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DIRECTORS.

BOARD OF MANAGING DIRECTORS OF KFW IPEX-BANK.

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

were regrouped into KfW IPEX-Bank. Since January 1, 2004 KfW IPEX Bank has operated as a legally de-

pendent ’bank within the bank‘. As from the year 2008 it will be a legally independent subsidiary of KfW

Bankengruppe and will be subject to the German Banking Act (KWG) and to banking supervisory regulations.
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DIRECTORS OF KFW BANKENGRUPPE.
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BOARD OF MANAGEMENT OF DEG – DEUTSCHE INVESTITIONS-
UND ENTWICKLUNGSGESELLSCHAFT MBH.

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

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

over 40 years DEG has financed investments by private companies in developing and transition countries.
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III. KfW IPEX-Bank 11,526.7 11,914.7 12,148.1

Employees 3,670 3,697 3,740

Net income for the year 247 368 625

Capital and reserves 9,939 11,655 13,599

Balance sheet total 313,894 328,596 341,143

Business volume 402,341 426,484 454,201

Total financing volume 72,274.9 62,861.5 68,927.2

V. DEG 505.9 562.8 671.8

Other donors' funds 77.2 18.5 84.1

KfW funds 432.1 620.9 582.6

Budget funds 1,084.8 1,304.5 1,233.0

IV. KfW Entwicklungsbank 1,594.1 1,943.9 1,899.7

Other (AKA export loans, grants) 133.3 269.7 425.5

Transport and transport infrastructure 5,814.6 5,240.4 5,558.0

Power, renewables and water 1,864.9 1,224.2 1,224.8

Industry, telecommunications 3,713.8 5,180.4 4,939.8

Investment finance in Germany and Europe 58,648.2 48,440.1 54,207.6

Securitisations 18,398.8 11,430.6 16,271.7

Global credit lines for promotional institutions 
in the federal states 1,529.1 3,936.5 3,625.2

Environmental protection investments 4,020.8 2,165.5 4,241.6

Municipal infrastructure 4,682.7 4,195.3 2,770.4

Education 777.9 811.6 875.0

of which: Global loans to the housing industry 3,670.0 2,887.0 2,008.0

Housing investments 15,442.2 11,929.5 10,903.6

II. KfW Förderbank 44,851.5 34,468.9 38,687.5

Securitisations 3,484.4 3,738.4 3,963.2

Equity finance 311.1 344.1 300.1

Mezzanine financing 988.1 618.8 583.1

of which: Global loans to trade and industry 3,211.2 2,764.8 5,353.1

of which: Unternehmerkredit 4,694.3 5,740.6 4,769.4

Loan financing 9,013.0 9,269.9 10,673.7

I. KfW Mittelstandsbank 13,796.7 13,971.2 15,520.1

2003 2004 2005

Key Figures for KfW Bankengruppe
EUR million

Differences in the totals are due to rounding.



6

REPORT OF THE BOARD OF SUPERVISORY DIRECTORS.

Michael Glos
Federal Minister of Economics and Technology

The Board of Supervisory Directors has continu-

ally supervised the conduct of KfW’s business and

the administration of its assets. For this purpose,

in particular to take decisions on the provision

of financing and the issuing of guarantees pur-

suant to the conditions set forth in the Law and

the By-Laws, several meetings of the Board of

Supervisory Directors and of its committees were

held during the year under review.

In these meetings the Board of Managing

Directors gave up-to-the-minute reports on the

development and outlook in the different busi-

ness areas. This included regular reports about the

development of the Group’s assets and earnings.

The Board of Directors informed the Board of

Supervisory Directors about the introduction of

risk-adjusted interest rates in the commercial loan

programmes and the development of a standard

loan. In addition to the continuation of the

lending programmes, it explained new products

and initiatives specifically designed for small and

medium-sized enterprises. These include, for ex-

ample, the high-tech start-up fund and the trans-

fer of research by financing spin-offs. The Board

of Supervisory Directors also presented microfi-

nancing and the state of preparations for the

KfW student loan. 

The risk report, which was redesigned in 2004,

showed that the risk position of KfW Banken-

gruppe was robust and had improved on the year.

The Loan Approvals Committee concerned it-

self primarily with the commitments that have

to be presented under the Law and By-Laws. In

this connection, the Board of Directors reported

on programme developments and product designs

such as the ERP Innovation Programme, which has

been restructured as a mezzanine financing pro-

gramme. In the field of Financial Cooperation,

KfW’s Special Facility for Renewable Energies

and Energy Efficiency was explained. Informa-

tion about the work on establishing KfW IPEX-

Bank and the state of integration of Movesta

Lease and Finance GmbH was also given. 

The Advisory Council for Promotional Meas-

ures in Eastern Germany shed light on the de-

mographic development and the innovation

system in eastern Germany and discussed solu-

tion strategies focusing on qualifications, edu-

cation and technology transfer. 



As was agreed, in my capacity as Federal Minister

of Economics and Technology I have assumed

the position of chairman of the Board of Super-

visory Directors for 2006.

During the period under review, Hans Eichel,

Wolfgang Clement, Dietrich Austermann, Dr.

Rolf-E. Breuer, Joschka Fischer, Dr. Rolf-Jürgen

Freyberg, Renate Künast, Waltraud Lehn, Dr.

Michael Rogowski, Dr. Ralf Stegner, Dr. Manfred

Stolpe and Jürgen Trittin resigned from the Board

of Supervisory Directors. The Board of Supervi-

sory Directors would like to thank these former

members for their cooperation and their valuable

commitment to the concerns of the bank. New

members are Michael Glos (Chairman), Peer Stein-

brück (Deputy Chairman), Dietrich Austermann,

Sigmar Gabriel, Jürgen Koppelin, Oskar Lafontaine,

Franz-Josef Möllenberg, Klaus-Peter Müller, Horst

Seehofer, Dr. Frank-Walter Steinmeier, Jürgen R.

Thumann and Wolfgang Tiefensee.

With effect from 1 October 2006, the Board of

Supervisory Directors appointed Dr. Günther Bräu-

nig to the KfW Board of Managing Directors.

PwC Deutsche Revision AG, Frankfurt am Main,

who were appointed auditors by the Supervisory

Authority following the proposal by the Board

of Supervisory Directors, have examined and un-

conditionally confirmed the Annual Financial

Statements drawn up by the Board of Managing

Directors as of December 31, 2005. The Board 

of Supervisory Directors approved the Annual

Financial Statements in accordance with section

9 (2) of the KfW Law at its meeting on March 

31, 2006.

Frankfurt am Main, March 31, 2006

THE BOARD OF SUPERVISORY DIRECTORS

Chairman
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Michael Glos
Federal Minister of Economics and
Technology
(since November 22, 2005)
Chairman
(since January 1, 2006)
Deputy Chairman
(from November 29 until 
December 31, 2005)

Peer Steinbrück
Federal Minister of Finance
(since November 22, 2005)
Deputy Chairman
(since January 1, 2006)
Chairman
(from November 29 until 
December 31, 2005)

Hans Eichel
Federal Minister of Finance
Chairman
(until November 21, 2005)

Wolfgang Clement
Federal Minister of Economics
and Labour
Deputy Chairman
(until November 21, 2005)

Dietrich Austermann
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(until June 6, 2005)

Dietrich Austermann
Ministry of Science, Economics and
Transport of the State of Schleswig-
Holstein
Member appointed by the Bundesrat
(Upper House)
(since July 8, 2005)

Dr. Günter Baumann
Member of the Board of Managing
Directors of DIHK Deutscher 
Industrie- und Handelskammertag
Representative of Industry

Anton F. Börner
President of the Bundesverband
des Deutschen Groß- und Außen-
handels e.V.
Representative of Trade

Dr. Rolf-E. Breuer
President of the Bundesverband
deutscher Banken e.V. (ret.)
Representative of the 
Commercial Banks
(until April 8, 2005)

Dr. Ulrich Brixner
Chairman of the Board of Managing
Directors of DZ BANK AG
Representative of the Cooperative
Banks

Rüdiger Dorn
President Haus & Grund Deutschland
Representative of the Housing Industry

Prof. Dr. Kurt Faltlhauser
Minister of Finance of the Bavarian
State Ministry of Finance
Member appointed by the Bundesrat
(Upper House)

Joschka Fischer
Federal Minister of Foreign Affairs
(until November 21, 2005)

Dr. Thomas R. Fischer
Chairman of the Board of Managing
Directors of WestLB
Representative of the Mortgage Banks

Dr. Rolf-Jürgen Freyberg
Chairman of the Board of Managing
Directors of BGAG
Beteiligungsgesellschaft der 
Gewerkschaften AG (ret.)
Representative of the Trade Unions
(until September 30, 2005)

Sigmar Gabriel
Federal Minister of the Environment,
Nature Protection and Nuclear Safety
(since November 22, 2005)

Prof. Dr. Hans-Günter Henneke
Managing Director of the Deutscher
Landkreistag
Representative of the Municipalities

Dr. Dietrich H. Hoppensted
President of the Deutscher Sparkassen-
und Giroverband e.V.
Representative of the Savings Banks

Bartholomäus Kalb
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Roland Koch
Minister President of the State of Hesse
Member appointed by the Bundesrat
(Upper House)

Jürgen Koppelin
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(since January 1, 2006)

Renate Künast
Federal Minister of Consumer
Protection, Food and Agriculture
(until October 4, 2005)

Oskar Lafontaine
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(since January 1, 2006)

Waltraud Lehn
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(until December 31, 2005)

Prof. Dr. Wolfgang Methling
Minister for the Environment of the
State of Mecklenburg-West Pomerania
Member appointed by the Bundesrat
(Upper House)

Dr. Horst Metz
Minister of Finance of the Free State
of Saxony
Member appointed by the Bundesrat
(Upper House)

Franz-Josef Möllenberg
Chairman of the Gewerkschaft
Nahrung-Genuss-Gaststätten
Representative of the Trade Unions
(since November 29, 2005)

Hartmut Möllring
Minister of Finance of the
State of Lower Saxony
Member appointed by the Bundesrat
(Upper House)

Margret Mönig-Raane
Deputy Chairman of ver.di e.V.
Representative of the Trade Unions

Klaus-Peter Müller
President of the Bundesverband
deutscher Banken e.V.
Representative of the Commercial
Banks
(since May 4, 2005)

Stefan Ortseifen
Spokesman of the Board of Managing
Directors of IKB
Deutsche Industriebank AG
Representative of the Industrial Loan
Banks

Ronald Pofalla
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Heinz Putzhammer
Member of the Executive Board of
the Deutscher Gewerkschaftsbund
Representative of the Trade Unions

Dr. Michael Rogowski
Vice-President of the Bundesverband
der Deutschen Industrie e.V.
Representative of Industry
(until December 31, 2004)

Christine Scheel
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Hanns-Eberhard Schleyer
Secretary-General of the Zentral-
verband des Deutschen Handwerks
Representative of the Crafts

Horst Seehofer
Federal Minister of Food, Agriculture
and Consumer Protection
(since November 22, 2005)

Michael Sommer
Chairman of the Deutscher Gewerk-
schaftsbund
Representative of the Trade Unions

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

Jörg-Otto Spiller
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Dr. Ralf Stegner
Minister of Finance of the State of
Schleswig-Holstein (ret.)
Member appointed by the Bundesrat
(Upper House)
(until May 19, 2005)

Dr. Frank-Walter Steinmeier
Federal Minister of Foreign Affairs
(since November 22, 2005)

Ludwig Stiegler
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Dr. Manfred Stolpe
Federal Minister of Transport, 
Building and Housing
(until November 21, 2005)

Erwin Teufel
Minister President of the State of
Baden-Württemberg
Member appointed by the Bundesrat
(Upper House)

Jürgen R. Thumann
President of the Bundesverband der
Deutschen Industrie e.V.
Representative of Industry
(since January 1, 2005)

Wolfgang Tiefensee
Federal Minister of Transport, 
Building and Urban Development
(since November 22, 2005)

Jürgen Trittin
Federal Minister of the Environment,
Nature Protection and Nuclear Safety
(until November 21, 2005)

Heidemarie Wieczorek-Zeul
Federal Minister of Economic
Cooperation and Development

BOARD OF SUPERVISORY DIRECTORS.

DUTIES OF THE BOARD OF SUPERVISORY DIRECTORS.

The Board of Supervisory Directors supervises the conduct of the bank’s business and the administration of its assets. It approves the

larger loans and the Annual Financial Statements. The Board of Supervisory Directors consists of 37 members. The Chairman is the

Federal Minister of Economics and Technology and the Deputy Chairman is the Federal Minister of Finance.
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LETTER FROM THE BOARD OF MANAGING DIRECTORS.

In 2005 KfW Bankengruppe planted the seeds 

of many new ideas that have since taken root.

The streamlining of product structures, the intro-

duction of risk-adjusted interest rates, the expan-

sion of innovation finance, the student loan and

the further development of innovative financial

market instruments – a promising mixture of

seeds that have germinated and, in combination

with established and time-tested concepts, have

produced a good harvest. 2005 was a successful

year for all of KfW Bankengruppe’s business units.

Our expectations at the beginning of the year

were actually rather cautious. Weak domestic

demand and, consequently, low propensity to

invest led us to expect our financing volume to do

no more than remain as it was in the previous

year. Instead the overall commitment volume

increased by 10 per cent. This result reaffirms our

business principle of preserving and advancing

established instruments and supporting the mar-

kets with innovative approaches. Our promotion

follows the win-win principle. When our financ-

ing volume is high, investment rises, too. A

positive business development at KfW always

contributes to a healthy development of our

economy.

This is particularly true of our SME financing

operations. We support enterprises directly with

specific financing programmes. We also develop

financing instruments to tap the capital markets

for SME financing.

This strategy enabled us to increase the com-

mitment volume of KfW Mittelstandsbank by a

good 11 per cent to EUR 15.5 billion in 2005. This

rise was mainly due to our global loans and secu-

ritisations which were in great demand last year.

This year we want to further strengthen the

securitisation market by systematically operating

for the first time as an investor in securitisation

transactions based on SME financings. For this

purpose we have set up an SME portfolio for

asset-backed transactions amounting to EUR 2

billion. 

We are also pleased with last year’s demand

for our promotional loans, despite the moderate

decline in commitments due to weak domestic

economic performance and the general conver-

sion of the interest system in our promotional

programmes for commercial enterprises. Since

then demand for loans has rebounded strongly.

One milestone in the financing of SMEs was

the introduction of a risk-adjusted interest sys-

tem. Since April 1, 2005 our promotional loans

for commercial enterprises are no longer being

extended at uniform interest rates but at rates

adjusted to creditworthiness and collateral. Risk-

adjusted interest rates give more SMEs access to

our promotional loans. Nearly 40 per cent of all

loans were committed with a bank margin that

exceeded the maximum margin previously per-

missible. In other words, under the old system of

uniform margins many applicants probably would

never have been given a loan.

The redesigned ERP Innovation Programme,

launched on December 1, 2005, also got off to a

good start. Its mezzanine financing structure

takes account of the high risks of innovation

projects, and its reduced interest rates provide

incentives for implementing innovative projects.

KFW MITTELSTANDSBANK.

SEEDS OF HARVEST.
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Letter from the Board of Managing Directors.

KFW FÖRDERBANK.

We expect our new promotional initiative “Hous-

ing, Environment, Growth” to have positive envi-

ronmental impacts as well. In order to strengthen

economic growth the German government has

instructed KfW Bankengruppe to contribute to

a package of promotional measures. They are

designed to encourage private investors to invest

in the renovation of existing buildings and the

construction of new low-energy houses. Financ-

ing has been available for renovation and eco-

logical construction measures at particularly

favourable interest rates since February 2006.

Many stand to gain from this initiative as investors

benefit from favourable financing conditions,

tenants save on reduced energy consumption,

the environment benefits from reduced carbon

dioxide emissions and, finally, tradesmen and the

small and medium-sized construction industry

can book more orders.

PROMOTIONAL INITIATIVE HOUSING, ENVIRONMENT, GROWTH.

KfW Förderbank made commitments in a volume

of just under EUR 39 billion in 2005, over 12 per

cent more than in the previous year. Securi-

tisations developed with great vigour here, too.

The volume of funds securitised in six portfolios

through our securitisation platform PROVIDE

increased markedly against the previous year. 

As expected, financing in the housing and

municipal infrastructure programmes declined in

2005. This can be attributed to the scheduled

phase-out of the Housing Modernisation Pro-

gramme with its heavily subsidised interest rates

and the special fund “Growth Impulses”.

Under our environmental protection pro-

grammes, however, disbursements for environ-

mentally friendly investment, mostly by enter-

prises, were nearly twice as high, at EUR 4.2 bil-

lion. For us ecology and economics are anything

but contradictory. All areas of business therefore

include financing for environmental and climate

protection measures, amounting to EUR 9.3 

billion in the year 2005. Noteworthy examples

include the promotion of renewable energies in

Germany, the successful launching of the KfW

Carbon Fund and the Special Facility for Renew-

able Energies and Energy Efficiency in develop-

ing countries, for which demand is high.
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During the past year we worked intensively on

preparing KfW’s student loan programme. In

February 2006 the German government com-

missioned us to introduce a programme of this

kind, meaning that we could launch it in time

for the summer term.

The KfW Student Loan will provide students

in Germany with a favourable source of financ-

ing for their living expenses. Instead of taking

side jobs to make ends meet they will be able to

concentrate fully on their studies and complete

them swiftly. The availability of student loans in

Germany can speed up the necessary transfor-

mation towards a knowledge-based society. We

are thus creating an opportunity for more people

to take part in higher education in Germany. The

winners will not only be the students but Ger-

many as a location. After all, it is only with

highly skilled professionals that we can secure

our competitiveness over the long term.

With the Student Loan we are adding an 

essential element to our existing product port-

folio in the area of education finance. In 2005

we extended nearly EUR 880 million to young

people involved in academic studies and profes-

sional advancement, around 8 per cent more than

in the year before. The “Meister-BAföG” (finan-

cial assistance for master craftsmen trainees) was

in particular demand. The volume of commit-

ments for this product amounted to more than

EUR 220 million, one of the highest since it was

introduced 20 years ago.

STUDENT AND EDUCATION LOANS.

KFW ENTWICKLUNGSBANK AND DEG.

KfW Entwicklungsbank has been able to main-

tain the previous year’s high level of commit-

ments to the world’s poor and poorest countries.

Over EUR 1.9 million was committed to projects

designed to promote these countries’ further

development, especially their infrastructure. We

are increasingly adding our own funds to the

budget funds we use for our operations. Our

subsidiary DEG committed a further EUR 670

million to developing countries, 19 per cent more

than in the previous year. 

The UN designated 2005 as the “Interna-

tional Year of Microcredit”. Giving the poorest

sectors of the population access to the financial

sector has been a central theme of our develop-

ment cooperation since the 1990s. KfW Ent-

wicklungsbank continued to support projects in

2005 as well. In addition, DEG also expanded its

financial sector activities and committed over

40 per cent of its new business to this segment. 

In 2005 we also lent particularly active sup-

port to reconstruction projects in the countries

affected by the tsunami. We committed EUR 

85 million for health and education projects, the

rehabilitation of settlements and water supply

and for the promotion of small and medium-

sized enterprises in Indonesia and Sri Lanka.
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Letter from the Board of Managing Directors.

KfW Bankengruppe raised more than EUR 50

billion in over 600 capital market transactions in

2005. It issued a number of new bonds in addi-

tion to the traditional benchmark programmes

in euros and US dollars. We issued securities

in 16 different currencies. With these funding

operations KfW again expanded its strong capital

market position among institutional investors

and banks. KfW was able to conclude two very

successful transactions in the privatisation of

Deutsche Post shares.

CAPITAL MARKETS.

Good business results were not the only fruits

we harvested in 2005. We started 2006 with

new tasks, too. Our contribution to the promo-

tional initiative “Housing, Environment, Growth”

and the new student loan programme are import-

ant new challenges for the Bank. This year will

also see changes in the Bank’s management

structure. Last year the Board of Managing

Directors unanimously voted to appoint Ingrid

Matthäus-Maier, who has been on the Board

since 1999, as its new spokeswoman. She will

take up office in October, succeeding Hans W.

Reich, who will retire as planned.

OUTLOOK.

KfW IPEX-Bank is in charge of international pro-

ject and export finance. Around two-thirds of

its commitments now go to operations abroad.

Operations in European countries and the ties to

countries in the Middle East, Russia and India

are becoming increasingly important. We are 

responding to these changes by strengthening

our regional presence in these countries. KfW

IPEX-Bank was able to again increase its com-

mitment volume, which reached the sum of EUR

12.1 billion. We are also very pleased with the

income and the risk profile of our portfolio. 

KfW IPEX-Bank also diversified its product

range and added shorter-term financing instru-

ments, mezzanine and leasing finance. It also

took another major step towards legal inde-

pendence, which will take effect on January 1,

2008. In 2006 it will apply for a banking licence

and initiate the rating process.

KFW IPEX-BANK.



KFW BANKENGRUPPE IN 2005.

SURVEY OF KEY EVENTS.

� KFW BANKENGRUPPE – WE GIVE IMPULSES FOR CHANGE AND DEVELOPMENT.



� Trains for the Lake Constance Region.

The Swiss Railways purchases 19 electric
trains financed by KfW IPEX Bank to service
the Swiss-German border region.

� Range of programmes restructured.

KfW Förderbank restructures housing pro-
grammes. The new programmes are “Housing
Modernisation”, “Ecological Construction” and
“Solar Power Generation”.

� EUR 1.1 billion Uridashi bond.

More than 32,000 Japanese investors bought
the KfW bonds exchangeable into Deutsche
Post shares. The placement volume was EUR
1.1 billion.

KFW IN JANUARY 2005.

Made in Japan: Uridashi bond exchangeable into Deutsche Post shares.

If you want to be successful in the Land of the Rising Sun, you have to get up early. In spring 2005 KfW issues the first bond denominated
in euro and exchangeable into shares of a German enterprise. Around 32,000 retail investors subscribe to the Uridashi bond exchangeable
into shares of Deutsche Post. The placement volume of EUR 1.1 billion is twice as high as expected. This outstanding success again



� Launch of the U Benchmark Programme.

KfW launches the 2005 programme for large-
volume bonds and issues its 13th triple-A-
rated U benchmark bond.

� KfW finances pan-European transport.

In a PPP project with other partners, KfW
IPEX Bank arranges and finances the exten-
sion of the pan-European M6 motorway in
Hungary.

� Micro-banks at the Hindukush.

KfW Entwicklungsbank takes participations
in the first micro-banks established in Af-
ghanistan and Tajikistan, thus supporting
economic growth and poverty reduction.

confirms the great interest of Japanese investors in well-managed German enterprises. For more than 20 years, the Japanese capital market
has played a major role in KfW’s funding strategy – and rightly so! Since 2002 KfW has regularly issued Uridashi bonds in the Land of the
Rising Sun.



� � German-Polish environmental protection.

The Ministry for the Environment signs a
new general agreement with Poland to pro-
vide support for further environmental pro-
tection projects through KfW Förderbank.

PROVIDE Graphite 2005-1.

The mortgage bank Northern Rock places a
transaction volume of approx. EUR 2.8 bil-
lion in the European market via KfW’s PRO-
VIDE platform.

� KfW Award in 2005.

The KfW award for innovative housing mod-
ernisation pays tribute in 2005 to the cre-
ative refurbishment of homes built in the
years of the economic miracle.

KFW IN FEBRUARY 2005.

Award for home improvements.

Homes built in the 1950s and 1960s are good places to live. This is the impressive outcome of KfW Förderbank’s competition “Europäisch Leben
– Europäisch Wohnen” (European Life – European Home). The award – worth EUR 27,000 – is for the creative refurbishment of homes built in
the years of the German economic miracle. Particular attention is given to updating building fabrics to comply with present-day requirements.



New ship launched in Hamburg.

The first of four top quality ice class con-
tainer vessels, built on the Meyer shipyard,
is launched. The vessels were financed with
KfW IPEX-Bank as the lead arranger. 

�Post-tsunami reconstruction.

KfW Bankengruppe donates EUR1million for
tsunami victims in South-East Asia. Teams
of experts from KfW Entwicklungsbank
prepare local reconstruction assistance.

�� New hospital built in Berlin-Buch.

KfW IPEX-Bank arranges syndicate finan-
cing to enable the HELIOS Clinic Group to
build Europe’s largest privately financed
clinic.

The Jury awards the first prize to a Düsseldorf row house built in 1959 because of the intelligent design of the interior space as well as the low
annual energy consumption. In 2005 KfW promotes housing investment by granting 170,00 loans totalling EUR 11 billion. The KfW Award shows
that modern financing programmes can work for older buildings too.



KFW IN MARCH 2005.

��� Acquisition finance in the market.

With the SEAS 2005-1 transaction, KfW Mit-
telstandsbank and IKB place their first port-
folio of SME acquisition finance on the sec-
ondary market.

Environmentally friendly natural gas-pow-
ered vehicles.

KfW Förderbank supports the BMU Demon-
stration Project “High environmental qual-
ity for inner-city and regional goods traffic”.

Financing for waterless offset printing.

The Essen-based printing company DZE GmbH
receives funds from the BMU and KfW För-
derbank for the use of a new environmen-
tally friendly printing method.

New technology adds fresh colour to the world of printing. DZE GmbH in Essen shows how to put environmentally friendly ideas on paper. It
uses environmentally conscious technology to print brochures, magazines and catalogues. The new offset printer needs virtually no water – and
manages without the addition of isopropanol. Doing away with the organic solvent reduces total emissions at the printing plant by a striking

Environmentally friendly offset printing.



� International cooperation platform.

The new series of events promotes dialogue
between politics, institutional development
cooperation, NGOs, academia and business.

� VW Jetta from Puebla, Mexico.

Together with the EIB, KfW IPEX-Bank is fi-
nancing the upgrading of the Volkswagen
plant in Puebla, Mexico for the production
of the new Jetta model.

� Innovative financial products.

With PROMISE I Mobility 2005-1, IKB securi-
tises through KfW Mittelstandsbank a loan
portfolio that can be used to complement
SME loans.

30%. The process also turns over a new leaf with the paper it uses. Excellent print quality can be achieved even on recycled paper. Together
with KfW Förderbank, the Ministry for the Environment (BMU) is providing the project with EUR 250,000 in finance – helping to make environ-
mentally sound technologies more colourful.



� Equity Forum in Munich.

At the 19th Forum, 500 enterprises present-
ed their business models to 250 investors in
a bid to attract equity providers.

� Clean air along the Rhine.

KfW Förderbank participates in a BMU 
Demonstration Project to promote a mod-
ern, low-emission inland waterway vessel.

� Largest power plant in the Emirates.

In Abu Dhabi KfW IPEX-Bank is financing a
combined power plant and sea water desal-
ination plant – the largest of its kind in the
United Arab Emirates.

KFW IN APRIL 2005.

Among the countries with large oil reserves but little water, the United Arab Emirates head the league for per capita consumption of water and
electricity. To meet the growing need, the Al Taweelah Power Company in Abu Dhabi, the richest and largest emirate in the parched desert state,
operates one of the largest power generation and drinking water production plants. Loans from KfW IPEX-Bank are financing the rehabilitation

Energy and water for Abu Dhabi.



� Education – a key to poverty reduction.

KfW Entwicklungsbank supports the national
basic education programme in Guatemala,
which is already helping 450,000 children to
attend a school near their home.

� Renovation of schools in Cologne.

KfW IPEX-Bank structures innovative project
finance that is geared to cash flow at the
private PPP project company.

� Risk-adjusted interest rates.

For commercial loans KfW introduces risk-
adjusted interest rates that take account of
creditworthiness and the value of the col-
lateral.

of existing plants and the construction of a combined power and sea water desalination plant designed by Siemens. The plant will treat 30,000 m3

of water an hour, supplying more than one million people. KfW IPEX-Bank is already financing several projects of this kind in the region and
is helping to lay a firm foundation for future water and energy supplies in the Emirates.



� “Antwerp Gateway” project financing.

Together with Barclays Capital, KfW IPEX-
Bank arranges and structures the project fi-
nance for the new container terminal in
Antwerp.

� Rapid start to the year. 

KfW Förderbank’s programme to promote re-
newable energies records high growth rates
with a commitment volume of more than
EUR 120 million.

� New cleanliness in Beijing.

Roughly 2.5 million people living in Beijing
are benefiting from a new waste disposal
plant that is co-financed by Financial Coop-
eration with a loan of nearly EUR 20 million.

KFW IN MAY 2005.

As the economy grows in the Middle Kingdom so do the piles of refuse. The city of Beijing has a long way to go to catch up with waste disposal.
By financing a project, KfW Entwicklungsbank is doing its part to solve the problem. German Financial Cooperation is providing nearly EUR 20
million to finance a large waste disposal plant for domestic waste in the southern city districts of Xuan Wu and Chong Wen. Some 2.5 million

Financing a waste disposal plant in China.



inhabitants are benefiting from the new state of cleanliness. Apart from the goal of actively contributing to protecting resources and the
environment, one by-product is almost as important – the message that it is possible to deal with the huge problem of environmentally friendly
waste disposal in China.

KfW supports female national park managers.

KfW Entwicklungsbank sponsors the South-
ern African Wildlife College and awards
scholarships to female college students from
African countries.

� International microfinance symposium.

At the European conference to mark the UN
Year of Microcredit, experts discuss new
partnerships for the growth of microfi-
nancing.

� Airbus 320 for Indian airline.

Together with an operating lessor, KfW
IPEX-Bank is financing one of the first Air-
bus 320 aircraft for a private Indian airline.

�



� New website.

KfW Mittelstandsbank has redesigned its web-
site and added new services, e.g. with the
corporate financing advisory tool.

� KfW sells Deutsche Post shares.

KfW sells shares in Deutsche Post AG with a
basic volume of up to EUR 2 billion. The
placing is geared to institutional investors.

� Electrons shine.

Herotron Technologies receives finance from
KfW Mittelstandsbank for high-tech capital
goods to refine semi-precious stones and
other materials.

KFW IN JUNE 2005.

It is frequently the small details that make an idea a success. This is particularly true of Heroton Technologies GmbH, a company that specialises
in the use of electron accelerators. It uses the positive effect of negatively charged particles to refine substances. KfW Mittelstandsbank 
provides Herotron Technologies with financial support to acquire the high-tech capital goods. Apart from the latest materials for the aviation

Basic promotion: particle accelerator polishes stones.



KfW IPEX-Bank in Ankara.

KfW IPEX-Bank has opened a representative
office in Ankara. KfW’s presence in Turkey
stresses the importance it places on that
country.

� Report on SME securitisation.

Together with the EIF, KfW Bankengruppe
publishes a report on the workshop “Se-
curitisation and promotional effects for
SMEs” held in Brussels.

� Conference on renewable energies.

With a special facility of more than EUR 500
million, KfW Entwicklungsbank promotes in-
vestment in renewable energies and energy
efficiency in developing countries.

�

and automobile industry, conventional raw materials are also upgraded. Herotron Technologies uses e-beam techniques to give semi-precious
stones a new shine.



KFW IN JULY 2005.

��� Impetus for Windpark Rusova.

Contracts are concluded for a grant from
the German Ministry of the Environment for
the German-Czech environmental project
“Windpark Rusova”. 

New KfW infrastructure platform.

KfW Förderbank restructures infrastructure
loan programmes and launches the “Muni-
cipal Loan”, “Municipal Investment” and “So-
cial Investment” programmes.

KfW creates optimal setting.

KfW Mittelstandsbank grants a EUR 1.2 mil-
lion Entrepreneur Loan to finance the reno-
vation and conversion of the Weser stadium
in Bremen.

Werder Bremen is still banking on success. The stadium will be renovated to make this visible to every spectator. A total of EUR 1.56 million will
be spent on renovating the roof over the north stand. In addition, the stadium operator is investing in the power supply, flood protection and
new toilets. To ensure that the financing is fair KfW Mittelstandsbank enters into the game with an Entrepreneur Loan of EUR 1.16 million. The

Winning goal: Entrepreneur Loan for the Weser stadium.



� Multi-seller securitisation transaction.

DG HYP, DZ Bank and KfW Mittelstandsbank securitise a new asset
class: property loans granted by the cooperative FinanzVerbund.

� Environmental protection is high on the agenda.

In the first half of 2005 KfW Förderbank and KfW Mittelstandsbank
commit altogether EUR 2.9 billion to finance environmental and 
climate protection investment.

loan is onlent by Bremer Sparkasse AG. The Entrepreneur Loan is geared to German and foreign commercial enterprises seeking finance for
long-term investment. The loan gives an excellent forward pass to the Werder Bremen Club and the City of Bremen, allowing them to turn a
financing idea safely into a stadium.



� Waste incineration plant in Moscow.

KfW IPEX Bank supports the modernisation
of one of three waste incineration plants in
Moscow to bring it up to European environ-
mental standards.

� Housing rehabilitation in high demand.

Since the launch of the “Housing Moderni-
sation” programme on January 1, 2005 KfW
Förderbank has lent more than EUR 700
million to around 20,000 renovators. 

� New PPP financing model.

A PPP project gives Offenbach district the
opportunity to renovate its schools. This type
of project is financed through KfW Förder-
bank’s “Municipal Investment” programme.

KFW IN AUGUST 2005.

A new financing model is used in a project to renovate several schools in Offenbach district. Following a public invitation to tender, the
project was awarded to a bidding consortium composed of SüdLeasing and Züblin AG, which will rehabilitate the schools as private 
investors. One of the institutions to benefit is the Einhard school in Seligenstadt. The public-private partnership will be supported through

Top marks: investor enables school renovation.



KfW’s “Municipal Investment” programme, which provides finance for investment in municipal infrastructure. By involving a private 
investor, the project in Offenbach treads new paths in school financing. This is clearly a new model that can be used in future projects. It
has been consistently awarded good marks.

Excellent governance. 

Justus Liebig University in Giessen and KfW Entwicklungsbank
launch the 2006 Developing Country Prize for good governance.

�Ferries for Canada’s Westcoast. 

KfW IPEX Bank finances two combined car and passenger ships of
Flensburger Schiffbau-Gesellschaft for the Canadian ferry operator
BC Ferries.

�



KFW IN SEPTEMBER 2005.

��� Chipboards for Malaysia.

Dieffenbacher GmbH, Eppingen, supplies a
medium-sized company in Malaysia with a
chipboard production plant financed by KfW
IPEX-Bank. 

Sunny outlook.

Since the new “Solar Power Generation” pro-
gramme started in January KfW Förderbank
has co-financed 100,000 kWp – electricity
for around 20,000 homes.

High-Tech Start-up Fund is set up.

KfW Mittelstandsbank finances the Leipzig
high-tech company c-LEcta as one of the
first financing projects of the High-Tech
Start-up Fund.

Research and marketing must have the right chemistry. Especially in the high-technology sector. The German government, KfW Mittelstands-
bank and BASF, Deutsche Telekom and Siemens take the initiative in a public-private partnership to turn innovative ideas into successful 
products. Together they launch the High-Tech Start-up Fund. It makes additional funds of EUR 262 million available to young technology

Catalyst: the High-Tech Start-up Fund helps new companies get started.



� Cracow to Katowice in the fast lane.

KfW IPEX-Bank finances a section of the
A4 motorway from Cracow to Katowice
under a project financing with three other
banks.

� U Benchmark Programme in 2005.

KfW concludes the U Benchmark Programme
2005 with a three-year EUR 5 billion bond.
It was preceded by a ten-year and a five-
year EUR 4 billion bond.

� Aer Lingus flying high.

Calyon Corporate and Investment Bank and
KfW IPEX-Bank arrange the financing of
two Airbus A320-200 for the Irish airline
Aer Lingus.

enterprises up to the year 2010 to turn research findings into economic success. The fund offers company founders a perfect synthesis of
venture capital and a loan at favourable terms. The firm c-LEcta GmbH seizes this opportunity to help its patented process for identifying and
optimising enzymes achieve a breakthrough.



KFW IN OCTOBER 2005.

Developing countries are learning a hard lesson from their past neglect of education. Young, untrained people do not stand much of a
chance on the domestic job market. As Ethiopia does not have an official vocational training scheme German Financial Cooperation finances
the education system under a forward-looking PPP project. Funds are being provided for the construction and operation of competence

Vocational training schools in Ethiopia.

Job prospects in Ethiopia.

In Ethiopia KfW Entwicklungsbank supports
vocational training for young people by fi-
nancing the creation and operation of com-
petence centres.

� CO2 building rehabilitation on course.

KfW Förderbank makes the 20,000th loan
commitment under the KfW CO2 Building
Rehabilitation Programme, which has a vol-
ume of EUR 1 billion.

� 50,000th loan commitment.

The building, housing and energy conserva-
tion programmes restructured at the begin-
ning of the year are off to a good start.
50,000 loans have already been committed.

�



centres where young students can learn skills such as tailoring or repair services, for example. Vocational training significantly improves
young people’s chances of finding employment on the domestic labour market – and prepares them for success.

� Renewable Energies Conference.

According to a World Watch Institute report,
KfW Entwicklungsbank is one of the lead-
ing providers of funds for renewable ener-
gies in developing countries.

� New power plant in Herdecke.

KfW IPEX-Bank arranges the project finance
for the environment-friendly 400-megawatt
gas and steam power plant in Herdecke.

� Russian steelworks in the USA.

Severstal, a leading Russian steel company,
invests in a steelworks in the USA. KfW
IPEX-Bank finances the supplies by SMS
Demag AG.



� New ERP Innovation Programme.

Effective immediately, SMEs can obtain fi-
nancing for innovative products and pro-
cesses through KfW Mittelstandsbank’s
restructured innovation finance programme.

� KfW Energy Efficiency Award 2005.

“Protecting the Climate and Reducing Costs”
is the theme of the award given by KfW
Förderbank for showcase energy conserva-
tion projects in industry.

� Desiros for the Bulgarian State Railways.

To modernise its rolling stock the Bulgarian
State Railways acquires 25 Desiro trains from
Siemens, financed by KfW IPEX-Bank.

KFW IN NOVEMBER 2005.

Bulgarian State Railways is well on track. It was founded in 1888 and has a long tradition. This month the company decides to purchase 
25 diesel-powered “Desiro” trains from Siemens. KfW IPEX-Bank finances the purchase price of EUR 67.25 million on commercial terms. The
Desiro is a modern rail vehicle used by a number of European railways. Investing in this rolling stock makes the Bulgarian State Railways more

On schedule for success: Siemens delivers trains to Bulgaria.



competitive. The attractive operation gives Siemens a direct connection to an important market. This has been a success as the Bulgarian State
Railways is continuing to modernise its rolling stock and has signed a second agreement in Varna for the supply of 25 electric trains in the
Desiro series, which are also financed by KfW IPEX-Bank.

World’s largest methanol plant.

Trinidad starts operation of the new methanol
plant M5000, erected by MAN Ferrostaal
and financed by a consortium led by KfW
IPEX-Bank.

� World AIDS Day 2005.

Especially in the world’s poorest regions,
AIDS is a dramatic health problem. KfW Ent-
wicklungsbank goes new ways in AIDS pre-
vention.

� Earthquake relief in Pakistan.

KfW Entwicklungsbank prepares operations
in the Pakistan earthquake region for the
reconstruction of hospitals, schools and
homes in rural areas.

�



� Solar power generation.

Since the Solar Power Generation Pro-
gramme was relaunched KfW Förderbank
has made over 17,000 loans in a volume of
EUR 550 million.

� 750,000th loan commitment.

Since the KfW Home Ownership Programme
was launched in 1996 KfW has committed
750,000 loans in a total volume of EUR 39
billion.

� Sponsoring Frankfurt.

KfW Bankengruppe sponsors arts and cul-
ture at the location of its headquarters as an
expression of its commitment to the city and
its inhabitants.

KFW IN DECEMBER 2005.

Firm commitment to Frankfurt as company headquarters is part of KfW Bankengruppe’s corporate culture. So it is only natural for the Bank to
support the city's arts and culture, too. It is sponsoring four projects in the medium term. They are the Stalburg Theatre in Frankfurt’s Nordend,
the Museum of Modern Art, the Frankfurt Opera House and, especially, the Senckenberg Museum of Natural History. The Bank’s sponsoring of

Sponsoring Frankfurt’s cultural scene.



cultural institutions is timed for three years per project. One exception is the Senckenberg Museum which houses international scientific research
by the Senckenberg Research Institute alongside its famous exhibits. KfW’s sponsoring of Senckenberg runs for a period of five years. The spon-
soring activities are designed to strengthen the cultural institutions’ finances, and KfW’s initiative is intended to give them new impulses.

The largest PROVIDE transaction.

KfW closes the transaction PROVIDE-A-2005-
1 through its PROVIDE platform, the largest
German securitisation of an RMBS portfolio
ever placed in the market.

� Micro loans with “Mikro 10”.

KfW Mittelstandsbank continues the suc-
cessful programme variant “Mikro 10” with
micro loans of up to EUR 10,000 for com-
pany founders and small enterprises.

� One year after the tsunami.

KfW Entwicklungsbank starts a number of
reconstruction projects focusing on hous-
ing, schools and health care in Indonesia
and Sri Lanka.

�



NEW MOMENTUM FOR SMES, HOUSING, EDUCATION AND ENVIRONMENTAL PROTECTION.

� PROMOTIONAL PROGRAMMES FOR THE GERMAN AND THE EUROPEAN ECONOMIES IN 2005.

INVESTMENT FINANCE –
KFW MITTELSTANDSBANK AND KFW FÖRDERBANK.
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In the year under review KfW Mittelstandsbank

and KfW Förderbank provided EUR 54.2 billion

worth of support for German and European busi-

ness investment. The volume thus rose by 12%

on the year. This can be attributed, in particular,

to the EUR 5.1 billion increase in securitisation

transactions, taking them to EUR 20.2 billion. 

Of the total volume of measures, KfW Mittel-

standsbank accounted for EUR 15.5 billion and

KfW Förderbank for EUR 38.7 billion.

INVESTMENT PROMOTION BY KFW MITTELSTANDSBANK 
AND KFW FÖRDERBANK.

Volume of investment finance in 2005
EUR billion1)

KfW Mittelstandsbank 15.5

■ Loan financing 10.7

■ Mezzanine financing 0.6

■ Equity financing 0.3

■ Guarantees and securitisations 4.0

KfW Förderbank 38.7

■ Housing investment 10.9

■ Environmental protection investment 4.2

■ Global credit lines for special credit
institutions of the federal states 3.6

■ Municipal infrastructure 2.8

■ Education 0.9

■ Guarantees and securitisations 16.3

1) Differences in the totals are due to rounding.

Total volume of investment finance: EUR 54.2 billion
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The regional focus for promotional loans – from

both KfW Mittelstandsbank and KfW Förderbank

– was on the large federal states of North Rhine-

Westphalia, Bavaria and Baden-Württemberg.

These three federal states together account for

more than half the commitments in the promo-

tional programmes. In eastern Germany loan

commitments fell slightly by some EUR 1.5 bil-

lion to EUR 4.1 billion year on year. This is main-

ly due to the slowing dynamism in housing in-

vestment. However, owing to the high housing

vacancy rate in some parts of eastern Germany

and investment brought forward under KfW’s

Housing Modernisation Programme 2003, which

expired at the end of 2004, this trend was an-

ticipated.

REGIONAL DISTRIBUTION.

KfW Mittelstandsbank/KfW Förderbank.

Baden-Württemberg 1,384 2,127 411 1,256 460 3,511

Bavaria 866 2,549 699 1,624 226 3,415

Bremen 45 143 20 82 42 188

Hamburg 129 639 2 273 364 768

Lower Saxony 662 1,751 691 858 202 2,413

North Rhine-Westphalia 1,257 3,438 527 2,395 516 4,696

Rheinland-Palatinate 273 708 201 414 92 980

Saarland 69 125 27 84 14 193

Schleswig-Holstein 238 603 201 355 46 841

Western Germany 5,342 13,068 2,947 8,005 2,116 18,410

Berlin 101 557 5 208 343 657

Brandenburg 93 610 419 173 18 703

Mecklenburg-Western
Pomerania 74 207 117 72 18 281

Saxony 175 379 72 236 71 554

Saxony-Anhalt 90 717 583 95 39 808

Thuringia 119 234 82 107 45 353

Hesse 419 986 169 664 154 1,405

Commitments in 2005 by Federal State3)

Volume in EUR million

Eastern Germany 652 2,703 1,278 891 534 3,355

Other4) 209 17 17 0 0 226

Total 6,203 15,789 4,242 8,896 2,650 21,992

Federal State KfW Mittel- KfW Förderbank2) Total

1) KfW Mittelstandsbank excluding global loans.
2) KfW Förderbank excluding education finance, global loans and global credit lines to special credit institutions of the federal states.
3) Differences in the totals are due to rounding.
4) Including tbg Programmes, ERP Start-up Fund, KfW Fund Financing, VWK Loans and Equity Capital for the Broad SME Sector.

standsbank1)

Total Environment Housing Infrastructure
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Environmental and climate protection is an im-

portant cross-sectoral task. In 2005 EUR 7 bil-

lion in promotional loans was made available to

finance environmental and climate protection

investment – 21% of the total commitment vol-

ume at KfW Förderbank and KfW Mittelstands-

bank. Some 51% of this amount was accounted

for by the promotion of renewable energies, 32%

by energy-saving measures in the housing sec-

tor, approximately 10 % by environmental and 

climate protection projects in trade and indus-

try and 7% by investment in the municipal en-

vironmental infrastructure.

PROMOTION OF ENVIRONMENTAL AND CLIMATE PROTECTION 

AS A CROSS-SECTORAL TASK.

The European Emissions Trading System (ETS) was

launched on January 1, 2005. The European Union

thus introduced an important instrument to meet

its obligations under the UN Framework Con-

vention on Climate Change and the Kyoto Pro-

tocol. KfW also made a significant contribution

to this process. With the new KfW Carbon Fund

KfW has established a programme to acquire

project-based emission certificates in line with

the “flexible mechanisms” of the Kyoto Protocol.

By taking part in the programme enterprises will

be able to meet their obligations under the ETS

cost-effectively. The sale of the emission certifi-

cates also constitutes a major source of funds

for climate protection projects. In the KfW Car-

bon Fund KfW has developed a market-driven

instrument that contributes to the protection of

the Earth’s atmosphere. This fosters climate pro-

tection projects, promotes the transfer of mod-

ern technologies and encourages investment in

developing countries.

The KfW Carbon Fund can be used not only

by companies in Germany but also by enter-

prises from other EU countries. KfW acquires the

emission certificates in trust for the participating

companies and enables them to use the flexible

Kyoto mechanisms. Creating a fund makes it pos-

sible to diversify risk through portfolio building.

The volume of the first tranche will probably be

EUR 80 million. Around 20 German and European

enterprises will participate. The first purchase

agreements for certificates have been success-

fully concluded. A second tranche is currently 

in preparation. The procurement programme is 

being continued.

KFW CARBON FUND.

The investment loans approved by KfW Mittel-

standsbank and KfW Förderbank have a major

macroeconomic impact. The co-financed invest-

ments and the ensuing demand effects helped

to safeguard just under one million jobs in 2005

– especially in the building industry.

POSITIVE IMPACT ON THE LABOUR MARKET.
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In 2005 KfW Mittelstandsbank achieved a lend-

ing volume of EUR 15.5 billion – an 11 % in-

crease on the previous year. This growth is mostly

due to new global loans for small and medium-

sized enterprises. However, securitisation trans-

actions, which, at EUR 3.9 billion, were up by 6%,

also contributed to the growth.

In 2005 far more funds were made available

to start-ups, self-employed professionals and

SMEs than in 2004. KfW Mittelstandsbank pro-

vided EUR 10.7 billion in loan financing, a volume

increase of EUR 1.4 billion. Most of the growth

was attributable to global loans, which rose by

EUR 2.6 billion to just under EUR 5.4 billion. 

There were rather fewer commitments – total-

ling EUR 4.8 billion – in the classic basic promo-

tional loan programme “Entrepreneur Loans”. This

was primarily due to the continued weakness of

domestic economic activity in 2005, which de-

termines development in the SME sector. Fur-

thermore, the volume of demand also declined 

as a result of the difficulties connected with the 

introduction of the risk-adjusted interest system.

By the end of the year, however, demand was al-

most back at the level at the start of the year. 

In addition, approval was granted for EUR

0.6 billion in mezzanine financing and EUR 0.3

billion in participation financing.

KFW MITTELSTANDSBANK.

FINANCING FOR SMES FAR HIGHER THAN IN THE PREVIOUS YEAR.

The financial and banking system has undergone

a fundamental change in recent years. Risk evalu-

ation and risk management are topics which,

owing to new technical methods, stricter regu-

latory requirements and higher loan defaults and

risks, have become the focus of attention in re-

cent years.

Modern rating and pricing systems are now

widely used at all banks and savings banks. They

enable banks to calculate individual risk premia

on the basis of the customer’s creditworthiness

and the term and collateralisation of the expo-

sure. In the case of SMEs with a weak credit

standing, the standard rate of interest applied

to “classic” promotional loans was frequently in-

sufficient to cover the handling and risk costs of

the onlending credit institution. To safeguard KfW

loans, KfW tackled this market development and

on April 1, 2005 introduced a risk-adjusted inter-

est rate system in most of the commercial pro-

motional loan programmes. 

The new system was developed in close co-

operation with the business associations and the

banking industry. The rate of interest charged 

to the borrowers is determined directly by the

onlending bank with account being taken of

pre-established ceilings and is dependent on the

enterprise’s creditworthiness and the quality of

the collateral. 

KfW has thus brought its programmes into

line with market conditions and regulatory re-

quirements and has taken an important step to-

wards safeguarding its classical promotional loans

over the long term.

INTRODUCTION OF THE RISK-ADJUSTED INTEREST SYSTEM.

KfW Mittelstandsbank.
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As a general rule new businesses and micro-busi-

nesses need small volumes of credit, which are

rarely of interest to credit institutions. Hence,

supporting new businesses and young enterprises

is one of KfW Mittelstandsbank’s key promotion-

al areas. KfW’s special MicroLoan and Start-up

Money programmes are available for this pur-

pose. In 2005 4,600 loans for more than EUR

124 million in total were committed in these

promotional programmes.

KfW added “Mikro 10” to its MicroLoan Pro-

gramme in March 2005, an additional financing

window for micro-loans of between EUR 5,000

and EUR 10,000. The enterprise’s own bank is

paid a higher handling fee to cover its fixed

costs. Procedures can be simplified further if the

bank is working with start-up consultants and

initiatives.

KfW has also worked with experts from banks,

banking associations, ministries, municipalities

and microfinance initiatives to develop guide-

lines for possible ways in which start-up con-

sultants and onlending banks can work together.

The intention is to intertwine the advisory 

services of start-up consultants more effective-

ly with the onlending bank’s lending processes.

The aim of the cooperation is to draw on the

services of specialist consultants to better equip

potential business founders for their business

launch and the associated financing requirements.

The onlending banks benefit from the fact that

their customers are better prepared, meaning

that they can cut down on processing times and

expenses. Better preparation and ongoing in-

depth support once the business has been set up

also lead to a reduction in risk costs.

SPECIAL PROMOTIONAL INSTRUMENTS FOR COMPANY START-UPS.

Innovations play a key role in the economy. They

enhance international competitiveness, ensure

sustainable growth and help to create secure jobs.

The high-tech segment plays a particularly im-

portant role in this respect. To ensure that good

ideas can be turned into tangible products, KfW

has made further improvements to the oppor-

tunities for mezzanine and risk capital financing

in this segment. 

To this end, KfW Mittelstandsbank introduced

the redesigned ERP Innovation Programme in

December 2005 as an additional mezzanine fi-

nance offer for innovative SMEs. The promo-

tional programme can be used both for research

and development of new products, procedures

or services and for their market launch.

The promotional funds in the ERP Innovation Pro-

gramme comprise debt capital and subordinated

capital. Interest rates are geared to credit risk.

The enterprise does not need to provide collat-

eral for the subordinated tranche.

KfW’s new promotional financing has two

advantages for innovative SMEs. First, subor-

dinated capital improves the enterprise’s finan-

cing structure and protects its collateral reserves.

Second, companies benefit from particularly at-

tractive rates of interest that are well below the

market level.

Furthermore, in the field of private equity

finance, the German government, KfW Banken-

gruppe and industrial enterprises joined forces

in the Partners for Innovation initiative and

NEW PROMOTIONAL INSTRUMENTS TO STRENGTHEN THE INNOVATIVE DRIVE.
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launched a high-tech start-up fund as an early-

stage complement to the ERP Start-up Fund.

EUR 262 million will be available over the next

five years, EUR 240 million of which will come

from the German federal budget.

The Fund invests risk capital in young tech-

nology-based firms which have good business

potential and are translating promising research

findings into commercial ventures. The high-tech

start-up fund makes up to EUR 500,000 in ini-

tial financial resources available to the enter-

prise. The funds are offered to business founders

on attractive terms as a combination of equity

capital and subordinated loans. The business

founders themselves provide 20% of the funds

as equity capital; business founders from east-

ern Germany and Berlin provide 10%. The finan-

cing is designed to allow the newly founded en-

terprises to make use of other research grants,

too. However, the promotional support provided

by the high-tech start-up fund covers not only

financial resources but also the ongoing review

and support needed by management.

KfW Mittelstandsbank.

The practice of granting global loans to promo-

tional and commercial banks in western Europe,

which began in 2000, has since become an es-

tablished part of KfW’s product range. On aver-

age, SMEs in western Europe have received an

additional amount of just under EUR 1 billion per

annum to finance investment. Global loans out-

standing amount today to some EUR 6 billion.

SMEs in other western European countries are not

the only ones to benefit. The German economy

benefits too when, for example, small or me-

dium-sized suppliers in other countries are given

access to favourable financing.

In 2005 KfW expanded its business relations

with partner banks in Austria, the United King-

dom and Portugal, in particular.

STABLE AMOUNT OF GLOBAL LOANS FOR WEST EUROPEAN SMES.
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For more than five years KfW has been funding

small and medium-sized enterprises in Central

and Eastern Europe under the EU SME Financing

Facility. Based on close cooperation between KfW,

the Council of Europe Development Bank (CEB)

and the EU Commission, the aim of this pro-

gramme is to improve local banks’ loan pro-

grammes for SMEs in this region over the long

term. By linking KfW/CEB global loans to EU

Commission grants, the banks concerned are

given support when granting loans to small and

medium-sized enterprises. So far 40 projects

worth EUR 564 million including grants of EUR

74 million have been concluded by partner banks.

In 2005 the new promotional programme Pre-

paratory Action Plan was set up in the new

member states on the basis of an agreement 

between the EU Commission, CEB and KfW. The

aim of this facility is to improve the supply of

credit to small and micro-businesses, particularly

through the use of micro-loans. In addition, the

EU programmes helped KfW to expand its loans

to rural areas in 2005. Within the framework of

the SME facility, the first projects were launched

in Slovakia and Romania.

EU FINANCING FACILITIES.

NEW EU PROGRAMMES FOR MICRO-LOANS AND RURAL LOANS.

KfW has been using global loans to support the

funding of promotional programmes by local

promotional and commercial banks in Central and

Eastern Europe. The EU’s eastern enlargement

process and the accession of ten new EU mem-

ber states in May 2004 lent further dynamism to

this business. In 2005 global loan agreements

worth EUR 255 million were concluded, includ-

ing EUR 137 million for the SME sector. This was

mainly due to the continuing further develop-

ment of promotional approaches to global lend-

ing. KfW funds were employed not only to fund

classic investment loans to enterprises but also

for other financing instruments such as leasing. 

TEN YEARS OF GLOBAL LOANS TO SMES IN CENTRAL AND EASTERN EUROPE.
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In 2005 KfW Mittelstandsbank supported the se-

curitisation of some 4,500 loans to German bor-

rowers, representing an overall value of EUR 3.9

billion (2004: EUR 3.7 billion). Together with the

cooperative “FinanzVerbund” (cooperative finan-

cial system), small mortgage-backed commercial

real estate loans from Germany were securitised

for the first time through a multiseller transac-

tion. Since the PROMISE platform was introduced

at the end of 2000, KfW Mittelstandsbank has

conducted 18 transactions to securitise more than

55,000 loans to SMEs amounting to some EUR

25 billion.

By securitising parts of their loan portfolios,

banks give themselves scope to grant additional

loans to companies if the equity base or cap-

acity to bear risk remains constant. Moreover,

true sale securitisation is used to ease funding

restrictions. Securitisation thus increases bank

lending and improves the situation for would-be

borrowers. 

SECURITISATION AT KFW MITTELSTANDSBANK.

In Germany KfW incorporates European promo-

tional instruments and funds into some of its

promotional programmes. For instance, KfW uses

a European Investment Fund (EIF) counter-guar-

antee to grant loans to start-ups and small busi-

nesses. An efficient and effective link is thus

forged between European and German business

support. In 2005 the EU Commission developed

the European business finance instruments for the

2007-2013 budget period. One major focus will

be the financing of innovations and research.

Together with the EU Commission and the EU Par-

liament, KfW worked out proposals on how to

structure these promotional instruments. This in-

cludes, in particular, the promotion of innova-

tive financial instruments such as mezzanine fi-

nancing or securitisation. In implementing the

European support, KfW is working closely with

the European Investment Bank (EIB), EIF and the

Council of Europe Development Bank (CEB). 

HELPING TO STRUCTURE THE EUROPEAN FINANCE INSTRUMENTS FOR SMES.

In almost all European countries, governments

make use of state promotional banks to carry

out their promotional tasks. In the context of the

NEFI network (Network for European Financial

Institutions for SMEs) and meetings of experts,

KfW shares what it has learnt in the field of SME

financing with other European promotional banks.

NEFI also provides an effective way of building

this experience into the structure of the Euro-

pean support. One example is the revision of the

European rules for granting aid to enterprises,

which the Competition Directorate General began

in 2005. In various position statements, NEFI has

worked to ensure that future rules have the

flexibility needed to allow account to be taken

of the specific conditions prevailing in the indi-

vidual member states.

KfW Mittelstandsbank.

COOPERATION WITH EUROPEAN PROMOTIONAL BANKS.
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To allow this positive effect to kick in, the cap-

ital market must be receptive to such risks and

sufficiently liquid. In the meantime, “SME loans”

have become established as a separate asset cat-

egory in the European ABS market – not least

thanks to the efforts of KfW and other promo-

tional institutions such as the European Invest-

ment Fund (EIF). However, the share of SME se-

curitisation in the total securitisation market is

still below 10%. In the EU as a whole, only 1-2%

of the banks’ securitisable loans to SMEs have

actually been securitised. This shows that, com-

pared with other asset categories, SME loans are

relatively difficult to securitise – particularly

because of their marked heterogeneity. The po-

tential offered by the securitisation markets to

improve the financing conditions of SMEs is hence

not yet being fully exploited. KfW will therefore

continue to work towards opening up the cap-

ital market more widely for the acceptance of

such credit risks. 

An important success factor of the PROMISE

platform is the stable performance of transac-

tions to date. Even in the underlying macroeco-

nomic conditions of recent years, which did not

always make things easy, these proved to be

highly resilient. On the basis of the performance

so far, the rating agencies also expect all losses

incurred over the entire life of the transactions

to be covered by the relevant first-loss pieces so

that investors do not sustain any losses.
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In closing two loan programmes at the end of

2004, KfW Förderbank began a partial restruc-

turing of its promotional programme in the field

of housing investment. In early 2005 the KfW

Housing Modernisation Programme 2003 and the

KfW CO2 Reduction Programme were replaced

by the new Housing Modernisation Programme.

The facilities available to promote new low-en-

ergy buildings in previous years were trans-

formed into the new Ecological Construction Pro-

gramme. In addition, the KfW Home Ownership

Programme and the KfW CO2 Building Rehabili-

tation Programme were continued virtually un-

changed.

KFW PROGRAMMES FOR PROMOTING HOUSING INVESTMENT.

Home ownership is an important element of pri-

vate retirement provision. With a share of just

under 50% of the promotional loans committed

for housing investment, the financing of owner-

occupied housing is therefore a key area of busi-

ness at KfW Förderbank. There has been a dis-

tinct increase in the home ownership rate in

Germany since the mid-1990s. However, at 43%

in 2003, it is still very low by international com-

parison. One of the main reasons is the high cost

of financing in Germany. Of the Western indus-

trial countries, only Switzerland has a lower

ownership rate (34%). By offering promotional

loans at low rates of interest, KfW Förderbank is

helping to boost the rate of home ownership.

As of December 31, 2005 promotional loans

amounting to EUR 5.6 billion were approved for

the construction or purchase of owner-occu-

pied housing. Up to December 31, 2005 KfW 

had supported the construction or purchase of

98,000 houses and apartments. In 2004 the fig-

ure was 85,000. As in the previous year, in 2005

the programme again focused on furthering the

housing stock. Loan commitments for investment

in existing housing amounted to a share of some

60% of all loan commitments in the home own-

ership programme.

PROMOTION OF HOME OWNERSHIP.

KfW Förderbank handles the full range of finan-

cing products available for housing and environ-

mental financing, infrastructure and education.

Of the financing volume of more than EUR 38.7

billion approved by KfW Förderbank up to De-

cember 31, 2006, EUR 10.9 billion was for loans

to promote housing investment, EUR 2.8 billion

for loans to promote the municipal infrastructure,

EUR 4.2 billion for promotional loans for indus-

trial environmental protection, EUR 0.9 million

for the promotion of investment in education and

EUR 3.6 billion for global credit lines to promo-

tional institutions in the federal states. Roughly

half the loans were granted for housing invest-

ment. In quantitative terms, they thus form KfW

Förderbank’s most important business area. In

addition, KfW Förderbank also carried out se-

curitisations for an overall volume of EUR 16.3

billion in the aforementioned promotional areas

in 2005.

KFW FÖRDERBANK.

KfW Förderbank.
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Environmental considerations have boosted the

significance of energy conservation and CO2 re-

duction in the housing sector, in particular. Over

the past 15 years KfW programmes have helped

to reduce CO2 emissions by a total of 10 million

tonnes. In the years from now until 2010, a 

further decrease of 1.6 million tonnes can be

achieved through the current Housing Modern-

isation and KfW Building Rehabilitation Pro-

grammes. This is approximately one-third of the

national climate protection goal set for the hous-

ing sector. In 2005 the two programmes pro-

vided a total of EUR 3 billion to finance building

renovation measures aimed at improving energy

efficiency. Investment in more than 142,000

homes was thus supported.

Despite the investment in recent years, a large

number of German properties still need to be

modernised. For instance, only a small propor-

tion of the 27 million homes which were built

before 1984 and are considered to require en-

ergy-saving modernisation have been completely

renovated to date. In association with the Ger-

man government, KfW Förderbank is therefore

planning to step up the promotion of modern-

isation measures in 2006. Account is thus taken

not only of environmental and climate protection

requirements. The increase in housing investment

stimulated by the additional promotional funds

also helps to further growth and employment.

Beside the housing stock, KfW Förderbank is

also active in the field of projects to build new

ecological housing through its Ecological Con-

struction Programme. In 2005, for example, a

total of EUR 388 million was provided to finance

the building of 10,300 low-energy and passive

houses with energy consumption well below the

levels prescribed in the German Energy Saving

Regulation.

SUPPORT FOR ENERGY CONSERVATION AND CO2 REDUCTION MEASURES.

KfW restructured its financing products for the

municipal infrastructure on August 1, 2005. The

KfW Infrastructure Programme, which had been

in existence for a number of years, was replaced.

The new promotional platform, which goes by

the name of Municipal and Social Investment,

consists of three components. The Municipal In-

vestment Programme is aimed at enterprises in

which municipalities are the majority sharehold-

ers. The Social Investment Programme is avail-

able to non-profit investors. The third element,

KfW Municipal Loans, is aimed at municipal au-

thorities and their special purpose associations. 

Although the new platform was well re-

ceived, in 2005 the volume of promotional loans

for municipal infrastructure measures – EUR 2,8

billion – was well down on the previous year.

This can be explained by the scheduled expiry in

2004 of the Special Fund “Growth Impulses”,

which had particularly favourable conditions

owing to the use of federal funds.

PROMOTION OF THE MUNICIPAL INFRASTRUCTURE.
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Through the ERP Environmental Protection and

Energy Saving Programme and the KfW En-

vironmental Protection Programme, KfW supports

commercial investors in environmental and cli-

mate protection measures. At EUR 3.4 billion,

the loan commitments from both programmes

rose by 61% on the year. A large part of the pro-

motional volume was allocated to climate pro-

tection. The commercial use of renewable ener-

gies accounted for 80% of the committed vol-

ume. In this connection, particular reference

should be made to wind power and photovolta-

ic systems. Just under 7.5% was channelled to

energy saving projects. 

ENVIRONMENTAL AND CLIMATE PROTECTION IN TRADE AND INDUSTRY.

The KfW has a number of promotional pro-

grammes for the expansion of renewable ener-

gies. In 2005 loans at favourable interest rates

amounting to EUR 3.6 billion in total were 

approved. The volume of commitments was hence

more than doubled. Naturally, this means that 

a positive assessment can also be made of the

impact on the environment and the economy.

In addition to the Programme to Promote

Renewable Energies, the new Solar Power Gen-

eration Programme made a vital contribution to

this success. Since the programme was launched

in early 2005, the volume of loan commitments

has reached EUR 550 million. The investment fi-

nanced through this programme is enough to

cover the annual electricity needs of more than

30,000 households with environment friendly

solar energy.

PROMOTION OF RENEWABLE ENERGIES PROVES A SUCCESS.

To date KfW Förderbank has provided some EUR

4 billion in loans for investment in initial and

further training, including EUR 1.9 to refinance

the BAföG State Loan. More than 400,000 school-

children, students and professionals have used

the BAföG Bank Loan, the Education Loan and

the Meister-BAföG (financial assistance for mas-

ter craftsmen trainees) to invest in their educa-

tion – 74,000 of them in 2005.

In 2006 KfW Förderbank is set to add the

KfW Student Loan to its portfolio of products.

Students in their first course of study at a Ger-

man university can obtain a maximum of EUR

650 regularly each month towards their living

expenses for 10 semesters. This offer is unrelated

to the student’s income and assets, to those 

of his/her parents or to the field of study. This 

additional injection of funds can reduce the need

to do odd jobs while studying and shorten the

period of study.

EDUCATION – BREAKING NEW GROUND.

KfW Förderbank.
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Joint cooperation with Council of Europe Devel-

opment Bank (CEB) under the EU’s municipal in-

frastructure facility has been extended. The fa-

cilities are intended primarily to enable loans for

fairly small municipal infrastructure projects to

be granted quickly. The financing of local infra-

structure projects was optimised by improving

the local banking products. Global loans made

available jointly by KfW and CEB are combined

with grants from the EU budget. This facility is

available in the new EU member states as well as

in Bulgaria and Romania. In 2005 a total of six

projects with a global loan volume of EUR 110

million and grants amounting to EUR 10 million

were approved.

EU FINANCING FACILITY FOR MUNICIPAL INFRASTRUCTURE IN 

CENTRAL AND EASTERN EUROPE.

PROMOTION OF HOUSING INVESTMENT IN WESTERN EUROPE CONTINUES.

The award of global loans for housing invest-

ment in Western Europe began in 2003 and is

still relatively new. Since 2004 loan agreements

amounting to more than EUR 1 billion per annum

have been concluded. Total global loans out-

standing in this sector amount to EUR 2.8 billion.

KfW Förderbank’s business base has broadened

well as a whole, with services now being provid-

ed for customers in the Netherlands, Portugal,

Italy and Spain.

Overall, in 2005 six portfolios amounting to ap-

prox. EUR 16.3 billion were synthetically securi-

tised by KfW Förderbank (2004: EUR 11.5 billion).

Of this amount, EUR 15.7 billion was securitised

on the PROMISE securitisation platform, repre-

senting just under 240,000 private housing loans.

A number of providers of finance for housing 

construction have since set up a circular flow

model, which plots the regular outplacement of

loans and the subsequent use of the equity capi-

tal released for the purpose of granting new loans.

Along with HypoVereinsbank and DG Hyp,

the BHW Group is a frequent user of the KfW

platform. With the two transactions concluded

in 2005, BHW has now placed six PROVIDE se-

curitisations worth a total of EUR 11.7 billion in

the market. In addition, a further project worth

just under EUR 0.6 billion was supported, with

Sumitomo Mitsui Banking Corporation Europe

and NIB Capital Bank outplacing a portfolio of

31 British public-private partnership loans to fi-

nance hospitals, schools and other public infra-

structure projects. 

With the support of KfW Förderbank more

than 30 synthetic securitisation transactions for

nearly EUR 60 billion in total have been con-

cluded since 2001. As in the past two years, KfW

also worked with banks from other European

countries in this area. For the first time, one of

the banks was from Denmark. The fact that KfW

SECURITISATION AT KFW FÖRDERBANK.
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Promotion of the German and European economy
Commitments in EUR million1)

I. Volume of promotional funding 13,971.3 15,520.1
KfW Mittelstandsbank

1. Promotional loans KfW Mittelstandsbank 10,232.9 11,556.9

a) Loan financing 9,270.0 10,673.7

of which “Unternehmerkredit” 5,740.6 4,769.5 Investment financing by start-ups and SMEs

■ Global loans to commercial enterprises 2,764.8 5,353.1 Global loans to banks to finance SMEs
in Germany and Europe

■ KfW Acquisition Finance 236.0 134.0 Financing for corporate takeovers

■ “StartGeld” and “Mikrodarlehen” 147.4 124.0 Financing of Start-ups and Small Enterprises

■ ERP programmes 377.8 282.6 Improvement of the regional economic structure, 
market-based research and development and 
marketing of innovations, funds for guarantee 
banks

b) Mezzanine financing 618.8 583.1

of which “Unternehmerkapital” 342.3 511.6 Mezzanine finance to support start-ups and SMEs

■ ERP Innovation Programme – 71.5 Mezzanine finance to support innovative projects 
by small and medium-sized enterprises

c) Equity finance 344.1 300.1

of which KfW Venture Capital Programme 145.9 108.5 Participations in enterprises through venture
(financing for participation funds) capital funds co-financed by KfW

■ KfW Private Equity Programme 21.0 56.6 Financing for corporate takeovers

■ Private Equity for Small Technology-based 27.1 10.3 Private equity for small and newly 
Firms (BTU) incl. BTU Early Stage founded technology-based firms

■ KfW Equity Capital for the SME – 10.0 Private equity in the later-stage segment for small 
Sector at large and medium-sized enterprises

■ ERP programmes 104.7 113.3 Other programmes for small
and medium-sized firms

Programmes 2004 2005 Purpose

1) Differences in the totals are due to rounding.

KfW Mittelstandsbank/KfW Förderbank.

securitisation platforms are now open to Euro-

pean credit institutions will attract further na-

tional and international investors to PROVIDE

transactions. The liquidity of the securities is-

sued will thus increase. In turn, this will have a

positive effect on the risk premia demanded by

investors. Hence, KfW Förderbank helped to im-

prove the loan supply in the target groups.
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2. Guarantees and Securitisations 3,738.4 3,963.2 Hedging and securitisation of SME loans
KfW Mittelstandsbank

a) Securitisations 3,700.0 3,934.8

b) Guarantees promotional loans 38.4 28.3

II. Promotional volume KfW Förderbank 34,468.9 38,687.5

1. Promotional loans KfW Förderbank 23,038.3 22,415.8

a) Environmental protection investments 2,165.5 4,241.6

KfW Environmental Protection Programme 816.5 919.5 Environmental protection projects

■ ERP Environmental Protection and 1,264.4 2,436.1 Environmental protection projects in Germany
Energy Conservation Programme

■ Solar Power Generation / KfW Programme 84.7 885.9 Photovoltaic systems / measures to 
to Promote Renewable Energies promote renewable energies

b) Housing 11,929.5 10,903.6

of which Housing Modernisation – 1,318.6 Modernisation and Rehabilitation of 
Housing

■ KfW Home Ownership Programme 4,621.2 5,560.9 Construction and purchase of 
owner-occupied housing

■ KfW CO2 Building Rehabilitation 1,527.2 1,195.1 Packages of measures to reduce CO2 emissions
Programme in old residential buildings

■ Ecological Construction – 387.5 Construction of new low-energy houses

■ Global loans for Housing 2,887.0 2,008.0 Global loans to banks to finance housing
in Germany and Europe investment

c) Municipal Infrastructure 4,195.3 2,770.4

of which KfW Infrastructure Programme 4,193.1 1,365.9 Municipal infrastructure measures

■ KfW Municipal Loan / – 1,282.7 Infrastructure measures by municipalities, 
Social Investment / Municipal Investment non-profit organisations and municipal enterprises

■ Global Loans Infrastructure (Abroad) – 120.2 Global loans to promotional and commercial 
in Europe

d) Education 811.6 875.0 Training and advancement

e) Global credit lines for special credit 3,936.5 3,625.2 Global loans to fund the special credit
institutions of the federal states institutions of the federal states

2. Securitisations KfW Förderbank 11,430.6 16,271.7 Hedging and securitisation of 
mortgage loans

Total volume of investment finance 48,440.1 54,207.6

Of which:

Total promotional loans 33,271.1 33,972.7

of which ■ KfW funds 31,266.9 30,870.7

■ ERP funds 2,004.1 3,102.0

Guarantees and securitisations 15,169.0 20,234.9

Programmes 2004 2005 Purpose

(cont.) 



STRONG POSITION IN INTERNATIONAL COMPETITION.

� FINANCING OF COMPANIES, PROJECTS, TRADE AND EXPORTS IN 2005. 

INTERNATIONAL PROJECT AND 
EXPORT FINANCE – KFW IPEX-BANK.
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INTERNATIONAL PROJECT AND EXPORT FINANCE.

KfW IPEX-Bank combines all business activities

of KfW Bankengruppe that compete with those

of other domestic and foreign banks in the mar-

ket. These include project and corporate finance

as well as trade and export finance worldwide.

Its financing schemes are available to enterprises

doing business in basic industries, manufac-

turing, commerce and health, energy and envi-

ronmental technology, telecommunications and

media, shipping, aviation, rail and road transport,

as well as airports, seaports and the construction

industry. Its range of financing products serve

the interests of German and European industry.

For over four decades the international busi-

ness of KfW IPEX-Bank has focused on medium

and long-term lending. Since its restructuring

began in 2004, however, it has continuously ex-

panded its range of products and today covers a

broad spectrum of short and long-term financing

schemes, including leasing and structured finance.

From January 1, 2008 KfW IPEX-Bank will be

a legally independent bank within KfW Banken-

gruppe in the legal form of a GmbH (limited li-

ability company). The restructuring work per-

formed at KfW IPEX-Bank in the course of the

year under review centred on adopting a final

detailed business plan. According to this plan

the bank expects the annual volume of new

business to be EUR 8 to 10 billion, the same as

last year. The following main targets were set: 

Initial assets of KfW IPEX-Bank will be EUR 20-

25 billion and are scheduled to rise to around

EUR 50-55 billion in the coming years. The 

equity ratio will be 12.5%, with a Tier 1 ratio of

8.5%. New business is expected to generate a

RAROC of at least 13%. The bank aims to gen-

erate a pre-tax return on equity of 12-14%.

On the basis of this business plan it will hold

intensive talks with the German Financial Su-

pervisory Authority and the Deutsche Bundes-

bank in 2006. Preparations have started for appli-

cation for a banking licence and for admission as

an IRB-Advanced bank under Basel II. Finally, ini-

tial talks have been held with the rating agencies.

In order to further improve direct support

for its international customers the Bank has 

enhanced its foreign presence by adding new

offices in Ankara, Moscow and New York.

At the end of 2005 KfW IPEX-Bank employed

341 men and women, an increase of 53 posi-

tions since the previous year. Most new jobs were

in the Credit Management, Treasury/Syndication

and Controlling departments. A team specifically

in charge of mezzanine finance was also set up.

Around 50 further positions will be created by

2008. The need for these new jobs is primarily a

result of the legal independence of KfW IPEX-

Bank, the expansion of its product range and in-

creased customer acquisition, also in new regions.

NEW STRUCTURE OF KFW IPEX-BANK.
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KfW IPEX-Bank.

With total new commitments of EUR 12.1 billion

at the end of 2005 the Bank clearly surpassed its

target volume of EUR 8-10 billion. It earned a

RAROC of a good 20%.

Of the new commitments EUR 4.5 billion was

for financing operations in Germany and EUR 7.6

billion for operations abroad. The Bank's business

units covering basic industries, manufacturing

and services, shipping, rail and road transport

made above-average contributions to new loan

commitments.

GOOD BUSINESS VOLUME AND EARNINGS IN 2005.

Power, Renewables and Water 501 723 1,225 Electricity generating and transmission
plants, environmental technology

Telecommunications, Media 170 606 776 Mobile communications systems

Shipping 899 1.614 2.513 Cruise and container ships, ferries

Aviation 126 615 741 Airbus aircraft

Rail and Road Transport 327 1,228 1,555 Rail transport

Development in the Individual Areas of Business
Loan Commitments in EUR million1)

Area of Business Germany Abroad Total Main focus

Manufacturing, Trade, Health Industry 1,180 717 1,897 Vehicle construction, commerce

Raw Materials Industries 582 1.685 2,267 Raw materials projects, chemicals, steel

Airports, Seaports, Construction 339 410 749 Airports and seaports, terminals

Sub-total 4,125 7,598 11,723

Others 391 34 425

Sum 4,516 7,632 12,148

1) Differences in the totals are due to rounding.

Breakdown of Export and Project Finance
Commitments in Germany and Abroad
EUR million

■ in Germany 4,516

■ Abroad 7,632

Total: EUR 12,148 million
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In 2005 large-volume loans were extended to

industrial enterprises, primarily manufacturing,

shipping and construction firms, but also to com-

panies in the service sector. In Germany the Bank

continued focusing its operations on various 

areas of private finance for public infrastructure

facilities, so-called public-private partnerships

(PPP). They included the financing of schools

in Cologne and financings for a transport con-

sortium formed by Hamburger Hochbahn and

Hessische Landesbahn. This operation will initiate

investment in the expansion of regional mass

transport in Hessen’s north-eastern rail network.

In the energy sector the bank financed a state-of-

the-art gas and steam power plant built under a

joint venture between a regional German utility

and a Norwegian energy supplier.

In the PPP sector KfW IPEX-Bank has gained

a prominent market position and is a sought-

after partner for advice. This field will therefore

be expanded further and increasingly put to

use for the benefit of the Bank’s customers in

European countries.

FINANCING OPERATIONS IN GERMANY.

Foreign operations again took a high share, reach-

ing almost two-thirds of new commitments. Of

this, 65% were financings in European partner

countries.

REGIONAL STRUCTURE OF NEW BUSINESS.

New Business 
by Region

■ Europe (without Germany) 40%

■ Germany 37%

■ Asia 10%

■ North America 9%

■ Latin America 3%

■ Africa 1%

Total: EUR 12.1 billion

The overall operating result was very positive.

Competition among banks increased, not only in

Germany but also in the international market.

Competition from institutional investors could

be increasingly felt as well. Combined with the

high liquidity in the market, this put consider-

able pressure on bank margins. Besides, in many

countries traditionally important to KfW IPEX-

Bank local banks are also increasingly establish-

ing themselves as serious competitors, particu-

larly in Asia and Latin America but also in

Eastern Europe.
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KfW IPEX-Bank.

In Europe most of the Bank’s loans went to the

United Kingdom, where it also continued its in-

volvement in public-private-partnership models,

for example by financing schools. Several acqui-

sition finance operations were structured in 

France and Luxembourg. In Portugal the bank co-

financed a toll motorway and arranged a power

plant finance operation. Aircraft finance opera-

tions were concluded with Irish, Polish and

Dutch airlines. In the Netherlands the Bank also

arranged the financing for a container terminal.

The bank concluded its first operation to finance

substantial rolling stock orders for Bulgaria’s state

railways. In Turkey it financed investment by

a mobile telecommunications operator, a paper

factory, ships and ferries as well as a seaport

terminal, which has improved the connection

between Turkey and the European economies.

However, the Bank maintains its strong posi-

tion outside Europe as well. Besides the tradi-

tionally important Asian and Latin American

markets the Bank is increasingly watching de-

velopments in the Middle East, Russia and India.

Common to these regions is their high growth

potential and, hence, good opportunities both

for investment and exports from Europe. 

In the Middle East KfW IPEX-Bank is already

well positioned with financing operations in nat-

ural resources and basic industries. It was able to

further establish itself particularly in the petro-

chemical industry, that is, in raw material pro-

cessing. In Oman and Qatar it lead-arranged the

financing of a large methanol project as well 

as other petrochemical plants in the year under

review. In the United Arab Emirates the Bank

participated in the financing of a large hydro-

power plant with an integrated seawater desali-

nation plant.

In Russia, too, the natural resources sector has

been an important market for the Bank. It also

participated in the financing of transport invest-

ment and, again as lead arranger, pollution 

control, most recently in the construction of a

modern waste incineration plant in Moscow. The

country has a great deal to catch up on in these

sectors and this offers good prospects to Ger-

man and other European enterprises. The large-

scale projects financed also included the mod-

ernisation of a steel works and the erection of a

raw iron production plant which is being supplied

with equipment from Germany and Austria.

Another increasingly interesting market is

India. In the past the Bank was involved there

mostly in the energy sector but also in the man-

ufacturing industry. In 2005 it arranged the 

financing of production facilities for wind gen-

erators, for example. However, new business 

opportunities are also arising in other areas such

as suburban rail transport and rolling stock for

Indian Railways, as well as aircraft.

FOREIGN OPERATIONS.
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The Bank is deliberately expanding its interna-

tional presence to better serve its clients. After

São Paulo, Bangkok and Beijing, new offices in

Ankara, Moscow and New York were opened in

2005. A further office is being set up in London to

cultivate contact with the international banking

industry. Later the London Office will also support

the Bank’s syndicated loan operations. An office

will be set up in Dubai to coordinate operations

in the Middle East and one in Mumbai for the

Indian subcontinent.

PRESENCE ABROAD.

The traditional strength of KfW IPEX-Bank is the

medium and long-term loan. This will remain

the main business focus. The Bank’s customers,

however, increasingly expect complementary

products in the shorter-term segment. The Bank

already used more shorter-term financing instru-

ments in the year under review, particularly 

performance bonds. In addition, it started offer-

ing passive documentary credits in cooperation

with other banks. In these operations it takes

over claims under letters of credit from other

commercial banks, giving them more scope for

new operations. There are no plans to set up a

documentary credits business of its own, how-

ever. In 2006 the Bank intends to increasingly

offer other shorter-term trade financing instru-

ments – primarily forfaitings. 

Mezzanine capital instruments were successfully

introduced in the market with a volume of EUR

100 million. For this product line the Bank formed

a competence team of its own which works

closely with the other operational departments.

It is mainly directed at large enterprises in the

SME sector. However, it will also be applied in

the framework of project finance.

The Bank offered more leasing financings in

cooperation with Movesta Lease and Finance

GmbH, the joint venture between IKB and KfW.

Acquisition finance offered good prospects for

growth as well. In addition the Bank will also 

offer interest and currency derivatives as hedging

instruments for its own customers.

PRODUCT DEVELOPMENT.

New Business by Product Variants 
in EUR million

■ Structured Financings 21.6%

■ Direct Loans 21.2%

■ Credit Lines 16.0%

■ Project Financings 10.6%

■ Guarantees 9.6%

■ Other1) 9.0%

■ Acquisition Finance 7.3%

■ Lease Financing 4.7%

1) including mezzanine products, ECA-covered export credits

Total: EUR 12.1 billion
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KfW IPEX-Bank.

The number of arranger mandates was increased

successfully as well. The expertise which the bank

has acquired in project and structured finance

over several decades formed an excellent basis

for this activity.

KfW IPEX-Bank worked very closely and suc-

cessfully with other German and foreign banks

again in 2005. Around two thirds of all loans

were syndicated.

The staff of the Bank’s syndication depart-

ment was increased and its transaction volume

was roughly EUR 2 billion in the year under 

review. The Bank accepted further arranger and

bookrunner mandates, one of which was for a

large project-financing operation in Oman.

COOPERATION WITH OTHER BANKS.

The target corridor of EUR 8 to 10 billion will be

maintained for the volume of new business in

2006, as will be the targets for the results. 

The application for a banking licence will 

be filed this year. Intensive work is in progress

to fine-tune the internal processes, which are

prerequisites for a commercial banking licence.

Talks with rating agencies will become more

specific.

OUTLOOK FOR 2006.

KfW IPEX-Bank continues to assume its respon-

sibility for environmentally and socially sound

operations. Already in 2000, it was one of 

Germany's first banks to adopt environmental

guidelines for its international business. They

were subsequently expanded to take explicit

account of possible social impacts and sustain-

ability aspects in projects financed by KfW IPEX-

Bank. 

KfW IPEX-Bank presented its completely re-

vised Environmental and Social Guidelines for

international financings at an environmental con-

ference attended by 90 delegates in Frankfurt

on July 4, 2005. These Guidelines prescribe that

environmental and social standards in projects

co-financed by the Bank must at least match

the standards of the IFC. The conference was at-

tended by bank customers from the corporate

sector, other banks, financial service providers

and non-governmental organisations. The con-

ference lectures covered a broad range of top-

ics, such as the practices of credit insurance

agencies in their consideration of environmen-

tal aspects in the project appraisal process, the

application of the Equator Principles and the 

assessment of the new Guidelines by a represent-

ative of a non-governmental organisation. 

Representatives of industry and business asso-

ciations were also outspoken in their comments

on the Guidelines. The lectures and the closing

discussion were generally very well received.

RESPONSIBILITY FOR ENVIRONMENTALLY AND SOCIALLY SOUND OPERATIONS.
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The Guidelines require all loan applications for

international financing operations to be screened

for the environmental and social impacts of the

projects to be financed. In the year under review

184 new loans submitted for approval were

screened in this way. Projects are assigned to

one of three categories:

Category A and B projects are subjected to

an in-depth appraisal by KfW’s technical and 

environmental experts unless they are to be 

implemented in an EU country or another OECD

country with established environmental legisla-

tion and practice. In the year under review these

were mainly raw materials projects, thermal

power plants and some transport infrastructure

projects. All cases that were subjected to in-depth

appraisals complied with internationally acknowl-

edged environmental standards. 

Category C includes aircraft, ships, telecom-

munications facilities and standard products of

the capital goods industries that meet generally

accepted standards.

The bank is especially committed to environ-

mentally sound or environment-friendly proj-

ects. Of the total commitments made in the year

under review, loans totalling EUR 1.6 billion were

attributed to this category of projects. The main

focus of these financing operations was on rail-

way sector investments. They were financed with

loans totalling more than EUR 1.1 billion. A good

EUR 0.2 billion was granted to finance renewable

energies or projects aimed at improving energy

efficiency. These included, for example, a wind

farm in Taiwan and three biomass power plants

in Brazil. The Bank provided EUR 0.2 billion for

sewage and solid waste treatment plants, includ-

ing a state-of-the-art waste incineration plant

in Moscow.

Environmental and Social Impacts in 
Project and Export Finance of 
KfW IPEX-Bank

■ Total number of projects 

■ Of which: loans for projects in 
the EU or other OECD countries

160

150

140

130

120

110

100

90

80

70

60

50

40

30

20

10

0
Category A1)

1) Category A: potentially considerable negative environmental impact.
2) Category B: potentially negative environmental impact.
3) Category C: no or only minor environmental impact.Category B2) Category C3)

12
4 4

16

156

103



PROMOTING PEOPLE AND IDEAS MEANS FIGHTING POVERTY ON A SUSTAINED BASIS.

� PROJECTS AND PROGRAMMES FOR DEVELOPING AND TRANSITION COUNTRIES IN 2005.

PROMOTION OF DEVELOPING COUNTRIES –
KFW ENTWICKLUNGSBANK AND DEG.
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KfW Entwicklungsbank carries out Germany’s

“Financial Cooperation” (FC) on behalf of the

German federal government. It finances invest-

ments in economic and social infrastructure, in

the establishment of efficient financial sectors

and in the management of natural resources.

The mission of KfW Entwicklungsbank is to

create conditions for sustainable social and eco-

nomic development even in a difficult environ-

ment. It is working to achieve this goal in over

100 developing countries. 

The prime objective is to reduce poverty. 

Financial Cooperation seeks to relieve social and

economic tension and to reduce risks to the 

environment. It thus contributes to securing

peace around the globe. The supported projects

and programmes are embedded in the develop-

ment strategies of the partner countries and 

are closely coordinated with the activities of

German Technical Cooperation (TC) and other

bilateral and multilateral donors. 

The funds are provided to the partners out

of the federal budget in the form of grants or

loans. KfW Entwicklungsbank uses its potential

as a bank to support the German government in

making additional funds available for develop-

ment finance. These funds are mobilised by 

mixing budget funds with funds raised by KfW

itself. The mixing ratio and the conditions are

adjusted flexibly to the needs of the partner

country and the project or programme. For this

instrument, the so-called FC development loan,

EUR 2,429 million has been committed since the

year 2000, of which EUR 492 million was made

available in 2005.

In addition, a further financing instrument

has firmly established itself in the past five

years: the FC promotional loan. Developmental

efficacy and adequate profitability of the project

in question are major prerequisites for the use

of this instrument. FC promotional funds are

financed entirely from funds raised by KfW. The

bank committed EUR 840 million in loans of this

type since 2000, and EUR 247 million in the year

2005 alone.

DEVELOPMENT COOPERATION ACTIVITIES.

Developing and transition countries were sup-

ported by KfW Entwicklungsbank and DEG in

the 2005 business year as well. Funds were made

available for investments in water and power

supplies, roads, school construction, efficient 

financial systems and private sector develop-

ment. Funds were committed to Asia, sub-Saha-

ran Africa, Europe and the Caucasus, North

Africa, the Middle East and Latin America in a

total volume of EUR 2.6 billion (EUR 2.5 billion).

SURVEY.

PROMOTION OF THE DEVELOPING COUNTRIES.
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KfW Entwicklungsbank.

In 2005 KfW Entwicklungsbank committed EUR 1,900 million in loans and grants (EUR 1,944

million).

Commitments from budget funds were almost

as high as in 2004, reaching EUR 1,233 million

(EUR 1,305 million). KfW Entwicklungsbank made

an additional EUR 583 million available from funds

of its own (EUR 621 million).

COMMITMENTS BY KFW ENTWICKLUNGSBANK.

KfW Entwicklungsbank Commitments 2001-2005
EUR million

2001 2002 2003 2004 2005

FC financings 847 862 984 984 1,076

FC promotional loans 116 41 246 160 247

of which budget funds 193 109 101 321 157

of which grants 494 680 757 685 770

FC development loans 469 249 287 782 492

Memo item: Total budget funds 1,040 971 1,085 1,305 1,233

Total FC 1,5941) 1,291 1,594 1,944 1,900

1) Adjusted for a special loan extended by KfW to the Poverty Reduction and Growth Facility of the IMF in 2001 (EUR 1,430 million).

Delegated cooperation 162 139 77 18 84
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Investments in social and economic infrastruc-

ture development accounted for nearly 60% of

the volume of KfW Entwicklungsbank’s commit-

ments in 2005. Social infrastructure development,

with the main-focus areas of drinking water,

sanitation, education and health represents the

main area of cooperation in terms of funding

volume and number of projects. Commitments to

these operations amounted to EUR 574 million

(EUR 585 million), a share of 30% (30%). Com-

mitments to economic infrastructure projects

in the energy, transport and communications

sector amounted to EUR 556 million (EUR 749

million), a share of 29% (39%) of total com-

mitments. Commitments to the financial sector

amounted to 26% (16%). 

The commitments focused on the core objectives

of development cooperation. Accordingly, 65%

(46 %) of commitments were dedicated to

poverty reduction. Projects directly aimed at pro-

tecting the environment and natural resources

increased slightly to 16% (14%). Another 20%

(38%) went to projects in which environmental

and resource protection represented an impor-

tant element.

Gender equality is also an important goal of

development cooperation. After all, all over the

world women are much more strongly affected

by poverty than men. This is why 33 % of the

commitments made by KfW Entwicklungsbank

in 2005 pursue gender equality as the main or

secondary objective.

KFW ENTWICKLUNGSBANK’S COMMITMENTS BY PRIORITY SECTOR.

Asia/Oceania received by far the largest share of

FC commitments, with 36% (40%) and a volume

of EUR 678 million (EUR 778 million). Commit-

ments to sub-Saharan Africa rose noticeably from

16% to 24%. Europe and the Caucasus received

around 17% of commitments while North Africa

and the Middle East accounted for approx. 15%. 

The changes in the figures expose the different

sectoral and economic developments in the

partner countries.

KFW ENTWICKLUNGSBANK’S COMMITMENTS BY REGION.

KfW Entwicklungsbank’s Commitments 
by Region in 2005
in EUR million and %

■ Asia and Oceania 678 35.7%

■ Sub-Saharan Africa 447 23.5%

■ Europe and Caucasus 317 16.7%

■ North Africa/Middle East 281 14.8%

■ Latin America 177 9.3%Total Commitments 1,900 EUR million
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Under certain conditions the federal government

is prepared to ease the repayment of develop-

ment loans, or write off part of such loans, for

highly indebted partner countries that are will-

ing to undertake reforms. Pledges of this kind

are made in coordination with the international

community of donors in the Paris Club or through

the Heavily Indebted Poor Countries (HIPC) Ini-

tiative, which is administered by the Interna-

tional Monetary Fund (IMF). KfW Entwicklungs-

bank participates in the negotiations on the

German side.

For debt relief to partner countries KfW in

2005 concluded debt rescheduling and cancel-

lation agreements with Gabon, Ghana, Honduras,

Indonesia, Cameroon, Kyrgyzstan and Congo for

a total of EUR 555 million.

Under debt conversions the debtor countries are

released from repayment if they have previously

committed themselves to investing the funds

thus released in poverty reduction and environ-

mental protection and have implemented corre-

sponding projects. KfW Entwicklungsbank con-

cluded debt conversion agreements in the sum

of EUR 31 million with Syria and Kyrgyzstan in

2005. After projects had been implemented by

the debtors KfW Entwicklungsbank cancelled debt

worth more than EUR 88 million, part of which

had already been agreed in previous years.

In the year under review KfW Entwicklungsbank

disbursed EUR 1,386 million (EUR 1,325 million)

for operations in developing and transition coun-

tries, of which EUR 1,023 million (EUR 928 mil-

lion) was from budget funds. After payments of

interest and principal, the net transfer to the

partner countries amounted to EUR 378 million

(EUR 138 million).

DISBURSEMENTS BY KFW ENTWICKLUNGSBANK.

RESCHEDULINGS AND DEBT CONVERSIONS FOR ENVIRONMENTAL PROTECTION

AND POVERTY ALLEVIATION.

According to a recent study KfW ranks first in the

world in the financing of renewable energies.

Under a special facility launched by the German

government, for example, it offers reduced-inter-

est loans up to a total sum of EUR 500 million.

Borrowers can be state-owned or parastatal

agencies in developing countries. The German

Ministry for Economic Cooperation and Devel-

opment (BMZ) provides grants from which the

loan interest rate is reduced. Funds are available

to finance wind power and hydropower plants

as well as biomass, geothermal, photovoltaic

and solar thermal power. To improve energy effi-

ciency KfW Entwicklungsbank finances invest-

ments in electricity supply, power generation

and power transmission loss reduction and to

promote the rational use of energy on the con-

sumer side. In 2005 projects were financed in

the sum of EUR 170 million to develop renew-

able energies and improve energy efficiency 

in India, Chile, Morocco, Azerbaijan and Latin

America. 

KFW SETS STANDARDS IN THE PROMOTION OF RENEWABLE ENERGIES.

KfW Entwicklungsbank.
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The devastating December 26, 2004 tsunami left

600,000 people homeless in Indonesia alone. KfW

Entwicklungsbank is aiding the reconstruction

efforts in the countries most severely affected.

Just after New Year we sent officers to Sri Lanka

and Indonesia to support local governments in

the organisation and preparation of reconstruc-

tion projects in cooperation with other develop-

ment organisations. Emergency relief operations

were followed by the phase of rebuilding the

destroyed infrastructure. KfW Entwicklungsbank

is financing projects focusing on health care, 

education, reconstruction of settlements and

water supply systems, as well as the develop-

ment of small and medium-sized businesses. In

2005 it committed EUR 85 million, of which a

total of EUR 22 million was already disbursed in

2005.

In addition to its Financial Cooperation activ-

ities KfW Bankengruppe donated EUR 1 million

to the reconstruction work in Indonesia and Sri

Lanka. Embedded into a development coopera-

tion project, EUR 700,000 is being invested in a

vocational training centre in Banda Aceh. In Sri

Lanka EUR 300,000 was donated to the Fisher-

men’s Relief Trust Fund to repair damaged 

fishing boats and procure new ones. 

TSUNAMI RECONSTRUCTION AID.
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Together with KfW Entwicklungsbank, DEG cov-

ers the business segment of “Promotion of the

Developing Countries”. As an enterprise of KfW

Bankengruppe DEG supports the development

of the private sector in developing and transi-

tion countries in the framework of the develop-

ment policy of the German federal government.

It contributes to economic growth and to improv-

ing people’s living conditions in these countries

by co-financing investments by private enter-

prises and accompanying these with business

advice. 

Since it was founded in 1962, DEG has co-

financed around 1.300 enterprises in over 120

countries. Its overall commitments of EUR 

7 billion have enabled the mobilisation of 

a private investment volume of around EUR 

45 billion.

PROMOTION OF THE DEVELOPING COUNTRIES – 
DEG'S ACTIVITIES.

THE FUNCTIONS AND ROLE OF DEG.

In the 2005 business year DEG took advantage of

the very good investment conditions in its host

regions. This enabled it to again considerably

expand its financing business. DEG achieved 

a commitment volume of EUR 672 million, the

highest ever (EUR 563 million). That was an 

increase of nearly 19% on the previous year. 

A further EUR 30 million (EUR 38 million) was

mobilised through risk sub-participations. These

transactions were made in cooperation with KfW

Entwicklungsbank and the Dutch development

finance institution FMO. 

A further EUR 35 million (EUR 32 million)

went to project companies under risk sub-par-

ticipations. DEG disbursed EUR 514 million on its

own risk, substantially more than it had plan-

ned. However, these disbursements did not quite

reach the extraordinarily high level of the previ-

ous year, which was EUR 530 million. 

The overall portfolio increased to EUR 2,750 

billion. It was spread across 489 enterprises in

83 countries. This makes DEG one of Europe’s

leading specialised financing institutes whose

business is to promote the private sector in devel-

oping and transition countries. 

DEG committed EUR 165 million for partici-

pations in the year under review. Loans amount-

ed to EUR 485 million, of which EUR 100 million

was structured as private equity or comparable

models. Commitments for guarantees totalled

EUR 265 million. Thus, the use of risk capital in

the form of private equity and mezzanine 

financings amounted to EUR 22 million, which

represents 39% (24%) of new business overall.

Equity capital finance and mezzanine finance

thus have developed impressively. This confirms

that setting up a specific department for these

developmentally important financing forms was

the right thing to do.

DEVELOPMENT OF DEG'S FINANCING BUSINESS.

DEG.
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Funds were committed to 40 countries in the year

under review. Funds were made available for proj-

ects in Azerbaijan for the first time. The group of

least developed countries (LDC) in which projects

were co-financed included Afghanistan, Zambia,

Chad and Uganda. 

The main focus was the region of Asia/Ocea-

nia, accounting for EUR 256 million or 38%. It

was followed by Europe/the Caucasus/Turkey with

EUR 181 million (27%) and Latin America, which

received commitments of EUR 120 million (18%).

Commitments to Africa totalled EUR 108 million

(16%). Of this sum EUR 79 million was commit-

ted to sub-Saharan Africa and EUR 29 million to

North Africa. New commitments included EUR 7

million extended to a supra-regional enterprise. 

In the year under review DEG further 

expanded its operations in the partner coun-

tries’ financial sector. The funds committed here

accounted for 43% of new business. Among

other purposes, the funds were used for the

promotion of capital expenditure by small and

medium-sized enterprises. Three elements were

of particular importance: the intensification of

cooperation with local commercial and regional

banks, commitments to leasing firms and private

equity funds, mortgage and mezzanine financing

as well as support for transactions to promote

black economic empowerment in South Africa. 

Enterprises of the manufacturing sector 

received 36% of the commitments. Infrastruc-

ture projects in the sectors of transport, telecom-

munications, energy and education accounted

for 12 % of new commitments. Other service

sector projects received 6%. The farming sector

excluding the processing agro-industry but 

including fishery accounted for 3%.

DISTRIBUTION OF NEW COMMITMENTS BY REGIONS AND SECTORS.

DEG Commitments 2002–2005
in EUR million

■ Total new commitments of DEG
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DEG.

DEG’s objective is to promote cooperation with

the private sector in the partner countries. It seeks

to achieve this by offering advisory services for

both enterprises and institutions. DEG therefore

offered its country and sector experience and its

financial expertise in the year under review as well.

This improved especially the preparation, struc-

turing and realisation of investment projects. 

The German Ministry for Economic Cooper-

ation and Development (BMZ) for the first time

made funds available to enhance the develop-

mental impacts of DEG financings. They support

complementary or additional measures to DEG

projects with the particular aim of broadening

the effects and enhancing the structural impacts

of the projects. Current approaches involve agri-

cultural development banks for sub-Saharan

Africa, the promotion of renewable energies and

the introduction of improved environmental and

social management systems. 

In addition, the BMZ has launched a pro-

gramme for development partnerships with 

industry (public-private partnership, or PPP).

DEG financed 43 projects under this programme

in the year under review. It committed EUR 7.8

million from funds of the federal budget. The

partner enterprises invested another EUR 15.3

million. An overall project volume of EUR 23.1

million was realised in 2005. In total DEG has 

financed 367 PPP projects since 1999. Around

two thirds were carried out in cooperation with

small and medium-sized project partner firms.

Public funds of EUR 50.1 million were invested

in these projects. The enterprises’ contribution

reached EUR 98.1 million.

Efforts were stepped up to develop and 

implement strategic alliances in the field of PPP.

Foremost among them was the partnership with

the TÜV Rheinland Group in the establishment

of a competency network to promote climate

protection projects in developing countries, as

well as the initiative “cotton made in Africa”.

This project meets market-conforming produc-

tion standards and, in particular, minimum eco-

logical and social requirements within an inter-

national value creation chain.

DEG has been offering a special loan pro-

gramme for business start-ups and young enter-

prises in a number of partner countries on 

behalf of the BMZ since 1999. They include many

young entrepreneurs who underwent vocational

training in Germany. For this purpose revolving

credit funds were established with local partner

banks which provide start-up capital at market

ADVISORY AND PROMOTIONAL PROGRAMMES.

DEG Commitments by Region
im 2005
in EUR million and %

■ Asia and Oceania 256 38%

■ Europe, Turkey and Caucasus 181 27%

■ Latin America/Caribbean 120 18%

■ North and Sub-Saharan Africa 108 16%

■ Supra-regional 7 1%Total: EUR 672 million
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conditions. Around 200 loans were approved

from these funds in 2005. They contributed to

creating and safeguarding around 1,000 jobs. 

In addition, since 2002 DEG has also been

supporting business start-ups in Afghanistan

with non-repayable equity assistance and com-

plementary advisory offers on behalf of the BMZ.

Around 300 projects have been financed since

then, most of them in traditional handicrafts

businesses. The financing of micro-business start-

ups has created more than 5,000 jobs overall.

The equity capital assistance was concluded in

mid-2005. It will be replaced by a guarantee fund

project to guarantee loans extended by local

banks to young entrepreneurs and small enter-

prises. In addition to the BMZ, the American 

relief organisation USAID also committed funds

and pledged further support.

The developmental quality of DEG's new com-

mitments remained stable and maintained its

good level in the year under review. This is the

result of recent evaluations performed by DEG’s

Corporate Policy Project Rating. The analysis of

92 project companies revealed that projects 

financed jointly with other partners in 2005 

directly created around 21,400 jobs. The DEG

project enterprises co-financed in the year under

review safeguarded the livelihood of 112,500

people. Another 99,400 jobs were created as a

result of suppliers’ inputs to production facilities

and through sub-borrowers in financial sector

projects. 

Furthermore, these projects will generate

state revenues of nearly EUR 140 million and

net foreign currency earnings of roughly EUR

900 million annually. The share of project enter-

prises seeking to comply with international 

environmental standards of the World Bank 

increased to 93%. 

Overall it became clear once again that enter-

prises with good credit worthiness, strong spon-

sors and good corporate governance tend to

achieve higher developmental impacts. They help

to increase tax revenues and invest significantly

in research and development as well as in staff

training. They also display a high willingness to

implement additional developmental measures,

thereby meeting their corporate social responsi-

bility in a particular way.

DEVELOPMENTAL IMPACTS OF FINANCINGS AT DEG'S OWN RISK.
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Despite the high international liquidity, bottle-

necks still remain in many partner countries with

regard to long-term financing and the availabil-

ity of venture capital. DEG therefore plans new

business in a volume of EUR 680 million for 2006.

In Africa private investments with important

developmental impacts continue to be of high

priority despite the difficult environment. Fur-

thermore, DEG is generally exploring the possi-

bilities of promoting the private sector in high-

risk countries and in countries with particularly

low income. Promotion of the financial sector

will be continued on the same level as before

given its proven positive structural impacts. An

additional development potential lies in the area

of climate protection and renewable energies. In

the medium term DEG will increase the share of

equity investments and mezzanine loans in its

portfolio. Venture capital will also be made avail-

able additionally through funds. Local currency

financing is becoming increasingly important.

Small and medium-sized German enterprises have

a need for advisory services and structuring 

especially for their activities in China, India, the

Russian Federation, Romania and Turkey. Here

DEG often assumes the role of accompanying

advisor.

OUTLOOK.

The result of ordinary business operations reached

a very high level, at EUR 121.5 million (EUR 57.3

million), which was mostly due to one-time 

effects due to earnings from the sale of partici-

pations that were economically and develop-

mentally particularly successful, and which was

also supported by positive trends in the stock

markets. Moreover, besides the individual proj-

ect quality, investment conditions in the partner

countries improved as well. As no additional

country risks had to be provided for, risk provi-

sions could be reduced substantially. 

Before taxes and including tax refunds for

previous years, net income for the year was EUR

118.9 million (EUR 44.2 million), which was allo-

cated to the appropriated surplus as required 

by the by-laws. The equity base thus improved

put DEG in a better position to bear risks and

enabled it to further expand its financing busi-

ness.

RESULT.

KfW Entwicklungsbank/DEG.
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2 Egypt 75.25 37.45 0.00 12.35 125.04

3 Sri Lanka 73.19 43.87 0.00 0.00 117.06

4 China, PR 27.08 12.21 0.00 73.18 112.47

5 Indonesia 73.99 22.80 0.00 15.22 112.00

6 Russ. Federation 0.00 18.22 0.00 71.94 90.16

7 South Africa 15.60 45.00 0.00 16.66 77.26

8 Mexico 0.00 48.91 0.00 27.62 76.53

9 Serbia/Montenegro 25.03 30.00 0.00 15.51 70.54

10 Jordan 60.20 0.00 0.00 0.00 60.20

11 Tanzania 21.20 0.00 38.34 0.00 59.54

12 Kenya 17.02 0.00 20.00 20.19 57.21

13 Georgia 37.73 15.87 0.00 1.11 54.70

14 Brazil 30.05 0.00 0.00 22.68 52.73

15 Palest. Territories 37.52 0.00 13.36 0.00 50.87

16 Thailand 26.00 0.00 0.00 21.73 47.73

17 Costa Rica 0.00 29.83 0.00 17.55 47.38

18 Philippines 35.62 0.00 0.00 10.18 45.80

19 Turkey 18.00 6.00 0.00 19.34 43.34

20 Albania 19.42 10.00 0.00 7.97 37.39

21 Kazakhstan 0.00 15.11 0.00 20.44 35.55

22 Vietnam 29.87 0.00 0.00 2.50 32.37

23 Uganda 23.77 0.00 0.00 8.10 31.87

24 Nepal 31.74 0.00 0.00 0.00 31.74

25 Kirgistan 29.84 0.00 0.00 1.90 31.73

26 Peru 6.67 15.43 0.00 7.00 29.10

27 Tunisia 9.70 18.81 0.00 0.00 28.51

28 Romania 1.20 15.00 0.00 11.21 27.40

29 Senegal 26.44 0.00 0.00 0.00 26.44

30 Uzbekistan 26.20 0.00 0.00 0.00 26.20

31 USA 0.00 25.37 0.00 0.00 25.37

32 Bulgaria 0.00 10.00 0.00 14.80 24.80

33 Congo, Republic 24.43 0.00 0.00 0.00 24.43

34 Cambodia 24.36 0.00 0.00 0.00 24.36

35 Mali 23.39 0.00 0.00 0.00 23.39

36 Afghanistan 21.15 0.00 0.00 2.00 23.15

37 Nigeria 10.00 0.00 0.00 12.06 22.06

38 Ethiopia 22.00 0.00 0.00 0.00 22.00

39 Mozambique 20.07 0.00 0.00 0.00 20.07

40 Burkina Faso 20.00 0.00 0.00 0.00 20.00

1 India 47.48 110.50 0.00 73.63 231.62

Position Country Budget KfW Other DEG Total
Funds Funds Donors' Funds

Promotion of Developing Countries – Financing Commitments of KfW Bankgengruppe 
by Country (Jan. 01– Dec. 31, 2005)
(EUR million)
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KfW Entwicklungsbank/DEG.

46 Bosnia and Herzegovina 0.00 0.00 5.09 10.00 15.09

47 Pakistan 0.00 0.00 0.00 15.00 15.00

48 Ukraine 0.00 0.00 0.00 15.00 15.00

49 Honduras 14.00 0.00 0.00 0.00 14.00

50 Armenia 7.10 6.35 0.00 0.00 13.45

51 Namibia 13.28 0.00 0.00 0.00 13.28

52 Singapore 0.00 0.00 0.00 12.46 12.46

53 Uruguay 0.00 0.00 0.00 11.33 11.33

54 Liberia 10.76 0.00 0.00 0.00 10.76

55 Zambia 2.50 0.00 0.00 7.51 10.01

56 Niger 10.00 0.00 0.00 0.00 10.00

57 Yemen 9.50 0.00 0.00 0.00 9.50

58 Panama 0.00 2.56 0.00 6.10 8.66

59 Chad 3.50 0.00 0.00 5.00 8.50

60 Mauritania 8.47 0.00 0.00 0.00 8.47

61 Guinea 8.00 0.00 0.00 0.00 8.00

62 Haiti 8.00 0.00 0.00 0.00 8.00

63 China (Taiwan) 0.00 0.00 0.00 7.50 7.50

64 Guatemala 6.80 0.00 0.00 0.00 6.80

65 Azerbaijan 0.92 0.00 0.00 5.67 6.60

66 Ghana 6.50 0.00 0.00 0.00 6.50

67 El Salvador 0.00 0.00 0.00 6.13 6.13

68 Mongolia 6.02 0.00 0.00 0.00 6.02

69 Malawi 6.00 0.00 0.00 0.00 6.00

70 Laos 4.55 0.00 0.00 0.00 4.55

71 Cape Verde 4.45 0.00 0.00 0.00 4.45

72 Benin 4.00 0.00 0.00 0.00 4.00

73 Sierra Leone 4.00 0.00 0.00 0.00 4.00

74 Côte d'Ivoire 3.25 0.00 0.00 0.00 3.25

75 Chile 0.24 0.00 0.00 3.00 3.24

76 Rwanda 3.00 0.00 0.00 0.00 3.00

77 Czech Republic 0.00 0.00 0.00 3.00 3.00

Other Commitments1) 6.05 0.00 0.00 0.00 6.05

Supraregional Commitments 30.25 43.32 7.30 32.59 113.45

Total 1.233.04 582.61 84.08 671.78 2.571.51

43 Bangladesh 16.50 0.00 0.00 0.15 16.65

41 Nicaragua 11.06 0.00 0.00 7.88 18.94

42 Burundi 16.89 0.00 0.00 0.00 16.89

44 Algeria 0.00 0.00 0.00 16.61 16.61

45 Lebanon 16.26 0.00 0.00 0.00 16.26

Position Country Budget KfW Other DEG Total
Funds Funds Donors' Funds

(cont.)

1) Of less than EUR 3 million.
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ADVISORY AND OTHER SERVICES.
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PRIVATISATION OF DEUTSCHE TELEKOM AND DEUTSCHE POST.

Deutsche Telekom AG

■ Free-floating shares 63%

■ KfW 22%

■ Federal Republic 15%

KfW holds around 927.4 million shares

Deutsche Post AG

■ Free-floating shares 58%

■ KfW 42%

KfW holds around 497.2 million shares

The main feature of 2005 was two prominent

transactions for the further privatisation of Deut-

sche Post AG – a euro bond exchangeable into

shares of Deutsche Post AG (Uridashi) in Janu-

ary and a direct placement of Deutsche Post AG

shares in June.

The exchangeable bond was designed specif-

ically for the Japanese market and exclusively

for retail investors. With a placement volume of

EUR 1.1 billion it clearly exceeded all expect-

ations. The great success of this transaction, the

first of its kind in Japan, attests to the good

standing not only of Deutsche Post but also of

KfW in the Japanese market. Through its refi-

nancing activities, KfW has maintained a pres-

ence in this market for 20 years – the inter-

national capital market journal “Euromoney”

named this transaction “Equity Deal of the Year

2005”.

A further privatisation step took place in

June, when we sold approx. 11.4% (126.5 million

shares) of Deutsche Post’s share capital – worth

EUR 2.4 billion – to institutional investors. This

transaction was also exceptionally well received

in the market. This transaction meant that Deut-

sche Post AG is now majority privately owned

for the first time.

In April the exercise of warrants issued in

October 2004 reduced our stock of shares in

Deutsche Telekom AG by 22.1 million shares worth

around EUR 333 million.

In July, under a new holding arrangement,

KfW acquired around 7.3% each of Deutsche Post

and Deutsche Telekom shares worth a total of

around EUR 5 billion. Taking account of the cap-

ital increase carried out in December at Deut-

sche Post in connection with the takeover of 

Exel, KfW’s share in the enterprise’s share cap-

ital is currently 41.7 %. KfW’s share in Deutsche

Telekom is 22.1%.

Advisory and Other Services.
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Through its extensive advisory service, KfW is

meeting the requests by private and commercial

customers and banks for meaningful informa-

tion and customised advice about the full range

of financing products. In addition to the initial

information available on the Internet, KfW also

provides customised advice – either by tele-

phone via the Infocenter or in person at the of-

fices of our regional cooperation partners.

FINANCING ADVICE.

For KfW the Internet is still the main medium for

disseminating up-to-the-minute information that

meets the needs of the target group. The Inter-

net presence of KfW Mittelstandsbank has there-

fore been expanded. A new start-up centre was

set up, for example. It provides a wide range of up-

to-date practical information, tips, references and

checklists on business start-ups. The interactive

loan advisory tool, which is also new, provides

information about suitable programmes for dif-

ferent stages in the life and development of an

enterprise. 

Under www.kfw-foerderbank.de visitors will

find information on the full range of activities in

the fields of construction, housing, energy con-

servation, environmental protection, education

and infrastructure. Important information on

asset securitisation can also be viewed.

The new KfW Advisory Forum has also been 

online since March 2005. This restricted-access,

password-protected Internet platform is avail-

able to users free of charge. At the heart of the

new forum is an archive containing all relevant

documents. The menu item “Financing products”

takes the visitor to current information, forms and

online tools for each of KfW’s financing prod-

ucts. All loan applications and investment, which

can be processed online and offline, are filed

under the menu item “e-business”. The section

headed “Advice” gives an overview of the wide

range of information and advice provided by KfW.

INTERNET.

The team of advisers at the KfW Infocenter gives

quick answers to individual questions. A grand

total of 370,000 telephone and 55,000 written

queries were dealt with in 2005. All in all, the

Infocenter answered 290,000 enquiries about KfW

Förderbank products in the year under review.

Of these, 185,000 telephone enquiries had to do

with the housing sector and environmental and

climate protection. A further 80,000 requests

for advice addressed to KfW Mittelstandsbank’s

Infocenter were for information about commer-

cial loan and participation programmes.

KFW INFOCENTER FOR TELEPHONE ADVICE.

ADVICE FOR BUSINESS START-UPS, 
SMES AND PRIVATE BUILDERS.
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The Advisory Centres in Berlin, Bonn and Frank-

furt provide opportunities for personal discus-

sions on complex issues. In 2005 2,100 commer-

cial customers came to our branches to seek

advice from KfW experts on issues related to

start-ups, business and the environment. A num-

ber of property owners and would-be property

owners took advantage of the opportunity to

obtain personal advice. KfW experts conducted

1,300 discussions about housing, construction

and energy conservation in which extensive, in-

dividual advice was given on KfW Förderbank’s

financing options.

Open consultation days took KfW to 50 other

locations within Germany. The offices of our co-

operation partners (e.g. Chambers of Commerce

and promotional institutions in the federal states)

provide venues where our experts can inform

business founders and young enterprises, in par-

ticular, about all KfW Mittelstandsbank’s pro-

grammes. They find out about key financing 

data which they can integrate into their busi-

ness concepts. Some 2,200 new enterprises took

advantage of this local advisory service in 2005.

In order to give this target group even more

effective on-the-spot assistance, KfW expanded

its cooperation with promotional institutions in

the federal states. For instance, joint consultation

days have been organised in conjunction with

the promotional institutions in the federal states

of Saxony-Anhalt and Lower Saxony since early

2005. Staff from KfW and from the local pro-

motional institutions take turns to host discus-

sions. This new, extensive cooperation has made

it possible to increase the number of locations in

Germany where open consultation days are held.

PERSONAL ADVICE AT KFW’S ADVISORY CENTRES 

AND OPEN DAYS FOR CONSULTATION.

Access to financing and the financing condi-

tions for start-ups and SMEs is becoming in-

creasingly dependent on how corporate perform-

ance and hence the SME’s business position and

development are rated. Its development also de-

termines the ability to pay back (KfW) loans out-

standing. This is where the advisory service pro-

vided by KfW Mittelstandsbank comes in. During

the critical phases of business development KfW

supports the targeted use of the services of busi-

ness consultants and coaches. Hence, we pro-

vide support both when implementing the idea

for a new business and when planning a new

phase in the company’s development or when

reviewing the turnaround options in crisis situ-

ations. In the field of advisory support KfW works

closely with its regional partners, such as the

Chambers of Commerce and the promotional

institutions in the federal states.

ADVICE ON BUSINESS DEVELOPMENT.

Advisory and Other Services.
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KfW has been providing increasing support for

advisory services for start-ups and young enter-

prises since the end of 2004. KfW start-up

coaching is part of the “pro SME” offensive of

the Federal Ministry of Economics and Technol-

ogy. For up to five years after setting up in busi-

ness or taking over an existing business, start-

ups and young companies can obtain a grant –

which is funded by the European Social Fund

(ESF) – to help them to pay consultancy fees.

These funds can be used in a number of different

ways ranging from optimising the business plan

and implementing investment plans to prepar-

ing discussions about financing. KfW start-up

coaching is available throughout Germany – with

the exception of Baden-Württemberg, Bavaria,

North Rhine-Westphalia and Rhineland-Palat-

inate – and is meeting with success: in 2005

nearly 1,000 enterprises took advantage of the

start-up advisory service.

KFW START-UP COACHING.

It has taken only ten years for KfW’s Round Table

to become institutionalised. Its record of success

is unique: it has so far saved more than 26,000

small and medium-sized enterprises from collapse

– and hence 260,000 jobs. It has thus become

firmly established as a source of help for SMEs.

Since late 2004 and the inclusion of Bavaria in

cooperation with LfA Förderbank Bayern, the

Round Table has featured at 100 locations. In

2005 2,800 SMEs and self-employed people made

use of KfW’s Round Table.

CLARIFICATION IN TIMES OF CRISIS AT KFW’S ROUND TABLES.

For enterprises in difficulty but with good pros-

pects of recovering, turnaround advice is given

with regard to implementing all measures de-

cided at the Round Table. In the year under re-

view 600 enterprises benefited from the expert-

ise of professional business consultants. The cost

of the turnaround advisory service is subsidised

jointly by KfW Mittelstandsbank and the Euro-

pean Social Fund (ESF).

INITIATING SUCCESS: KFW’S TURNAROUND ADVICE.
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The aim of enabling business networking is to

develop market platforms and, at the same time,

efficient advisory support instruments.

Small and medium-sized enterprises often

find it difficult to locate a qualified business con-

sultant suitable for their enterprises and queries.

KfW Mittelstandsbank’s consultant exchange,

which was restructured in 2005, provides the

solution to this problem. Under http://www.kfw-

beraterboerse.de there are entries on some 3,500

advisers. Entrepreneurs can see, for example,

which of the consultants can be commissioned

in the context of advisory support programmes.

After contact has been made with the selected

consultant, a mandate can be issued directly on-

line. A new idea is the option of evaluating the

service provided when the consultancy is over.

These evaluations will make it easier for others

seeking advice to select a consultant.

MARKET PLATFORMS: ENABLING BUSINESS NETWORKING.

Private equity is crucial to rapidly growing in-

novative enterprises. To make it easier for enter-

prises and investors to find a suitable partner, in

2005 KfW Mittelstandsbank and Deutsche Börse

AG organised two joint equity forums. These

events for venture capital, private equity and

mezzanine financing brought enterprises togeth-

er with investors, start-up consultants and young

businesses. In 2005 more than 4,000 people took

part in the two equity capital forums. 

The Business Angels Forum brings experienced

businessmen together with founders of innova-

tive companies and young entrepreneurs. The

Internet marketplace for the Business Angels

Netzwerk Deutschland e.V. (BAND) is sponsored

by KfW and Deutsche Börse AG.

KFW MARKETPLACES FOR INNOVATIVE START-UPS AND YOUNG ENTERPRISES.

The “Seeds of Innovative Regional Growth” pro-

gramme is used by the Federal Ministry of Edu-

cation and Research to promote innovative re-

gional initiatives. It is conducted jointly by enter-

prises, educational and research establishments

and other players. Cooperation associations with

a clear innovation strategy and particular ex-

pertise in their specific fields are provided with

suitable start-up capital. This is intended to boost

self-supporting medium-term economic growth.

One of the preconditions is that the results of re-

search can be implemented promptly in industry. 

The initiatives are supported by professional

consultants in the concept development phase.

For this purpose KfW has set up a pool of quali-

fied advisers who can be put in touch with the

cooperation associations as required.

SEEDS OF GROWTH – INNOVATION NEEDS SUPPORT.

Advisory and Other Services.
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Every year a number of small and medium-sized

enterprises have to close down because their

owners cannot find a successor. To improve suc-

cession transfer chances, KfW Mittelstandsbank

merged the two business exchanges “Change on-

line” and “nexxt.org” to form the new business

exchange under www.nexxt-change.org. The pro-

ject was set up in partnership with the Federal

Ministry of Economics and Technology, the Ger-

man Chamber of Industry and Commerce, the

German Confederation of Skilled Crafts (ZDH), the

central organisation of the cooperative banking

group (BVR) and the German Savings Bank As-

sociation (DSGV).

Business people wishing to transfer their

companies and business founders and entrepre-

neurs looking for a business can thus advertise

what they are offering or seeking. Contact is

made via the 700 or so regional partners of the

business exchange. In 2005 1,800 business suc-

cession transfers were recorded.

BUSINESS SUCCESSION – FINDING THE BEST SUCCESSOR.

KfW Academy is a fee-charging further training

arrangement for KfW partners. The topics ad-

dressed are current issues in the SME sector,

housing, muncipal infrastructure and environ-

mental protection and matters related to KfW’s

financing programmes and advisory services. In

2005 a total of 1,250 people attended 25 events

organised by the Academy. Supplementary work-

shops on KfW Förderbank’s financing products

were also conducted for staff of the Bank and

KfW’s partners such as tax consultants and archi-

tects. KfW has thus ensured – in the interests of

our end-customers, too – that extensive know-

ledge about KfW Förderbank’s programmes is

available locally. 

KfW experts also took part in Germany’s 

seven largest professional trade fairs for housing

and building. They talked to more than 3,000 indi-

viduals, giving them detailed professional infor-

mation about relevant financing programmes.

In addition, 24 regional conferences on the

housing programmes offered by KfW Förder-

bank were held jointly with housing companies

and municipalities, the Bank’s direct partners.

In the KfW forums independent consultants

and consultants from Chambers of Industry and

Commerce and banks discuss current issues of

economic and promotional interest with noted

experts from the business sector, academia and

politics. The main focus is naturally on financing

opportunities for SMEs. The consultants use the

KfW forums both as an information tool and as

a platform for collegial exchanges.

FURTHER EDUCATION AND TRAINING PROVISION.
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In 2005 KfW conducted the third survey of its

customers and business partners. Satisfaction

with the information and advice that we pro-

vided was also analysed. This was a particular

area in which KfW was able to build on what

had been achieved in previous years: overall, a

high level of satisfaction with the advice and in-

formation supplied by KfW was achieved. Per-

sonal advice in KfW’s Advisory Centres and the

telephone service provided by KfW’s Infocenter

were given a particularly positive assessment.

End-customers in particular generally compli-

mented the Bank’s advisers on their friendly,

easily comprehensible and highly skilled advice.

THE BENCHMARK OF CUSTOMER SATISFACTION.

KfW administers old claims that have passed to

the Federal Republic of Germany in the process

of German unification. The original volume of ap-

proximately EUR 3.3 billion has since been re-

duced to a remainder of around EUR 43 million.

As the legal representative, KfW also manages

the accounts of unidentified creditors. At pres-

ent around 2,700 such accounts are still open.

On behalf of the federal government KfW

handles claims against a number of other coun-

tries resulting from their foreign trade with the

former GDR. KfW also processes claims on Ger-

man exporters for reimbursement arising out of

amounts wrongly offset against transfer rubles.

KfW was able to collect around EUR 60.6 million

from these two areas for the federal govern-

ment during the year under review.

KfW has been mandated to conduct agency

business for the Compensation Fund for Curren-

cy Conversion. The Fund was established in con-

nection with German monetary union. EUR 45.6

billion in compensation claims had been paid in

full by December 31, 2005. The compensation li-

abilities added up to EUR 1.9 billion. After de-

duction of the redemption payments already

made, EUR 9.0 billion in compensation liabilities

against the Inherited Debt Fund are still out-

standing.

Finanzierungs- und Beratungsgesellschaft mbH

(FuB) handles business for the Federal Agency

for Special Tasks resulting from Unification (BvS)

such as contract management to supervise and

fulfil the obligations under the privatisation con-

tracts, handling participations for companies that

are being wound up, and reprivatisation, includ-

ing handling claims for restitution.

A clear reduction in the number of cases out-

standing in all areas was achieved in the period

under review. Only 350 privatisation contracts

and 78 enterprises to be wound up thus re-

mained on December 31, 2005.

In addition, the FuB handles special tasks re-

lating to the currency conversion, especially iden-

tifying persons entitled to make claims on for-

eign currency accounts held at the time. In 2005

another approx. 1,000 credit balances totalling

EUR 0.8 million were paid out to previously

unidentified creditors or transferred to the Com-

pensation Fund at the Federal Office for the

Settlement of Open Property Questions. On De-

cember 31, 2005 only about 5,200 accounts for

a total of EUR 5.0 million remained.

TASKS RELATED TO GERMAN UNIFICATION.

Advisory and Other Services.
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In 1998 the Compensatory Fund for Securities

Trading Companies (EdW) was set up at KfW as

a Federal Government Special Fund without legal

capacity. The EdW protects small investors against

loss on their claims from securities transactions

up to a minimum amount laid down by law. To

date the EdW has dealt with 2,400 claims for

compensation and has paid 1,500 investors some

EUR 12 million in total.

In the year under review KfW also managed the

Contergan Foundation for handicapped people

and the foundation which provides humanitar-

ian aid for people infected with HIV through blood

products (“Humanitäre Hilfe für durch Blutpro-

dukte HIV-infizierte Personen“) on behalf of the

federal government. In 2005 KfW paid out EUR 26

million in compensation to 3,500 beneficiaries.

OTHER SERVICES.



FUNDING.

KfW Bankengruppe refinances its lending busi-

ness almost exclusively in the international cap-

ital markets. The need for long-term funds has

for some years amounted to approximately EUR

50 billion per annum. As KfW’s aim is to ensure

borrowing of large volumes of long-term funds

it has put its capital market activities on a broad

basis. That applies to both the products offered

and the regional distribution of investors. 

With values such as reliability and security,

but also flexibility and openness to new prod-

ucts, KfW has earned itself a first-class position

as a global issuer. KfW uses a mix of different

instruments which allows funding at costs that

put KfW in a position to pursue its promotional

objectives over the long term. To optimise fund-

ing costs and to be able to borrow high volumes

on a long-term basis are the two main goals pur-

sued by KfW in its capital market activities.

In 2005 KfW issued bonds and notes in alto-

gether 16 different currencies. These bonds and

notes were purchased by investors worldwide. 

In 638 individual transactions KfW raised funds

equivalent to EUR 50.6 billion. This makes KfW

one of the leading issuers worldwide. Due to rel-

atively high off-schedule repayments on loans in

the first half of the year, KfW’s funding need was

slightly below the 2004 figure of EUR 52.1 billion.

Of the total funding volume 95 percent was

raised through bond issues in the capital market

and 5 percent were securities issued in connec-

tion with synthetic securitisation transactions

and loans. In its commercial paper programmes

KfW raised short-term funds in EUR and USD in

the international money markets.

FIRST CHOICE WORLDWIDE.

KFW – BORROWINGS IN DOMESTIC AND FOREIGN CAPITAL MARKETS.

Borrowings by currency1)

EUR billion and % 

2004 2005

Currency EUR billion % EUR billion %

Other 3.1 6.0 5.9 11.7

Total 52.1 100.0 50.6 100.0

EUR 21.2 40.7 23.8 47.0

USD 19.8 38.0 12.0 23.7

GBP 6.7 12.9 6.5 12.8

JPY 1.4 2.7 2.4 4.8

1) Differences in the totals are due to rounding.
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Strong Position in the Money and Capital Markets.



85

KfW’s funding activities are based on three pil-

lars. The first pillar are large-volume bonds is-

sued under the c Benchmark Programme and the

US dollar Global Programme. These bonds are

placed around the globe. Funds equivalent to

EUR 18.6 billion were raised under these two

programmes, which continue to form the basis

of KfW’s funding. In the year under review the

first pillar accounted for 37% of total funding.

Compared with the previous year (34%) the share

increased because the total funding volume was

lower.

Since 2001 KfW has issued 15 global format

bonds under the c Benchmark Programme,  three

of them in 2005. These bonds had maturities of

three, five and ten years and nominal volumes

of EUR 5 and 4 billion. In all three cases the vol-

ume was finally determined in the course of the

issuing process in line with current demand. This

procedure met with a very positive response from

investors and intermediaries and supported the

performance of the bonds.  Around three-quar-

ters of the Euro Benchmark Bonds were placed

in Europe. The remainder were sold in Asia and,

on a smaller scale, in the United States, Canada

and a number of other countries. 

Since 2002 under its US$ Programme KfW has

issued global format bonds with special bench-

mark features such a high minimum volumes,

maturities of three, five and ten years, a trans-

parent syndication process and the possibility of

being traded on electronic platforms. In the year

under review KfW issued three bonds under this

programme with maturities of three and five years

and volumes of USD 2 and 3 billion. Up to 60%

of these bonds were sold to Asian investors.  This

makes them the most important investor group

in KfW USD bonds ahead of European investors,

who are, however, gaining importance.

GLOBAL OFFER OF LARGE BONDS.

e Benchmark Programme 

EUR billion Maturity Coupon in %

KfW c Benchmark I/2005 4.0 July 4, 2015 3.500

KfW c Benchmark II/2005 4.0 October 11, 2010 2.500

KfW c Benchmark III/2005 5.0 November 17, 2008 2.500

US$-Programm 2005

USD billion Maturity Coupon in %

USD Global Bond I/2005 3.0 March 14, 2008 3.500

USD Global Bond II/2005 2.0 June 15, 2010 4.250

USD Global Bond III/2005 2.0 November 17, 2008 4.625
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The second pillar of KfW’s funding activities com-

prises public bonds issued in different currencies.

They accounted for 44% of the long-term funds

in 2005 (2004: 46%). 

The development of the market for bonds

denominated in currencies that offer an alter-

native to the euro and the US dollar was particu-

larly positive. Investors endeavour to achieve

attractive yields through a stronger diversifica-

tion of their investment currencies and new prod-

ucts. For example, KfW placed a record volume

of NZD 3.8 billion (equivalent to EUR 2.1 billion)

in 2005. Thus, by international comparison, KfW

was the largest issuer in New Zealand dollars last

year. However, there was equally strong demand

for currencies that have so far been less repre-

sented in the international bond markets, such

as the Brazilian real, the Iceland krona, the Mex-

ican peso and the Turkish lira. The four latter

currencies were added to KfW’s range of issue

currencies in 2005. Due to the fact that several

issues were launched in these currencies during

the year under review, KfW was able to attain a

leading position in these sub-markets. KfW thus

made a significant contribution to establishing

these currencies in the international capital mar-

ket. KfW hedges the currency risks in connection

with these funding activities by entering into

swap transactions with first-class counterparties. 

The third pillar of KfW’s funding activities

covers private placements and, to a lesser extent,

loans denominated in different currencies. In

2005 it accounted for 19% (2004: 20%) of to-

tal borrowings. In this segment KfW issued many

smaller bonds tailored to the specific needs of

individual investors. Owing to its flexibility and

the inclination to introduce innovative products

KfW successfully placed over 300 bonds and notes

denominated in Japanese yen in Japan in 2005,

for example. As a result the number of yen 

issues more than doubled year on year and the

total issue volume increased substantially.

STRONG DEMAND FOR DIFFERENT CURRENCIES.

Issue volume in 2004/2005 by instrument1)

EUR billion and % 

2004 2005

EUR billion % EUR billion %

Loans 1.5 2.9 2.6 5.1

of which: Credit Linked Notes 1.2 2.3 2.2 4.3

of which: Other 0.3 0.6 0.4 0.8

Total 52.1 100.0 50.6 100.0

Securities 50.6 97.1 48.0 94.9

of which: Benchmark bonds 17.8 34.2 18.6 36.7

of which: Other public bonds 23.7 45.5 22.2 43.9

of which: Private placements 9.1 17.5 7.2 14.2

1) Differences in the totals are due to rounding.

Funding.
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In its international money market activities, too,

KfW can look back on a very successful year. The

Multicurrency Commercial Paper Programme, the

most important source of short-term funds for

KfW Bankengruppe, reached a total issue vol-

ume of EUR 50.7 billion, exceeding the previous

year’s figure by 10%. KfW was able to assert its

position as one of the largest issuers worldwide

in this segment. The share of issues denomin-

ated in euro has grown continuously over the

past few years and in 2005 accounted for over

half the programme volume. KfW also offered

paper in all other major currencies.

KfW strengthened its position in the US market,

too. Due to strong demand in 2004 it increased

the USD Commercial Paper Programme of KfW

International Finance from USD 6 billion to USD

10 billion at the beginning of the year under re-

view. In the course of 2005 paper worth a total

of USD 66.8 billion was issued. This was a 76%

increase over the previous year. The two Com-

mercial Paper Programmes form a solid founda-

tion for KfW’s short-term funding.

MONEY MARKET ACTIVITIES FURTHER EXPANDED.

As a global issuer KfW seeks to contribute to the

development of local Asian capital markets. Chi-

na, Malaysia and Thailand belong to those Asian

countries that have started to open their mar-

kets to foreign issuers. Altering the framework

conditions in these countries could increase the

currently low market volume and create an ef-

ficient long-term balance between capital sup-

ply and demand. KfW supports this process with

its issuing activities. This may produce positive

effects for both the country concerned and KfW. 

KfW has cooperated with the three aforemen-

tioned countries in other areas for a number of

years. In the year under review KfW initiated an

intensive process to obtain approval to issue

bonds in the relevant local currency. KfW con-

siders its involvement in these local capital mar-

kets as a long-term commitment aimed at en-

larging its product range and giving its funding

an even broader base.

INTERESTING PERSPECTIVES IN NEW MARKETS.



88

Through first-class communication with capital

market participants KfW is striving to further

strengthen its position as one of the leading is-

suers worldwide. Besides direct contacts with in-

vestors, the continuous provision of up-to-date

information is an important element of the in-

vestor relations programme. KfW regularly pro-

duces print and online publications on the fund-

ing activities and other topics of KfW Banken-

gruppe. In addition, specific conferences for in-

vestors, analysts and the press are held to provide

current information on the capital market ac-

tivities of KfW.

INVESTOR RELATIONS ACTIVITIES AROUND THE GLOBE.

Geographical distribution of 
benchmark bonds issued in 2004
e-Benchmark in %

■ other Europe 57.3%

■ Asia 19.0%

■ Germany 18.3%

■ North America 3.0%

■ other regions 2.4%

Geographical distribution of 
benchmark bonds issued in 2004
USD bonds in %

■ Asia 55.4%

■ other Europe 19.9%

■ North America 15.1%

■ other regions 8.6%

■ Germany 1.0%

Funding.
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For 2006 KfW expects a funding need of EUR 

50 to 55 billion. 40 to 45 % of this volume is

planned to be raised under the two benchmark

programmes of the first pillar. The second pillar,

other public bonds, is equally expected to con-

tribute 40 to 45%. The third pillar, private place-

ments, is to cover 10 to 20 % of the funding

volume. 

The minimum volume of bonds issued under

the c Benchmark Programme will be EUR 3 bil-

lion. The minimum volume planned for US dol-

lar bonds issued under the Global Programme is

USD 2 billion for maturities of up to 5 years and

USD 1 billion for longer maturities. 

From 2006 KfW will launch an additional issue

programme targeted at the US market. In this way

KfW will broaden the range of products offered

to US investors beyond large-volume bonds in

global format.

As regards the range of currencies, KfW ex-

pects continued strong demand for issues de-

nominated in currencies other than the euro and

US dollar in 2006. Nonetheless, the focus of the

funding activities of KfW Bankengruppe will

continue to be on its two main currencies, the

euro and the US dollar.

OUTLOOK.



ACTIVITIES IN OUR CENTRAL DEPARTMENTS.

KfW’s activities in the international money and

capital markets now have to be reported accord-

ing to the rules of the International Financial

Reporting Standards IFRS. KfW will meet this re-

quirement beginning with the 2007 business year

and publish its group accounts according to in-

ternational standards. As the corresponding rules

demand a comparative year-on-year balance

sheet all accounts have to be entered in a new

general accounting system to be implemented

by KfW as from January 1, 2006. This will be

done in addition to the current accounting ac-

cording to the HGB (German Commercial Code). 

At the end of 2003, after a thorough exam-

ination of the underlying conditions, it was de-

cided to implement the main components of

parallel IFRS accounting as an in-house devel-

opment. The centrepiece is an “IFRS data man-

agement system”. It was set up as a mainframe

database with web services as a user interface.

It brings together all entries and the results of

the valuation and amortisation runs of individ-

ual transactions. As these computation runs are

usually done on a monthly basis, approximately

70 million new entries will be added every year. 

As a separate process, these entries will also

be transferred into the main accounting base for

further processing to prepare the balance sheet.

All of KfW’s subsidiary accounting units are

connected to the IFRS data management system.

They include, in particular, the loan accounting

and the system used for the liabilities side. From

there they are transferred to IFRS accounts on

the basis of codes. There is a further interface

between the main accounting system according

to the HGB and the data management system.

This is where all entries are made that do not

originate from a subsidiary accounting unit.

For entries made according to the HGB that

cannot be automatically converted into corre-

sponding IFRS entries the program will inde-

pendently generate an operation that prepares

the data for manual processing. There are user

interfaces for all codes. This enables the trained

accounting officers to perform all modifications

independently. 

For IFRS valuation the Bank has made use of

systems already in use for the liabilities side. This

has led to strong synergies. Besides, as the same

methodology was applied throughout there was

far less need for coordination. 

As planned, the central components of the

IFRS system went into operation in mid-Novem-

ber 2005. They have since been collecting and

processing all entries and valuation results rele-

vant for the year 2006. The opening balance

sheets of the individual subsidiary ledgers were

prepared at the beginning of 2006. 

We plan to conclude the sub-project for the

preparation of the notes and the internal and

external segment report in 2006. Besides major

internal controlling elements, the earnings fore-

cast calculation in particular is to be changed to

the IFRS method.

NEW IT SYSTEM FOR ACCOUNTING ACCORDING TO IFRS.

COST-EFFECTIVE IT SUPPORT FOR THE BUSINESS PROCESSES.
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Activities in Our Central Departments – Information Technology.



91

The entire IT department began dividing its serv-

ice range into almost 100 IT services in early 2003.

This has enabled more efficient use of IT re-

sources. The IT service portfolio seeks to achieve
■ acceptance by in-house clients because of

user-friendliness. This goal has been reached

by more strongly gearing the structure to the

business processes and organisation.
■ transparency for in-house clients through IT

cost control methods. Strictly usage-based cost

allocations led to a noticeable improvement.

IT service prices were calculated for the 2004 and

2005 business years on the basis of the service

portfolio. They were designed to be used for 

in-house and cross-sector industry benchmarks,

among other purposes. In addition, the estab-

lishment of the client and service manager also

improved the management of IT services in the

year under review. Straightforward service level

agreements have since then guaranteed in-house

clients a binding service quality.

The IT service portfolio is fully integrated 

into KfW’s in-house cost and service allocation

system for the 2006 business year. The service

relations between the IT department and KfW’s

group enterprises will be established within the

framework now in place. 

The IT department thus has been able to 

improve the dialogue with its in-house clients

through the targeted and cost-effective use of

IT resources.

IT SERVICE PORTFOLIO: IT AS AN INPUT FACTOR FOR KFW PRODUCTS.

KfW is running a variety of data warehouse proj-

ects including one for credit risk management

according to Basel II and the conversion to IFRS

mentioned above. The IT department is imple-

menting these projects on the basis of a uniform

IT architecture. The goal is to store all relevant

group data without any redundancies or discrep-

ancies. ETL processes (extraction, transformation,

loading) now enable the systematic creation of

a central database (core data warehouse). The

core data warehouse will then be the source from

which information requested by the operational

departments is provided individually in data

marts. To evaluate these data the IT department

installed a modern business intelligence tool in

the operational departments that enables reports

to be prepared easily without any programming

skills.

KFW'S DATA WAREHOUSE STRATEGY.
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The Men and Women on Our Staff.

Contrary to the trend in the banking industry

KfW continued the measured increase of its staff

in the year under review. In this way a balance

is struck between three key objectives: safe-

guarding existing jobs, increasing the Bank’s staff

as appropriate to further business growth and

keeping staff costs in check. At the end of 2005

KfW Bankengruppe employed 3,452 people com-

pared with 3,370 in 2004. This was an increase

of 2.4%. KfW IPEX-Bank, which is currently be-

ing built up and will become an independent

subsidiary of KfW Bankengruppe in 2008, ac-

counted for an above-average share of staff

growth. Other major factors were the expansion

of credit and staff departments at KfW Förder-

bank and KfW Mittelstandsbank. In addition, the

Bank continues to assume its social responsibil-

ity to the young generation by again increasing

the number of training places for apprentices

and trainees.

The share of KfW staff not covered by col-

lective agreements increased substantially due to

changes in the employment contracts of staff

members from the former DtA and now amounts

to 63.8% (2004: 58.4%). The share of women at

KfW remained constant at 48.4 % (2004 48.3%),

while the share of women among staff not cov-

ered by collective agreements rose slightly to

38.3% (2004: 36.9%). The potential assessment

procedure developed five years ago and the spe-

cial promotion of qualified women again in-

creased the share of women in management po-

sitions, which rose to 22.3% from 22.0% in 2004.

The share of part-time workers was 15.6% (2004:

16.1 %), with KfW offering a great variety of

different part-time models. With these part-time

models KfW supports male and female employ-

ees in many ways to balance their job and fam-

ily responsibilities.

Despite the overall increase in staff the share

of severely handicapped personnel has grown

only marginally by 0.4% to 5.4%. Nevertheless,

with its commitment to the integration of the

severely handicapped into working life KfW is

clearly above the legally required percentage.

THE DEVELOPMENT IN PERSONNEL AND PERSONNEL STRUCTURE.

EXCELLENT STAFF AS THE BASIS FOR SUCCESS.
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With the range of promotional programmes

handled at KfW’s Berlin location, namely pro-

grammes for climate protection, the creation of

home ownership and the renewal of the munici-

pal infrastructure, the branch office gives strong

impulses for the introduction of innovative tech-

niques. 

The staff employed at the Berlin Branch de-

clined from 464 to 441 (- 5.0 %) although the

volume of tasks remained unchanged. The share

of the branch office in the total commitment

volume and in the total number of commit-

ments of KfW Förderbank amounts to approxi-

mately 70%. With the successful introduction of

largely automated processing of commitments

under the KfW Home Ownership Programme a

quantum leap was made towards the so-called

“credit factory”. The rate of automatically pro-

cessed commitments was almost 25 %. The 

released staff capacities can be employed for

other tasks. The personnel development division

supports the staff to cope with these special chal-

lenges by offering further training measures.

CAPACITY OPTIMISATION AT KFW’S BERLIN BRANCH WITH UNCHANGED 

BUSINESS VOLUME.

In 2005, too, KfW IPEX-Bank continued the stra-

tegic increase in its staff doing business in inter-

national project and export finance. The organ-

isational structure of KfW IPEX-Bank was sup-

plemented by an Internal Auditing Department. 

At the end of the year 2005 KfW IPEX-Bank

employed a staff of 350 professionals compared

with 288 in the previous year. This was an in-

crease of 21.5%. The staff required in KfW IPEX-

Bank was mainly recruited externally in the labour

market through direct hires and trainees. A fur-

ther increase of about 50 staff is expected for

the years 2006 /2007. 

To support the international business activi-

ties of KfW IPEX-Bank a new representative of-

fice was opened in Moscow in addition to the

existing ones in Bangkok, Beijing, Sao Pãolo and

Ankara. Further representative offices are current-

ly being set up in London, New York, Dubai and

Mumbai. In addition, the staff exchange between

KfW IPEX-Bank and Movesta Lease and Finance

GmbH in Düsseldorf was promoted. Movesta Lease

and Finance GmbH is a joint venture of KfW and

IKB. The staff exchange is to improve the under-

standing of each others business approaches.

KfW’s personnel development team supports

the staff built-up of KfW IPEX-Bank with a

strategic career advancement concept tailored

to the specific needs of the bank. Specifications

were defined in the context of a newly created

strategic qualification management, which were

then matched against the technical and person-

al competences of the individual staff members.

To support the vocational adjustment of trainees

who passed the internal trainee programme KfW

IPEX-Bank has set up a junior-senior concept

that provides targeted on-the-job monitoring

of junior project manager by senior managers.

STRATEGIC STAFF INCREASE AND FURTHER STAFF QUALIFICATION 

AT KFW IPEX-BANK.
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KfW Bankengruppe has successfully mastered the

difficult years facing the banking world. 

The concept of staff flexibility implemented

by KfW made a significant contribution to this.

It enables the transparent and efficient manage-

ment of resources at KfW Bankengruppe beyond

department and location borders. At the same

time this flexibility helps to safeguard jobs in

times of changing requirements and this is also in

the interest of our staff. The concept comprises

the following elements: if possible, filling of posts

internally instead of by external hiring, the tar-

geted use of capacity-oriented working time and

part time models and the increased use of em-

ployees on short-term contracts.

This enabled KfW to retain staff members

even in critical periods because many of them

seized the opportunity to broaden their profes-

sional horizons within the Bank.

FLEXIBLE USE OF STAFF RESOURCES SAFEGUARDS JOBS.

After the completion of a two-year pilot phase

KfW introduced the 360 degree assessment of

executive staff. “A shift away from a culture of

consensus towards a culture of conflict aimed at

achieving the best possible solution” – this leit-

motif of the KfW Compass, our corporate mod-

el, offers executive staff the possibility on a vol-

untary basis to receive feedback on their staff

management abilities. However, executive staff

who want to reach a higher level in the hierar-

chy have to undergo the assessment procedure.

The results of the assessment are discussed with

all parties concerned and joint steps are agreed

to improve staff management and cooperation.

360 DEGREE ASSESSMENT OF EXECUTIVE STAFF.

The staff increase also impacts on the expendi-

ture on personnel, which rose by 5.4% to EUR

307,1 million (EUR 291.4 million). Wages and

salaries increased by 6.2% to EUR 229.7 million

(EUR 216.3 million). Social insurance expendi-

ture rose by 5.7% to EUR 33.3 million (EUR 31.5

million). Expenditure on pensions was EUR 39.4

million (EUR 39.2 million). EUR 24.5 million (EUR

22.1 million) was paid out to pensioners and

surviving dependants.

HIGHER PERSONNEL EXPENDITURE.

The Men and Women on Our Staff.



95

Training has traditionally been a special focus of

KfW. Especially against the background of KfW’s

special responsibility as a public-law institution

and the training pact concluded between the

German government and German business and

industry, KfW had already created a clearly high-

er number of apprenticeships in 2004. KfW was

again strongly committed to the aims of the pact

by taking on far more apprentices than actually

needed internally.

53 apprentices (2004: 52) started their occupa-

tional training in the bank during the year un-

der review. At the start of the new training year,

in the autumn of 2005, altogether 139 appren-

tices (2004: 116) were in their first occupation-

al training and 57 trainees (2004: 46) in their

training course. This brought the total number

of young people in vocational training at KfW in

the year under review to 196 (2004: 162), which

means a training ratio of 5.7% (2004: 4.8%).

Thus, KfW is well above the industry average.

NUMBER OF APPRENTICESHIP AND TRAINEE PLACES STILL ON A HIGH LEVEL.

KfW is a partner in the “Frankfurt Alliance to

Promote the Family”. The initiative was created

in 2005 by the Federal Minister of Family Af-

fairs, Senior Citizens, Women and Youth and the

Lord Mayor of Frankfurt. Besides the services of-

fered in the context of the “Occupation and Fam-

ily” project KfW especially presented its nursery

maintained together with the Deutsche Bundes-

bank and the City of Frankfurt in a local net-

work as an example of Local Alliance projects.

As one of the founding members KfW gave a

presentation on the occasion of the inaugura-

tion of the Alliance. 

In addition, KfW Bankengruppe is actively en-

gaged in the “Frankfurt Alliance to Promote the

Family“. The objective is to improve the overall

framework for people to manage family and work

as two successful spheres of life. Neither the state

nor the enterprises can assume this important

social task on their own. Within the Alliance KfW

wants to pass its experience gained with a per-

sonnel policy that is both work and family ori-

ented on to other enterprises and the local au-

thorities. But KfW equally hopes to benefit from

the experience gained by others.

The “Jardin Palmito“ nursery of KfW is an

example of the successful projects implemented

in the Local Alliance to Promote the Family that

is worth imitating. This is particularly important

because childcare for children under three years

is a particular political priority in Germany. KfW

contracted Le Jardin, an operator that imple-

ments the educational concept of an internation-

al, multi-language nursery. A parents’ association

awards the places and ensures the basic financ-

ing. The local alliance of Bundesbank, the City of

Frankfurt and KfW fill the remaining financing

gap, thus ensuring the continuous integration

of the project in the public life of Frankfurt.

PARTNER IN THE “FRANKFURT ALLIANCE TO PROMOTE THE FAMILY”. 
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Several studies on the image of German enter-

prises as employers were published in 2005. KfW

Bankengruppe took part in three of these studies:
■ “Top Arbeitgeber 2005” (2005 Top Employer)

conducted by the Corporate Research Foun-

dation and the magazine “Karriere”
■ The “Absolventenbarometer” (graduates’ baro-

meter) conducted by the company Trendence

and the magazine ”Wirtschaftswoche”
■ Survey conducted by Access.

The methodical approach of the studies differ

completely reaching from interviews of internal

executive and other staff to surveys of students

or young professionals with up to seven years of

professional experience. KfW Bankengruppe was

able to clearly improve its rating in all three

studies, thus belonging to the most successful

employers of the year. In the “Top Employer”

study KfW even advanced to rank 2. The study

focused on the criteria that determine the im-

age of an employer such as working conditions,

salary and personal perspectives, as well as the

company and management culture and the de-

velopment and image of the company.

In comparison with other banks KfW stands

out in the study conducted by Access as the most

popular employer. While the other banks did not

perform as well as in previous years due to grow-

ing scepticism towards the banking industry, KfW

was able, in opposition to the trend, to even im-

prove the good result achieved in the last few

surveys.

TOP RATINGS OF KFW BANKENGRUPPE FOR EMPLOYER’S IMAGE.

The equal opportunities plan identifies the areas

where women are under-represented. These ar-

eas include both higher income groups and

posts with managerial responsibilities. The equal

opportunities plan was updated in the year

2005 in the context of the statutory two-year

review. Overall, the share of women has im-

proved in all areas. The legally required rate of

50%, which also defines the term ‘under-repre-

sentation’, has still not been reached. Given the

low staff fluctuation and the controlled staff

growth the rate will be achieved, at best, in 

the medium to long term. However, the share of

women is rising continuously both in the high-

er income groups and in posts with managerial

responsibilities. The equal opportunities plan and

the Equal Opportunities Officer continue to pro-

vide an important support for further personnel

policy measures to promote women’s career

prospects.

EQUAL OPPORTUNITIES PLAN.

The Men and Women on Our Staff.
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Our acknowledgement and thanks go to all men

and women of our staff for their contribution 

to fulfilling the promotional mission of KfW

Bankengruppe.

All current personnel, social, organisational

and economic issues were discussed at regular

meetings with the competent Staff Councils,

and with the Equal Opportunities Officer. We

thank the General Staff Council, the local Staff

Councils and the Equal Opportunities Officer for

the good and trustful cooperation during the

past year.

THANKS TO THE MEN AND WOMEN OF OUR STAFF, THE EQUAL OPPORTUNITIES

OFFICER AND THE STAFF COUNCILS.

We regret to announce the deaths of Liane Bur-

dack, Oliver Baum and Peter Heidecke of our staff

in 2005 and the deaths of our pensioners Lydia

Arndt, Lina Dehrn, Sieglinde Günther, Marianne

Emmel, Gertrud Höfner, Elisabeth Charlotte Krech,

Aurelia Lausch, Erna Oppenheimer, Dietlinde Roos,

Brigitte Soika, Otto E. Bernhardt, Paul Dembows-

ki, Hans-Joachim Friebe, Hans Rudi Hirsch, Wal-

ter Kiser, Ernst Krause, Karsten Lobback, Heinz

Marg, Werner Stricker and Günther Zanow.

We shall always remember them with grati-

tude.

IN MEMORIAM.



SURVEY.

THE SITUATION OF KFW 
AND KFW BANKENGRUPPE IN 2005.

KfW Bankengruppe is composed of KfW and eight

affiliated enterprises. Six of them are consoli-

dated into the group. As before, the course of its

business continues to be clearly dominated by

KfW. Major deviations in the course of business

and the situation of the group and KfW are 

described below.

MACROECONOMIC DEVELOPMENTS.

The dynamic of the world economy slowed down

only slightly in 2005 despite significantly high-

er oil prices. According to preliminary data, global

gross domestic product increased by around 4 

to 4.5 percent in real terms. This shows that

growth still remained strong – following the very

high GDP growth rate of 5.1 percent in 2004.

Global economic growth in 2005 was driven pri-

marily by strong demand in the USA and China.

Growth in Euroland, by comparison, was weaker.

Germany’s price-adjusted gross domestic pro-

duct actually increased by only 0.9 percent in

2005. If the different number of working days 

is taken into account, the performance of the

economy did not change overall against the

previous year. Growth was again driven most

strongly by exports. Capital goods investments

also provided positive impulses. As in preceding

years, building investments hampered growth

while consumer spending stagnated in compar-

ison with the previous year. Given the persist-

ently subdued domestic demand the business

climate among small and medium-sized enter-

prises in the first half was weak but clearly bright-

ened up since the summer.

Composition of KfW Bankengruppe
Balance sheet total in EUR million 

Finanzierungs- und Beratungsgesellschaft mbH (FuB) 48 45

KfW International Finance Inc. (KfW-Finance) 22,693 30,513

DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbH (DEG) 2,221 1,922

tbg Technologie-Beteiligungs-Gesellschaft mbH (tbg) 718 676

KfW Beteiligungsholding GmbH 1,490 1,524

KfW IPEX-Beteiligungsholding GmbH 33 –

IKB Deutsche Industriebank AG (associated enterprise) 38,303 36,956

Movesta Finance and Lease GmbH (associated enterprise) 1,902 1,699

Dec. 31, 2005 Dec. 31, 2004

KfW 340,316 327,841
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DEVELOPMENT OF KFW BANKENGRUPPE.

During the business year the group balance-sheet

total increased by EUR 12.5 billion (4%) to EUR

341.1 billion. Domestic investment loans ac-

counted for most of the growth in the lending

business; they were EUR 4 billion higher than in

the previous year, at EUR 187 billion. Moreover,

the volume of securities treated as fixed assets

rose in the course of the year, especially as a re-

sult of new holding transactions.

With the asset securitisation transactions

conducted in the year under review, which led

to an increase in guarantees to EUR 74.2 billion,

the volume of business rose by 7% to EUR 454.2

billion.
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Increase in shares and ■
other fixed-income

securities (5.3)

Increase in loans and ■
advances to banks (3.5)

Increase in bonds ■
and other fixed-income,

Securities and compensation
claims (3.5)

Increase in loans and ■
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Increase in other items (0.1) ■

■ Increase in securitised
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■ Increase in funds (1.9)

■ Decrease in funds
from banks (2.3)

■ Decrease in funds
from customers (7.2)

■ Decrease in other
liabilities (8.0)
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KfW Bankengruppe looks back upon a success-

ful business year. The positive development of the

group’s earnings position is marked by stable in-

come from current operations and significantly

lower risk provisions as the risk situation has

generally improved. The group’s income from

current operations before risk provisions was

EUR 1,280.7 million, slightly exceeding the pre-

vious year's figure by EUR 44 million. Interest

income and net commissions received were EUR

74.7 million higher than in the previous year.

Administrative expenses rose moderately by EUR

30.2 million to EUR 581.9 million in the year un-

der review. The result from risk provisions and

valuations improved substantially and reached

EUR 603 million, which was EUR 205 million

(25%) lower than in the previous year. The pos-

itive overall result is mainly due to the further

improvements in the risk situation in the lend-

ing business, especially in export and project fi-

nance and private equity finance. Overall, as in

previous years, careful account was taken of all

identifiable risks. As a result of the improved risk

situation net income for the year rose to EUR

625 million, a substantial increase over the pre-

vious year's level (EUR 368 million).

Operating result before risk 
provisions and net income

EUR million

■ Net income

■ Operating result before risk provisions

1,400

1,200

1,000

800

600

400

200

0
2001

207

1,028

2002

264

1,332

2003

247

1,298

2004

368

1,236

2005

625

1,281

2001–2002 figures not including DtA

The Situation of KfW and KfW Bankengruppe in 2005.
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The volume of lending of KfW Bankengruppe (loans and advances, including loans on a trust basis

and guarantees) rose to EUR 328.9 billion (previous year: EUR 312.6 billion).

THE VOLUME OF LENDING.

Volume of lending of KfW Bankengruppe 2005
EUR million and % 

Dec. 31, 2005 Dec. 31, 2004 Change 

EUR million EUR million EUR million in %

of which: loans on a trust basis 8,304 8,050 254 3

Promotion of the German economy

■ Investment finance 187,135 182,895 4,240 2

■ Export and project finance 46,114 46,387 –273 –1

Loans to promote the developing countries 21,521 21,920 – 399 –2

Guarantees 74,170 61,375 12,795 21

Total volume of lending 328,940 312,577 16,363 5

This increase was mainly the result of the in-

crease of EUR 12.8 billion in guarantees (to EUR

74.2 billion), which was due to the expansion of

the SME and housing loan securitisation trans-

actions. Thus, guarantees accounted for a share

of 23% of the total lending volume. In addition,

despite off-schedule repayments of EUR 17.0

billion, investment loans granted to German en-

terprises rose by EUR 17.0 billion against the

previous year. Their share in the group lending

volume dropped slightly to 57%.

The volume of export and project finance, which

accounted for a share of 14% of the lending vol-

ume, remained almost constant. Loans to pro-

mote the developing countries (6% of the vol-

ume of lending) decreased by EUR 0.4 billion (2%).

Volume of lending 2005

■ Investment finance 57% 59%

■ Guarantees 23% 19%

■ Export and Project finance 14% 15%

■ Promotion of developing countries 6% 7%

2005 2004
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In the year under review, too, the expansion of

the volume of business of KfW was refinanced

mainly by the issuance of bonds and notes in the

capital market. In 2005 KfW Bankengruppe raised

long-term funds in a total of EUR 50.5 billion. It

was the fourth year in a row that its funding

volume was near the EUR 50 billion mark.

Bonds and notes issued were the main source

of funds, accounting for EUR 238.9 billion (an

increase of EUR 28.1 billion) or 77% of (2004:

72%) of borrowed funds. Of this, EUR 22.7 bil-

lion was issued by KfW Finance. The share of

funds borrowed from banks and customers (with-

out federal funds) continued to fall from 16% to

13% in 2005. The funds provided from the fed-

eral budget and the ERP Special Fund amount-

ed to 10% of borrowed funds (after 12% in the

previous year).

FUNDING.

Borrowed Funds 2005
EUR million and % 

Dec. 31, 2005 Dec. 31, 2004 Change 

EUR million EUR million EUR million in %

Other lenders 17,886 20,505 –2,619 –13

Funds borrowed from customers 48,136 55,309 –7,173 –13

Funds borrowed from banks 23,025 25,294 –2,269 –9

Bonds issued 101,854 106,509 –4,655 –4

Bearer securities (incl. Kassenobligationen and 
Commercial Paper) 133,258 100,916 32,342 32

Accrued interest 3,816 3,381 435 13

Bonds and notes 238,928 210,806 28,123 13

Total 310,089 291,409 18,680 6

Federal Republic of Germany

■ ERP Special Fund 16,179 20,551 –4,372 –21

■ Federal budget 14,071 14,253 –182 –1

30,250 34,804 –4,554 –13

The Situation of KfW and KfW Bankengruppe in 2005.
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The share of securitised liabilities rose by 5 % to 77 % over the previous year.

Borrowed Funds 2005

■ Securitised liabilities 77% 72%

■ Federal government/ERP 10% 12%

■ Banks 7% 9%

■ Other lenders 6% 7%

Total EUR 310,1 (291,4) billion

2003 % 2004 % 2005 %

■ Funds borrowed from banks 27,469 11 25,294 10 23,025 8

■ Funds borrowed from customers 19,680 8 20,505 8 17,886 7

■ Bonds issued 194,555 81 210,806 82 238,928 85

300,000

250,000

200,000

150,000

100,000

50,000  

Funds raised in the Money and Capital Markets in 2005
EUR million

2005 2004
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In the year under review KfW Bankengruppe sub-

stantially increased its own funds (paid-in sub-

scribed capital, reserves and the fund for gener-

al bank risks pursuant to § 340 g of the German

Commercial Code). They now amount to EUR

13.6 billion. Most of the increase of EUR 1.9 bil-

lion, or 17%, resulted from a further allocation

of EUR 1.3 billion made to the fund for general

bank risks in 2005. The remaining allocations to

KfW’s own funds resulted from the increase of

the reserve from the ERP Special Fund by EUR

47 million, from the allocation of KfW's net in-

come for the year of EUR 475 million to the spe-

cial reserves and from the increase of EUR 120

million in other retained earnings through the in-

clusion of the results of the subsidiaries and the

capital consolidation. KfW's own funds are EUR

12.9 billion. The requirements on equity capital

and reserves for banks operating internationally

are well fulfilled by KfW and the Group.

OWN FUNDS.

Total 13,598.9 11,654.9 1,944.0

Fund for general bank risks under §340g HGB 4,600.0 3,300.0 1,300.0

d) Other retained earnings 699.1 579.1 120.0

c) Statutory reserve under §17 (4) DM Balance Sheet Law1) 47.6 47.6 0.0

b) Statutory reserve under §10 (3) KfW Law 1,558.8 1,364.0 194.8

a) Statutory reserve under §10 (2) KfW Law 1,087.0 806.5 280.5

Retained earnings

Reserves from the ERP Special Fund 702.6 653.9 48.7

Capital reserves 1,603.8 1,603.8 0.0

Outstanding contributions, not requested –450.0 –450.0 0.0

KfW’s subscribed capital 3,750.0 3,750.0 0.0

Dec. 31, 2005 Dec. 31, 2004 Change

Own Funds 2005
EUR milion

1) To be adjusted for the special loss account shown on the Assets side in accordance with § 17 (4) of the DM Balance Sheet Law (EUR 26.8 Mio. EUR).

The Situation of KfW and KfW Bankengruppe in 2005.
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The holding of money market paper, bonds and

debentures of other issuers increased by EUR 3.6

billion to EUR 25.2 billion. The majority of the

securities are held to ensure constant liquidity

for KfW. These securities are assigned to the

Treasury securities portfolios, which are main-

tained mainly in euros and to a small extent in

US dollars. The securities in the Euro portfolio can

be used as collateral in funding operations with

the European Central Bank, and this applies to

80 % of the total portfolio of money market 

paper, bonds and debentures. In addition to its

Treasury securities portfolios KfW holds a port-

folio of asset-backed securities in connection

with its securitisation activities.

For the purpose of providing secondary market

liquidity for its own issues KfW held EUR 5,077

million par value of its own bonds at the end of

the year (EUR 4,894 million in the previous year).

This was 2% of the bonds and notes issued by

KfW Bankengruppe.

The stock of shares and other non-fixed-

income securities held by KfW Bankengruppe

increased by EUR 5.3 billion to EUR 21.3 billion in

2005 as a result of the acquisition of shares of

Deutsche Telekom AG and Deutsche Post AG in

the course of the further privatisation of the two

stock corporations. The holdings of money mar-

ket paper, bonds and debentures of other issuers

held for liquidity purposes remained almost con-

stant at EUR 4.4 billion.

The major part of the prepaid expenses and de-

ferred charges is interest expenditure mainly for

leasing obligations in project finance applicable

to the following period. The item also includes

differences between issue amounts and repay-

ment amounts incurred in the context of bor-

rowing transactions (discounts and placing com-

missions). The item deferred income shows in

particular the discounts from lending operations

deferred over the loan terms.

Provisions increased by EUR 64 million over

the previous year. Allocations to accrued esti-

mated liabilities amounted to EUR 206 million,

EUR 69 million of which was provisions for staff

pensions and EUR 133 million was mainly un-

settled bank operating and payroll expenses and

provisions in KfW's lending and private equity

finance business. EUR 83 million was used while

EUR 61 million was returned to income.

The assets on a trust basis (EUR 8.4 billion)

rose by approximately EUR 0.3 billion against the

previous year. The item comprises in particular

loans on a trust basis extended in the context of

the promotion of developing countries.

CHANGES IN OTHER MAJOR BALANCE SHEET ITEMS.
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EARNINGS POSITION.

The Group’s income from current operations be-

fore risk provisions and valuations was EUR 1,281

million, an increase of EUR 45 million over the

previous year (KfW: increase of EUR 28 million

or 3% to EUR 1,162 million).

The Group’s most important source of income

continued to be net interest received, which con-

tributed EUR 1,638 million to net income. Thus,

net interest increased by EUR 63 million or 4%

over the previous year’s figure of EUR 1,575 mil-

lion. The stronger US dollar had a major influ-

ence on this development. 

Net commissions received increased by EUR

13 million (7%) to EUR 203 million. This was

mostly due to higher income from counter-

guarantees and higher handling fees earned on

export loans.

Administrative expenses amounted to EUR 582

million, which was 5% higher than in the previ-

ous year. This included a rise in personnel ex-

penditure of EUR 20 million (6%) to EUR 355

million as a result of the growth in the number

employed and adjustments of wages and salaries

for staff on collectively agreed rates and per-

formance-related rates. Project-related consult-

ing expenses (among others, in the context of

the changeover of accounting to IFRS, Basel II,

and the separation of KfW IPEX-Bank) as well as

one-time expenses in the context of land and

buildings used by KfW caused an increase of

EUR 10 million (5%) in the item ‘Expenditure on

material and equipment’ to EUR 227 million.

The Situation of KfW and KfW Bankengruppe in 2005.

Net income for the year 625 368 257 70

Earnings Position 2005
EUR million and %

1) Balance of interest income on lending and money market transactions, fixed-income securities and debt register claims and current income from shares 
and other non-fixed income securities and investments.

2) Balance of gains and losses on currency conversion.
3) Including write-downs on the special loss account and allocation to the fund for general bank risks in accordance with §340g HGB.

Interest income1) 12,299 11,812 487 4

Interest expenses 10,661 10,237 424 4

Net commissions 203 190 13 7

Net earnings on financial transactions2) 2 1 1 100

General administrative expenses 582 552 30 5

Other operating income and expenses 20 22 –2 –9

Risk provisions/valuations, net3) –603 –808 205 –25

Contractual allocation of interest to the reserve from the
ERP Special Fund 49 47 2 4

Taxes on income and profits 4 13 –9 –69

Income from current operations before risk provisions/valuations 1,281 1,236 45 4

Net interest income 1,638 1,575 63 4

Income from current operations 
(= Income on normal business transactions) 678 428 250 58

2005 2004 Change

EUR million EUR million EUR million in %
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Administrative Expenses 2005
EUR million and %

Social security contributions 43.0 40.7 2.3 6

Expenses for pensions and support 51.7 48.6 3.1 6

Expenditure on personnel 354.8 335.4 19.4 6

Other administrative expenses 190.4 175.0 15.4 9

Depreciation on buildings and equipment 36.4 41.3 –4.8 –12

Expenditure on material and equipment 226.8 216.3 10.6 5

Administrative expenses 581.6 551.7 30.0 5

EUR million EUR million EUR million in %

Wages and salaries 260.1 246.1 14.0 6

2005 2004 Change

The risk provisions and valuations are composed of

the following items in the statement of income:
■ write-downs and value adjustments on loans

and certain securities and increase of al-

lowances for possible loan losses (including

allocation to the fund for general bank risks),
■ write-downs and value adjustments on invest-

ments, shares in affiliated enterprises and se-

curities treated as fixed assets,
■ earnings on allocations to investments, shares

in affiliated enterprises and securities treated

as fixed assets.

The risk provisioning and valuation result im-

proved substantially against the previous year

by EUR 205 million or 25% and is shown at EUR

603 million.

This development was mainly due to the im-

proved risk situation in the lending business, es-

pecially in export and project finance and pri-

vate equity finance. The net transfer to specific

loan loss provisions, which decreased by 55 %,

underscores this positive development. In addi-

tion, successful exits of equity investments of DEG

also contributed to the improved valuation result.

Compared with 2004, specific loan loss provi-

sions and allowances for possible loan losses for

the Group fell by EUR 0.4 billion or 20% to EUR

1.5 billion (previous year: EUR 1.9 billion). Again

the bulk of provisions was for aircraft and equi-

ty finance. Net provisions made for the Group

amounted to EUR 226 million (previous year:

EUR 497 million). During the year under review

non-performing loans and advances totalling

EUR 799 million (EUR 373 million) were written

off. Payments received by KfW on claims that

had been written off amounted to EUR 26 mil-

lion in the year under review (previous year: EUR

29 million).

With a view to the forthcoming changeover

of accounting to International Financial Report-

ing Standards (IFRS) in 2007, KfW Bankengruppe

has already started to change its risk provision-

ing in the framework of accounting according to

HGB (German Commercial Code). For this pur-

pose the fund for general bank risks, which is dis-

closed in the balance sheet, was increased by

EUR 1,300 million, part of which did not affect

the income position due to the reallocation of

RISK PROVISIONS AND VALUATIONS.
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RISK STRUCTURE AND RISK CONTROL.

RISK MANAGEMENT AND CONTROLLING AS A CORE COMPETENCE IN KFW

BANKENGRUPPE.

The further development of risk management and

controlling is a central topic for the entire finan-

cial industry. KfW as a promotional bank is also

required to comprehensively identify, assess and

control its risks. There are different reasons for

this: Only if we deal with risks in a well-planned

manner will we be able to use KfW’s resources

optimally to realise our promotional objectives.

Systematic risk management is necessary to main-

tain our risk-bearing capacity and to achieve

our promotional objectives on a sustained basis.

In the last few years KfW has developed into a

group of banks, which are active in the most di-

verse market segments. In consequence, the bank

has a heterogeneous loan portfolio, which has

to be controlled throughout the Group on a

risk/return basis. The main purpose of the man-

agement approach of KfW is the optimized use

of the resource ‘economic capital’. The available

financial resources must cover the economic cap-

ital required to cover credit, market and opera-

tional risks to obtain the desired solvency level. 

KfW has responded to these challenges by fur-

ther developing its risk management and con-

trolling in a target-oriented manner: In the con-

text of the project “Reorientation of credit risk

management”, which was started in 2001, instru-

ments and procedures were created and cali-

brated to measure and aggregate risk throughout

KfW Bankengruppe and to be able to manage

the bank with transparency. Building on this, KfW

wants to be in the position to verify compliance

with major supervisory requirements, such as the

minimum requirements for the lending activi-

ties of banks (MaK), the minimum requirements

for the operation of trading transactions (MaH)

and the minimum requirements for risk man-

agement (MaRisk) or the Basel II regulations.

After the risk management and risk controlling

functions had been organised in a separate de-

funds which had been set aside for internal risk

provisioning.

KfW thus made adequate provision for all

acute and latent risks, while consistently pursu-

ing its conservative risk policy and in observance

of the future requirements of IFRS accounting. 

After risk provisions and valuations the

Group's income from current operations was EUR

678 million, a substantial increase of EUR 249

million (58%) over the previous year’s result.

The Group’s net income for the year was EUR

625 million compared with EUR 368 million in

the previous year. KfW’s net income for the year

was EUR 475 million.

The positive development of the assets, financial

and earnings situation is further evidence of 

the very good overall condition of KfW Banken-

gruppe. This gives the Group a solid foundation

from which to continue its promotional activities

in the future. 

There have been no events or incidents with a

particular effect on the assessment of the assets,

financial and earnings situation of KfW or KfW

Bankengruppe since the end of the 2005 business

year (as of February 28, 2006).

The Situation of KfW and KfW Bankengruppe in 2005.
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partment in 2004 in line with MaK regulations,

in the year under review the bank adjusted the

bodies in charge of group-wide risk manage-

ment at KfW Bankengruppe to the fundamental

methodical and organisational changes that oc-

curred in the last few years. 

In order to impart knowledge on risk man-

agement and controlling further in KfW and to

position it in the organisation of the bank, KfW

offers training courses, among others, a module-

type programme on risk topics. This enables em-

ployees and management staff from the entire

banking group to acquire orientation knowledge

or to deepen expert know-how.

Risk Management Structure

Sub Committees – SC

IF

FE

E&P

BD
Market price 

risk
Credit risk

OpRisk/
MaRisk

Preparation of decisions

Risk Management Committee – RMC

Strategic Business A
reas

(SBA
)

Representatives of SBA
on the RMC

Cooperation of SBA
on the SC

IF – Investment Finance
E&P – Export and Project Finance
FE – Promotion of Developing Countries
BD – Advisory and Other Services

THE ORGANISATION OF RISK MANAGEMENT AND MONITORING.

KfW’s Board of Managing Directors lays down

the risk principles and guidelines as part of its

overall responsibility. The supervisory organs –

the Board of Supervisory Directors and the Fed-

eral Ministry of Finance - are regularly informed

of the Group’s risk situation.

Risk management at KfW Bankengruppe is ex-

ercised by closely intertwined decision-making

bodies. On top is the Risk Management Com-

mittee (RMC), on which the Board of Managing

Directors and representatives from the business

areas, some central staff departments and sub-

sidiaries of KfW Bankengruppe are represented.

Preliminary work for the RMC, which is respon-

sible for all types of risks and for the entire

Group, is done by the sub-committees for credit

risks, market price risks and in the future also for

operational risks. In the context of risk meas-

urement and controlling reports on the risks in-

curred and the bank’s risk-bearing capacity are

presented at least at quarterly intervals. In these

reports all the various categories of risk (credit

risk, market risk, operational risks) are quan-

tified for the entire KfW Bankengruppe and

matched against available financial resources.

On this basis and with a view to the expected

business and market developments recommen-

dations for action are derived. On the basis of this

information the committees assess the existing

scope for KfW business policy and decide about

risk control measures.
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Moreover, the subsidiaries of KfW Bankengruppe

and the organisational units exercise their own

control functions within the group-wide risk man-

agement system. In these cases, too, group-wide

projects and working groups ensure a coordi-

nated behaviour, for instance in the roll-out of

rating instruments to subsidiaries or the man-

agement and assessment of collateral.

The group-wide framework for dealing with

risks is laid down in a risk manual, which is con-

tinuously being developed further and can be

accessed online by all employees at any time. The

rules and regulations laid down in the risk man-

ual are binding for the entire Group. The core of

the risk manual are the risk principles (norma-

tive rules for loan processes and risk manage-

ment processes) and portfolio guidelines (e.g. pro-

hibitions, collateral requirements, etc.). The risk

principles and portfolio guidelines constitute the

framework for the operating activities of all busi-

ness units. The purpose of the risk manual is to

ensure that uniform procedures are being applied

to identify, measure, control and monitor risks. 

The risk management assumes the formula-

tion and regular review of the risk strategy of

KfW Bankengruppe. On principle, as a result of

this review the corresponding measures are tak-

en to revise or adjust the risk-policy framework

(risk principles/portfolio guidelines). Counterpar-

ty or portfolio-related risk control measures (the

second vote for loan approvals, a limit manage-

ment system, etc.) are used to keep the occur-

rence of new risks within acceptable limits and

to prevent the undesirable concentration of in-

dividual risks. To improve the risk profile and to

create scope for action the portfolio is actively

managed through the use of credit derivatives.

The risk controlling is responsible for the central

measuring and reporting of all risks/risk groups

at KfW Bankengruppe. The risk reporting is con-

ducted in the framework of the quarterly risk

report, which is drawn up in compliance with the

minimum requirements for the lending activities

of banks (MaK) and submitted to the Credit Risk

Committee and the supervisory bodies. In addi-

tion, the risk controlling ensures that the meth-

ods applied in the risk analysis are consistent

throughout the Group. The risk controlling is re-

sponsible for the correctness and completeness

of all key risk variables used in the management

of the bank (methodological and data sover-

eignty). For this purpose the risk controlling

regularly validates the instruments and methods

used and develops them further. In the con-

text of operative risk controlling activities, the

achievement of the planning targets defined in

the group-wide strategic business area planning

is monitored at regular intervals. At the Group

level it is monitored whether the planned bal-

ance between the income generated by the mar-

ket operations and the expenditure for promo-

tional purposes is being maintained. Moreover,

the economic capital usage is monitored and

compared with the budgeted capital and, if nec-

essary, interventions can be made (e.g. realloca-

tion of capital). Finally, the operative controlling

forms the basis for assessing the performance of

the individual areas of business (“performance

measurement”).

With due observance of the minimum re-

quirements for the internal audit of credit insti-

tutions (MAIR) the bank’s internal auditing de-

partment supervises and assesses the operational

and business procedures of KfW. A focus is on

The Situation of KfW and KfW Bankengruppe in 2005.
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the assessment of the effectiveness and suit-

ability of the risk management and the internal

control system. In 2005 the internal auditing

department continued the project-accompany-

ing activities and audits for the “Reorientation

of credit risk management”. In the next few 

years the ensuing comprehensive new auditing

requirements will result in an intensification of

auditing activities on this important subject.

KfW enters into counterparty default risks1) in the

context of the bank’s promotional task. In the

domestic promotional lending business the main

risks are in the areas of start-up finance and fi-

nancing of small and medium-sized enterprises,

promotional loans channelled through on-lend-

ing banks and private equity finance. In addition,

KfW enters into risks in particular in the context

of export and project financing and increasingly

also in Financial Cooperation by granting promo-

tional loans. 

The assessment of the default risk of the cred-

it exposures is performed through internal rating

procedures, in which the country risks and indi-

vidual corporate or project-related risks are as-

sessed separately. For the assessment of the cred-

it risk KfW has a computerized rating procedure

specially designed for each homogeneous cus-

tomer segment or type of financing. KfW uses

specific rating procedures for banks, corporates,

small and medium-sized enterprises, equity pro-

viders, equity recipients, business start-ups, proj-

ect financings and countries. These procedures are

mainly based on scorecards and follow a uniform

and consistent model architecture. The rating pro-

cedures are calibrated to a one-year default prob-

ability. 

By showing the default probability on a master

scale which is uniform for the entire Group it is

possible to ensure the consistency of the indi-

vidual rating procedures. Each master scale class

is based on an average default probability which,

taking into account the different rating proce-

dures, is subject to a validation process. There

are exact organisation regulations for each rat-

ing procedure, which specify in particular the

responsibilities, competences and control mech-

anisms. By validating the rating procedures at

regular intervals and developing them further it

is ensured that there is a rapid response to any

changes in framework conditions. The aim is to

continuously improve the selectivity for all rat-

ing procedures. As far as can be ascertained to-

day our rating instruments and processes meet

the minimum requirements of current and future

supervisory standards (MaK/Basel II).

The risk properties of KfW's loan portfolio are

being assessed by means of an internal portfo-

lio model. On the basis of the concept of eco-

nomic capital, the risk controlling department

assesses the risk concentrations by individual

borrower, industry and country. The results form

the basis for managing the loan portfolio and are

included in the limit management system to limit

THE COUNTERPARTY DEFAULT RISK .

1) Counterparty default risk is defined as the danger of financial loss that can occur if the borrower or counterparty fails to meet contractual payment 
obligations. The counterparty default risk also includes the country risk, which is composed of the transfer, conversion and political risks.
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concentration risks. On the basis of the limit

management system global limits are defined,

which are to prevent losses that put the continu-

ation of the bank at risk. The respective limits are

derived from the risk-bearing capacity of KfW.

The global limits provide a framework for man-

aging the counterparty risks.

In addition, KfW uses further instruments to

control the default risk. To limit the risks from

new business several portfolio guidelines were

developed in 2005. They form the basis for the

second vote on lending transactions and serve

as an orientation guide for loan approvals. They

also have the tasks of ensuring an adequate qual-

ity and risk structure of the KfW’s portfolio.2)

Differentiated by types of counterparties and

product variants the guidelines define condi-

tions under which business transactions may in

general be conducted. In addition, risk principles

uniformly govern the group-wide management,

valuation and netting of securities. The default

risks on securities investments and derivatives

are limited by a restrictive choice of counter-

parties, all of whom are of first-class standing,

and through collateral agreements. 

Besides determining the risk-policy frame-

work, risk control is responsible for the active

portfolio management. In 2005 KfW started to

hedge individual counterparty risks through the

use of credit derivatives (single name CDS) in

order to reduce concentration risks. 

In the context of the risk report the manage-

ment is regularly and quickly informed of the

bank’s credit exposures that entail higher risks.

In individual cases, ad-hoc reporting is also pos-

sible. Higher-risk exposures are divided into a

“watch list” and a list for non-performing loans.

The “watch list” serves to identify potential prob-

lem loans at an early stage and, if necessary, to

make preparations for the handling of problem

loans. For this purpose the economic and finan-

cial environment of the respective borrower is

under special observation. The economic situa-

tion and the collateral provided are assessed and

documented at regular intervals and proposals

for action are formulated. Depending on the

categorisation of a problem loan, the restruc-

turing department charged with monitoring risk-

prone exposures will be involved in an advisory

function or will take over the problem loan

completely from the lending department. The pro-

cedure makes sure that specialists are involved

at an early stage in order to ensure professional

management of problem loans.

All identifyable default risks in the lending

business are adequately taken account of by

making loan loss provisions. Specific loan loss

provisions are made for non-performing loans at

the bank’s own risk.3) Since the end of the year

under review specific loan loss provisions have

been made by means of an impairment tool. The

calculation of specific loan loss provision is also

2) Here, account is taken of the special features of KfW’s promotional lending business.
3) This is based on the relevant Basel II default criteria.

The Situation of KfW and KfW Bankengruppe in 2005.



113

based on the individual assessment of the bor-

rower’s ability to make payments in the future.

Equally taken into account is the collateral pro-

vided and political risks, if any, in the event of

financings abroad. The provision for latent risks is

derived from the evaluation of the loans and

advances, as part of the annual rating process.

Of EUR 41.3 billion loans and advances at

the Group’s own risk EUR 1.9 billion were classi-

fied as non-performing loans during the 2005

business year. The potential defaults on these

non-performing loans extended in the lending

and private equity business have been conserv-

atively assessed and specific provisions of a total

of EUR 1.5 billion have been made.

In addition to the provision for acute default

risks, provision is equally made for latent default

risks (latent country and project risks). Loss provi-

sions required to cover latent risks amount to EUR

4.8 billion as per December 31, 2005 and are cov-

ered by the equity capital (EUR 9.0 billion) and

the Fund for general bank risks (EUR 4.6 billion).

In parallel with the risk provisioning shown in

the balance sheet KfW assesses the acceptabili-

ty of the risks incurred by using internal risk

models and on the basis of the concept of eco-

nomic capital. In this context a differentiation is

made between expected losses, which are on av-

erage covered by risk premiums, and unexpected

losses. Unexpected losses are quantified by means

of mathematical-statistical portfolio models and

matched against available financial resources. A

one-year forecast period is used and the under-

lying confidence level is 99.99%, which corre-

sponds to AAA standard. Throughout the busi-

ness year 2005 the required economic capital

was matched at any time by sufficient financial

resources.

Latent Credit Risks in KfW Bankengruppe
In % and EUR billion

■ Domestic project and programme risks 45% 2.2

■ Foreign project risks 30% 1.4

■ Conversion and transfer risks 25% 1.2

Total foreign risks 55% – EUR 2.6 billion
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In KfW market price risks arise mainly from the

potential loss caused by changes in the interest

rate structure (interest rate risks), in exchange

rates (foreign exchange risks) and in other mar-

ket prices (e.g. share prices). KfW Bankengruppe

and its subsidiaries are not commercial banks

under the Commercial Code, consequently their

market price risks are limited to the banking book.

The risk controlling assesses and analyses the

positions in interest rates, foreign currencies and

derivatives. On this basis the Risk Management

Committee controls and manages the market

prices risks. The objective is the long-term man-

agement of the bank’s overall interest rate posi-

tion and the investment of own funds. 

The risk of changes in interest rates is largely

determined by the special nature of the domes-

tic promotional loan business, which offers the

possibility of loan repayment ahead of schedule. 

KfW minimises this risk by anticipating the esti-

mated volume of future interest-rate induced

off-schedule repayments in its funding strategy

and accordingly obtaining short-term funds ahead

of need or by reinvesting in other assets in the

form of securities.

As regards the identification and manage-

ment of interest rate risks on the banking book

– which is a major component of the market

price risk – KfW uses a standard software, which

is connected to all data relevant for risk assess-

ment. On this basis KfW carries out regular value-

at-risk calculations for its interest risk position

and other market price risks and manages its

funding decisions accordingly. 

Foreign currency loans are funded in the same

currency or secured by appropriate foreign cur-

rency hedging instruments. This also applies to

specific loan loss provisions, for which the cor-

responding “ersatz” assets are provided. Thus, 

exchange rate risks mainly occur on margins

achieved in the lending business and commis-

sions earned in foreign exchange. In general no

major impacts are to be expected for other cur-

rencies.

Most of KfW’s securities are held in a liquid-

ity portfolio; they are shown as liquid assets and

used as liquidity provision for the bank. The use

of asset swaps largely avoids the risks of price

changes on these securities.

For the transaction, handling and settlement

of trading activities in the sense of the mini-

mum requirements for the operation of trading

transactions (MaH) the Board of Managing

Directors has issued general conditions in line

with market standards.

MARKET PRICE RISKS.

The Situation of KfW and KfW Bankengruppe in 2005.
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KfW uses different instruments and criteria to

monitor and control its liquidity situation.  This

is based on a computerised liquidity control sys-

tem, which analyses all known current and fu-

ture payment flows. Any payment flows expected

in addition, such as new lending transactions,

off-schedule repayments, exercise of termina-

tion rights, etc., are estimated and added to the

known payment flows. On the basis of these data

a liquidity plan is established at daily, monthly and

annual intervals.

KfW also supervises its liquidity position fol-

lowing the instructions in the KfW Law, and, at

monthly intervals, calculates the key liquidity fig-

ures in accordance with Principle II of the Ger-

man Banking Law (KGW-Grundsatz II). The rele-

vant liquidity figures are regularly well above the

minimum requirement. 

To maintain its liquidity KfW holds an adequate

stock of liquid securities that are Category I se-

curities eligible as collateral with the European

Central Bank, both for residual funding and for

regular open market transactions. KfW also holds

liquid US dollar securities as a liquid reserve for

its US dollar business. The required liquidity cush-

ion is assessed regularly and calculated in order

to make sure that also in the event of an as-

sumed extraordinary market disruption KfW’s

operations in terms of refinancing can be con-

tinued as planned. The Risk Management Com-

mittee monitors the liquidity management ac-

tivities.

LIQUIDITY RISK.4)

4) The liquidity risk is the risk that current or future payment obligations cannot be met in time, in full or only at very high cost.

Besides the typical banking risks the manage-

ment of operational risks plays an increasingly

important role in banking practice and in the

context of developing banking supervisory in-

struments (Basel II). Besides general operating

risks this category chiefly consists of risks that

can arise from single events (fraud, computer fail-

ures, natural catastrophes etc.) and legal risks.

The operating risks within the Group are lim-

ited by an internal control system. The IT-system

is under permanent development and the busi-

ness processes are constantly being analysed and

optimised. For risks that can arise from unfore-

seeable events appropriate emergency concepts

have been evolved (for computer disruptions) and

sufficient insurance cover has been obtained

(for fire and water damage etc.)

In the year 2005, under the project “Operational

Risks”, the framework was adopted for the man-

agement of operational risks and an OpRisk loss

event database was introduced, in which OpRisk

loss events have been recorded since May 2005.

In addition, as a further instrument to identify

and manage operational risks, the risk assess-

ment was methodologically designed and suc-

cessfully applied in three pilot areas. Among

other things, this is to create the basis to enable

operational risks to be quantified with greater

differentiation and reported more quickly in fu-

ture, and to orient control more strongly to the

causes of these risks.

OPERATIONAL AND OTHER RISKS.
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The Group counters the legal risk by involving

its own legal department in good time and by

cooperating closely with external legal advisers

in Germany and abroad. Contracts may only be

signed on the basis of clear and correctly docu-

mented agreements. For the usual business stan-

dard contracts (e.g. ISDA contracts) are in use.

KfW will continue to develop its risk measure-

ment procedures and risk management processes

on a high level and in line with most advanced

risk measurement methods. In the context of

KfW’s credit risk projects, the focus will be on

validating (backtesting) our rating systems and

expanding our data base. 

KfW plans to further expand the active manage-

ment of its loan portfolio. Especially with a view

to larger risk concentrations in specific indus-

tries KfW will examine the use of further inno-

vative portfolio management concepts.

SUMMARY AND OUTLOOK.

The Situation of KfW and KfW Bankengruppe in 2005.
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KfW Bankengruppe expects its risk and earnings

situation to be stable in 2006 and 2007, thus al-

lowing its promotional activities to expand and

its capital base to increase in such a way as to

cover all risks. Stronger active diversification of

credit risk and additional portfolio optimisation

measures have put us on course to generate a

sustainable and growing amount of promotional

funds from our own income in the coming years.

Moreover, the lack of dependence on very volatile

risk drivers guarantees the robustness of the risk

position. No particular risks are expected to arise

from the new products in KfW's business areas.

With regard to the general economic situa-

tion, KfW Bankengruppe assumes that the mod-

erate cyclical recovery in Germany to date will

gain strength in 2006. Given the persistent ro-

bustness of the global economy and the im-

provement in the price competitiveness of Ger-

man products, foreign trade is again likely to play

a leading role. However, impetus for growth is

also expected to come from a further upturn in

the demand for capital goods. By contrast, con-

sumer spending will probably increase only slight-

ly – even if the VAT increase scheduled for 2007

prompts private consumers to bring their pur-

chases forward into the second half of 2006.

However, this will affect demand in 2007, when

we expect a slight slowdown in overall global

economic dynamism. Domestic demand will still

not be strong enough to offset this. As most small

and medium-sized firms are far more active on

the narrower regional and national markets than

large internationally oriented corporations, this

leaves little scope for further growth in the SME

sector. 

KfW Mittelstandsbank and KfW Förderbank will

continue to support the German economy over

the next two years through their promotional

programmes and will continue to update their

financing portfolio with trimmer and better qual-

ity products and processes. The focus is on pro-

moting growth, climate protection and innova-

tions. Through KfW Mittelstandsbank, we will

provide a wide range of financial support for

start-ups as well as small and medium-sized en-

terprises. Depending on their individual financ-

ing needs, this target group can make use of loans,

mezzanine capital or private equity. Moreover, a

radically modernised range of promotional in-

struments is available to finance new business

ideas. Through KfW Förderbank, our promotional

programmes will provide support in the fields of

environmental and climate protection, housing,

municipal and social infrastructure and edu-

cation. Further improvements will be made pri-

marily to the promotional instruments available

for housing and climate protection. We expect

this to have a tangible impact on the environ-

ment and to boost growth, from which SMEs

can also benefit. In addition, ongoing adjust-

ments are being made to the loan programmes

to bring them into line with the need for finan-

cial support and market requirements. In partic-

ular, the structural change in the banking in-

dustry means that the further development of

our products and processes must be geared to

the future. Given the wide range of influential

factors, the financing volume can only be rough-

ly estimated. Overall, we expect the commit-

ment volume for our promotional loans to be in

the order of EUR 35-40 billion next year. At the

FORECAST REPORT.
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same time, our domestic and European promo-

tional activities are bolstered by the securitisa-

tion platforms PROMISE and PROVIDE. We ex-

pect securitisation volumes of between EUR 10

and 12 billion in 2006. In the future KfW will al-

so draw on the expertise gained in this business

area to support the government’s financial mar-

ket objectives, which include, in particular, the

expansion of the securitisation market and the

promotion of SMEs through the broad use of

capital-market-based financing products. 

In the course of 2006 KfW IPEX-Bank will

continue to prepare for its transition to a legal-

ly independent bank within KfW Bankengruppe

on 1 January 2008. Application for a bank licence

will be made in the second half of 2006. As in

the past, the volume of new business in the next

two years is scheduled to be between EUR 8 and

10 billion per annum, the goal being a risk-ad-

justed return on capital (RAROC) of at least 13%

on average across the business areas. KfW IPEX-

Bank will be consistent in its pursuit of the path

already taken in restructuring its activities – with

product diversification and the acquisition of

additional customer groups among larger SMEs.

The Bank sees its new organisational structure,

its broader range of products and a stronger

presence abroad as creating major opportunities

for sustained business success.

Owing to special regional effects in business

operations, KfW Entwicklungsbank expects an

above-average commitment volume of more

than EUR 2 billion in financial year 2006. In the

following year, 2007, we expect a slight decrease

in the volume of commitments. In recent years

KfW Entwicklungsbank has drawn increasingly

on its own funds for development cooperation –

on the one hand, in combination with budget

funds allocated for Financial Cooperation and,

on the other, through FC promotional loans

granted entirely at our own risk. In the coming

years we expect a further increase in the use of

our own funds for promotional financing. In 

addition, KfW Entwicklungsbank is still seeking

to achieve greater efficiency and effectiveness

through close cooperation with bilateral, regional

and multilateral development banks.

DEG is planning to increase new business 

to EUR 0.7 billion in 2006 and 2007. These clear

expectations of growth stem from the good

economic growth prospects above the global

average in most DEG-relevant markets. At the

same time, the capacity to absorb private in-

vestment has improved further in a large num-

ber of countries.

In the next two years we will continue to work

on the privatisation of Deutsche Telekom and

Deutsche Post. In this connection the size of

transactions still needs to be in keeping with the

market situation in order to optimise proceeds.

The careful preparation of transactions to en-

sure market acceptance hence still plays an im-

portant role for us. We are nonetheless still pre-

pared to accept further share packages from the

German government. 

The Situation of KfW and KfW Bankengruppe in 2005.
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For 2006 we expect our funding needs to be be-

tween EUR 50 and 55 billion, which we will cov-

er, as in the past, by means of a broad range of

different bond products on the international cap-

ital markets. In our forecast for 2007, we assume

that funding requirements will remain essential-

ly unchanged. In our view, large amounts will con-

tinue to be invested globally in bonds of first-

class issuers, which leads us to expect stable

conditions for KfW’s funding. KfW therefore ex-

pects to be able to affirm its position as an in-

ternationally operating issuer in the years ahead.

With regard to personnel policy, a balance will still

need to be struck between three key objectives:
■ to safeguard existing jobs,
■ to increase staff as appropriate to further busi-

ness growth and
■ to keep staff costs in check.

Current planning for 2006 and 2007 allows for a

moderate staff increase, which is expected to have

mainly to do with the hiving-off of KfW IPEX-

Bank. In view of the obligation arising from the

training pact between the German government

and leading business associations, the Bank will

keep to its high training ratio and will continue

to train more people than it actually needs.
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Balance Sheet of KfW as per December 31, 2005.

1. Cash reserves

a) Cash in hand 142 0

b) Balances with central banks 25,699 27

of which: with the Deutsche Bundesbank 25,699 27

c) Balances with postal giro centres 0 25,841 0 27

2. Loans and advances to banks

a) At call 2,749,542 25

b) Other loans and advances 177,610,889 180,360,431 176,591 176,616

3. Loans and advances to customers 95,032,476 95,113

of which: secured with mortgages

of which: municipal loans 29,306,078

4. Bonds and other fixed-income securities

a) Money market paper

aa) Of public issuers 0 0

of which: eligible as collateral with 
the Deutsche Bundesbank 0 0

ab) Of other issuers 914,752 914,752 859

of which: eligible as collateral with 
the Deutsche Bundesbank 40,047 50

b) Bonds and debentures

ba) Of public issuers 2,744,536 2,843

of which: eligible as collateral with 
the Deutsche Bundesbank 2,518,331 2,574

bb) Of other issuers 22,680,318 25,424,854 19,241

of which: eligible as collateral with 
the Deutsche Bundesbank 17,721,153 15,075

Par value 3,673,299 3,620

5. Shares and other non-fixed income securities 21,318,678 16,238

6. Investments 61,300 37

of which: in banks 11,550 14

of which: in financial services institutions 0 0

7. Shares in affiliated enterprises 1,136,236 1,085

of which: in banks 306,852 307

of which: in financial services institutions 0 0

8. Assets on a trust basis 8,198,919 7,905

of which: loans on a trust basis 8,177,453 7,902

9. Compensation claims on public authorities 
including bonds from their conversion 0 64

10. Intangible assets 7,431 7

11. Tangible assets 692,664 620

12. Other assets 64,110 90

13. Deferred income 3,170,455 3,265

14. Special loss account consisting of provisions under
§ 17 (4) of the D-Mark Balance Sheet Law 26,777 27

Total assets 340,316,098 327,841

2005 2004

c) KfW's own bond issues 3,881,174 30,220,780 3,804 26,747

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

Assets
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Liabilities and Shareholders’ Equity
2005 2004

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

5. Other liabilities 1,625,588 10,207

6. Deferred income 5,970,802 5,888

7. Accrued estimated liabilities

a) Accrued pension liabilities and similar obligations 583,670 547

1. Contingent liabilities

a) On bills discounted and charged 0 0

b) On guarantees 74,235,711 61,423

c) Liability under collateral provided 
for third party liabilities 0 74,235,711 0 61,423

2. Other obligations

a) Repurchase obligations on non-genuine
repurchase transactions 0 0

b) Placing and underwriting obligations 0 0

c) Irrevocable loan commitments 38,476,115 38,476,115 36,044 36,044

a) Bond issues 216,234,720 180,371)

b) Other securitised liabilities 0 216,234,720 0 180,371

4. Liabilities on a trust basis 8,198,919 7,905

of which: loans on a trust basis 8,177,453 7,902

3. Securitised liabilities

bb) With agreed term or period of notice 70,616,032 71,043,095 71,043,095 85,515 85,932

ba) At call 427,063 417)

b) Other funds

a) Savings deposits 0 0)

2. Funds borrowed from customers

b) With agreed terms or periods of notice 21,728,145 23,043,948 24,453 25,239

a) At call 1,315,803 786

1. Funds borrowed from banks

b) Others 213,353 797,023 174 721

8. Obligatory charges under the D-Mark 
Balance Sheet Law 2,281 2

9. Subordinated liabilities 500,000 500

11. Equity Capital

a) Subscribed capital 3,750,000 3,750)

Outstanding contributions, not requested (450,000) (450)

Paid-in subscribed capital 3,300,000

of which: requested 0

b) Capital reserves 1,603,764 1,604)

Allocation 0

c) Reserve from the ERP Special Fund 702,582 654)

Contractual appropriation of interest 48,713 47

d) Retained earnings

da) Statutory reserve under § 10 (2) of the KfW Law 1,087,004 806)

db) Special reserve under § 10 (3) of the KfW Law 1,558,765 1,364)

dc) Special reserve under § 17 (4)
of the D-Mark Balance Sheet Law 47,607 2,693,376 8,299,722 48 7,776

Total liabilities 340,316,098 327,841

10. Fund for general bank risks 4,600,000 3,300
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Statement of Income of KfW for the period from January 1 to December 31, 2005.

Expenses

1. Interest expenses 10,657,838 10,233

2. Contractual appropriation of interest to reserve 
from the ERP Special Fund 48,713 47

3. Commissions and similar charges payable 205,099 186

2005 2004
EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

4. General administrative expenses

a) Expenditure on personnel

aa) Salaries and wages 229,654 216

ab) Social security contributions, expenditure 
on pensions and support 77,492 307,146 75

of which: for pensions 39,562 39

b) Other administrative expenses 168,712 475,858 158 449

5. Depreciation and value adjustments on intangible
assets and fixed assets 35,442 39

6. Other operating expenses 3,035 7

7. Write-downs of and value adjustments on loans 
and certain securities and increase of allowances 
for possible loan losses 656,732 803

of which: allocation to fund for general bank risks 1,300,000 1,300

9. Net income for the year 475,214 317

Total expenses 12,557,997 12,081

8. Write-downs on the special loss account under
§ 17 (4) of the D-Mark Balance Sheet Law 66 0



123

2000 1999

1. Interest income from

a) Lending and money market transactions 11,325,411 10,982

b) Fixed-income securities and debt register claims 682,515 12,007,926 666 11,648

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

2005 2004

Income

Total income 12,557,997 12,081

2. Current income from

a) Shares and other non-fixed income securities 107,198 4

b) Investments 6,352 1

c) Shares in affiliated enterprises 0 113,550 0 5

3. Commissions and similar service charges earned 403,073 370

4. Net earnings on financial transactions 1,525 4

5. Earnings on allocations to investments, 
shares in affiliated enterprises and securities 
treated as fixed assets 18,546 33

6. Other operating income 13,377 21



125124

Balance Sheet of KfW Bankengruppe as per December 31, 2005.

Assets

1. Cash reserves

a) Cash in hand 144 0

b) Balances with central banks 25,699 27

of which: with the Deutsche Bundesbank 25,699 27

c) Balances with postal giro centres 0 25,843 0 27

2. Loans and advances to banks

a) At call 2,790,824 52

b) Other loans and advances 177,401,962 180,192,786 176,684 176,736

3. Loans and advances to customers 95,384,216 95,245

of which: secured with mortgages 0 0

of which: municipal loans 29,306,078 34,479

4. Bonds and Other Fixed-Income Securities

a) Money market paper

aa) Of public issuers 0 0

of which: eligible as collateral with 
the Deutsche Bundesbank 0 0

ab) Of other issuers 914,752 914,752 859

of which: eligible as collateral with 
the Deutsche Bundesbank 40,047 50

b) Bonds and debentures

ba) Of public issuers 2,756,699 2,843

of which: eligible as collateral with 
the Deutsche Bundesbank 2,530,494 2,574

bb) Of other issuers 21,495,591 24,252,290 17,917

of which: eligible as collateral with 
the Deutsche Bundesbank 17,518,056 14,818

Par value 4,820,896 4,894

5. Shares and other non-fixed income securities 21,511,295 16,249

6. Investments

of which: in banks 72,082 750,195 66 749

of which: in financial services institutions 0 0

7. Investments in associated enterprises 620,194 596

of which: in banks 620,194 596

of which: in financial services institutions 0 0

8. Shares in affiliated enterprises 11,844 12

of which: in banks 0 0

of which: in financial services institutions 0 0

9. Assets on a trust basis 8,372,010 8,106

of which: loans on a trust basis 8,304,391 8.050

10. Compensation claims on public authorities 
including bonds from their conversion 0 64

11. Intangible assets 9,068 7

12. Tangible assets 710,654 637

2005 2004

c) The group's own bond issues 5,076,562 30,243,604 5,133 26,752

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

13. Other assets 114,264 124

14. Deferred income 3,170,521 3,265

15. Special loss account consisting of provisions 
under § 17 (4) of the D-Mark Balance Sheet Law 26,777 27

Total assets 341,143,271 328,596



1. Funds borrowed from banks

a) At call 1,295,645 746 )

b) With agreed terms or periods of notice 21,729,032 23,024,677 24,548 25,294

2. Funds borrowed from customers

a) Savings deposits 0 0)

b) Other funds

ba) At call 159,486 168 )

bb) With agreed terms or periods of notice 47,976,645 48,136,131 48,136,131 55,140 55,309

3. Securitised liabilities

a) Bond issues 238,928,062 210,806

b) Other securitised liabilities 0 238,928,062 0 210,806

4. Liabilities on a trust basis 8,372,010 8,106

of which: loans on a trust basis 8,304,391 8,050

5. Other liabilities 1,671,097 10,165

6. Deferred income 5,973,382 5,888

7. Accrued estimated liabilities

a) Accrued pension liabilities and similar obligations 642,090 597)

b) Accrued tax liabilities 4,758 16

c) Others 289,897 936,745 259 872

8. Obligatory charges under the D-Mark 
Balance Sheet Law 2,281 2

9. Subordinated liabilities 500,000 500

11. Equity Capital

a) Subscribed capital 3,750,000 3,750)

Outstanding contributions, not requested (450,000) (450)

Paid-in subscribed capital 3,300,000

of which: requested 0 0

b) Capital reserves 1,603,764 1,604)

Allocation 0 0

c) Reserve from the ERP Special Fund 702,582 654

Contractual appropriation of interest 48,713 47

d) Retained earnings

da) Statutory reserve under § 10 (2) of the KfW Law 1,087,004 806

dc) Special reserve under § 17 (4) 
of the D-Mark Balance Sheet Law 47,607 48

dd) Other retained earnings 699,164 3,392,540 8,998,886 579 8,355

db) Special reserve under § 10 (3) of the KfW Law 1,558,765 1,364

2005 2004

10. Fund for general bank risks 4,600,000 3,300

1. Contingent liabilities

a) On bills discounted and charged 0 0

b) On guarantees 74,169,511 61,376

c) Liability under collateral provided 
for third party liabilities 0 74,169,511 74,169,511 0 61,376

2. Other obligations

a) Repurchase obligations on non-genuine 
repurchase transactions 0 0

b) Placing and underwriting obligations 0 0

c) Irrevocable loan commitments 38,888,218 38,888,218 38,888,218 36,458 36,458

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

Total liabilities 341,143,271 328,596

Liabilities and Shareholders’ Equity
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Statement of Income of KfW Bankengruppe for the period from January 1 to December 31, 2005.

Expenses

1. Interest expenses 10,661,069 10,237

2. Contractual appropriation of interest 
to reserve from the ERP Special Fund 48,713 47

3. Commissions and similar charges payable 208,591 188

2005 2004
EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

4. General administrative expenses

a) Expenditure on personnel

aa) Salaries and wages 260,134 246

ab) Social security contributions, expenditure 
on pensions and support 94,617 354,751 89

of which: for pensions 51,729 49

b) Other administrative expenses 190,415 545,166 175 510

5. Depreciation and value adjustments 
on intangible assets and fixed assets 36,446 42

6. Other operating expenses 5,704 8

7. Write-downs of and value adjustments on loans 
and certain securities and increase of allowances 
for possible loan losses 584,831 823

of which: allocation to fund for general bank risks 1,300,000 1,300

9. Write-downs on the special loss account
under § 17 (4) of the D-Mark Balance Sheet Law 66 0

10. Taxes on income and profits 3,812 13

Total expenses 12,737,718 12,236

8. Write-downs of and value adjustments on 
investments, shares in affiliated enterprises 
and securities treated as fixed assets 18,469 –

11. Net income for the year 624,851 368
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2000 1999

1. Interest income from

a) Lending and money market transactions 11,405,326 11,057

b) Fixed-income securities and debt register claims 683,292 12,088,618 667 11,724

EUR thousand EUR thousand EUR thousand EUR thousand EUR million EUR million EUR million

2005 2004

Income

Total income 12,737,718 12,236

2. Current income from

a) Shares and other non-fixed income securities 107,198 4

b) Investments 51,671 54

c) Shares in affiliated enterprises 0 0

d) Investments in associated enterprises 50,995 209,864 30 88

3. Commissions and similar service charges earned 411,485 378

4. Net earnings on financial transactions 2,035 1

5. Earnings on allocations to investments, 
shares in affiliated enterprises and securities 
treated as fixed assets – 16

6. Other operating income 25,716 29
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Cash Flow Statement of KfW Bankengruppe as of December 2005.

EUR million

Net income before tax 629 382

Non-cash positions in net income and adjustments to reconcile net income to net cash 
used in operating activities:

– Write-downs/risk provisions, depreciation and adjustments on loans and advances, 
investments and fixed assets 640 849

– Change in accrued estimated liabilities 147 86

– Change in other non-cash provisions –27 –4

– Gain on sale of investments and fixed assets –33 –29

– Other adjustments (net) –10,031 –679

Sub-total –8,675 604

Change in assets and liabilities from operating activities:

– Loans and advances to banks –3,747 –10,582

– Loans and advances to customers 860 –4,397

– Securities (not including investments) –7,693 –492

– Funds borrowed from banks –2,269 –2,173

– Funds borrowed from customers –7,172 –1,964

– Securitised liabilities 28,122 16,251

– Other assets 3 –33

– Other liabilities –104 –172

– Interest earned 12,089 11,723

– Interest paid –10,661 –10,237

– Income tax paid –4 –13

Net cash used in operating activities 749 –1,485

Proceeds from sale of:

– Investments 1,030 1,774

Payments for purchase of:

– Investments –1,819 –247

– Fixed assets –116 –156

Change from other investment activities 27 4

Net cash provided by investment activities –804 1,437

Net cash used in financing activities 49 47

Cash and cash equivalents at the end of the previous period 27 27

Net cash used in operating activities 749 –1,485

Net cash provided by investment activities –804 1,437

Net cash used in financing activities 49 47

Effect of exchange rate changes and consolidation 5 1

Cash and cash equivalents at the end of the period 26 27

Proceeds from equity capital contributions 49 47

Change from other financing activtities 0 0

– Fixed assets 74 62

The cash flow statement of KfW Bankengruppe is drawn up in accordance with the recommendations

of GAS 2–10. The total cash shown includes cash in hand and balances with central banks.

Dec. 31, 2005 Dec. 31, 2004



The consolidated financial statements include,

besides KfW, KfW International Finance Inc.,

Delaware, USA, Finanzierungs- und Beratungs-

gesellschaft mbH, Berlin, DEG-Deutsche Inves-

titions- und Entwicklungsgesellschaft mbH, Co-

logne, KfW Beteiligungsholding GmbH, Frankfurt

am Main, KfW IPEX-Beteiligungsholding GmbH,

Frankfurt and tbg Technologie-Beteiligungsge-

sellschaft mbH, Bonn. 

§ 296 (1) No. 3 of the German Commercial

Code (HGB) has been utilized with regard to one

subsidiary, whose shares were held exclusively

for the purpose of resale. In accordance with

§ 296 (2) HGB two affiliated enterprises are not

included in the consolidated financial statements,

because their results are of only minor signifi-

cance for the presentation of the assets, finan-

cial situation and earnings of the Group. Further-

more, in accordance with § 311 (2) HGB the

at-equity consolidation method was not used

for two enterprises.

The annual financial statements for the in-

dividual enterprises in the Group were drawn up

in accordance with the accounting and valua-

tion methods applying to KfW. Loans and ad-

vances and liabilities, and income and expendi-

ture between the consolidated enterprises were

netted. The first consolidation was made by the

book value method with the values stated on

the Group’s balance sheet date.

The capital was consolidated on the basis of

the values stated on the date the enterprises were

first included in the Group’s accounts. The dif-

ferences in the liabilities resulting from the cap-

ital consolidation total EUR 446 million and are

included in the Group’s retained earnings.

Movesta Finance and Lease GmbH was in-

cluded for the first time; this was done by the

book value method, The valuation, which was

made on the basis of the values stated on the

date of the first inclusion in the consolidated fi-

nancial statements, led to a difference in the

amount of EUR 33 million on the assets side,

which was netted against the retained earnings.

The annual financial statements for KfW Inter-

national Finance Inc. are drawn up in foreign

currency and the amounts were converted at

the official middle rate on December 31, 2005.

The Financial Statements for 2005 for KfW and

for KfW Bankengruppe have been drawn up in

accordance with the requirements of the Com-

mercial Code (HGB), the Ordinance Regarding the

Accounting System for Banks (RechKredV) and

the Law Concerning KfW. The special provisions

of the D-Mark Balance Sheet Law (DMBilG) have

also been observed. In the Financial Statements

the reserves from the ERP Special Fund and the

contractual allocation of interest earnings to

these are shown separately, as is the allocation

to the capital reserves, which are shown as a

memo item. Statements on individual items in

the Balance Sheet, which may be made either in

the Balance Sheet or an Annex, are given in the

Annex.

The cash in hand, loans and advances to banks

and customers, investments, investments in as-

sociated enterprises and shares in affiliated en-

terprises and the other assets have been shown

at cost, par or a lower value. Differences be-

tween notional amounts and lower disburse-

ment amounts of loans or advances have been

included in the deferred income.

ACCOUNTING AND VALUATION METHODS.

THE CONSOLIDATED ENTERPRISES AND THE PRINCIPLES 
OF CONSOLIDATION.

ANNEX AND GROUP ANNEX.

129
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The securities held as a liquidity reserve (includ-

ing securitised compensation claims on public

authorities) are valued strictly at the lower of

cost or market, where they are not covered by

off-balance sheet business. Securities held as

fixed assets are shown on a modified applica-

tion of this principle. In part, securities are ag-

gregated with the derivatives contracts (interest

swap contracts) concluded for price hedging to

form separately documented valuation units. No

allocations of securities to the trading stock

have been made. The statutorily required write-

ups were made.

Fixed assets are shown at acquisition or pro-

duction cost, reduced by straight line deprecia-

tion in accordance with the expected useful life

of the items. Minor items were fully written off

in the year of acquisition.

Liabilities are shown at repayment value;

differences between agreed higher repayment

amounts and issue amounts have been included in

the item “Prepaid expenses and deferred charges”.

Accrued pension liabilities and similar obliga-

tions were valued in accordance with actuari-

al principles on the basis of “Richttafeln für die

Pensionsversicherung” (Mortality and Disability

Tables) of 2005 by Dr. Klaus Heubeck. For KfW

the part-value method was used, with interest

rates for accounting purposes of 3% and 6%,

respectively. The other accrued estimated liabil-

ities are shown at their expected recourse value.

Sufficient allowance has been made for risks,

most of which are on loans as a result of the

structure of KfW’s business, through provisions

and allocations to the Fund for general bank risks

in accordance with § 340g of the Commercial

Code. The allocations are shown in the item Write-

downs of and value adjustments on loans and

certain securities and increase of allowances for

possible loan losses. The possibility for netting in

the Statement of Income in accordance with §

340 f (3) and § 340 c (2) of the Commercial Code

has been utilized.

Annex and Group Annex.
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NOTES ON THE ASSETS.

Loans and Advances to Banks
EUR million

Up to 3 More than 3 months More than 1 year More than
months to 1 year to 5 years 5 years

Dec. 31, 2005 KfW 2,750 17,667 12,283 40,465 103,597 3,598 180,360

Dec. 31, 2005 Group 2,791 17,681 12,339 40,635 103,129 3,618 180,193

Dec. 31, 2004 KfW 25 23,042 11,100 40,286 99,175 2,988 176,616

Dec. 31, 2004 Group 52 23,191 11,143 40,499 98,841 3,010 176,736

of which to:

affiliated enterprises 822 0

At call Remaining term Pro rata interest Total

KfW Group

enterprises, in which KfW holds a stake 0 1,535

without on-lending banks’ liability 2,241 2,241

minor assets 10 10

Loans and Advances to Customers
EUR million

With no fixed maturity Remaining term Pro rata interest Total

Up to 3 More than 3 months More than 1 year More than
months to 1 year to 5 years 5 years

Dec. 31, 2005 KfW 0 4,118 6,874 31,730 50,401 1,909 95,032

Dec. 31, 2005 Group 0 4,172 6,899 32,111 50,279 1,924 95,384

Dec. 31, 2004 KfW 0 4,687 7,011 30,609 51,082 1,724 95,113

Dec. 31, 2004 Group 0 4,725 7,053 30,809 50,924 1,734 95,245

KfW Group

of which to:

affiliated enterprises 672 0

enterprises, in which KfW holds a stake 31 158

minor assets 411 411
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Amounts shown under “Bonds and other fixed-income securities” due in the year following the 

balance sheet date:

The item “Bonds and other fixed-income securities” includes loans and advances to:

The item “Bonds and other fixed-income securities” includes:

BONDS AND OTHER FIXED-INCOME SECURITIES.

Money market paper, bonds and notes 6,521 5,908 6,330 5,794

Par value 6,460 5,862 6,269 5,753

Own bond issues 272 842 463 956

Par value 266 838 457 947

Total 6,793 6,750 6,793 6,750

Par value 6,726 6.700 6,726 6,700

Balance sheet date Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004
KfW KfW Group Group

Due the following year
EUR million

EUR million

KfW Group

Affiliated enterprises 1,196 0

Enterprises in which KfW holds a stake 0 0

EUR million

KfW Group

Listed securities 27,898 27,921

Unlisted securities 1,303 1,303

Marketable securities 29,201 29,224

Annex and Group Annex.
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SECURITIES TRANSACTIONS UNDER REPURCHASE AGREEMENTS.

In the context of genuine repurchase transactions (sell & buy back transactions, repos) securities to

the book value of EUR 1,174 million were repurchased.

FIXED ASSETS.

Fixed Assets as per December 31, 2005 KfW
EUR thousand

Changes1) Residual book Residual book
2005 value as per value as per

Dec. 31, 2005 Dec. 31, 2004
(7) (8) (9)

Acquisition/ Inflows Outflows Transfers Allocations Write-downs/ Residual book Residual book 
production costs2) Adjustments value as per value as per 

Dec. 31, 2005 Dec. 31, 2004Total 2005
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Investments 23,829 61,300 37,471

Shares in affiliated enterprises 51,296 1,136,236 1,084,940

Securities treated as fixed assets 946,769 3,825,963 2,879,194

Total 1,021,894 5,023,499 4,001,605

Intangible  
assets 47,287 4,742 17,747 0 0 26,851 4,016 7,431 6,706

Tangible assets3) 798,439 108,479 56,178 0 0 158,076 31,426 692,664 619,962

Total 845,726 113,221 73,925 0 0 184,927 35,442 700,095 626,668

Sum 5,723,594 4,628,273

1) Including price changes.
2) The Relief Facility under § 31 (6) of the EC Commercial Code has been utilised.
3) Of which as per December 31, 2005: – total value of land and buildings used for the bank’s activities EUR 665,621,000

– total value of office furniture and equipment EUR 27,043,000
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Bonds and other fixed-income securities, as well as shares and other non-fixed income securities,

intended as a permanent part of operations and so usually held until maturity, have been included

with the securities treated as fixed assets. They are shown separately in the accounts and valued

following the lower of cost or market principle (modified).

The book value of the marketable bonds not valued at the lower of cost or market and included

in the item “Bonds and other fixed-income securities” is EUR 3,826 million. This includes invest-

ments in securities, whose book value of EUR 396 million was EUR 1 million higher than the pres-

ent value of EUR 395 million. Since these securities are to be held until maturity they were not writ-

ten down. Overall, the securities treated as fixed assets contain hidden reserves.

Annex and Group Annex.

Fixed Assets as per December 31, 2005 Group
EUR thousand

Changes1) Residual book Residual book
2005 value as per value as per

Dec. 31, 2005 Dec. 31, 2004
(7) (8) (9)

Acquisition/ Inflows Outflows Transfers Allocations Write-downs/ Residual book Residual book 
production costs2) Adjustments value as per value as per 

Dec. 31, 2005 Dec. 31, 2004Total 2005
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Investments 25,364 1,370,389 1,345,025

Shares in affiliated enterprises 1 11,844 11,843

Securities treated as fixed assets2) 946,769 3,825,963 2,879,194

Total 972,134 5,208,196 4,236,062

Intangible  
assets 50,777 6,355 17,748 0 0 30,316 4,348 9,068 7,115

Tangible assets3) 829,623 109,869 56,720 0 0 172,118 32,098 710,654 637,353

Total 880,400 116,224 74,468 0 0 202,434 36,446 719,722 644,468

Sum 5,927,918 4,880,530

1) Including price changes.
2) The Relief Facility under § 31 (6) of the EC Commercial Code has been utilised.
3) Of which as per December 31, 2005: – total value of land and buildings used for the bank's activities EUR 671,797,000

– total value of office furniture and equipment EUR 28,574,000
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The item “Shares and other non-fixed income securities” includes:

The full list of shareholdings in accordance with §§ 285, Para. 11 and 313, No 2 of the Commercial

Code is deposited with the district court in Frankfurt am Main.

The total holding is valued at the lower of cost or market.

EUR million

KfW Group

Listed securities 16,858 16,867

Unlisted securities 4,462 4,462

Marketable securities 21,320 21,329

Information on Equity Investments
EUR thousand and %

1) As per Dec. 31, 2005.
2) Converted at the rate on Dec. 31, 2005 (EUR 1 = USD 1.1797).

Name and domicile of company Share held Equity Capital1) Net income
for the year1)

in % EUR thousand EUR thousand

1. DEG–Deutsche Investitions- und Entwicklungsgesellschaft mbH,
Cologne 100.0 1,014,297 118,900

2. Finanzierungs- und Beratungsgesellschaft mbH (FuB),
Berlin 100.0 13,054 3,112

3. KfW International Finance Inc.,
Delaware, USA 100.0 8 2) 0 2)

4. KfW Beteiligungsholding AG, 
Bonn 100.0 799,893 18,794

5. tbg Technologie-Beteiligungs-Gesellschaft mbh, 
Bonn 100.0 479,800 0

The enterprises are included in the consolidated financial statements as subsidiaries

6. KfW IPEX-Beteiligungsholding GmbH,
Frankfurt 100.0 32,544 44
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PREPAID EXPENSES AND DEFERRED CHARGES.

The difference contained in the item “Prepaid expenses and deferred charges” between the repayment

amount and the lower issue amount of liabilities is EUR 597 million.

OTHER ASSETS.

The item “Other Assets” of KfW consists mainly of claims on the federal government in the amount

of EUR 45 million. For the Group the item also includes claims by KfW Beteiligungsholding on the

financial administration in the amount of EUR 47 million.

The item “Investments” includes:

EUR thousand

KfW Group

Listed securities 0 663,515

Unlisted securities 35,213 57,201

Marketable securities 35,213 720,716

Assets on a trust basis 
EUR million

KfW Group

Loans and advances to banks

a) At call 204 204

b) Other loans and advances 828 1,032 943 1,147

Loans and advances to customers 7,146 7,171

Investments 20 53

Shares 1 1

Sum 8,199 8,372

Annex and Group Annex.
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NOTES ON LIABILITIES.

Maturities Structure of Borrowed Funds
EUR million

Up to 3 More than 3 months More than 1 year More than 
months to 1 year to 5 years 5 years

as per Dec. 31, 2004 Group 746 3,052 2,795 10,028 5,087 3,586 25,294

At call Remaining term Pro rata interest Total

as per Dec. 31, 2004 KfW 786 3,027 2,774 10,000 5,070 3,582 25,239

KfW 427 12,128 5,517 30,094 21,522 1,355 71,043

Group 159 7,466 2,856 17,985 18,756 914 48,136

as per Dec. 31, 2004 KfW 417 10,588 12,785 36,034 24,619 1,489 85,932

as per Dec. 31, 2004 Group 168 8,120 2,942 22,229 20,896 954 55,309

KfW 1,743 13,923 7,154 41,868 24,398 5,001 94,087

Group 1,455 9,219 4,493 29,786 21,647 4,562 71,161

in %

KfW 2 15 8 44 26 5 100

Group 2 13 6 42 31 6 100

Due the following year

Securitised liabilities
– bonds issued 50,175 57,497

as per December 31, 2004 33,688 46,007

KfW Group

KfW 1,316 1,795 1,637 11,774 2,876 3,646 23,044

Group 1,296 1,753 1,637 11,801 2,891 3,647 23,025

Funds borrowed from banks with
agreed term or period of notice

Funds borrowed from customers
- Other borrowed funds with agreed term or period of notice
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OTHER LIABILITIES.

The “Other liabilities” are mainly the difference on the conversion of foreign currency positions

hedged with swaps to the amount of EUR 1.1 billion.

Annex and Group Annex.

Total 23,042 0 0 400

Securitised liabilities 0 0 0 3971)

Funds borrowed from customers 22,976 0 0 3

Funds borrowed from banks 66 0 0 0

KfW Group KfW Group

To affiliated enterprises To enterprises in which KfW/ 
KfW Bankengruppe holds a participation

Securitised and non-securitised liabilities

Liabilities to Affiliated Enterprises and Enterprises in which KfW/KfW Bankengruppe holds a stake 
EUR million

1) As far as can be ascertained.

Total 8,199 8,372

bb) With agreed term or period 
of notice 7,202 8,130 7.375 8,303

ba) At call 928 928

b) Other liabilities

a) Savings deposits

Funds borrowed from customers

b) With agreed term or period 
of notice 69 69 69 69

a) At call 0 0

Funds borrowed from banks

KfW Group

Liabilities on a trust basis 
EUR million



139

DEFERRED INCOME.

The item “Deferred income” includes discounts on loans and advances totalling EUR 1,201 million.

EQUITY CAPITAL.

SUBORDINATED LIABILITIES.

In connection with the acquisition of shares of Deutsche Telekom AG and Deutsche Post AG for the

further privatisation of these corporations the German government granted KfW a subordinated

loan of EUR 500 million. The loan bears an agreed interest rate of 3.9475% and is due for repayment

on November 11, 2008. KfW is not obligated to repay the subordinate loan ahead of schedule. 

The terms of subordination of this loan are in line with the requirements of the German Banking

Act (KWG).

Interest expenses for the subordinate loan amounted to EUR 19.7 million. This interest accrued

but not yet due in the amount of EUR 2.7 million is reported under the item “Other liabilities”.

Of the Group’s net income for the year of EUR 625 million, an amount corresponding to KfW’s net

income for the year of EUR 475 million was allocated to the statutory reserve (EUR 280 million) and

to the special reserve (EUR 195 million) in accordance with § 10 (2) and (3) of the KfW Law. The net

income for the year of EUR 150 million achieved by the consolidated subsidiaries was allocated to

the other retained earnings. KfW's equity capital is EUR 8,300 million.

Group Equity according to GAS No. 7 
EUR million

KfW’s subscribed capital 3,750.0 0.0 0.0 3,750.0

Outstanding contributions, not requested –450.0 0.0 0.0 –450.0

Capital reserves 1,603.8 0.0 0.0 1,603.8

Reserve from the ERP Special Fund 653.9 0,0 48.7 702.6

Retained Group earnings

a) Statutory reserve under § 10 (2) of the KfW Law 806.5 280.5 0.0 1,087.0

b) Special reserve under § 10 (3) of the KfW Law 1,364.0 194.7 0,0 1,558.7

c) Special reserve under § 17 (4) D-Mark 
Balance Sheet Law 47.6 0.0 0.0 47.6

d) Other retained earnings 579.1 149.7 –29.6 699.2

Group equity 8,354.9 624.9 19.1 8,998.9

Dec. 31, 2004 Group’s Other changes Dec. 31, 2005
net income
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OTHER REQUIRED NOTES ON THE LIABILITIES.

CONTINGENT LIABILITIES.

The Group’s liabilities under guarantees total EUR 74,170 million. Of the total amount as per Dec. 31,

2005 EUR 68,413 million was credit default swaps, EUR 5,757 million was credit guarantees (of

which guarantees for special loans totalled EUR 1,315 million, guarantees for aircraft finance 

EUR 926 million, guarantees for energy loans EUR 636 million and guarantees for housing con-

struction EUR 426 million).

The new guarantees for third party risks given in 2005 amounted to EUR 28,218 million; they result

mainly from the assumption of third party risks of credit default in connection with securitisation

transactions of a total of EUR 27,071 million. Altogether EUR 16,609 million was redeemed.

The Group’s irrevocable loan commitments total EUR 38,888 million, of which EUR 12,911 million

is export and project finance, EUR 17,832 million is investment finance, EUR 3,975 million is loans

to promote the developing countries, EUR 2,244 million is guarantees and EUR 1,926 million is 

asset securitisation.

OTHER OBLIGATIONS.

Annex and Group Annex.
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SEGMENT REPORTING.

The segment reporting in accordance with DRS 3-10 follows the structure of the internal control of

the business units of KfW Bankengruppe. 

The composition of our segments is shown in the following overview:

NOTES ON THE STATEMENT OF INCOME.

A detailed description of the products and services offered by the individual business units is

contained in the statements presented under “KfW’s Business Units” of this annual report.

Segment Reporting

Investment Finance Germany/Europe

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

■ Corporate Investments/Industrial Pollution Control Finance

■ Education and Social Finance

■ Infrastructure and Housing Finance

■ Global Loans

■ Asset Securitisation 

Promotion of the Developing Countries

■ Promotion of the Developing and Transition Countries on behalf of the German Federal Government 
(budget funds) and with Complementary Market Funds raised by KfW

■ DEG – Deutsche Investitions- und Entwicklungsgesellschaft mbH, (Promotion of the Private Sector)

Advisory and other Services/Participations

■ Holding Arrangements for the Federal Government

■ Shareholdings

■ Securities Investments

■ Other services

Export and Project Finance

■ Promotion of German and European Exports

■ Financing of Direct and Other Corporate Investment
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The operative business units are measured on the basis of the net operating result and the allocated

equity capital. The individual positions are based on the following methods:
■ Net interest income was itemised according to the principle of the market interest rate method1).

The position also includes internally calculated return on equity. 
■ The allocation of administrative expenses by cost centres to the individual segments is based on

the results of activity-based costing2).
■ Risk provisioning was for the first time determined on the basis of the concept of expected losses

(standard risk costs) and charged to the individual segments (IF, EP, DC and AS). For reasons of

comparability this change was also applied retrospectively to the year 2004.
■ The segment assets contain the total asset positions. The allocation of the own funds3) to the 

segments is effected on the basis of the corresponding risk position (pursuant to Principle I of

the German Banking Act).

Contributions to income that accrue outside the segments are allocated to the central segment. The

risk provisions of the central segment mainly comprise the increase in the Fund for general bank

risks, which affects the income statement.

The transference/consolidation column contains all adjustment measures necessary for transfer-

ring the internal accounting measures into the corresponding data in the external financial reporting.

1) Under this method the calculation of interest margins is based on the assumption of a refinancing at matching maturities.
2) The costs incurred in the organisational units are allocated to the individual products by means of business processes.
3) The own funds include the paid-in subscribed capital, reserves and the Fund for general bank risks pursuant to § 340 g of the German Commercial Code.

Annex and Group Annex.

Segment Reporting by Business Unit
EUR million

+ Interest received, net

2004 320 433 134 62 484 143 1.575

+ Commissions received, net

2004 99 92 101 32 0 – 134 190

– Administrative expenses

2004 257 96 154 41 0 3 552

2005 316 447 188 219 411 58 1.638

2005 102 104 101 28 0 –132 203

2005 260 116 169 33 0 4 582

Primary Segments Investment Project-/ Promotion Advice/ Central Trans- KfW 
Finance Export- of the Services/ Segment ference/ Banken-

Germany/ Finance Developing Partici- Consoli- gruppe
Europe Countries pations dation
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(cont.)

+ Net result from financial
transactions/other 
operating result

2005 5 0 4 1 42 –30 22

2004 3 0 0 2 108 –89 23

– Risk provisions/
valuations, net

2005 100 163 70 18 361 –108 603

2004 107 177 69 14 524 –84 808

= Income from current
operations

Assets

2005 187,628 46,421 21,173 72,943 12,978 0 341,143

2004 183,342 46,435 21,938 68,769 8,112 0 328,596

Liabilities

2005 181,892 42,312 20,015 68,881 12,746 1,698 327,544

2004 178,094 43,034 20,917 65,361 7,927 1,608 316,941

Risk-weighted positions

2005 50,899 39,702 2,900 40,845 2,249 0 136,595

2004 48,286 33,883 2,431 35,238 1,835 0 121,673

Own funds

2005 5,736 4,109 1,157 4,062 233 –1,698 13,599

2004 5,249 3,401 1,021 3,408 184 –1,608 11,655

2005 63 272 53 197 93 0 678

2004 57 251 11 41 67 0 428

Cost/income ratio2)

2005 61,4 21,0 57,7 13,3 31,2

2004 61,0 18,3 65,8 42,8 30,9

2004 1,2 7,8 1,1 1,3 4,0

2005 1,2 7,2 4,9 5,3 5,4

Return on average 
allocated own funds1)

1) Ratio of income from current operations to average allocated own funds.
2) Ratio of administrative expenses to net income (net interest received, net commissions received, other operating income).

In %

Primary Segments Investment Project-/ Promotion Advice/ Central Trans- KfW 
Finance Export- of the Services/ Segment ference/ Banken-

Germany/ Finance Developing Partici- Consoli- gruppe
Europe Countries pations dation
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SEGMENT REPORTING BY REGION.

As KfW Bankengruppe maintains no foreign branch offices the geographic segmentation of the

volume of lending is made on the basis of the customers’ country of domicile. The remaining asset

positions are allocated to the domestic activities.

Annex and Group Annex.

Segment Reporting by Region
EUR million

+ Interest received, net

+ Zinsüberschuss 951 68 119 52 97 141 27 115 1.569

2004 938 55 129 30 114 132 34 143 1,575

+ Commissions received, net

2005 165 18 30 8 16 59 38 –132 203

2004 157 31 37 4 11 52 32 –134 190

– Administrative expenses

2005 293 64 64 21 30 69 36 4 582

2004 298 56 55 18 27 80 15 3 552

+ Net result from financial
transactions/other 
operating result

2005 48 0 1 0 1 1 1 –30 22

2004 112 0 1 0 0 –1 0 –89 23

– Risk provisions/
valuations, net

2005 491 34 76 23 30 58 0 –108 603

2004 679 30 73 24 41 16 30 –84 808

= Income from current
operations

2005 493 –30 63 –20 39 64 68 0 678

2004 231 0 39 –8 57 88 22 0 428

Assets

2005 245,111 30,506 22,673 9,399 6,771 20,871 5,812 0 341,143

2004 229,796 27,379 23,084 9,027 7,243 24,808 7,259 0 328,596

Secondary Segments Germany Euroland Other North Latin Asia/ Africa Trans- KfW 
(without Europe America America Australia ference/ Banken-

Germany) including Consoli- gruppe
Caribbean dation

2005 1,064 49 172 16 82 132 65 57 1,638

Liabilities

2005 235,738 28,681 20,834 8,818 6,235 20,015 5,526 1,698 327,544

2004 221,390 25,963 21,615 8,513 6,733 24,118 7,002 1,608 316,941
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OTHER NOTES REQUIRED.

The assets and debts in foreign currencies and the cash transactions not completed on the balance

sheet date have been converted into euros at the official middle exchange rates quoted on 

December 31, 2005. Irrevocable loan commitments, for which forward transactions were concluded,

were converted at the hedging rate.

Expenditure and earnings on currency conversion have been included in the “Net earnings on

financial transactions”; the imparity principle (Imparitätsprinzip) has been observed.

Revaluations of provisions for loan losses in foreign currencies were included in the item “Net

expenditure on financial transactions”.

ASSETS AND DEBTS IN FOREIGN CURRENCIES.

(cont.)

Risk-weighted positions

2005 87,339 17,628 15,454 5,613 3,660 5,559 1,342 0 136,595

2004 80,725 14,102 12,449 5,126 3,475 4,733 1,064 0 121,673

Own funds

2005 9,373 1,824 1,840 581 536 857 286 –1,698 13,599

2004 8,406 1,416 1,469 515 511 689 258 –1,608 11,655

Cost/income ratio2)

2005 22.9 94.2 31.7 87.9 30.5 36.0 34.8 31.2

2004 24.7 65.0 32.8 54.4 21.4 43.6 23.1 30.9

2004 2.9 0.0 3.0 –1.7 10.7 13.5 8.8 4.0

2005 5.6 –1.9 3.8 –3.6 7.5 8.3 24.8 5.4

Return on average 
allocated own funds1)

1) Ratio of income from current operations to average allocated own funds.
2) Ratio of administrative expenses to net income (net interest received, net commissions received, other operating income).

In %

Secondary Segments Germany Euroland Other North Latin Asia/ Africa Trans- KfW 
(without Europe America America Australia ference/ Banken-

Germany) including Consoli- gruppe
Caribbean dation
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KfW Bankengruppe uses the following forward transactions/derivative products, mainly to hedge

against the risk of changes in interest rates and exchange rates, and other price and credit risks:

1. Interest-rate related forward transactions/derivative products
■ Interest rate swaps
■ Interest rate options
■ Caps and floors
■ Spreadlocks
■ Forward Rate Agreements

2. Currency-related forward transactions/derivative products
■ Cross-currency swaps
■ FX swaps
■ Spot exchange deals
■ Forward exchange deals

3. Share price-related and other price risk-related forward transactions/derivative products
■ Share options under standstill agreements

4. Credit derivatives
■ Single Name Credit Default Swaps

The following presentation of the derivatives business was adjusted in accordance with the require-

ments of § 285 No. 18 of the German Commercial Code. It discloses the positive and negative market

values of the derivatives positions as of December 31, 2005. 

As derivatives instruments are used to hedge market risks of on-balance sheet business, whose

values move in opposite directions, these instruments are treated as off-balance sheet items.

All types of contracts are valued according to the mark-to-market method. In cases where market

prices were not available for derivatives instruments, fair values were established by means of market

parameters based on generally acknowledged option price models and present value estimates. 

Purchased and written options are classified as other assets or other liabilities in the amounts

paid as premiums.

DERIVATIVES REPORTING.

Forward transactions in connection with on-balance sheet business were converted with due

observance of the regulations on special cover or cover in the same currency. There were no effects

from these on the Statement of Income.

As per December 31, 2005 total assets in foreign currencies were EUR 50.4 billion, converted in

accordance with § 340 h (1) of the Commercial Code.

Total debts in foreign currencies were EUR 135.0 billion.

Annex and Group Annex.
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KfW 2005
EUR million

Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2005

Volumes

Contracts with interest rate risks

Interest swaps 278,615 252,410 9,507 10,932

of which: Purchases 0 220 0 0

Sales 1,230 784 0 22

Caps and Floors1) 604 615 1 1

Spreadlocks 169 0 0 0

Nominal values Nominal values Fair values Fair values
positive negative

Total 280,618 254,029 9,508 10,955

1) Derivative financing instruments are shown without embedded derivatives.
2) here: Single name credit default swaps

Total 850 40 0 1

Contracts with currency risks

Cross-currency swaps 103,624 77,862 3,220 4,475

FX swaps 18,434 20,410 282 61

Forward exchange swaps 140 29 0 6

Spot exchange deals 17 0 0 0

Total 122,215 98,301 3,502 4,542

Share and other price risks1) 342 1.000 1 0

of which: Purchases 850 40 0 1

Sales 0 0 0 0

Interest options

Credit derivatives2)

Maturity

Remaining term of

■ up to 3 months 6,987 14,344 18,827 20,297 342 1,000 0 0

■ > 3 months to 1 year 38,364 29,606 16,988 14,313 0 0 0 0

■ > 1 to 5 years 135,723 119,236 65,002 44,000 0 0 850 40

■ > 5 years 99,544 90,843 21,398 19,691 0 0 0 0

Total 280,618 254,029 122,215 98,301 342 1,000 850 40

Nominal values Interest risks1) Currency risks Other price risks1) Credit derivatives2)

EUR million Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004

1) Derivative financing instruments are shown without embedded derivatives.
2) here: Single name credit default swaps
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KfW group 2005
EUR million

Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2005

Volumes

Contracts with interest risks

Interest swaps 279,732 253,764 9,537 10,949

Forward Rate Agreements 13 0 0 0

Interest options

of which: Purchases 0 270 0 0

Sales 1,230 784 0 22

Caps and floors1) 613 671 1 1

Spreadlocks 169 0 0 0

Nominal values Nominal values Fair values Fair values
positive negative

Total 281,757 255,489 9,538 10,972

Contracts with currency risks

FX swaps 18,434 20,410 282 61

Forward exchange swaps 140 29 0 6

Spot exchange deals 17 0 0 0

Total 122,860 98,812 3,516 4,576

Share and other price risks1) 342 1.000 1 0

Credit derivatives2)

Sales 0 0 0 0

of which: Purchases 850 40 0 1

Total 850 40 0 1

Cross-currency swaps 104,269 78,373 3,234 4,509

1) Derivative financing instruments are shown without embedded derivatives.
2) here: Single name credit default swaps

Annex and Group Annex.

Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2005

Counterparties

OECD Banks 329,417 282,268 10,495 12,439

Banks outside the OECD 0 0 0 0

Other counterparties 74,420 69,062 2,505 3,058

Public authorities 188 2,040 11 1

Total 404,025 353,370 13,011 15,498

Nominal values Nominal values Fair values Fair values
positive negative

EUR million



149

In addition, KfW has taken on the default risks on SME and housing loans (EUR 67.6 billion) as well as

risks in connection with the sale of debt owed to the Federal Republic of Germany (EUR 0.8 billion)

and transferred them to the capital market. These risks assumed through credit derivatives in the

total amount of EUR 68.4 billion (2004: EUR 56.3 billion) are shown under the item “Contingent 

liabilities”. The transfer of the risk to the capital market was made through credit default swaps

(EUR 60.7 billion) or credit linked notes (EUR 7.7 billion).

Maturity

Remaining term of

■ up to 3 months 7,103 14,350 18,851 20,325 342 1,000 0 0

■ > 3 months to 1 year 38,291 29,747 17,064 14,382 0 0 0 0

■ > 1 to 5 years 136,396 120,025 65,398 44,165 0 0 850 40

■ > 5 years 99,967 91,367 21,547 19,940 0 0 0 0

Total 281,757 255,489 122,860 98,812 342 1.000 850 40

Nominal values Interest risks1) Currency risks Other price risks1) Credit derivatives2)

EUR million Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2004

1) Derivative financing instruments are shown without embedded derivatives.
2) here: Single name credit default swaps

LOANS IN THE NAME OF THIRD PARTIES FOR THIRD PARTY ACCOUNT.

The loans outstanding in the name of third parties and for third party account totalled EUR 3,168

million as per December 31, 2005.

Dec. 31, 2005 Dec. 31, 2004 Dec. 31, 2005 Dec. 31, 2005

Counterparties

OECD Banks 331,200 284,234 10,539 12,490

Banks outside the OECD 2 3 0 0

Other counterparties 74,420 69,066 2,505 3,058

Public authorities 187 2.038 11 1

Total 405,809 355,341 13,055 15,549

Nominal values Nominal values Fair values Fair values
positive negative

EUR million
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REMUNERATIONS AND LOANS TO MEMBERS OF THE BOARD OF 

MANAGING DIRECTORS AND THE BOARD OF SUPERVISORY DIRECTORS.

The total remuneration paid to members of the Board of Managing Directors for 2005 in the Group

was EUR 2,495,490.77. This includes EUR 37,795.49 for non-cash benefits and other remuneration.

The current salary components were uniformly fixed at EUR 409,615.88 for all members of the

Board of Managing Directors.

The remuneration paid to members of the Board of Supervisory Directors of KfW was EUR

211,200.52. It is composed as follows: 

The remuneration for the Chairman of the Board of Supervisory Directors is EUR 12,782.00 

annually, for the Deputy Chairman of the Board of Supervisory Directors it is EUR 10,226.00 annually,

for the members of the Board of Supervisory Directors it is EUR 5,113.00 annually, for the members

of the Loan Approvals Committee it is 614.00 annually and for the members of the Legal and 

Administrative Committee it is EUR 307.00 annually. Remuneration is paid on a pro-rata basis if

members join or leave the Board of Supervisory Directors during the current year.

A liability of EUR 32,567,001 had been accrued at Dec. 31, 2005 for obligations under pension

arrangements for retired members of the Board of Managing Directors and their surviving depend-

ants. Current payments amounted to EUR 3,228,452.42.

Loans to members of the Board of Managing Directors amounted to a total of EUR 35,987.92

as of Dec. 31, 2005. The interest rates range from 2% to 5%.

PERSONNEL.

The average number of staff, not including the Board of Managing Directors and trainees, but includ-

ing temporary staff, is calculated from the figures at quarter endings during the year under review.

2005 KfW 2004 KfW 2005 Group 2004 Group

Female employees 1,592 1,589 1,828 1,828

Male employees 1,711 1,665 1,912 1,869

Staff not covered by collective agreements 2,140 1,883 2,402 2,141

Staff covered by collective agreements 1,163 1,371 1,338 1,556

Total 3,303 3,254 3,740 3,697

RELATED PARTY DISCLOSURES.

Related parties or companies in the sense of GAS 11 are natural and legal persons and companies

over which the reporting company may exercise an influence or which may exercise an influence

over the reporting company. KfW is a public law institution owned 80% by the Federal Republic

of Germany and 20% by the federal states. Transactions concluded in the year under review with

the German government and individual companies in which the German government holds stakes

and which are shown in the annual report on state shareholdings (Beteiligungsbericht des Bundes)

were conducted within the framework set by the KfW Law. The objective of the holdings of the

German government is to fulfil the promotional mission laid down in the KfW Law.

Annex and Group Annex.
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MANDATES HELD BY STATUTORY REPRESENTATIVES OR OTHER REPRESENTATIVES

ON SUPERVISORY BOARDS OF MAJOR JOINT STOCK COMPANIES IN ACCORDANCE

WITH §267 (3) COMMERCIAL CODE. 

Hans W. Reich
Aareal Bank AG, Wiesbaden
HUK-Coburg Haftpflicht-Unterstützungs-Kasse kraft-
fahrender Beamter Deutschlands a. G. in Coburg, Coburg
HUK-Coburg-Holding AG, Coburg
Deutsche Telekom AG, Bonn  
IKB Deutsche Industriebank AG, Düsseldorf 
ThyssenKrupp Steel AG, Duisburg
Deutsche Post AG, Bonn 

Dr. Peter Klaus
Georgsmarienhütte Holding GmbH, Georgsmarienhütte
STEAG AG, Essen
ThyssenKrupp Technologies AG, Essen
Lufthansa Technik AG, Hamburg

Ingrid Matthäus-Maier
DEG – Deutsche Investitions- und 
Entwicklungsgesellschaft mbH, Cologne
Salzgitter Mannesmann Handel GmbH, Düsseldorf
RAG AG, Essen

Wolfgang Kroh
DEG – Deutsche Investitions- und 
Entwicklungsgesellschaft mbH, Cologne

Heinrich Heims
EKO Stahl GmbH, Eisenhüttenstadt

Waltraud Wolff
Saarstahl AG, Völklingen

As of Dec. 31, 2005

In addition to the members of the Board of Managing Directors and the Board of Supervisory 

Directors, other management staff may also be related parties in accordance with GAS 11. Related

parties, defined in this sense, are shown in the list of mandates and the organisation chart of KfW.

Transactions with any of these persons or their close relatives may be entered into at the usual

terms and conditions of KfW in the framework of its loan programmes open to the general public.

Internal transactions (advances and loans) entered into with Directors of KfW are not reported here

for reasons of materiality.

REMUNERATION OF THE AUDITOR OF THE ANNUAL FINANCIAL STATEMENTS.

The expenses for the year 2005 contain the following remuneration of the auditor of the Annual

Financial Statements:

2005 KfW 2005 Group

Audit 1,006 1,548

Other certifications and valuations 1,751 1,770

Tax consultancy services 70 84

Other services 416 420

Sum 3,243 3,822

EUR thousand
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BOARD OF SUPERVISORY DIRECTORS.

Peer Steinbrück
Federal Minister of Finance
(since November 22, 2005)
Deputy Chairman
(since January 1, 2006)
Chairman
(from November 29 until 
December 31, 2005)

Michael Glos
Federal Minister of Economics and
Technology
(since November 22, 2005)
Chairman
(since January 1, 2006)
Deputy Chairman
(from November 29 until 
December 31, 2005)

Hans Eichel
Federal Minister of Finance
Chairman
(until November 21, 2005)

Wolfgang Clement
Federal Minister of Economics
and Labour
Deputy Chairman
(until November 21, 2005)

Dietrich Austermann
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(until June 6, 2005)

Dietrich Austermann
Ministry of Science, Economics and
Transport of the State of Schleswig-
Holstein
Member appointed by the Bundesrat
(Upper House)
(since July 8, 2005)

Dr. Günter Baumann
Member of the Board of Managing
Directors of DIHK Deutscher 
Industrie- und Handelskammertag
Representative of Industry

Anton F. Börner
President of the Bundesverband
des Deutschen Groß- und Außen-
handels e.V.
Representative of Trade

Dr. Rolf-E. Breuer
President of the Bundesverband
deutscher Banken e.V. (ret.)
Representative of the 
Commercial Banks
(until April 8, 2005)

Dr. Ulrich Brixner
Chairman of the Board of Managing
Directors of DZ BANK AG
Representative of the Cooperative
Banks

Rüdiger Dorn
President Haus & Grund Deutschland
Representative of the Housing Industry

Prof. Dr. Kurt Faltlhauser
Minister of Finance of the Bavarian
State Ministry of Finance
Member appointed by the Bundesrat
(Upper House)

Joschka Fischer
Federal Minister of Foreign Affairs
(until November 21, 2005)

Dr. Thomas R. Fischer
Chairman of the Board of Managing
Directors of WestLB
Representative of the Mortgage Banks

Dr. Rolf-Jürgen Freyberg
Chairman of the Board of Managing
Directors of BGAG
Beteiligungsgesellschaft der 
Gewerkschaften AG (ret.)
Representative of the Trade Unions
(until September 30, 2005)

Sigmar Gabriel
Federal Minister of the Environment,
Nature Protection and Nuclear Safety
(since November 22, 2005)

Prof. Dr. Hans-Günter Henneke
Managing Director of the Deutscher
Landkreistag
Representative of the Municipalities

Dr. Dietrich H. Hoppensted
President of the Deutscher Sparkassen-
und Giroverband e.V.
Representative of the Savings Banks

Bartholomäus Kalb
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Roland Koch
Minister President of the State of Hesse
Member appointed by the Bundesrat
(Upper House)

Jürgen Koppelin
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(since January 1, 2006)

Renate Künast
Federal Minister of Consumer
Protection, Food and Agriculture
(until October 4, 2005)

Oskar Lafontaine
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(since January 1, 2006)

Waltraud Lehn
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag
(until December 31, 2005)

Prof. Dr. Wolfgang Methling
Minister for the Environment of the
State of Mecklenburg-West Pomerania
Member appointed by the Bundesrat
(Upper House)

Dr. Horst Metz
Minister of Finance of the Free State
of Saxony
Member appointed by the Bundesrat
(Upper House)

Franz-Josef Möllenberg
Chairman of the Gewerkschaft
Nahrung-Genuss-Gaststätten
Representative of the Trade Unions
(since November 29, 2005)

Hartmut Möllring
Minister of Finance of the
State of Lower Saxony
Member appointed by the Bundesrat
(Upper House)

Margret Mönig-Raane
Deputy Chairman of ver.di e.V.
Representative of the Trade Unions

Klaus-Peter Müller
President of the Bundesverband
deutscher Banken e.V.
Representative of the Commercial
Banks
(since May 4, 2005)

Stefan Ortseifen
Spokesman of the Board of Managing
Directors of IKB
Deutsche Industriebank AG
Representative of the Industrial Loan
Banks

Ronald Pofalla
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Heinz Putzhammer
Member of the Executive Board of
the Deutscher Gewerkschaftsbund
Representative of the Trade Unions

Christine Scheel
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Hanns-Eberhard Schleyer
Secretary-General of the Zentral-
verband des Deutschen Handwerks
Representative of the Crafts

Horst Seehofer
Federal Minister of Food, Agriculture
and Consumer Protection
(since November 22, 2005)

Michael Sommer
Chairman of the Deutscher Gewerk-
schaftsbund
Representative of the Trade Unions

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

Jörg-Otto Spiller
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Dr. Ralf Stegner
Minister of Finance of the State of
Schleswig-Holstein (ret.)
Member appointed by the Bundesrat
(Upper House)
(until May 19, 2005)

Dr. Frank-Walter Steinmeier
Federal Minister of Foreign Affairs
(since November 22, 2005)

Ludwig Stiegler
Member of the German Bundestag
(Federal Parliament)
Member appointed by the Bundestag

Dr. Manfred Stolpe
Federal Minister of Transport, 
Building and Housing
(until November 21, 2005)

Erwin Teufel
Minister President of the State of
Baden-Württemberg
Member appointed by the Bundesrat
(Upper House)

Jürgen R. Thumann
President of the Bundesverband der
Deutschen Industrie e.V.
Representative of Industry
(since January 1, 2005)

Wolfgang Tiefensee
Federal Minister of Transport, 
Building and Urban Development
(since November 22, 2005)

Jürgen Trittin
Federal Minister of the Environment,
Nature Protection and Nuclear Safety
(until November 21, 2005)

Heidemarie Wieczorek-Zeul
Federal Minister of Economic
Cooperation and Development

Annex and Group Annex.
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Frankfurt am Main, January 30, 2006

KfW

THE BOARD OF MANAGING DIRECTORS.

Dr. Peter Klaus

Detlef Leinberger Hans W. Reich (Chairman)Ingrid Matthäus-Maier

Wolfgang Kroh

Dr. Peter Fleischer Dr. Peter Klaus       Wolfgang Kroh

Detlef Leinberger Ingrid Matthäus-Maier       Hans W. Reich (Chairman)

Dr. Peter Fleischer
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AUDITOR’S REPORT REPRINT.

After concluding our audit we gave the following unqualified report:

We have audited the annual financial state-

ments – consisting of balance sheet, income

statement and notes – together with the book-

keeping system of KfW, Frankfurt am Main, and

the consolidated financial statements – consist-

ing of balance sheet, income statement, notes,

cash flow statement, statement of changes in

equity and segment report as well as the com-

bined management report of KfW and the Group

for the business year from January 1 to Decem-

ber 31, 2005. The bookkeeping system and the

preparation of these documents in accordance

with German commercial law and the regula-

tions in the Law on the KfW and its By-Laws

are the responsibility of the Board of Managing 

Directors of KfW. Our responsibility is to express

an opinion on the annual financial statements,

together with the bookkeeping system, as well

as on the consolidated financial statements and

the combined management report of KfW and

the Group based on our audit.

We conducted our audit of the annual and

consolidated financial statements in accordance

with § 317 HGB and German generally accepted

standards for the audit of financial statements

promulgated by the Institut der Wirtschafts-

prüfer in Deutschland (IDW). Those standards

require that we plan and perform the audit such

that misstatements materially affecting the pres-

entation of the net assets, financial position and

results of operations in the annual und consol-

idated financial statements in accordance with

German principles of proper accounting and in

the combined management report are detected

with reasonable assurance. Knowledge of the

business activities and the economic and legal

environment of KfW and the Group and evalu-

ations of possible misstatements are taken into

account in the determination of audit proce-

dures. The effectiveness of the accounting-

related internal control system and the evidence

supporting the disclosures in the books and

records, the annual and consolidated financial

statements and the combined management 

report are examined primarily on a test basis

within the framework of the audit. The audit

includes for the annual financial statements

assessing the accounting principles used and for

the consolidated financial statements assessing

the annual financial statements of the compa-

nies included in consolidation, the determina-

tion of the companies to be included in con-

solidation, the accounting and consolidation

principles used as well as for both statements

the evaluation of significant estimates made by

the Board of Managing Directors, and evaluat-

ing the overall presentation of the annual and

consolidated financial statements and the com-

bined management report. We believe that our

audit provides a reasonable basis for our opinion.

AUDITOR' S REPORT.

Auditor’s Report.
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Wagener 

Wirtschaftsprüfer

Our audit has not led to any reservations.

In our opinion based on the results of our

audit, the annual financial statements and the

consolidated financial statements are in com-

pliance with the legal legislations and the reg-

ulations in the Law on the KfW and its By-Laws

and give a true and fair view of the net assets,

financial position and results of operations of

KfW and the Group, respectively, in accordance

with German principles of proper accounting.

The combined management report is in accor-

dance with the annual financial statements and

the consolidated financial statements and pro-

vides on the whole a suitable understanding

of KfW’s and the Group’s position and suitably

presents the chances and risks of future devel-

opment.

ppa. Dr. Ott

Wirtschaftsprüfer
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As of April 1, 2006

FC Evaluation
Department for Financial Cooperation Evaluation

Prof. Dr. Hans-R. Hemmer FZ-E

Central Environment Unit

Olaf Weber ST-U

Treasury and Capital Markets

Dr. Frank Czichowski FM

Information Systems/Data Processing

Dr. Bernd Schreiber ID

Internal Auditing

Dr. Christian Zacherl IR

Personnel

Dr. Jürgen Schneider PA

Internal Consulting/
Project Portfolio and Cost Management

Klaus Neumann IC

Legal Affairs

Dr. Volker Groß R

Accounting

Klaus Weirich RW

Risk Management and Controlling

Rainer Hartje RC

Transaction and
Collateral Management

Wolfgang Roßmeißl TM

Restructuring

Ludolf Rischmüller RE

Asset Securitisation

Dr. Dieter Glüder KV

Infrastructure, Housing Construction including Climate Protection,
Agency Business for the Federal Government

Werner Genter KIV

Special Credit Management

Klaus Klüber KIII

Start-up and SME Finance, Corporate Environmental Finance,
Education Finance

Dr. Stefan Breuer KII

Equity Finance, Global Loans

Werner Oerter KI

Secretariat of Domestic Credit Affairs
Promotion of the Economy in Germany and Europe

Dietrich Suhlrie KS

Regional Department II
Financial Cooperation with Sub-Saharan Africa

Bruno Wenn LII

Regional Department I
Financial Cooperation with Asia

Dr. Norbert Kloppenburg LI

Secretariat of International Credit Affairs/Regional Department IV
Financial Cooperation with Developing Countries/Latin America and the Caribbean

Helmut Gauges AS/LIV

Secretariat of Management Affairs

Dr. Günther Bräunig VS

KfW IPEX-Bank
Board of Managing Directors

Risk Management
Central Functions

X3Dr. Peter Klaus (Chairman)

Acquisition, Structuring
Shipping, Aviation, Rail and Road,
Airports and Seaports, Construction
Industries; Syndication and Treasury,
Quasi-Equity Products

X2Christian Murach

Acquisition, Structuring
Basic Industries, Manufacturing, Indus-
tries, Commerce and Health, Power,
Renewables and Water, Telecommuni-
cations, Media, Products

X1Heinrich Heims

Credit Operations,
Organisation and
IT Coordination

X4Michael Ebert

Central Services

Christiane Orlowski ZS

Carbon Fund

Bernhard Zander KLF

Regional Department III
Financial Cooperation with Europe, North Africa and the Middle East

Doris Köhn LIII

BOARD OF MANAGING DIRECTORS

Dr. Peter Klaus Wolfgang Kroh Detlef Leinberger Ingrid Matthäus-Maier Hans W. Reich (Chairman)Dr. Peter Fleischer

Special Tasks

Dr. Hanns-Peter Neuhoff SO

Special Tasks

Werner Möller SO
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