project volume amounted to
€ 262 million at year-end. Sales revenues
rose by 8% to € 31.4 billion.

The activities of Portfoliolnvest-Beratung
Management fir Immobilien GmbH
focused on the analysis of portfolios and
the management of existing properties.
Sales revenues amounted to € 3.5 million.

WestGkA Managementgesellschaft fir
kommunale Anlagen mbH continued its
new strategy and focused on project
development for the private sector. Sales
revenues totalled € 4.0 million.

WestInvest Gesellschaft flr Investment-
fonds mbH was able to improve on its
result of the previous year. The fund
volume of the WestlInvest 1 open-ended
property fund rose to € 2,084.1 million
(2000: €1,817.7 million). The investment
performance increased from 4.3% to
5.8%. The assets of the WestInvest
InterSelect special fund amounted to

€ 353.6 million on December 31, 2001.

At approx. 8.5%, the investment

performance was above-average.

At year-end 2001, WestFonds Immobilien-
Anlagegesellschaft mbH managed

44 closed-end property funds with a
combined fund volume of approx. € 1.7
billion. ImmobilienFonds 4 and 5 achieved
a placement result of € 31.4 million with
a pro rata investment volume of € 57.1
million. Sales of third-party products
totalled € 6.1 million, while € 3.2 million
was placed in the secondary market.
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LBS Westdeutsche Landesbausparkasse reported a new business volume of

€ 7.4 billion in 2001, the second best result in its history. At the same time it further

expanded its market leadership in North Rhine-Westphalia. We now have a customer

base of 1.9 million savers. This success is attributable to our close customer

proximity, our competent advice in all real estate matters and the close cooperation

with our distribution partners, the savings banks.
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Our success relies largely
on the close cooperation with the
savings banks in North Rhine-
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Westphalia.”

LBS Westdeutsche Landesbausparkasse,
a business group of WestLB, provides
home loan and savings services in North
Rhine-Westphalia. A total of 375,000 new
contracts (+ 5.5%) with a total volume

of € 7.4 billion (+ 6.3%) were brokered in
2001, which represents a strong increase
in new business. Our market share of new
business is meanwhile roughly 43% and
continues to clearly exceed the aggregate
market share of our four strongest
competitors in North Rhine-Westphalia.

With a customer base of 1.9 million
savers, we have traditionally been
extremely successful with young clients.
In 2001, around 28% of our new contracts
were signed with customers under the
age of 25. After the previous year's
strong increase, the average face value
of a home loan and savings contract
declined slightly to € 19,126.

Increase in Aggregate Contract
Amount and Deposits

While the portfolio of contracts remained
unchanged at approx. 2.4 million, the
aggregate contract amount reached

a new record level of € 49.4 billion.
Deposits rose to more than € 6 billion,
also a record level.

Due to a change in the allotment
prodcedure, allotments had increased
sharply in 2000. As expected, they
returned to normal levels again in 2001,
declining by roughly 12% to 167,407
contracts with a volume of almost

€ 2.5 billion.

In addition to this special effect, many

of our clients used the opportunity to
make unscheduled repayments without
additional costs. As a result the portfolio
of outstanding loans declined slightly

to € 3.3 billion in 2001. We also made
available € 0.6 billion in anticipatory and
bridging loans; the total portfolio of these
loans rose to € 2.6 billion, thus confirming
the positive long-term trend in this

segment.




Successful Cooperation

In the context of a strategic alliance,
we acquired a majority interest in LBS
Bremen with a view to exploiting
synergies resulting from the joint
optimisation of handling processes.

The cooperation with a growing number of
affiliated institutions has been intensified
through their use of the LBS-NEU software
which we developed as the indusrty
standard. In 2001, this system was
introduced successfully at LBS Baden-
Wirttemberg in Stuttgart; migration is
planned for Karlsruhe this year. Other
Landesbausparkassen are set to follow
by 2005. These will include LBS in
Rhineland-Palatinate, the sixth
Landesbausparkasse that has decided

to migrate to LBS-NEU. A joint venture
has been established for the maintenance
and further refinement of the system.

The objective of this joint approach is to 478 49.4
L 46.9 : (€ billions)

spread the costs across all institutions

using the system and enable all users to

benefit fully from the advantages offered

by the software such as accelerated and

optimised processing of transactions and

improved customer service.

Our success relies largely on the close

cooperation with our distribution partners, = |

1999 2000 2001

the savings banks in North Rhine-
Westphalia, which currently account
for approx. 43% of new business. Further Increase in
Collaboration between the LBS and Aggregate Contract
the savings banks has been intensified Amount
through the introduction of new

cooperation schemes.

In combination with our traditional client
orientation, which is reflected in a variety
of measures such as exhibitions and
hotlines, we are thus excellently
positioned for future market success.
The closely-knit LBS distribution network
and the strong local presence of the
savings banks ensure that our customers
will continue to benefit from our

dedicated service and top-quality advice.

LBS - 37



Wohnungshauforderungsanstalt NRW

The situation in the North Rhine-Westphalian housing market eased further last year. Construction
activity in North Rhine-Westphalia declined again, for the first time also in the owner-occupied
segment. Despite this trend, housing construction funds granted by Wohnungsbauférderungsanstalt

NRW (Wfa) rose by 2.6% to € 923 million.

ohnungsbauférderungsanstalt NRW




Although the total amount of funds
granted in 2001 was € 23 million higher
than the previous year’s figure of € 900
million, the number of dwellings receiving
public assistance declined from 34,347 to
29,523. This trend is primarily attributable
to the higher share of owner-occupied
housing promotion, which led to a
renewed increase in funds per dwelling.
Wfa provided funds for the construction
of 7,721 owner-occupied homes (2000:
6,548), an increase of 17.9%, while funds
for rented apartments declined by 12.9%
from 6,335 to 5,515.

Promotion of Owner-Occupied Homes
Predominates

Last year Wfa provided funds for the
construction and purchase of 14,152
dwellings, as compared to 13,672 in the
previous year. The number of publicly
assisted hostel places rose by 127 to 916
(+16.1%). Funds for modernisation and
energy saving measures, on the other
hand, were approved for only 15,371
(20,675) dwellings.

Tenants and investors are making
growing demands on the quality and
energy efficiency of the housing stock.
Wfa made available a total of € 121 million

(2000: € 140 million) for measures to 7,124
improve the housing situation and the
. . . 6,431
quality of existing dwellings as well s oa Rented apartments/
as to optimise energy efficiency. ' hostel places
7,721
Owner-occupied homes/
20’675 apartments
Special Information and Other
Services 15,371

Modernisation/
energy saving

Wfa continued to support the North
Rhine-Westphalian Ministry of Urban
Development and Housing, Culture and

Sport in the formulation of new promotion =

2000 2001

guidelines and the development of
promotion strategies.
Publicly-Assisted
Advising and informing commercial Dwellings: Increase in
investors and private housebuilders in all Ownership Measures
matters relating to the promotion of new
housing construction and the existing
housing stock is one of the main services
provided by WHfa. In addition, Wfa offers
seminars for the employees of the loan
approval authorities. Last year these
seminars increasingly targeted employees
not yet familiar with the concept of

housing construction promotion.

Market Monitoring a Unique

Information Basis

Most indicators suggest that the situation
in the North Rhine-Westphalian housing
markets will remain relaxed. According to
the latest projections by housing experts,
demand for multi-storey housing will

Wohnungsbauférderungsanstalt NRW -
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Market analyses by Wfa
experts identify the relevant issues
of housing policy.”
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decline noticeably by 2014, especially

in a number of big cities in North Rhine-
Westphalia. By contrast, demand for
owner-occupied housing in rural areas is

expected to rise.

Housing market monitoring provides
information for policy-makers and investors
and allows housing problems to be
identified at an early stage. With the

help of a comprehensive database and

a differentiated set of indicators, Wfa
analyses and publishes developments

in the North Rhine-Westphalian housing
markets. All reports are available free

of charge on the Wfa website

(www.wfa-nrw.de).

The pilot project “Municipal Housing
Market Monitoring in North Rhine-
Westphalia” (KomWoB) ended after four
successful years, during which an advisory
and coordination centre within \Wfa
assisted 16 cities in establishing their own
local housing market monitoring units. The
reports published by the municipalities

are an important source of information,

providing local policy-makers, authorities
and the housing sector with a reliable
basis for their decisions. Now that the
pilot project has ended, the resulting
network will be continued and supported
by Wfa.

In addition to market monitoring and
consulting, Wfa contributes to the
discussion and exchange of information
on important housing market issues.

In 2001, Wfa organised a workshop on
the long-term prospects of the housing
market and a conference on urban
monitoring. Wfa is also a long-standing
member of a national working group
set up to facilitate scientific exchange
between the six federal states which
operate monitoring systems for the
housing market.




INVESTITIONS-BANK NRW

The promotion business of INVESTITIONS-BANK NRW (IB) stabilised at a high
level in 2001. Following the implementation of the new Objective 2 programme,
IB assumed additional tasks requiring new employees. At the request of the
NRW Labour Ministry, IB also installed an “Employee Equity Participation”

project office.
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State and Federal Promotion
Programmes: New Business

Remains Constant
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INVESTITIONS-BANK NRW generated new
business of € 3.6 billion (2000: € 3.6 billion)
in 2001. Of this figure, a total of € 1 billion
(2000 € 1.7 billion) was accounted for

by state promotion programmes. This
reflects the delayed start of the Objective
2 programme, which was attributable to
the restructuring of the EU promotion
programmes. State development funds
were made available, for instance, to CTD
Innovations-Technologie im Dialog GmbH,
Dortmund, a call centre specialising in
hotline support for the IT industry.
Federal promotion programmes increased
significantly from € 1.9 billion to € 2.5
billion. IB’s loan portfolio increased from
€ 13.4 billion in the previous year to
€15.4 billion, including € 13.6 billion in
own loans and € 1.8 billion in trustee

loans.

New Functions in the Processing
of EU Funds

The new NRW Objective 2 programme,
which was launched in February and will
run until 2006, will promote structural
change, especially in the Ruhr region.

In this context, the EU will provide the
State of North Rhine-Westphalia with
approx. € 970 million, to which the state
will add another € 1 billion. The primary
objective of the new programme is to
create and maintain jobs and improve

regional competitiveness. In disbursing

the funds, the state will use not only the
established promotion programmes but
also new procedures such as competitions;
these include, for example, a competition
on the future of the Ruhr region.

IB supported the Ministry of Economic
Affairs and Small and Medium-Sized
Businesses, Energy and Transport in the
preparation and implementation of the
new Objective 2 programme. More
stringent requirements regarding the
processing and control of EU funds made
it necessary to separate the handling
structures from an organisational point of
view. The administration authority in the
Ministry and the payment and controlling
offices will be separated in the future. The
administration authority is responsible
for implementation and effectiveness of
the programme; the payment office is in
charge of financial management, while
the controlling office acts as an internal
"auditor” and quality manager.

These two functions have been assumed
by IB, which manages the entire funds
from the European Regional Fund and
disburses them to the recipients. By
December 31, 2001, a total of € 27 million
had been invested in 309 projects.

The controlling office helps to identify
and eliminate any shortcomings in the
processing of the funds and ensure

that the funds are used efficiently in
accordance with the defined targets. IB
created nine new jobs to handle these
additional tasks.




IB also acts as the payment office for the
new INTERREG IIl programme, which
supports cross-border projects in regions
bordering on the Netherlands and
Belgium.

“Employee Equity Participation”
Project

In the context of the “Income of the
Future” initiative of the state, IB supports
the Ministry of Labour and Social Affairs,
Qualification and Technology in its attempts
to make employee equity participation
schemes a more regular feature in German
companies. IB acts as the central contact
point and coordinator in this project. Apart
from a hotline and information materials,
the project office offers free initial advice
for small and medium-sized firms in North
Rhine-Westphalia wishing to introduce
an employee equity participation scheme.
Moreover, IB organises regional information
events and workshops for companies
and multipliers. In the first four months,
some 80 companies made use of the
information and consulting services
offered by IB.

New Financing Schemes The new NRW Objective 2

programme, which will run until 2006,

Changing conditions and requirements will promote structural change,

mean that the range of promotion especially in the Ruhr region.”
instruments has to be continually refined.
The “Basel Capital Accord”, for instance,
will have a major impact on the granting
of loans and thus on the promotion
programmes. In order to ensure that they
remain efficient and effective, financing
instruments need to be developed which
take account of the new framework
conditions. The “Business Start-Up and
Growth Financing” programme is such

a flexible instrument. The “subordinated
loans” concept under this programme
has now been extended to include new
business start-ups acquiring an existing

commercial enterprise.

A new promotion scheme under the
Objective 2 programme is currently being
prepared. This scheme will centre on
investments — in the form of subordinated
loans —in small and medium-sized
companies. It is also planned to integrate
equity investments as a promotion tool
into the new Technology and Innovation
Programme of NRW. IB will continue to
make an active contribution to the debate
on new instruments, maintaining a
dialogue with borrowers, banks and
lenders. As a division of the future
Landesbank NRW, IB will actively
support the process of structural change
in North Rhine-Westphalia within the

framework of its public mission.
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Sparkassen

Business with the savings banks was refined further last year. We employed

new and innovative products in many business segments, for example the

=)
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W-I-N Certificates for risk-averse investors. The savings banks rely increasingly

on our know-how in the field of international business, which is gaining in

importance for small and medium-sized corporate clients.
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In its capacity as the central institution

of the savings banks in North Rhine-
Westphalia and Brandenburg, WestLB
supports its partners with a wide variety
of services and customised products for
their proprietary and client business. The
savings banks benefit from our expertise
as a nationally and internationally
operating commercial bank. We have

a strong market position in promising
business segments such as the
securitisation of assets, integrated capital
market products, equity investments and
derivatives. Moreover, we have adopted
a consistently global approach in key
business segments and maintain a
presence in all the major financial centres

of the world.

As part of our strategic refocusing, the
commercial bank WestLB AG will be
responsible for managing all activities
related to the savings banks. Savings
banks will continue to be target clients
of the Bank. In joint meetings we are
currently developing guidelines which

will specify more clearly our function as
the central institution of the savings banks.
As a result, we will be able to meet the
growing demand of the savings banks
and their clients for a globally integrated
product range even more effectively. It
will remain our objective to strengthen
the cooperation between the savings
banks and WestLB and to leverage the

resulting benefits for both sides.

Radical Change in Corporate Client
Business

The financial services market and lending
business in particular are undergoing
radical change. In addition to traditional
financing, small and medium-sized
companies increasingly expect to receive
comprehensive advice on new forms of

finance.

In special workshops we discussed the
development of corporate client business
towards corporate finance products and
the implications of Basel Il with the savings
banks. The risk-weighted backing of all
assets with individually allocated equity
capital ratios (as proposed under Basel I1)
will require greater transparency in our
joint lending business in order to make

risk assessments more reliable.

ult will remain our objective
to strengthen the cooperation
between the savings banks and
WestLB and to leverage the resulting
benefits for both sides.”
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Securities Business:
Trend to Bonds and Derivatives

The uncertainties in the capital markets
resulted in a decline in sales of equities.
On the whole, however, sales remained
at the level of the previous year. Two
trends have emerged: first, savings banks
are making increasing use of corporate
and jumbo bonds; second, they are
increasingly using derivatives to optimise
their portfolios.

In our client securities business we
focused on the development of structured
products, for example the W-I-N Certificates,
which offer investors a capital guarantee.
These products were distributed success-
fully via the savings banks.

In the asset management field, our
subsidiary WestAM manages a substantial
volume of funds and portfolio management

contracts for the savings banks.

Support in International Business

Globalisation is forcing the savings banks’
corporate clients to focus their attention
increasingly on international markets.
The traditional international business

— providing advice and finance to medium-
sized companies wishing to expand into
international markets — is therefore a
steadily growing market for the savings
banks.

In our joint international business,
WestLB's strategy of merging activities
and organisational processes has paid off.
Our global network and comprehensive
range of products and services form an
excellent basis for supporting the savings
banks and their clients even more
effectively in their international business
in the future.

Cooperation in Brandenburg Adapts
to Changing Environment

The development on the stock markets
also had an impact on business with the
savings banks in Brandenburg. High
liquidity and the demand for high-yield
investments with manageable risks was
reflected in the positive development

of money market business and higher
placements of corporate bonds and
structured products.

Basel ll, together with the abolition of
guarantor liability and institutional liability,
will pose fresh challenges to the savings
banks in Brandenburg — and indeed to

all savings banks and Landesbanks —in
the coming years. The regional market
position of the savings banks in Branden-
burg, which is founded on their expertise
and close proximity to clients, offers a
sound basis for mastering the challenges
that lie ahead.

As we enter the tenth year of the
cooperation between WestLB and the
Brandenburg savings banks, we will
focus our attention on making an active
contribution to these developments,
including the provision of a wide range
of coordinated products and advisory

services.




Public-Sector Clients

There is a growing demand on the part of our public-sector clients for money market

and capital market products. We were the leading issuer of “Lander” bonds in 2001
and we are also a leading provider of derivative products for public-sector clients.

We expanded our position in the asset management field significantly.
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The federal, state and local authorities
and their enterprises continue to face
major challenges. Due to the economic
slowdown and the drop in revenues
resulting from the corporate tax reform,
pressure on many public-sector budgets
has mounted even further. Against this
background, the need for competent
advice, especially on debt management,
has grown noticeably. Together with the
savings banks, we offer our public-sector
clients customised solutions for all their

financing needs.

Leading Issuer of “Lander” Bonds

Last year public-sector clients once again
financed their infrastructure projects
largely from their budgets. WestLB
expanded its municipal lending portfolio
from € 35.8 billion to € 36.0 billion,
strengthening its position as a leading
finance provider to the public sector. The
federal states are increasingly tapping
the international capital markets. Thanks
to our many years of experience and our
international placement potential, we

play a leading role in the issuance of

public-sector bonds. In 2001, we ranked
first in the “Municipal, city, state province
issues” segment of the IFR league tables.
For the State of North-Rhine Westphalia
alone, we not only arranged numerous
private placements but also two new

benchmark bonds of € 2 billion each.

The Federal Government and several
federal states have meanwhile launched
initiatives to encourage greater use of
private capital for public projects. These
public-private partnership (PPP) schemes
are likely to gain in importance in the
future. As the leading bank for project
finance worldwide, WestLB has extensive
experience in this field and is excellently
positioned to benefit from this trend.

Competent Advice on Debt
Management

We advise our public-sector clients on
the use of derivative instruments for

the management of their debt portfolios.
In view of the favourable interest rate
situation, client demand for interest rate
hedging and fixing instruments increased.
In 2001 we once again generated an
impressive transaction volume of approx.

€ 1 billion. Apart from classic swaps,




complex interest rate hedging instruments
have become increasingly popular. In
future we are planning to handle the
entire debt management for a growing
number of public-sector clients. Bottrop
was the first municipality in Germany to
transfer its complete debt management
to WestLB last year.

Our products for the management of equity
portfolios were also in strong demand

in 2001. With the help of derivatives the
price risk can be reduced significantly.
Our clients also generated additional
income from the purchase and sale of

options.

Professional Asset Management
Further Expanded

Liquidity management, asset management
and setting up reserves are becoming
increasingly important for the public sector.
In the field of asset management, we
offer attractive alternatives to traditional

money and capital market investments.

WestAM Sécurité, our money market
fund, has consistently ranked among the
leading funds in its category. There is
also strong demand for our special funds
tailored to clients’ specific requirements,
for example for the recultivation of
landfills, the realisation of major investment
projects or pension plans for public-
sector employees. With a fund volume
of € 735 million (2000: € 597 million), we
strengthened our market position in the
field of asset management for public-
sector clients significantly.

WestLB regularly organises conferences
on current topics affecting the munici-
palities. Both a seminar on “Investment
Finance in Healthcare”, which was

held at several locations, and a central
conference on the future of the water
industry met with a very positive response.

Our subsidiary Westdeutsche Kommunal-
Consult (WestKC) provides local
authorities and municipal enterprises
with a wide variety of advisory services.
WestKC organised special workshops and
installed a euro hotline to help clients
with their conversion to the euro. Other
important areas included the optimisation
of municipal real estate management and
solutions for the modernisation of
schools.

Growing Need for Internet-Based
Solutions

Demand for Internet-based payment
services continues to grow in the public
sector. The city of Neuss, for instance,
decided to adopt WestLB's CashManage-
ment product in early 2002, making it the
first German municipality to introduce
electronic online cash management.

This product gives clients a swift and
up-to-date overview of all accounts and
payment flows.
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Our Employees

WestLB helps its employees to improve their qualifications by investing in a

wide range of training and further education projects. These include a combination
of vocational training and degree studies, e-learning and a mentoring

programme.
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The introduction of a new training
qualification in business management
with a special focus on banking (Diplom-
Betriebswirt [BA]) in 2001 enabled us to
further expand our range of vocational
training qualifications in line with
requirements. Together with the vocational
academy in Villingen-Schwenningen, we
offer a combination of vocational training
and degree studies. On the one hand,
this approach helps us meet the need for
highly qualified junior executives even
more effectively. On the other hand,

we offer well-qualified school-leavers

an attractive alternative to university
studies. With a total of nine different
apprenticeship training programmes,
WestLB is able to offer young people

a wide variety of perspectives in an
internationally operating company.

We also signed a cooperation agreement
with a local high school last year. The aim
is to prepare students better for working
life and to narrow the gap between

school and working life. Under this

partnership, which is a long-term
arrangement, we will organise various
events with pupils and teachers with a
view to promoting contacts between
school and industry systematically and

on a long-term basis.

Better Support Through e-Learning

A further innovation in our training
programme is e-learning. This model,
which is based on an educational platform
for a virtual classroom, has already been
successfully tested and implemented

in two pilot projects. The participants
particularly appreciate the possibility to
learn individually and the effective and
efficient presentation of the learning

materials. The main focus of e-learning

is on product seminars and IT training

as well as methodological and language
training. We plan to add other components
to our e-learning programme, including
forums on current topics and “chat
rooms” offering interested employees
the opportunity to exchange views online

with experts at certain times.

The major advantage of e-learning is

the fact that knowledge can be imparted
to employees individually irrespective

of time or place. At the same time we
believe that this programme will help to

make seminars more effective and efficient.
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Employees will also assume greater
responsibility for their own learning and
the Bank will be able to reduce costs.

Mentoring for Equal Opportunities

Equal career opportunities for men and
women also improve the future prospects
of companies exposed to global
competition. Equal opportunities and
high qualifications for women enable
companies to be more competitive,
benefiting employers and employees in
equal measure. With this in mind, we

implemented a mentoring programme as

a personnel development tool for young

professionals (mentees) in the context of

our Women's Promotion Plan.

For a period of one year, mentees will
be able to benefit from the guidance of
experienced senior executives of the
Bank (mentors), honing their personal
and professional skills in the process.
The mentors advise the mentees on
developing strategies to achieve certain
career objectives and help them to
identify and refine their skills and abilities.
While the mentors primarily regard
themselves as motivators, they also give
critical and constructive feedback.

Given that the mentoring programme
is targeted primarily at promoting the
professional development of female

employees, the number of male mentees
is low. Mentoring is an innovative

personnel development tool which offers
advantages for mentees, mentors, direct

superiors and the Bank.

Slight Increase in Staff Numbers
in the Banking Group

Last year the total number of staff
employed by the WestLB Banking Group
increased by 152, from 11,390 to 11,542
(+1.3%). This was attributable to a
decline of 53 (- 0.6%) at WestLB
(Germany — 347 or - 5.6%; abroad + 294




or + 15%), and an increase of 205 (+ 6.4%)
at the domestic and foreign companies
of the Banking Group. The number of
staff employed by the Banking Group
abroad increased by 135 from 3,867 to
4,002 (+ 3.5%), while staff numbers in

Germany rose only slightly by 17 from
7,523 to 7,540 (+ 0.2%).

Personnel expenses in the WestLB
Group rose by 1.2% from € 1,713 million
to € 1,733 million.

Key Staff Figures
2001 2000

Personnel expenses in the WestLB Group (€ millions) 1,733 1,713
—wagesandsalanes ....................................................... 13031316
— pensions and other employee benefits 430 397
Staff in the WestLB Group (annual average) 14674 14,068
StaffmtheBankmgGroup* ........................................... 11542 ............ 11 390
—abroad4002 ............. 3867
— Germany 7,540 7,523
—male/femalestaff(m%)56/44 ............ 56/44
WestLBstaff8109 ............. 8162
—abroad22501956
— Germany 5,859 6,206
3 ap prent| Ces an d tramee S .................................................. 220 ............... 20 0

* excluding jointly-managed companies
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was a value increase model, with an
added portion of the Bank’s growth since
the Wfa integration being assigned to
the State of North Rhine-Westphalia.
However, the European Commission
rejected the proposed implementation
and instituted proceedings for failure to
fulfil an obligation against the Federal
Republic of Germany, alleging that the
proposal was not an implementation of
the decision and that Germany was in
breach of contract. The European Court
of Justice is expected to make a ruling
in the course of 2002.

Elimination of Institutional Liability
and Guarantor Liability

Separately from the Commission’s
decision on Wfa's integration into WestLB
as described above, the European
Banking Association (EBA) filed its own
complaint with the European Commission
in December 1999, this time against the
liability mechanisms of public-law banks.
The private banks alleged that, as
unlimited state guarantees, institutional
liability and guarantor liability are the
equivalent of state aid and, as such,

are not compatible with EU laws on fair
competition. Early on, the European
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Commission had already expressed

its belief that institutional liability and
guarantor liability were tantamount to
impermissible aid and needed to be
abolished. In order to protect the public-
law banks from the ongoing pressure

of lengthy court battles and to keep the
market from suffering as a result, the
Federal Government, the Lander and the
savings banks associations sought an
agreement with the Commission on a
further course of action. After intense
and at times difficult negotiations a
compromise was finally reached in July
2001. Their agreement provides for the
continued existence of public-law banks;
however, after a transitional phase ending
July 18, 2005, institutional liability and
guarantor liability will be abolished. The
new liability structures taking their place
will be more akin to the relationship
between a shareholder and a stock
corporation or limited liability company.
As a result, guarantors of public-law
banks will essentially retain their right to
provide their institutions with capital, but
they will have to do so under prevailing
market terms in order to comply with
European aid law.

The policies on deadlines and transitional
periods set forth in the understanding
reached with the European Commission
contain several rules that apply to the
liabilities of all public-law banks. The key
points are as follows:

All pre-existing liabilities incurred by
July 18, 2001 remain fully covered by
institutional and guarantor liability. The
principle of grandfathering, anchored
in German constitutional law as a
prohibition of ex post facto laws,
applies in every respect. For creditors,
this means that there will be no sub-
sequent changes to any existing
commitments made to them by the
July 18, 2001 deadline.

Institutional liability and guarantor
liability will remain in effect in their
present form during the transitional
period, which lasts from July 19, 2001
through July 18, 2005.

Any liabilities incurred during this
transitional period are completely
covered by guarantor liability, i.e., are
completely grandfathered in, as long
as the liabilities are payable by
December 31, 2015.

In a meeting held on February 28, 2002,
the European Commission and the
German side finalised their compromise
as follows: “The guarantors will
completely satisfy the obligations arising
from their guarantor liability to creditors
of liabilities incurred by July 18, 2005, as




soon as the guarantors properly determine
and set forth in writing that the creditors
of such liabilities cannot be satisfied from
the bank’s assets.”

The Future Structure of WestLB

Given the situation as discussed above
and foreseeable developments, WestLB
started to deliberate about its future
structure and direction in mid-2000.
When developing the new structure, the
guarantors and the Bank gave top priority
to a clear separation between the com-
petitive business and the public-sector
business, not least because of the last
ten years' experience with the European
Commission. In the resulting parent-
subsidiary model, all public-sector
business is clearly assigned to the parent.
In addition, all parties agreed on the need
for the private-law part of the new
structure to exist in a form that suited
the global orientation of the competitive
business and conformed with recognised
standards from around the world.

By choosing the legal form of a stock
corporation, this was also ensured.

Because of the desire to make a clear
separation between the two principal
businesses and to increasingly focus on
the Bank's segments and functions,
WestLB will operate as two separate
institutions in the future: the public-law
Landesbank NRW and the private-law
WestLB AG.

The Future Structure of WestLB

All of WestLB's former public-sector
business will be bundled into Landesbank
NRW. Landesbank NRW will operate as
an independent, stand-alone institution.
It will be one of the largest banks of its
kind in Germany. Its owners will be the
current guarantors of WestLB. Their
equity interest in the new entity will be
in proportion to their current holdings.

— Implementation of the Parent-Subsidiary Model —

[ ] [ | [ | [ ] |
) . Savings Banks Savings Banks
Regional Regional S - -
A ! tate of North and Giro and Giro
Ass%cr:?rt]ggnﬂ‘ the WAessstoﬁfl?:EiOfe Rhine-Westphalia || Association of Association of
bty e PP 432% the Rhineland || Westphalia-Lippe
e e 16.7% 16.7%
Institutional Liability/Guarantor Liability
Landesbank NRW
“Institutional INVESTITIONS-BANK NRW (IB)
Liability/Guarantor Wohnungsbauférderungsanstalt NRW (VWfa)
Liab"ity, Public Pfandorief business (OPG)

Equity investments*

v 100%

WestLB AG

Commercial banking activities

Holdings in the Landesbanks and WestimmoBank
Central institution for the savings banks

Municipal bank function

Y

On the basis
of a spin-off

:

LBS

Y Y Y Y

etc. WestLB WestAM WestLB
Panmure Systems

BEAL

Y

Luxembourg

* Landesentwicklungsgesellschaft NRW (LEG), Investitionsbank des Landes Brandenburg (ILB),

casinos and lottery companies
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Landesbank NRW will be responsible for
supporting its owners in their structural
policy work. It will assume key public
functions of a Staatsbank (state bank)
and Kommunalbank (municipal bank) in
North Rhine-Westphalia. The work that
accompanies such functions will be
bundled into the bank’s future divisions,
namely, INVESTITIONS-BANK NRW (1B
NRW), Wohnungsbaufdrderungsanstalt
NRW (Wfa) and the public mortgage bond

Because of Landesbank NRW's stake in
WestLB AG, the Commission made this
point a key condition of its approval of
WestLB's future structure.

The key figures on Landesbank NRW's
opening balance sheet will be as follows:

ImmobilienBank. The articles and bylaws
of WestLB AG also stipulate that it will
house the municipal banking activities
and the activities related to the Bank's
role as a central institution for the savings
banks. WestLB AG intends to have its
registered office in Disseldorf and Minster.

Landesbank NRW - Opening Balance Sheet

(Pfandbrief) business, whose operational Assets 1. 1. 2002
configuration will correspond to that € billions
of WestLB's previous business units. Claims on banks and customers 64.2
participations wil include Landesbank Securmes .......................................................................................... 166 .........
NRW's holdings in the public realm, which  Equity investments in non-affiliated companies | 52
 dlude Investitonsbank dos Landoec Other assets ........................................................................................ 70 .........
Brandenburg (ILB), Landesentwicklungs- Total assets 93.0
qesellschaft NRW (LEG). the casino and
lottery holdings, as well as strategic
investments of the Investitionsbank and Liabilities 1. 1. 2002
the equity investment in WestLB AG. € billions
Liabilities to banks and customers 34.6
s agreed with the Europsan Commission, Cert|f|cated||ab|l|t|es ........................................................................... 466 .........
nstitutionsl iabilty and guarantor bty Other||ab|||t|es ..................................................................................... 47 .........
will apply to Landesbank NRW until Subordinated liabilities/Profit participation rights 05
July 2005, After that, Landesbank NAW Equ|tycap|ta| .....................................................................................................
will put lsbility mechanisms into place —subscr|bedcap|ta| ............................................................................... 05 .........
that correspond to the relationship between —cap|ta| reserves .................................................................................. 61 .........
shareholders and their companies. |nclud|ng speC|a| reservespertammg tothe Wfaof €30 b||||on """"""""""""""""""""""
Total assets 93.0
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WestLB AG will be a wholly owned
subsidiary of Landesbank NRW. It will
house all of the commercial banking
activities of today's WestLB, including
commercial and investment banking,

as well as the equity investments in the
Landesbanks of Rhineland-Palatinate and
Schleswig-Holstein, and Westdeutsche

As agreed with the European Commission
on July 17, 2001, the liability mechanisms
will remain intact for WestLB AG, as they
will for Landesbank NRW, until the end
of the transitional period on July 18, 2005;
this will be expressly anchored in the law.




WestLB will operate as a wholesale bank
in the core markets of Europe and
Germany. The core business segments
of WestLB AG will continue to be equities,
asset backed transactions, asset
management, equity investments, bonds
and treasury, as well as structured finance.
The lending business will be revamped
with a view toward profitability and risk

management.

WestLB AG - Opening Balance Sheet

In the course of WestLB's restructuring,
LBS Westdeutsche Landesbausparkasse
will be split off into an independent
public-law bank with retroactive effect as
of January 1, 2002. Since, as a business
unit, LBS is already organised as
independently as possible, the cross-over
into full independence will not prove
difficult.

The key figures on WestLB AG's opening
balance sheet will be as follows:

In many respects, the restructuring of
WestLB is a completely new event,
governed by a completely new law, which
sets forth the legal basis for implementing
the parent-subsidiary structure and
creates the foundation for the two future
institutions. Implementation of the parent-
subsidiary structure will occur in four
steps, which are described in Art. 1 of
the Artikelgesetz. Those steps are:

Step one: Create a new public-law
institution (Art. 1 § 1 of the Artikelgesetz).
The acting guarantors of today’s WestLB
will assume the institutional liability of
Landesbank NRW.

Assets 1. 1. 2002
€ billions Step two: Spin-off certain businesses

Cash 1.7 into Landesbank NRW (Art. 1 § 2 of
Clalmsonbanksandcustomers ................................................. 1489 ...... the Artikelgesetz). The businesses that
Securmes ............................................................................................ 642 ........ will b6 spun off nto Landesbank NRW
Eqwtymvestmentsmnonafﬂhated companles71 """""" represent the public-sector activities of the
Otherassets ......................................................................................... 90 ........ Bank. namely, 18 NAW, Wia. the public
Total assets 230.9 mortgage bond (Pfandbrief) business, as
....................................................................................................................... well 35 the equity investments in public

sector institutions like LEG and ILB, plus
Liabilities 1.1. 2002 the casino and lottery holdings.

€ billions

Liabilities to banks and customers 163.0 Step three: Make contributions in kind to
Cert|f|cated||ab|l|t|es ............................................................................. 440 ........ Landesbank NAW using the holdings in
Otherl|ab|||t|es ..................................................................................... 109 ........ WestLB (At 15 6 of the Artikelgeset).
Subordinated liabilities/Profit participation rights 19 The interests that the guarantors hold in
Equ|tycap|ta| ..................................................................................................... e “old" WestLB will be transforred 1
—subscr|bed cap|ta| ................................................................................. 1 0 ........ the new Landesbank NAW by way of
—cap|ta|reserves41 ......... contrbutions in kind, thus creating the
Total liabilities 230.9 parent-subsidiary structure.

The data in the opening balance sheet refer to the individual accounts and not
to the consolidated accounts. On January 1, 2002, WestLB AG would have Group
total assets of € 337.5 billion and equity capital of € 17.9 billion.
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27%
Liabilities to customers

Breakdown of Refinancing
at December 31, 2001

authorities and entities under public law.
By issuing unsecured debentures as part
of its debt issuance programme, WestLB
Group was able to increase its presence
on the international capital markets. The
Group also succeeded in placing three
euro benchmark bonds with international
investors that are worth a total of €4.5
billion and have maturities of five, seven
and ten years. In order to keep expanding
and diversifying the Group'’s refinancing
basis also in the short-term sector, WestLB
also became the first Landesbank to set
up and launch a global commercial paper
programme. Encompassing € 15 billion,

33%
Certificated liabilities

40%
Liabilities to banks

rating from Standard & Poor’s and a P1
rating from Moody's. Thus far, a total
of € 5.4 billion has been placed, which
far exceeds expectations in terms of

magnitude and investor diversification.

The widespread sales on both the
European and U.S. commercial paper
markets confirm that the goal of
supplementing the Bank's money
market activities with global, certificated
instruments was a sound strategic

choice.

Own Funds

The guarantors participating in WestLB
Group’s capital of € 1.2 billion remain as

follows:

Subordinated liabilities and profit
participation rights were up € 154.1 million
in 2001 to € 10.3 billion, an increase that
strengthened the Group's capital base.
Capital was also raised by jointly-managed
companies on the basis of the regulations
governing silent partnerships; this was
included in Group reserves.

Of the total net income for 2001, € 91.7
million was allocated to Group reserves,
while € 34.4 million was withdrawn.
Including these changes, the capital and
reserves reported on the balance sheet
were roughly € 19.7 billion.

Taking into account the supplementary
capital and the short-term subordinated
debt, WestLB Group can use € 18.0 billion
under banking regulatory requirements to

support its business operations.

the programme debuted on the market in € millions %

October 2001 and has received an A1+ State of North Rhine-Westphalia 511.0 43.2
Savings Banks and Giro Association of the Rhineland 1973 16.7
Savings Banks and Giro Association of Westphalia-Lippe 1973 16.7
Reg|ona|Assoc|at|onof AR ey o
Regional Association of Westphalia-Lippe 1391 1.7
Total capital 1,183.8 100.0
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The equity capital ratio of 8% required
by the German Banking Act (KWG) and
Principle | was exceeded at all times

in the 2001 fiscal year. The table “Risk
Ratios According to Principle |” provides
a year-on-year comparison of the capital
ratios of WestLB for banking regulatory

purposes.

Own Funds According to Principle |

Special Reserve for the Promotion
of Housing Construction

In accordance with § 2 of the Housing
Construction Promotion Act (WBFG),
WestLB operates the \Wohnungsbau-
forderungsanstalt Nordrhein-\Westfalen —
Anstalt der Westdeutschen Landesbank

Girozentrale — (Wfa) as an organisationally
and economically independent public-law
institution without legal personality.

The transfer of the assets and liabilities
of Wfa to WestLB on January 1, 1992,
and the resulting special reserve for the
promotion of housing construction in the
unchanged amount of € 3,016.6 million
were the subject of a complaint filed
with the European Commission by
WestLB's competitors.

Dec. 31,2001 Dec. 31,2000

€ millions € millions The Federal Government, State of
Core capital 8,396 7,987 North Rhine-Westphalia and WestLB
Supplementary capital (Terl) 7797 7124 believe that the European Commission’s
Short-term subordinated debt (Tier II) 195 2507 decision in this matter is unjustified and
Deduct|ons ............................................................. _97 .................. R e fiod an astion for anmulment of
Own funds (according to 8 2 (2) and (3) Principle 1) 18,031 16,876 the decision with the European Courts.
...................................................................................................................... The broceadings have not yet been

completed; the plaintiffs expect to

Risk Ratios According to Principle | prevail.

Dec. 31,2001 Dec. 31,2000 The subject of the contested decision

€ millions € millions of the European Commission is the
Risk assets of the investment book 144,398 138,036 remuneration received by the State of
Risk assets of the tradingbook 42,875 34175 North Rhine-Westphalia from WestLB for
Total 187,273 172,211 the capital transferred. This is solely a
Overallrano(m%) ........................................................ L os question of profit distrbution. Thereforo,

for the reasons stated, the matter was
not reflected in the statement of income.
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Statement of Income Statement of Income

WestLB Group posted operating profit of 2001 2000 Changes
€1,185.2 million before risk provisions in € millions € millions € millions %
the past fiscal year. Given the economic Net interest income 2,800.6 2,245.9 554.7 24.7
downturn in the Bank’s core markets Net commission income 903.0 1,086.4 -183.4 -16.9
and the grim mood on the world's stock Net income from trading operations 222.4 5222 -299.8 -57.4
markets in general, this was still an Personnel expenses -1,7325 -1,713.0 -19.5 1.1
altogether satisfactory result. The decline  Other administrative expenses -1,595.0 -1,523.0 -72.0 4.7
in net commission income and netincome  Other operating expenses/income 586.7 343.1 243.6 71.0
from trading operations was largely offset Operating profit before risk provisions/
by a substantial increase in net interest ~ fesult of evaluation Lok 9616 2236 233
income. The pace of rising administrative ISk provisionsfresult of evaluation ~~ ~ -764.0 -409  -7231 >-100.0
expenses was slowed considerably. Operating profit after risk provisions/

) ) result of evaluation 421.2 920.7 -499.5 -54.3
Desplte a nearly unchanged operatlng ............ s EEEERRRERRRRRE - e

| ) for th Extraordinary result
result, netincome for the year dropped Extraordinary expenses -359 -128.2 92.3 -72.0
noticeably due to a considerable rise in Net income for the year before taxes 385.3 7925 -407.2 -51.4
risk provisions and the need to prepare Taxes on income and revenues -189.0 -295.5 106.5 -36.0
for extraordinary expenses. In the course Net income for the year after taxes 196.3 497.0 -300.7 -60.5
of profit appropriations, shareholders are Profit 70.9 95.1 _24.2 _25.4

set to receive around € 71 million.

The details of WestLB's statement of

income are as follows:

Net interest income rose approx. 24.7%
to € 2,800.6 million. The Group posted
particular improvement in its results from

money market and securities operations.

At € 903.0 million, net commission
income in the year under review could
not sustain the above-average net
commission income from the previous
year (€ 1,086.4 million). In keeping with
the sluggish state of the financial markets,
especially the stock markets, commission
income dropped in the securities and
securities underwriting business, in

particular.

As expected, WestLB Group suffered

a considerable drop in its net income
from trading operations, which stood at
€ 222.4 million excluding the contributions
to net interest and commission income.
The decline is the result of a drop in the
trading business in interest rate products.
Last year, interest rate products made

a sizeable contribution towards the
disproportionately high increase in net
income from trading operations. The
growth in market value reserves was not

entirely reflected in the results for 2001.
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As in 2000, the Group succeeded Risk Provisions/Result of Evaluation

in slowing down the pace of rising

administrative expenses in 2001. The 2001 2000 Changes

€ 3,327.5 million in total expenditures was € millions € millions € millions %

split nearly equally between personnel Result of provisions for credit risks -914.6 -458.2 -456.4 99.6
expenses (€1,732.5 million) and other Result of participatons ~~ 137.6 3045 -1669  -548
administrative expenses (€ 1,595.0 million).  Result of securities 130 1128 -998  -885
Personnel expenses were almost Risk provisions/result of evaluation -764.0 -409 -723.1 >-100.0

unchanged from a year earlier, with the
slight increase chiefly the result of higher
allocations to pension reserves. Other
administrative expenses, were up only
slightly (4.7%) over the previous year,
which is also a reflection of the Group's

rigorous cost management.

Income generated because of the revised
real estate strategy had a particular
impact on other operating surplus, which
increased by € 243.6 million to € 586.7
million. The decline in some expense
categories was also a factor in the
increase. In addition, the leasing business,
which was expanded by the activities

of the Boullioun Group, generated net
income of € 50.0 million.

Risk provisions and the result of evaluation
increased by € 723.1 million to € 764.0
million; the table below presents a
breakdown:

Provisions for possible loan losses
(including allocation to reserves according
8 340 g German Commercial Code [HGB])
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increased by € 456.4 million (99.6%) to

€ 914.6 million. Adequate allowances were
made to cover specific risks, but the
expense of doing so increased considerably
because of the weakening economy.
Write-downs on loans made in North
America, including loans to Enron, were
a major factor. WestLB Group increased
its provisions for country risk once again,
especially because of the risks in Latin

America.

The result of participations, which mainly
comprises profits from disposals, write-
downs and expenses in the participations
business, was € 166.9 million lower in
2001 as compared to the previous fiscal
year, which had been influenced by
substantial profits on individual disposals.

The result of securities is the difference
between price gains and write-downs

in the investment portfolio and liquidity
reserve. Due to the market slump, price
losses and write-downs were high in the
year under review, while gains were low.

The result of evaluation includes gains

from the disposal of bonds with country
risks, which were written down in

previous years.

Funds in the amount of € 43.1 million
were set aside for the anticipated costs
of measures related to the restructuring
of WestLB. These were accounted for as
extraordinary expenses. A € 7.2 million
insurance settlement was reported as

extraordinary income.

Taxes on income and revenues dropped
to € 189.0 million (2000: € 295.5 million)
because of the reduced tax burden of
some foreign branches.

Of the €196.3 million in net income
for the year, € 125.4 million was placed
in equity reserves or allocated to the
state housing promotion assets/

Investitionsbank reserve.

Group profit totalled € 70.9 million and is
identical to that of WestLB.




Segment Results

Profit planning and management is done
on the basis of profit centre accounting
in the WestLB Group. The results of the

various profit centres are combined into

segments that represent the Group’s main

business units.

A distinction is made between the
Banking Group, which includes all
companies active in the lending and
finance business, as well as those that
support the Bank's operations, and
other Group companies, which are
more involved in non-bank segments.
Page 49 of the Notes to the WestLB
Group Annual Accounts contains a list
of the Banking Group and other Group

companies.

The results of the Banking Group
companies are assigned to the various
segments. Any company whose profit
components cannot be assigned to

a specific profit centre, and therefore
segment, are captured in the other
segment. The results of Group companies
that are not part of the Banking Group
are listed separately in the segment

Segments are formed on the basis of the
business orientation and market presence
of business units or the functional
collaboration of organisational units.

The various segments of the WestLB

reporting. Banking Group are as follows:
Segments in the Banking Group
Lending Special Finance

Central Credit Management

Credits Germany

Credits Europe

Credits America

Credits Asia/Pacific

International Trade & Commodity Finance

Credit Derivatives/ABT
Global Structured Finance

Trading

WestLB Panmure
Global Financial Markets
WestLB International, Luxembourg

Services

Global Asset Management
Private Banking
Banque d'Orsay

RMS&C Payments, Cash Management, Card Services
Global Back Office Wertpapierservice/\WPS
Other BUs
Participations 1B NRW
Equity Investments
Wfa
Landesbanks
Landesbank Rheinland-Pfalz
Landesbank Schleswig-Holstein LBS
Westdeutsche ImmobilienBank
Service Units Other
Communications/Economics Disposition
Group Development Other BUs

Group Organisation

Group Finance

Human Resources

Internal Service

Group Information Management
WestLB Systems/IT

Other BUs

Consolidations
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The following table depicts the from each of the segments. The net Operating profit before risk provisions
breakdown by segment of the WestLB income from trading operations is based in the WestLB Group rose by 23.3% to
Group's profits for 2001 and 2000: on the mark-to-market valuation of the € 1,185.2 million in 2001. WestLB Group's

Segment Results

€ millions Income Expenses Risk Provisions/ Net Income for the
Result of Evaluation Year before Taxes
incl. Extraordinary Result
2001 2000 2001 2000 2001 2000 2001 2000
Lending Business 599.3 648.1 -226.3 -237.9 -199.1
Spec|a| Fmance .......................... 8049 .......... 5664 ........... B 1906 ....... _1 62 7 ........ _935 ..................................................

Tradmg .................................... 13205 ....... 1 2465 ........ —10652 ..... . 1 1 43 6 . -1064 ..................................................

Se rwces .................................... 2914 .......... 3 992 ........... B 3755 ....... _40 6 5 .......... 41 3 ..................................................

Land esbanks .............................. 6176 .......... 5378 ........... B 3452 ....... ;.3..1. 1 i 7 - 1807 ..................................................

Eq u|t y Inv eStm ems ....................... 305 .......... 1 53 3 ............. 8 164 ......... B 169 ......... 1421 ...................................................

IBNRW ...................................... 470 ........... 449 ............. . 237 ......... _213__ ............

Wfa1575 .......... 1547 ............. . 624 ......... —625 ........ _119 ..................................................

LBS .......................................... 2707 .......... 2617 ........... _2004 ....... —196669 ..................................................

Internal Serv|ce Umts ................ 10371 .......... 902 0 ........ —12839 ..... - 1 2188 ... - 49 ..................................................

Other ...................................... B 9148 ....... —807 9 ............. 6666 .......... 698 3 . —381 9 ..................................................
Banking Group 4,261.7 4,106.6 -3,123.0 -3,080.2 -778.3

Other : Group Com pan |es .............. 5601 .......... 4 59 7 ........... B 4493 ....... _354 3 .......... 289 ..................................................
Conso ||dat|on S (G rou p) ............... B 3091 ....... - 368 7 ............. 244 8 .......... 1 9 8 5 ........ - 505 ..................................................
Group 4,512.7 4,197.6 -3,3275 -3,236.0 -799.9

Total income includes net interest income,  trading portfolios and items. The adjust- net income for the year before taxes of

net commission income, net income from  ment made for purposes of the published € 385.3 million was significantly lower

trading operations and other operating accounts is captured in the Other segment  than the previous year's € 792.5 million.
surplus, as well as non-income taxes as a reduction in income. Personnel The major contributors to the net income
expenses and operating expenses are for the year before taxes were Special

grouped under the item “expenses”.
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Finance with € 520.8 million, Lending
Business with € 173.9 million, Equity
Investments with € 156.2 million and
Trading with € 148.9 million.

Due to a substantial increase in risk
provisions, the net income for the year
before taxes in the Lending business
segment was much lower in 2001 than

in the previous fiscal year. In addition, the
Group continued to pursue its strategic
goal of consolidating the lending business
in view of profitability, which led to
substantial reductions in its loan portfolios.
This meant both less income and less
use of equity capital by the Lending

segment.

In a seamless continuation of the previous
year's positive development, Special
Finance showed a much-improved result
in 2001. The substantial improvement is
also reflected in the return on Principle |
capital. Due to the successful activities of
the Global Structured Finance and Asset
Backed Transactions/Credit Derivatives
business units, WestLB Group was

able to further expand its position in the

international special finance business.

In the Trading segment, there was
improvement in the net income for the
year from trading operations despite the

grim mood on the international financial

markets. An increase in income was
complemented by a reduction in expenses,
due in part to a substantial reduction in
bonus provisions. As a result, there was
marked improvement in the cost-income
ratio of this segment. However, due to
increased use of equity capital, the return
on Principle | capital seen in the previous
year was not matched.

The result of the Services segment

was substantially improved over the
previous year; nonetheless, there was
still a loss. There was also a loss in Asset
Management, fuelled by the restructuring
of that unit as well as by difficult economic
conditions. By contrast, the results of
the Wertpapierservice/\WWPS segment
were considerably improved, due to the
further progress made in restructuring
the segment in 2001.

The result of € 156.2 million (2000: € 208.0
million) in the Equity Investments segment
did not meet expectations. The Group
was not able to continue the successes
of 2000 in the year under review, which
had been shaped in part by significant
sales in the tourism sector. One of the
main reasons was the postponement of
planned sales caused by the adverse

economic conditions.

The Landesbanks segment, which
includes the results of the jointly-managed

companies, made a lower contribution to

the net income for the year than in 2000.
The decline was primarily due to increased

risk provisions.

The results of the Internal Service Units
reflect the cost-cutting measures that
were introduced. To the extent that the
services provided by this segment can
be charged to the business units that
request them, the resulting costs are
allocated to these business units on

the basis of internal prices. The internal
prices correspond to market prices, or
where this is not possible, they reflect
similar market prices. This procedure
ensures that the allocation of needed
resources is economical; it also encourages
a cost-conscious approach to the use of
internal services and creates an incentive
for providing services on a more cost-

effective basis.

The main items included in the Other
segment are the consolidations at the
Banking Group level. These include all

of the income and expenses that are part
of the Group's accounting, as well as the
netting of internally generated income
and expenses necessary for creating an
accurate picture of profit centre results.
The Other segment also includes the
income-reducing adjustments made to

keep the mark-to-market segment results
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in line with the valuation guidelines of
the German Commercial Code (HGB).
Provisions for country risk and profit
components that do not fit into other
segments are also reported in the
Other segment.

The relationship to resources used,
especially equity capital and personnel,
provides a reasonable basis for evaluating
the results of the various segments.
Ratios like the return on capital used
and the cost-income ratio simplify the

comparison of results.

Risk Report

The success of a concern that is active
primarily in the banking sector is not
least a function of its ability to transform
risk, as well as its willingness to take
risks when the risk-reward profile is
favourable. Therefore, an effective risk
management system is chiefly predicated
on the ability to thoroughly control all

of the risks associated with banking
business. WestLB Group has an ample
risk management system that provides
up-to-the-minute information on the

enables the WestLB Group to deal with
risks responsibly and with a view towards
profitability when making day-to-day,
strategic decisions.

Organisational Basis of Risk
Management

Risk management in the WestLB
Group is based on the Group structure.
For WestLB and its major Banking
Group subsidiaries, which account for

Group's current risk levels. This system

€ millions Principle | Capital Return on Cost-Income Ratio Employees
Principle | Capital (Full-Time)
in % in %
2001 2000 2001 2000 2001 2000 2001 2000
Lending Business 3,858.5 3,963.7 4.4 8.4 37.8 36.7 1,069 1,187
Sp ec|a| Fmance ......................... 2256 4 ....... 1 7249 ............. 243 ............ 21 3 ....... 237 .......... 287 ............... 381 ........... 330 .

Tradmg ..................................... 40706 ....... 30377 .............. 3540 ....... 807 .......... 918 ............. 24332523

Se rv|ces ...................................... 197 3 ......... 2092 ........... . 184 ......... _50 5 . 1289 ......... 1 01 8 ............. 1 374 ......... 1. 468 .

Landesbanks ............................. 38600 ....... 32706 .............. 2 6 T 42 ....... 559 .......... 58 0 ............. 2046 ......... 1. 956

Eq L“t y ; Inv estm ents ....................... 456 9 ......... 4822 ............. 299 ............ 34 7 ....... 538 ........... 1 . 1 0 ................. 78 ............. 75

IB NRW ...................................... 1834 .......... 1 531 .............. 133 ............ 155 ....... 504 .......... 47 4153 ........... 130

W fa ............................................ 385 6 ......... 4457 ............. 198 ............ 14 7 ....... 396 .......... 404 ............... 415 ........... 41 8 .

LB S ............................................ 385 1 .......... 3376 ............. 216 ............ 23 5 ....... 740 .......... 751 ............... 864 ........... 887

Internal Serv|ce Umts ...................... 421 ............ 240 ...... >_ 1000 ..... o 1000 . 1238 ......... 1 35 1 ............. 3064 .. . 2809

Other .......................................... 606 4 ....... 1 335 8 ........... . 894 ......... —11 1 ........ 729 .......... 864 ............... 746 ........... 783 .
Banking Group 16,302.2 14,984.6 2.2 5.0 73.3 75.0 12,622 12,566
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approximately 75.8% of consolidated
assets, the risk management procedures
and systems of WestLB apply across the
board. The monitoring of counterparty
default and country risks in the lending
business is the domain of the Central
Credit Management unit. The Risk
Management Support & Control unit is
responsible for the routine monitoring

of market price risks in the trading and
investment portfolios, as well as counter-
party risks in the trading business. Short-
term liquidity risk is managed by the Global
Financial Markets unit, while structural
liquidity risk is managed by the Capital
and Mismatch Management unit.

The jointly-managed companies, which
make up 20.8% of consolidated assets,
are in charge of their own risk management;
for Group purposes, risk management of
the jointly-managed companies is also
part of participation controlling, and is
incorporated into WestLB's budgeting,
quarterly target-performance comparisons
and banking regulatory reporting and
monitoring processes. To ensure that the
risk management of the jointly-managed
companies conforms with WestLB's risk
management, representatives of WestLB
hold seats on the supervisory boards of

these companies and concerns.

Other Group companies, which are

not incorporated into WestLB's original,
banking-based risk management
procedures, make up only 3.4% of
consolidated assets; aside from the
Boullioun Group, the major companies

here represent casino and lottery holdings.

The risk management of the other Group
companies is handled by the Equity
Investments business unit. In addition,
some of the companies and their divisions
are also assigned to one or more of
WestLB's business units, which handle
the risk monitoring and risk management
of the other companies as part of their
risk controlling activities.

The interests of WestLB's shareholders
are represented at all major Group
companies, including the recently
acquired Boullioun Aviation Services Inc.
(BAS), in that members of WestLB's
Managing Board hold seats on the
supervisory boards of these companies.
This kind of representation is an integral
part of the Group's risk management.

The appropriateness and effectiveness
of the Group's overall risk management
is constantly monitored by the internal
auditing unit. As an independent super-
visory entity, the internal auditing unit
reports directly to the Managing Board
on its results, analyses, evaluations and

on any recommendations it may have.

Group Statement of Financial Condition for 2001

Uniform System of Risk Measurement

WestLB Group uses a uniform system
of risk measurement for all product and
business segments that provides uniform
risk ratios. Quantitative risk information
that is important for regulatory purposes
(risk assets, credit equivalents) and
operational statistics (economic capital,
anticipated loss, value-at-risk) are
complemented by qualitative information
(rating structures, market analyses).

The quality of risk measurement is
controlled on an ongoing basis by means
of various methods for testing the risk
parameters used (back testing). Additional
scenario analyses and stress tests ensure
that even unlikely, extreme market
situations are also taken into account.

Risk reporting to the decision makers in
the business segments and management

units is up-to-the-minute.

Types of Risks

WestLB Group distinguishes between
market price risks, counterparty default
and liquidity risks, participation risks and
other risks.
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Market price risks are potential losses
in the trading and investment portfolios
caused by price fluctuations on the

financial markets.

Counterparty default risk is understood
to mean the risk of financial loss arising
from a borrower’s or counterparty’s
inability to meet its obligations to WestLB.
In trading operations, counterparty default
risk is also referred to as counterparty
risk. Country risk (including transfer risk)
is a sub-category of counterparty default
risk.

Liquidity risk refers to potential bottlenecks
in market liquidity, which could make it
difficult for the Group to meet its future
payment obligations at reasonable prices,

in a timely manner or in full.

Participations risk refers to potential
fluctuations in the value of companies
that are part of the WestLB Group,

as well as risks arising from contracts
with companies in which the Group

participates.

The other risks that the Group faces

include commercial and strategic risks,
as well as operational risks. Operational
risks are defined as the threat of losses
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from external events, as well as from
the inadequacy or failure of internal

procedures, people and systems.

Consistent Management

Starting with the risk policy defined by
the Managing Board, a system of risk
limits for counterparty default and market
price risks ensures that the sum of the
risks assumed by the individual business
units stays within the Group's total risk

limit.

The guidelines and working instructions
that serve to implement the WestLB
Group's risk policy ensure that there is
a system of risk-adjusted profit control
in place on the operating level that is in
harmony with the Group's goals.

Monitoring and Managing Risks
in the Trading Business

The Managing Board is responsible for
setting the risk policy and profitability
goals of the trading business. It also
defines strategies for trading, including,
but not limited to, which products are
traded with what customers on which
markets. The required limits and frame-
work for risk management are derived
by looking at the budget and considering
how much risk the Group can bear.

The individual trading units are responsible
for the risk management of their active
business operations within the guidelines
defined by the Managing Board. They
bear direct responsibility for the risks and

returns.

The Risk Management Support & Control
(RMS&C) unit is responsible for the
independent implementation of and
adherence to the Managing Board's
guidelines for risk management in the
trading business. RMS&C monitors
market, counterparty and country risks,
in particular, and is present throughout
the world. Limit structures are regularly
reviewed and updated. In addition,
adequate methods for quantifying each of
the risks are defined. Risk management in
the trading business is actively supported
by regular risk analyses and comprehen-
sive reporting to the decision makers

on the Managing Board and in trading
operations regarding all required risk
ratios and profit data. So-called risk
committees for market and counterparty
risks meet weekly to discuss the risk
exposure. The Managing Board meets at
least fortnightly to discuss the risks and
returns of the trading business.




The RMS&C unit also collaborates on

all activities aimed at improving the
Group's overall risk management system.
It introduces trading-specific information

into the individual management systems.

RMS&C is in charge of introducing new
products into the trading business (New
Product Process, or NPP). NPP ensures
that all new transactions are performed
properly and correctly, and also supports
the Group's efforts to respond in a timely
manner to customers’ demands for

innovative products.

Market Price Risks

Market risks, and the value of the WestLB
Banking Group's trading and investment
portfolios, are computed daily.

The value-at-risk (VaR) approach is used
to determine market risk under normal
market conditions. VaR is used to estimate
the likelihood that a given portfolio’s
potential future losses will exceed a
certain amount within a specified period
of time. The VaR technique can be applied
consistently to all products and markets,
which makes it possible to compare risks
between different portfolios.

The VaR model employed in the
WestLB Group is based on a Monte
Carlo simulation technique. For internal
purposes, the VaR calculations are done
on the unweighted basis of the last 250

changes to all major market parameters
influencing the portfolio, assuming a
duration of one day and a confidence
level of 95%. For external purposes, a
confidence level of 99% and a duration
of ten days are assumed.

Market risks are measured using a
central data warehouse that re-prices
the relevant trading products by taking
into account the non-linearities and
diversification on all trading levels,
regardless of the front office systems
used.

Regular back testing is used to monitor
how meaningful the VaR numbers are.
Quarterly analyses supplement the daily
tests, and the conclusions drawn from the
testing make an important contribution
towards improving the Group's VaR model.
The results are also incorporated into a
semi-annual model validation, which

ensures that the model being used is

adequate for determining the trading
business’s current risks, even if the risk
parameters change.

VaR is the most important tool for limiting
market price risks that the Managing
Board has at its disposal. VaR limits have
been set on all relevant levels, down to
the smallest units with risk and profit/
loss responsibility (“limit units”).

Additional risk-related information

(e.g. sensitivities, correlation risks, binary
risks, etc.) is defined and limited in order
to portray and limit risk clusters and risks
that are not captured by VaR.

Using the Bank for International
Settlements’ parameter (confidence
level of 99% and duration of 10 days),
the values-at-risk in 2001 for the trading
units of the WestLB Banking Group
(excluding jointly-managed companies)

are as follows:

€ millions VaR Minimum Maximum Average
as per VaR VaR VaR
Dec. 31, 2001 in 2001 in 2001 in 2001
WestLB Banking Group 115.1 84.3 179.7 133.5
GFM 74.3 29.8 96.6 59.6
vvestl_B Pa nmure Equ|t|es* ..... 121 .................. 102 ............... 457 ................ 258 .
Cred|t Denvatwes/ABT ........... 158 ................... 70220 ................ 133
Othertradmg umts ................. 141 .................. 141598 ................ 382 .....

* Methods improved in 2001 by incorporating diversification effects. From reporting date to reporting date, this reduced the VaR

by about € 7 million.
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During 2001, changes were made to
the trading operations of the WestLB
Banking Group that had a significant
impact on the amount and development
of VaR in the various trading units.

Whereas VaR helps estimate the maximum
loss under normal market conditions,
scenario analyses and stress tests
simulate exceptional market conditions.
Analysing and commenting on the
potential losses revealed by scenario
analyses and stress tests provides the
basis for developing suitable measures

for extreme market situations.

Counterparty and Country Risk in
Trading Operations

Transactions with external customers
are subject to default risk related to the
counterparty and/or country involved, i.e.
the risk that future payment obligations
to the Group will not be met.

The controlling and management activities
undertaken by RMS&C to counteract

the risk of default in the trading business
require a wide array of tools and con-
solidation into one Bank-wide process.
The individual steps are as follows:
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The correct measurement and
modelling of all risks forms the basis
of this process. The aim is to develop
customer-specific and type-specific
risk profiles over the life of transactions
by taking into account the specifics

of a given product. With interest rate
swaps and other long-term derivatives,
the Bank uses a Monte-Carlo-based
portfolio simulation method.

The exposures are incorporated into
the relevant limits every day. This
generates a central record of all
counterparty and issuer limits in
trading, which ensures uniform and

up-to-the-minute risk monitoring.

The responsible decision makers
determine the counterparty, issuer
and country risks within the trading
business using the Group-wide
risk-limiting process.

As with market risk, monitoring the risk
of counterparty default goes hand in hand
with support functions for active credit
risk management. Great importance is
attached to actively reducing risks by
efficiently structuring the legal docu-
mentation, using netting arrangements
(close-out netting) and providing security.
Standard contracts are systematically
employed within the WestLB Group

to reduce risks. The Netting Committee
defines the legal and operational
requirements of the standard contracts,
subjecting them to strict criteria. In terms

of the technology for capturing risks, the
Bank uses a database that covers the
entire derivatives portfolio.

In addition to monitoring the risks

posed by individual customers, RMS&C
supports the Central Credit Management
unit's management of counterparty
default risk in the portfolios by analysing
and quantifying the risks from trading
operations, which are incorporated into
the relevant modelling.

Monitoring and Managing Risks
in the Lending Business

Central Credit Management (CCM) has
overall responsibility for managing world-
wide counterparty default and country
risks.

CCM has voting and co-determination
rights where the credit approval and
monitoring process is concerned. CCM
is also responsible for monitoring the
country limits of all non-trading products.

CCM continues to define the standards
for conducting the Group's lending
business in accordance with the risk
policy established by the Managing
Board. This includes preparing the credit
approval limits to be approved by the
Managing Board for the various credit
and product groups, as well as improving




processes and methods used in the
analysis, management and monitoring of
counterparty default risks. CCM publishes
the key procedures and guidelines for
the lending business in a Group-wide
credit handbook.

CCM is also responsible for the overall
planning and management of the loan
portfolio, the goal of which is to optimise
the structure of the overall credit risk in
terms of its distribution among classes
of risk, industries, terms, credit volume
and the consumption of economic capital.
The structure of the loan portfolio is
regularly reviewed in order to ensure its
compatibility with the risk policy defined
by the Managing Board. The results

are presented to the Managing Board

in quarterly reports and made available
to the responsible managers in the
lending, product and customer units as

a management information tool. CCM
works closely with the divisions on
developing measures aimed at optimising
the loan portfolio and also seeks their
input when making decisions that concern

active portfolio management.

Counterparty Default Risks —
Managing Individual Risks

The four regional lending business
segments (Germany, Europe, America,
Asia/Pacific) assume primary responsibility
for independently monitoring and managing
counterparty default risks. The special

finance units, e.g., Asset Backed Principal
Finance, Global Structured Finance and
Structured Commodity Finance, are
responsible for their own risk-return
management. The same applies to the
Special Investment Group, where risk
analysis cannot be separated from the
business structure because the Special
Investment Group specialises in acquiring

non-performing loans.

The two pillars of individual risk manage-
ment are the credit approval processes
for the individual transactions and the
ongoing monitoring process. Each credit
approval takes into consideration the
total commitment that an individual
borrower, or, if applicable, the group

of companies to which the individual
borrower belongs, has with the WestLB
Banking Group. The borrower's credit-
worthiness and the risk of the transaction
or item of property are analysed and
documented in a credit application file
prepared by the relevant loan or special
finance department in accordance with
the guidelines of the credit handbook.
The risk evaluation gives rise to an internal
rating that plays a significant role in

the remaining credit approval process.
Depending on the magnitude of the
borrower’s overall commitment and the
credit rating awarded, joint credit approval
competence is delegated to the relevant
customer and lending units or, in the case

of special financings, the special finance
units and CCM. Credit applications that
fall outside of certain parameters are
reviewed by CCM. CCM gives its opinion
on these applications and then passes
them on to the Managing Board for a
decision.

The foundation of the ongoing monitoring
process is the credit monitoring file
prepared at least once a year for each
individual borrower. Like the credit
application file created in the application
phase, the credit monitoring file includes
a credit rating, as well as a review of
that internal rating and the borrower’s
collateral. Using the rating, as well as
early warning indicators established for
each of the product groups, a decision is
made as to whether a borrower should
be categorised as critical. Borrowers that
pose significant risks are included in the
loan or product department’s watch list
and subjected to closer scrutiny and
support.

To ensure consistent monitoring and
management of the risks that need to be
closely watched, WestLB Group intends
to replace its existing decentralised watch
lists with a Group-wide global watch list
consisting of three risk categories in 2002.
The new list, which will be applicable to
all loan and product departments, will
serve as another step in the refinement
of the existing early warning detection
system for credit risks.
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Problem cases will be worked on

intensively under the guidance of CCM.
The goal is to limit the WestLB Group'’s
potential losses by developing restruc-

turing concepts in a timely manner.

This occurred, for example, in the case
of the Group's business with Philipp
Holzmann AG, which was reduced to a
relatively low level over the past few years.
Based on going concern expectations, the
risks were given adequate consideration
in the 2001 Group annual accounts. Any
additional write-downs, which cannot be
ruled out since Philipp Holzmann AG filed
for insolvency in March 2002, will be
taken into account in the course of the
current fiscal year.

analyse the borrower’s cash flow in
order to determine its future solvency,

value the borrower’s net assets in
order to estimate the anticipated
proceeds of liquidating existing
collateral and

if available, find out what prices credit
default swaps or loans of the borrower
are getting on the secondary market.

In addition to the recommendations

for the last quarter, a year-end summary
of the recommendations made through-
out the year is prepared by the loan
departments, Central Credit Management,
Group Internal Auditing and Group Finance.

The Managing Board uses this report as
a basis for specifying the Group'’s risk

provisions.

Counterparty Default Risk -
Rating Systems

The loan and product departments
determine an internal rating for each
customer. Specific rating procedures are
currently in place for these customer and
product groups: corporate clients, banks,
private clients, real estate finance,
structured finance and project finance,
structured commodity finance, commodity
trade finance and asset backed trans-

actions.

Regular reporting processes ensure € millions

that the relevant business units and the 50,000 —

Managing Board have a record of the

Group's risk exposure, measures that 40,000 |-

have been introduced and the need to

take precautionary measures. 30,000 |

A quarterly report is also prepared for the 20,000

Managing Board. Based on current risk

developments, it portrays the Group'’s
10,000 |

needs for risk protection and includes

suggestions on making allowances for

specific credit risks. When deciding on 0

P - 9 1 2 3 3/4 4 4/5 5 6

the amount of specific allowances inlight & 134713430 48863 27006 9606 1339 1303 967

of the risks posed, the following steps Win% 180 . 1292 47.00 2599 . 930 ..129 .28 093
| SO 2214 14,856 32407 34502 10427 1778 1691 854 .

are taken: Min% 225 14.87 32.89 35.02 10.58 1.80 1.72 0.87

Ratings Breakdown in the Corporate Clients Portfolio
at December 31, 2001 and December 31, 2000

Lines at December 31, 2000 . Lines at December 31, 2001
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€ millions
125,000

100,000 |

75,000 |
50,000 |
25,000 | J
1 2 3 3/4 4

Ratings Breakdown in the Bank Portfolio

at December 31, 2001 and December 31, 2000

Lines at December 31, 2000

Ratings are given as part of the approval
process for new loans, as well as on a
regular basis as part of the monitoring
process for existing loans (at least once a
year), and are based on the risk analyses
performed. The risk analyses include
quantitative and qualitative elements that
are determined on the basis of a preset
system. A framework of evaluation is
given for the qualitative factors that limits
analysts’ leeway. The entire rating process
is well documented in order to ensure
that the ratings are transparent and easy
to follow.

B Lines at December 31, 2001

The individual credit rating determined
reflects a standardised default probability
for each customer that forms the basis of
the Group's risk pricing and loan portfolio
analysis. The Bank covers anticipated
losses in the loan portfolio by collecting

risk premiums on a regular basis.

WestLB Group has had an internal rating
system in place for more than 12 years
for its corporate clients, which represent
one of its major portfolios. An analysis
of the rating histories produced by this
system vouches for the quality of the
Group's method. Other rating systems

have been added over the years such
that, as of the end of 2001, 75% of the
Group's credit line volume was being
rated internally.

In light of the requirements that are
expected to emerge from the Basel |l
Accord, the Group intends to add rating
systems for its smaller client and special
portfolios, as well as revamp and improve
the systems that it already has. A data-
base is also being developed that will
make it possible to perform all steps of
the rating process using computers and
to archive and chronicle ratings for all of
the Group's transactions. The database
will be completed and placed in use
worldwide by the middle of 2002, which
means that the rating data required

for compliance with Basel Il will be
systematically available starting in 2003.

In addition to the ratings database, a
database for archiving and chronicling
default losses will also be developed and
implemented in 2003.

Most of the customers in the WestLB

Group'’s corporate clients portfolio are

rated 3 or 3/4, with more companies in
the 3/4 category as compared to 2000.
The chief reason for the migration is

a slight decline in the ratings of a few

major telecom companies.
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The ratings in the banks portfolio remain
concentrated in the good and very good
categories, which can be attributed to the
WestLB Group's business with savings
banks, Landesbanks, as well as top-quality

international banks.

Counterparty Default Risks -
Portfolio Management

In order to measure and manage credit
risks systematically, WestLB Group also
uses an actuarial credit risk model based
on the “Credit Risk+" programme. The
model makes it possible to supplement
individual analyses with an overall port-
folio view and to quantify the risk potential
of an entire portfolio by supporting proba-
bility breakdowns for potential losses.

By calculating the risk contributions of
individual commitments or parts of a
portfolio, cluster risks and industry risks
can be identified. The consumption of
economic capital and anticipated loss

is calculated for each borrower with a
confidence level of 99.97%.
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Credit Risk Profile of the Corporate Clients and Bank Portfolios

at December 31, 2001

€ millions Amount Drawn Upon  Anticipated = Economic Value-at-Risk
(after Collateral) Loss Capital (Anticipated Loss +
Economic Capital)
Corporate
Cients 44,723 135 593 728
Banks 123,957 76 1,809 1,885

Use of the credit risk model — in part as an
element of global risk-return management —
is constantly being expanded and refined.
It places the WestLB Group in a position
of more accurately forecasting credit-
risk-related losses and cluster risks, and
more efficiently allocating economic
capital to the business segments. It has
been shown for those portfolio elements
thus far included in the calculations that
the Principle | equity capital to keep on
the books for the lending business is
significantly higher than the economic
capital actually required as a “risk buffer”.

A separate industry department within
CCM monitors risk changes in the most
important industries in which the WestLB
Group is active. The Managing Board and
Credit Committee are regularly informed
about select industries and the Group's
risk exposure in these industries. If
needed, the reports that are submitted
include suggestions for limits to be voted
on by the Managing Board. There are
currently no noteworthy cluster risks or
industry risks in the portfolios

The events of September 11, 2001
above all affected the aviation and
tourism industries. Airlines have
suffered substantial losses, while aircraft
manufacturers, for the time being, have
only had to scale back their expansion
plans. Medium-term forecasts are
predicting average annual growth of
4-5% for the aviation industry starting in
2003, so the Group sees no acute threat

to its commitments.

After what were initially drastic reductions
in reservations, particularly for long-
distance travel and hotels, the situation
in the tourism industry appears to be
stabilising. There has been a shift in
destinations and modes of transportation;
in addition, U.S. business is of minor
importance to German and European
tourism, which is the market that WestLB




Group is most active in. Therefore, the
Group does not expect its loan portfolio
to be negatively affected.

The telecom industry has been directly
affected for the better in the recent past
by influences such as the increased
demand for security systems; telecom
companies, on the other hand, have also
been indirectly affected for the worse by
influences such as the general economic
downturn. Overall, however, the industry
risk does not appear to be that significant,
even for parts of the industry that are
particularly sensitive to changes in the
economy. Based on anticipated/foresee-
able developments, the medium-term
prospects look promising, especially since
inventory and capacity adjustments have
already been made around the world.
WestLB Group works with the market
leaders in the telecom industry, whose
medium-term prospects look more

favourable.

Counterparty Default Risks —
Country Risk

WestLB Group defines country risk as
the risk that a borrower will not (or will
no longer) be able to service its foreign
currency debt because of a worsening
of the general economy or the political
situation in the debtor's home country.
Based on this definition, any credit

granted by the WestLB Group that is not
denominated in the borrower's (native)
currency faces a potential country risk
and should be included in the Bank's
country exposure list.

When determining the volumes subject
to a country risk, WestLB Group goes
well beyond the classical transfer risk.
When assigning risk to a country, the
Bank not only takes the borrower’s
country of residence into account, but
also the country risk of the borrower's
ultimate parent company, the providers
of collateral or other guarantors.
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Breakdown of Country Limits by
Short-Term and Long-Term Business

Long-term [ | Short-term

WestLB's Economics Department assigns
internal ratings to all relevant countries,
which are reviewed at regular intervals.
Numerical country limits are determined
on the basis of the country rating, the
country's size, as reflected in its gross
domestic product, as well as the risk-
bearing potential of the WestLB Group.
Depending on the rating category, the
country limits are divided on the basis

of fixed ratios into limits for short-term
business and limits for long-term business.
A distinction between product groups, i.e.
the lending business, trade finance and
trading operations, is also made.

B3-C1 C1 C2 C3
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Breakdown of Country Limits by
Short-Term and Long-Term Business

The Country Limit Committee is in charge
of the Group's central country limit
management. In addition to determining
the scale of the limits, the Country Limit
Committee also handles questions related
to the methodology and procedures

of country risk management. The final
decision on country limits rests with the
Managing Board, which works on the
basis of the Country Limit Committee's
recommendations. Central Credit
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Management and RMS&C (for trading

products) monitor usage of the limits on

a regular basis and report to the Managing ™

Board and the Credit Committee.

Individual country limits are managed

by the regional client business units.
These “country managers” work with
the individual product units to determine
how much of a country’s overall limit
the units need and use, and control the
distribution of resources among the
various products from a risk-return point

of view.

The efficient management of country
limits places high demands on data
quality. For technical support purposes,
the global country risk recording system
CORESY has been available since the
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Group Country Limits and Usage

Group CL December 31, 2000

| Usage December 31, 2000 [ |

beginning of 2001. It is used by all relevant
customer and product units and offers

a high degree of flexibility in its analyses.
Throughout the Banking Group, all of

the individual transactions are portrayed
according to the WestLB Group's definition
of country risk and compared against

the country limits. The newly developed
CYRIX system monitors same-day usage
of country limits for the trading units. Its
results are incorporated into the overall
view provided by CORESY.

Group CL December 31, 2001
Usage December 31, 2001

Along with redefining the concept of
country risk and implementing CORESY,
the Group decided on a far-reaching
reduction in its limits for countries with
weaker ratings and stepped up efforts at
reducing the presence of those countries
in its loan portfolio.




WestLB Group continued the programme
it began in fiscal year 2000 to reduce

its loan commitments to clients in poorly
rated countries. In the course of 2001,
the long-standing economic crisis in
Argentina worsened. The limits on
foreign exchange and cash transfers
imposed by the Argentine Government
caused uncertainty on the capital markets
and, for a time, the yield on Argentine
bonds was more than 4,000 basis points
higher than government bonds with a
AAA-rating. In order to stabilise the
Argentine economy, claims and bank
deposits denominated in U.S. Dollars
were converted to the Argentine Peso
at arate of 1:1and 1:1.4 respectively

at the beginning of 2002. In addition,
the practice of pegging the Argentine
Peso to the U.S. Dollar was stopped.
Government debt to foreign creditors
has not been serviced since the end of
December 2001.

WestLB does most of its business in
Argentina through Banque Européenne
pour I'’Amérique Latine S.A. (BEAL), its
subsidiary responsible for business in
Latin America. The provision formed for

latent country risks stemming from
Argentina was substantially increased in
the 2001 Group annual accounts; WestLB
Group's provision for country risks is

€ 0.3 billion.

In the case of Brazil and Turkey, the
write-downs attributable to country risk
were lower. Unlike Argentina, Brazil has
taken a much more systematic approach
with its economic policy, such that distur-
bances in Argentina will not automatically
spread into Brazil. The only way matters
could worsen would be if an extreme
political situation emerged. After its
currency crisis at the beginning of 2001,
Turkey’s government took measures aimed
at consolidation and reform. Political
stability at home and making up for the
lack of progress in consolidating the
budget and reforming the economy will
continue to be central problems for
Turkey in 2002. As a result, the Group
will continue to watch the developments
in these two countries closely so that it
can take appropriate measures in a timely
manner in order to avoid impacts on the

loan portfolio.

Russia, on the other hand, demonstrated
satisfactory development. With a general
improvement in the risk situation, WestLB's

portfolio was reduced substantially.

After South-East Asia enjoyed a relatively
quick recovery following its 1997/98
economic crisis to growth rates seen in
previous years, 2001 witnessed yet another
downturn. Since, with the exception of
China, many South-East Asian countries
are heavy exporters, particularly to the
U.S. and Japan, the economic downturn
in these two countries, coupled with the
decline in world trade and the growth
crisis in the all-important electronics
segment, had a direct impact on the
region. The economic recovery expected
in the U.S. and the euro area in the
summer of 2002 will also create better
growth prospects for South-East Asia.
Nevertheless, the upswing is not likely to
enjoy the usual momentum, particularly
since Japan is still in a recession. Since
WestLB Group reduced the representation
of South-East Asian clients in its portfolio
substantially in the wake of the Asian
crisis and has made new commitments
only on a very limited basis, no negative
effects on the portfolio are expected.

On the contrary, the situation with some
existing commitments has already

improved considerably.
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Monitoring and Managing
Participation Risks

Managing participation risks at WestLB
refers to managing all of the Group'’s
participations and is carried out by the
Equity Investments business group.
However, companies of the Banking
Group are fully incorporated into the risk
and operational management of WestLB,
which means that, in their case, no
additional processes are necessary.

The same applies to the jointly-managed
companies, which comprise three German
banks and banking groups. These
companies generally conduct their own
risk management, with risk monitoring
for WestLB's purposes ensured by the
inclusion of the jointly-managed companies
into the operational management and
banking regulatory reporting processes
and, in particular, by the inclusion of WestLB
representatives on the supervisory boards
of these companies.
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The bulk of the risk management of
companies that are not consolidated into
the Banking Group is handled by the Equity
Investments business group. Certain of
our investments are also followed by
specialist groups that monitor the
investments' risk position. This approach
allows for optimal support of companies
whose business activities are closely
linked with the specialist groups’ areas
of expertise. One noteworthly example
in this respect is aircraft leasing company
Boullioun Aviation Services Inc. (BAS),
which has been assigned to the Global
Structured Finance unit. WestLB acquired
Boullioun in the period under review in
order to strengthen its aircraft finance
activities. Boullioun's customers are
chiefly made up of smaller airlines, some
of whom have been adversely affected
by the current market situation. If worst
comes to worst, the company could find
itself trying to place aircraft in a market
flooded with supply. The effects that
September 11 had on the aircraft market
have also had an impact on Boullioun’s
business; however, the low number of
unleased aircraft at the present time
confirms Boullioun's business strategy.

The assessment of current and future
risks posed by Boullioun and other
participations that are not captured with
the Banking Group's original management
mechanisms is based first and foremost
on analysing the company data provided
in the course of ongoing risk controlling.
The information collected also provides
a starting point for actively supporting
the participations from a shareholder
perspective and managing the participations
in keeping with the Group's equity
investment strategy. The interests of
WestLB are represented at all major
Group companies, including BAS, in that
members of WestLB's Managing Board
hold seats on the supervisory boards of
these companies. This kind of represen-
tation is an integral part of the Group's

risk management.

A business-oriented approach to risk
management and risk monitoring is
particularly important with equity invest-
ments that are exposed to operating
risks at their source. Private Equity
Investments is a good example. This




segment provides equity capital to
fast-growing companies through funds.
Since the funds are still in the investment
fruition phase and growth companies
did poorly last year, WestLB Group took

write-downs on these investments.

In addition to its business functions and
risk management and monitoring in the
equity investments business, the Equity
Investments business group also assists
in planning and implementing spin-offs
of WestLB business units. For example,
it assisted in the transfer of the Group's
asset management activities to several

individual companies, which were bundled

into WestAM Holding GmbH in mid-2001.

As expected, given the weak economic
conditions, WestAM is reporting start-up
losses. We believe, however, that the
WestAM companies are well equipped
to exploit the growth emerging in the

asset management sector.

The risks of WPS WertpapierService Bank
AG were noticeably reduced in the year
under review. The measures aimed at
reducing costs and increasing efficiency,
as well as the further development of

IT systems, contributed to an added
reduction in the risk level. Affected by

the general situation on the securities
markets, order volume and net commission
income dropped; however, compared

to the previous year, overall earnings
improved. Continued pursuit of measures
aimed at reducing risks is a top priority.

Liquidity Monitoring and
Management

Liquidity management within the
WestlLB Group is carried out centrally by
the Global Financial Markets (GFM) and
Capital & Mismatch Management (CMM)
units. While GFM ensures short-term
liquidity, CMM is responsible for planning
and controlling structural liquidity. Structural
liquidity is managed in accordance with
the guidelines set by the Asset & Liability
Committee (ALCO), a Managing Board
committee whose responsibilities include
the structural liquidity mismatch position,
and relates to compliance with banking
regulatory requirements (Principle 1)

and economic liquidity. On the basis

of existing management mechanisms,
the Group adopted a comprehensive
programme for liquidity management in
2001, a large part of which has already
been implemented. Complete implemen-
tation for the purposes of determining
and planning for liquidity requirements
using this proprietary information system
is expected in the first half of 2002. At
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the same time, there is a continuous
exchange of information with the relevant
business, customer and product units,
and the business segments involved in
risk management hold official meetings
on a regular basis. This ensures that

all necessary data and information are
available for the timely procurement and
allocation of liquid funds.

The objective of liquidity management

is to avoid a concentration of financing
requirements with very short-term
maturities, to keep enough liquid assets
on hand for unexpected liquidity needs
and, at the same time, to guarantee
optimisation of structural liquidity with the
help of a medium and long-term-oriented
funding programme. Liquidity planning is
also designed to broaden the refinancing
base with banks and non-banks by
maintaining a permanent presence on

the money and capital markets.

The central bank function for the savings
banks in North Rhine-Westphalia and
Brandenburg is a key focus of WestLB's
treasury activities.
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The Group uses customary financial
instruments to procure the required
liquidity. In addition to borrower’s note
loans (Schuldscheindarlehen), WestLB
Group issues unsecured and secured
debentures, the latter in accordance with
the Law on Pfandbriefe and Related
Debentures of Public-Sector Banks (OPG).
As arule, the issues are standardised
tap issues. In addition to the existing
debt issuance programme for medium
and long-term issues, the Group combined
its short-term activities into a new global
commercial paper programme in 2001.

It also issued a significant number of
euro benchmark bonds. These highly
liquid, unsecured issues, which cover a
representative spectrum of medium and
long-term maturities and currencies,
attracted new international investor

groups.

Liquidity is procured primarily in the major
currencies: i.e., Euro, U.S. Dollar, Japanese
Yen and Pound Sterling. Part of the funds
raised is converted into the target currency
using derivatives. Responsibility for
liquidity optimisation is delegated to the
respective local branches and subsidiaries.
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As far as possible, liquidity flows are kept
within these local offices, with liquidity
surpluses and requirements being evened
out; to this end there is regular contact
between the regional managers.

The Group holds a large portfolio of
highly liguid money market and capital
market securities which are suitable

for repurchase agreements (repos) and
central bank tenders to ensure that there
is sufficient liquidity at all times. As a
result, WestLB Group has access to
substantial refinancing facilities when it
needs them.

For emergencies, the Group has developed
a global liquidity contingency plan that
outlines the communications channels,
responsibilities, procedures and steps for
remedying liquidity bottlenecks.

Other Risks

Of the Group's other risks, its operational
risks are particularly important in that they
are the subject of increasing interest to
the science and practice of banking and,
in particular, to the discussion on further
developments in regulatory requirements.
They also play a vital role in the
development of risk measurement and

management programmes.

Central specialist units and functions
support the business units’ efforts at
managing the various aspects of opera-
tional risk. Examples of central support
for planning and implementing preventive
and reactive measures are emergency
planning, IT security and data quality.

By putting individuals in charge of core
processes that span all divisions, the
Group has made a contribution towards
dovetailing centralised and decentralised
functions, with the goal of efficient risk
reduction. This effort is complemented
by a centrally managed risk transfer
process coordinated with the business
units that uses risk-based insurance

products.

Over the past few years the Group has
also used pilot programmes to test various
methods of evaluating operational risks.
The knowledge gained through these
pilot programmes was used in 2001

for the development of an integrated
WestLB-specific management plan for
identifying, measuring and managing
operational risks. At the heart of the new
plan is a set of tools that, in addition to
the loss database created in 1999, also




incorporates divisional self-assessment
and an early warning system based on
objective risk indicators.

One purpose served by the continual
improvement of the database of opera-
tional losses created in 1999 and its
modification to meet general standards of
categorising losses is the development
of ways to manage operational risks
that are causal-based. A second purpose
is the integration of external data on
loss, which creates a broader database,
particularly where less common risks
that can still jeopardise a business'’s
survival (so-called low-frequency/
high-impact risks) are concerned. The
sum result has been the creation of

a foundation for using quantitative
methods to measure operational risk.

The idea behind this management system
is compatible with the qualitative require-
ments for managing operational risk, at
least as far as the current version of the
new regulatory rules that are expected
to enter into force in 2006 reveals. The

internal auditing unit of the Bank, which
will review the system as part of its
future auditing activities, is actively
involved in launching the system.

Outlook

In the wake of the agreement reached
with the European Commission on the
liability mechanisms of public banks, the
public-law banks are faced with substantial
structural changes. About half of all
German banks will be affected by the
elimination of institutional liability and
guarantor liability as of mid-2005, which
will have an adverse effect on the ratings
and earnings of public-law banks. Banks
will also have to make far-reaching
changes to remain competitive in the
light of globalisation and cost pressure.
The need for consolidation became even
more urgent given the weak economic
conditions in 2001 and the setbacks on

the international stock markets.

In addition to measures aimed at
revamping its business strategy, WestLB
Group will now focus on the implemen-
tation of its parent-subsidiary model. After
the necessary legislation to amend North
Rhine-Westphalia's Savings Banks Act
has been completed, the new structure

is to be implemented on September 1,
2002, with retroactive effect as of
January 1, 2002.

In view of its desire to remain competitive
in the long term and to maintain an
acceptable rating level, WestLB Group
has redefined its business objectives and
set a new strategic course. The Group
aims to achieve a return on equity of
18% and to reduce its cost-income ratio
to 65% by the end of 2004. In addition, it
is seeking to achieve a Tier 1 equity ratio
of 6.5%.

To achieve these goals, WestLB Group will
further expand its profitable, high-growth
business segments, which include special
finance (particularly structured finance,
asset backed transactions and credit
derivatives), equity investments
(participations), as well as capital market
products and equities business. By
focusing on core businesses, the Group
will further increase its high level of
expertise in select product groups and
industries which it has built up in recent
years and will position the commercial
bank WestLB AG as a wholesale bank
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with core markets in Germany and
Europe. Segments that are currently
suffering the effects of general market
developments, such as trading and asset
management, will be revamped for
profitability, as will the client and services

units.

WestLB Group has already taken several
important steps along the way to making
its strategic business decisions a reality,
creating the basis for the future success
of its new structure in the process.
Developing a more risk-oriented product
offering designed to preserve capital has
been one of these steps. Accordingly,
the Group has consolidated its lending
business and stepped up expansion of
its special finance, trading and equity
investment segments over the past few

years.

The lending business will continue to be
one of the WestLB Group's key business
segments going forward. It will, however,
focus more closely on its function as a
door-opener for multi-product offerings
in the context of long-term, profitable

90 - Group Statement of Financial Condition for 2001

customer relationships and acceptable
levels of risk. In keeping with the Group's
strategy, this will allow for further
streamling in sales and an improvement
of the cost situation. However, the first
few weeks of this year have shown that
the risk costs will remain at a high level
in 2002; given recent developments
(e.g., Holzmann, Marconi, Herlitz, etc.),
there are no indications that the risk

exposure will ease in the current year.

The special finance business, which
includes project finance, asset backed
transactions, credit derivatives and trade
finance, will be further expanded. The
goal is to strengthen WestLB's position
as the world's second largest project
financier and to expand in the highly
promising holiday air travel and cruise
sectors. However, current developments
indicate that the market potential with
project finance and structured finance has
dropped substantially in the first quarter
of 2002, especially in light of “Enronitis,”
which means that competition for the new
business that remains will be particularly
fierce. Given the situation with Basel I,
asset backed transactions will grow in
importance over the next few years as an

alternative to traditional credit financing.

Regarding its trading operations, WestLB
Group intends to expand its position in
the interest rate and derivatives business
with a view to playing an important role
worldwide. After in part dramatic price
setbacks in 2001, our analysts expect

to see a slow, but sustainable recovery
of the stock markets. Issuance activity,
which all but came to a standstill last
year, should improve as a result.
Moreover, the profitability of the trading
business is to be improved significantly
by introducing measures designed to
enhance efficiency.

Government promotion of pension plans
in Germany is breathing new life into the
asset management business. WestLB
offers company pension plan solutions in
close partnership with other companies
and believes that there are good prospects
for development in this market. The
asset management business focused
on Europe in 2001 and is set to be
strengthened by additional strategic
partnerships.




After the expansion of WPS Bank into
the joint securities house of the savings
banks organisation was shelved in 2000,
further progress was made with the
restructuring in 2001. The migration of
further North Rhine-Westphalian savings
banks was a success, so that the positive
development is expected to continue.

Additional cost savings are necessary in
the services segment. The Group aims
to achieve these primarily by cooperating
with IT service providers and making
increased use of standard software.

WestLB Group's priority in 2002 will

be to implement the parent-subsidiary
model and the new business strategy
as quickly as possible. Based on the
progress thus far, the deadline set for
implementing the new structure is
realistic. Key measures related to the
new strategy and in the area of cost
management have also been introduced

and in some cases already implemented.

Assuming that the world economy
recovers, WestLB Group expects to post
improved results for 2002 in comparison
to the previous year. The goal is to
achieve a sustainable increase in pre-tax
earnings by the end of 2004. The future
structure of the Group will create the
necessary organisational and strategic
conditions to make this a reality.
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