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Volkswagen Leasing GmbH at a glance

€ million 2010 2009 2008 2007 2006
—

Investments in leased assets 7,590 6,290 7,059 6,386 5,761

Leased assets 13,279 11,949 11,627 10,930 10,661

Total assets 13,965 12,490 12,674 12,712 11,266

Income from leasing business 8,756 8,152 7,286 6,742 5,993

In thousands of vehicles 2010 2009 2008 2007 2006
|

New contracts 338 286 326 280 253

Current contracts 802 764 762 703 664

The leasing business as a financial service requiring prior approval was included in § 1 Para. 1a German Banking Act (Kreditwesengesetz) by means of the 2009 Annual
Tax Act). Given its activities, Volkswagen Leasing GmbH is thus subject to both the German Banking Act and the Federal Financial Supervisory Authority (BaFin). The
balance sheet and the profit and loss account have been prepared in accordance with the stipulations of the Ordinance on Accounting for Banks (RechKredV).
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Both the global economy and worldwide automobile sales have developed positively.
Earnings in 2010 were substantially higher year on year, especially due to larger volumes

and better margins.

ECONOMIC DEVELOPMENT

In 2010, the global economy recovered much more rapidly
than expected from the previous year’s sharp downturn.
Although the governmental stimulus packages expired in
many countries, both the continuation of expansive monetary
policies and the rapid upturn particularly in the emerging
markets gave the global economy above-average momentum.
Whilst prices for commodities and energy rose substantially,
in most countries inflation rates remained relatively low.
Global trade returned to double-digit growth rates — a trend
that benefited Germany’s strong export sector a great deal.
The global economy expanded by about 4.1 % overall, up from
minus 1.9 % the previous year.

Thanks to its strong export sector, at a plus of 3.6%
(previous year: — 4.7 %), Germany recorded one of the highest
GDP growth rates among the major industrialised countries.
Besides the substantial decrease in the unemployment rate,
the increase in personal income also stimulated private
consumption during the year’s second half.

FINANCIAL MARKETS
At the start of 2010, the capital markets shifted their focus to
the sovereign debt that had been triggered by the global
economic and financial crisis.
Itis in this unsettled environment that banks had to prepare
themselves worldwide for a tightening of banking regulations.
In Germany, the government worked on developing an
instrument suitable for separating the resolution of systemic

financial crises from governmental bailouts and thus to
prevent the financial market from collapsing. The
restructuring law that was enacted in October 2010 is
designed to obligate all banks to participate in the
establishment of a restructuring fund at a level that
corresponds to the systemic risk they pose. The minimum risk
management requirements (MaRisk) that the Federal
Financial Supervisory Authority (BaFin) amended in 2009

were revised yet again in 2010.

AUTOMOBILE MARKET

New passenger car registrations in Germany fell by 23.4 %
to 2.9 million vehicles in the 2010 financial year. The one-
off early effects resulting from the scrapping bonus enacted
in 2009 were the main factor in this sharp decline to the
lowest level ever since German reunification. But the
German commercial vehicle market recovered. At 282
thousand newly registered vehicles, it surpassed the
previous year’s by 16.5%.
manufacturers boosted production of both passenger cars

weak result German
and commercial vehicles in domestic factories by 13.4 % to
5.9 million units thanks in particular to strong demand from
abroad, in turn causing exports to soar by 25.0% to 4.5
million vehicles.

Despite declining sales figures, the Volkswagen Group
managed to further expand its market leadership in Germany
by increasing its market share to 35.1% (previous year:
34.2%).



Steering and organisation

The realignment of our focus on customer groups in the German market continued.
Volkswagen Leasing GmbH invested in both new and growing markets as part of the

WIR2018 strategy.

KEY OBJECTIVES

The establishment of Volkswagen Leasing GmbH in 1966 laid the
foundation for automobile leasing in Germany. As part of the
Group’s Financial Services division, today the company performs
all operational tasks required for the leasing transactions of
private and business customers as well as fleet management in
Germany and Italy within the Volkswagen Group.

The company’s primary business focus is on commercial
customers, which are divided into individual commercial
buyers and fleet customers.

Within the fleet business, Volkswagen Leasing GmbH
offers its customers a comprehensive range of services of
complete fleet management solutions in addition to pure
finance leasing.

BRANCHES

> Audi Leasing, Braunschweig

> SEAT Leasing, Braunschweig

> Skoda Leasing, Braunschweig

> AutoEuropa Leasing, Braunschweig

BRANCHES OUTSIDE GERMANY
> Volkswagen Leasing GmbH, Milan, Ttaly
> Volkswagen Leasing GmbH, Verona, Italy

ORGANISATION OF VOLKSWAGEN LEASING GMBH

Volkswagen Leasing GmbH engages in the operating leasing
business with private and business customers as well as in the
fleet management and services business. In keeping with the
WIR2018 strategy and the company’s customer-focused
realignment in the German market based on customer
groups, organisationally Volkswagen Leasing GmbH is
focused on the fleet customer group. The company’s sales and
customer service areas are closely integrated with the product
development and marketing areas. Cross-divisional functions
such as the used vehicle centre and residual value
management are grouped in back-office operations.

CHANGES IN EQUITY INVESTMENTS

Volkswagen Leasing GmbH acquired carmobility GmbH,
Munich, effective 01 January 2011. This company is of
secondary significance to the assets and financial position of
Volkswagen Leasing GmbH.
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Analysis of the business development
and position of Volkswagen Leasing GmbH

Larger volumes and better margins enabled Volkswagen Leasing GmbH to post

substantially improved earnings.

OVERALL APPRAISAL

The Volkswagen Group’s presence in all of the world’s key
regions as well as its multibrand strategy which has spawned
the most modern, broad and environmentally friendly range
of vehicles are what give the Volkswagen Group its competitive
edge.

In the 2010 financial year, Volkswagen Leasing GmbH
succeeded yet again in continuing its positive development
and expanding its strong position as a mobility services
provider within the Volkswagen Group. The company was
able to increase both its total assets and its result from
ordinary business activities compared to the previous year.
The fleet customer segment recorded substantial growth in
terms of business volume, bucking general market trends.
After the boom in the private customer market defined the
2009 financial year, this development normalised to the
benefit of commercial buyers in the financial year just ended.
Whilst the overall fleet customer market rose by 17.9%,
Volkswagen Leasing GmbH’s new contract portfolio for this
segment climbed by 23.0%.

Low interest rates in the capital markets and the ongoing
decrease in risk costs due to the positive economic data
helped to improve margins.

At 44.7 %, the year-on-year increase in service contracts
was even more pronounced. As a pure leasing company
offering automobile-related financial services, Volkswagen
Leasing GmbH now ranks first in Europe. At a penetration
rate of 60 %, in Germany the company is the market leader in
the fleet customer business with Group vehicles. Customers
are increasingly availing themselves of the comprehensive
consulting activities of the Fleet Management Services unit. As
described above, environmental topics are gaining in
importance and becoming ever more significant in fleets’
company car policies; for instance, monetary incentives are
being granted for reduced-emission vehicles.

Professional residual value management is of great
importance despite positive trends in the used car market.
Volkswagen Leasing GmbH is responding to changed market

conditions by offering both residual value insurance and own
marketing models for dealers in cooperation with the
brands.

RESULTS OF OPERATIONS

The income from leasing business in the financial year ended
rose by € 0.6 billion to € 8.8 billion. This growth is accounted
for in particular by € 0.2 billion of increased proceeds from
the sale of previously leased vehicles (€ 4.1 billion), as well as a
€ 0.2 billion increase in revenues from current leasing
contracts. The additional increase in revenue also stems from
service contracts, among others. The larger portfolio of
contracts will cause revenue to rise in the next years.

The expenses from leasing business climbed by € 0.2
billion to € 3.7 billion, essentially as a result of the year-on-
year increase in the residual book values of vehicle disposals.
This figure essentially includes the residual book values of
vehicles removed from stock and the expenses from service
leasing.

Depreciation on leased assets amounted to € 3.1 billion
(previous year: € 3.1 billion). This contains write-downs of
€ 0.2 billion (previous year: € 0.1 billion).

After a noticeable recovery of the financial markets, the
refinancing costs of Volkswagen Leasing GmbH decreased
despite the larger contract portfolio. The financing of the
leasing business gave rise to interest expense of € 368 million
(previous year: € 394 million).

Depreciation, amortisation and allowances on receivables
and additions to provisions in the leasing business amounted
to € 239 million (previous year: € 166 million).

Income from the reversal of allowances on receivables
and reversals of provisions in the leasing business amounted
to € 88 million (previous year: € 3 million).

The company posted a pre-tax profit of € 975 million in
2010 (previous year: € 549 million), in particular from the
marketing of lease returns related to vehicles added in 2006
and 2007, for which it applied the tax option to use the
reducing-balance method of depreciation.



ASSETS AND FINANCIAL POSITION

Lending business
Total assets increased by € 1.5 billion to € 14.0 billion.

The investments of Volkswagen Leasing GmbH rose by
€ 1.3 billion to € 7.6 billion (previous year: € 6.3 billion). The
gross book value of the leased assets increased from € 18.5
billion to € 19.4 billion. The net book value was € 13.3 billion
(previous year: € 11.9 billion). This corresponds to an
increase of € 1.4 billion or 11.8 %.

In the financial year just ended, Volkswagen Leasing
GmbH was able to expand its business activities due to the

DEVELOPMENT OF VEHICLE CONTRACT VOLUME

2010 2009 2008

New Current New Current New
contracts contracts contracts contracts contracts

I I
338 802 286 764 326

Deposit business and borrowings

The equity ratio is 1.6 % (previous year: 1.8 %).
REFINANCING

Strategic principles

In terms of its refinancing activities, Volkswagen Leasing
GmbH generally follows a strategy aimed at diversification,
which is conceived as the best possible weighing of cost and
risk factors. This entails developing a diverse range of
refinancing sources in different regions and countries with
the aim of ensuring the sustained availability of refinancing
funds at attractive terms.

Implementation
The successful diversification strategy in refinancing was
continued.

The year 2010 turned out to be an especially good one
for issues in regards to asset-backed securities too. VCL
Master transactions were closed in January and February,
setting the tone for the year. The VCL Master transactions
offer Volkswagen Leasing GmbH a refinancing volume of
up to € 1.25 billion through the sale of leasing receivables
and residual values. In September, German leasing
receivables were floated in the marketplace as part of the
VCL 12 securitisation transaction. Volkswagen Leasing

development of the German economy. As at the reporting
date, its portfolio of leased vehicles had climbed from
764,000 to 802,000 units. The company’s Italian branch in
Milan, Italy, accounts for 18,000 vehicles of this total
This
inventory increase results from the addition of 338,000
vehicles, compared to disposal of 300,000 vehicles. ’

The company’s business trends become clear when

(previous year: approximately 16,000 vehicles).

viewed over several years, using the development of current
contracts as a benchmark — a standard applied in the leasing

sector:
2007 2006
Current New Current New Current
contracts contracts contracts contracts contracts
762 280 703 253 664

GmbH placed a benchmark issue of € 519 million with a
multitude of national and international investors under
the new quality label, “CERTIFIED BY TSI - DEUTSCHER
VERBRIEFUNGSSTANDARD™. As at the balance sheet date,
the volume of future leasing receivables received through
the ABS transactions was € 2.4 billion (previous year: € 2.8
billion).

The company refinanced itself largely through loans and
funds that Volkswagen Financial Services AG obtained and
raised in the capital markets and subsequently passed on to
Volkswagen Leasing GmbH. The resulting loan volume of
Volkswagen Leasing GmbH as at the closing date was € 4.9
billion (previous year: € 4.9 billion).

To finance its leased assets, Volkswagen Leasing GmbH in
previous years also issued its own debentures amounting to
€ 2.27 billion (previous year: € 2.25 billion).

On 13 January 2011, Volkswagen Leasing GmbH
successfully placed a € 1.25 billion bond issue with a broad
investor base. It was the first corporate euro bond to be issued
in 2011 and it simultaneously signaled Volkswagen Leasing
GmbH’s return to the large-volume bond market after more
than three years.

This
Volkswagen Leasing GmbH at all times in the financial year
just ended. Volkswagen Leasing GmbH has a stable
liquidity base.

set of measures ensured the liquidity of
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Volkswagen Leasing GmbH deals responsibly with the risks that arise in connection with
its business activities. State-of-the-art risk management tools for identifying, analysing
and monitoring risks are used to control credit risks.

MACROECONOMIC OPPORTUNITIES

The Board of Management of Volkswagen Leasing GmbH
expects a slight increase in automobile sales owing to the
global economic recovery and a corresponding increase in the
market share of the Volkswagen Group. This positive trend is
being supported by the Group brands’ marketing campaigns.
Volkswagen Leasing GmbH will participate in this trend
through its core business of automotive financial services.

STRATEGIC OPPORTUNITIES

The company will continue to pursue its strategy of
transferring the highly successful German captive business
model in fleet leasing to selected foreign markets. Additional
opportunities are offered by the development of innovative
products that are aligned with customers’ changed mobility
requirements. Growth areas such as new mobility (long-term
rental, car sharing) must be expanded. The Group’s targeted
rates of return as well as the sales promotion potential are
relevant to any decision to enter a particular market and
develop new products.

MATERIAL COMPONENTS OF THE INTERNAL CONTROL SYSTEM AND THE
INTERNAL RISK MANAGEMENT SYSTEM IN REGARDS TO THE ACCOUNTING
PROCESS
The internal control system (ICS) of Volkswagen Leasing
GmbH is defined as the sum of all principles, methods and
actions aimed at ensuring the effectiveness, economy and
propriety of the company’s accounting as well as ensuring
compliance with material legal requirements. In terms of the
accounting system, the risk management system (IRMS)
concerns the risk of misstatements in the bookkeeping as well
as in the external reporting system. The material elements of
the internal control system and the risk management system
as they relate to the accounting process at Volkswagen Leasing
GmbH are described below.
> Given its function as the corporate body tasked with
managing the company’s business and in view of
ensuring proper accounting, the Board of Management
established

of Volkswagen Leasing GmbH has

v

>

Risk
Management and Controlling departments and has
their respective of
authority. Key cross-divisional

Accounting, Customer Service, Treasury,

clearly delineated spheres
responsibility and
functions are controlled by the Board of Management of
Volkswagen Financial Services AG as well as by the
executive management of Volkswagen Bank GmbH,
Volkswagen Leasing GmbH as well as Volkswagen
Business Services GmbH.

Companywide requirements and accounting rules serve
as the basis for a uniform, proper and continuous
accounting process.

For instance, the accounting policies are governed by
internal accounting standards, including the accounting
regulations under the German Commercial Code (HGB)
in conjunction with the Ordinance on Accounting for
Banks (RechKredV).

At the company level, specific elements of control
designed to ensure the propriety and reliability of
accounting principles comprise analyses and possibly
revisions of the bookkeeping data presented by the
individual units and in sub-ledgers.

All of this is supplemented by the clear delineation of
spheres of responsibility as well as a variety of controlling
and monitoring mechanisms. The aim is to ensure that
all transactions are accurately posted, processed,
evaluated and included in the company’s financial
accounting.

These controlling and monitoring mechanisms are
designed to be process-integrated and independent of
processes. Hence automated IT process controls besides
manual process controls (such as the "four-eyes"
principle) comprise material components of the process-
integrated activities. These controls are supplemented by
specific Group functions of the ultimate parent company,
Volkswagen AG, for example Group Controlling.

Risk management is fully integrated into the accounting
process by virtue of continuous risk monitoring and the
risk reporting system.



> Internal Audit is also a key corporate body that is integral
to the controlling and monitoring system of Volkswagen
Leasing GmbH. Internal Audit regularly performs audits,
both in Germany and abroad, of processes relevant to
accounting as part of its risk-based audit procedures and
directly reports its findings to the Board of Management
of Volkswagen Leasing GmbH.

the
monitoring system of Volkswagen Leasing GmbH is

In sum, existing internal controlling and
designed to ensure that the information on the financial
position of Volkswagen Leasing GmbH as at the 31
December 2010 reporting date is proper and reliable. No
material changes were made to the internal controlling
and monitoring system of Volkswagen Leasing GmbH after

the reporting date.

STRATEGY AND STANDARDS
Ongoing risk monitoring, transparent and direct
communication with the Board of Management and
integrating newly acquired findings into operational risk
management form the foundation for the best possible
utilisation of market potentials based on the deliberate and
effective control of the total risk of Volkswagen Leasing
GmbH.

Volkswagen Leasing GmbH has set up a system for
identifying, measuring, monitoring and controlling risk
positions, in accordance with the requirements of §25a
Para. 1 German Banking Act and by applying §91 Para. 2
German Stock Corporation Act analogously.

This risk management system allows timely detection of
developments that might jeopardise the company’s activities.
The system encompasses both a framework of risk principles
as well as organisational structures and processes for risk
measurement and monitoring that are tightly integrated in
the activities of the individual divisions.

The basic decision relating to strategy and tools for risk
management are the responsibility of the Board of
Management of Volkswagen Leasing GmbH.

To ensure appropriate and consistent treatment of risks
within Volkswagen Leasing GmbH, the company has
established risk management guidelines, which take its risk
strategy into account.

For years, the Board of Management of Volkswagen
Leasing GmbH together with the Board of Management of
Volkswagen Bank GmbH - under its overall responsibility —
and the Board of Management of Volkswagen Financial
Services AG together with the Board of Management of
Volkswagen Leasing GmbH have been pursuing a risk strategy
in connection with their mid-term planning that conforms to
minimum risk management requirements and is consistent
with the companies’ business strategy. This strategy is
reviewed at least once a year, adjusted as necessary and
discussed with the Supervisory Board.

Strategic parameters are determined for all material risks
based on risk management guidelines and the risk-bearing
capacity of Volkswagen Leasing GmbH.

In addition to risks residual value risks and risks of
counterparty default — credit risks, in particular — market
price risks, liquidity risks, operational risks, strategic risks as
well as reputation risks are also reviewed in detail.

At-risk transactions are assessed and controlled based on
these risk management guidelines. Additionally, the following
principles determine the company’s risk environment and
strategy:
> The the

preference. The Supervisory Board regularly monitors

Board of Management determines risk
the risk profile of Volkswagen Leasing GmbH.

> The risk potential of Volkswagen Leasing GmbH is
generally moderate. Only predictable and workable risks
are incurred. In the case of operational risks, a
prevention/reduction strategy is pursued.

> The GmbH and
Volkswagen Leasing GmbH are continuously subject to

processes of Volkswagen Bank

quality assurance.

v

Riskis spread across customers, products and countries.

v

Leases are always securitised based on the underlying
vehicle.

> Risk provision is based on a risk-oriented value

adjustment policy.

> Processes and responsibilities for granting leases are
subject to guidelines applicable to the different divisions
and are decided in accordance with an approval process
subject to credit limits.

v

Credit risks are factored into the pricing.

v

Loans are granted solely after appropriate identity and
credit checks.

> Volkswagen Leasing GmbH makes leases available

largely taking into account total customer value.

> Decisions regarding the assumption or avoidance of risks
are supported by the use of suitable control instruments,
such as credit rating procedures or early warning
systems.

Risk management essentially involves the identification,
analysis and quantification of possible risks, as well as risk
assessment and the resulting determination of steering
measures.

A risk manual is central to the company’s risk
management system. All risks are reviewed as to their
materiality at least once a year and, if necessary, the relevant
assessments are revised and expanded by new risk factors.
The risk manual describes the risk management system in
detail.

The identified risks are assessed quarterly based on the
established risk management reporting process pursuant to
an expert system by applying certain criteria using a stoplight
system.
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Group Risk Management assesses, monitors, aggregates
and reports the results to the Board of Management of
Volkswagen Leasing GmbH and the Supervisory Board on a
quarterly basis as well as annually to VolkswagenAG in
connection with Volkswagen Financial Services AG’s process
under the German Transparency in the Corporate Field Act
(KonTraG).

A system defined by economic parameters is in place at
Volkswagen Leasing GmbH to determine the company’s risk-
bearing capacity by comparing its economic risk to its hedging
potential.

An assessment concerning the potential extent of the
unexpected loss as the total of all risk types in the overall
portfolio of Volkswagen Leasing GmbH is made in regards to
economic risks. Risk values for the relevant risk types are
determined by means of different approaches pursuant to the
methodological recommendations of the Basel Capital Accord
based on statistical models and supported by expert estimates.
Volkswagen Leasing GmbH has selected a sufficiently
conservative approach by assuming a 1:1 correlation between
risk types. The economic risk is quantified for two scenarios.
The "normal scenario” assumes a confidence level of 99 %
and a one-year holding period while the "worst-case scenario”
assumes a confidence level of 99.93 % and a one-year holding
period.

The analysis of its risk-bearing capacity serves to examine,
on a quarterly basis, whether Volkswagen Leasing GmbH is
capable at all times to bear the risks potentially resulting from
its operating business. Volkswagen Leasing GmbH’s risk-
bearing capacity was certain throughout the year.

Volkswagen Leasing GmbH also has introduced a limit
system derived from the analysis of its risk-bearing capacity that
makes it possible to limit the net amount of individual risk types.

The establishment of a limit system as the core element in
capital allocation is designed to ensure that, for one, the
individual risk types can be limited and controlled in regards
to their risk content and, for another, that the risk capital can
be specifically limited in accordance with the risk preference
of the Board of Management of Volkswagen Leasing GmbH.
The determination of limits is made at least once a year
pursuant to a resolution of the Board of Management of
Volkswagen Leasing GmbH.

Group Risk Management reports the risk of counterparty
default, residual value and market price risks as well as
operational risks by submitting a risk management report to

Analysis of the business development and position
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the Board of Management and the Supervisory Board at least
once a quarter.

The suitability of the system to measure, monitor and
control risk positions is reviewed regularly in a risk-oriented
manner by the Internal Audit department of Volkswagen
Financial Services AG and by external auditors as part of the
audit of the annual financial statements.

STRUCTURE AND ORGANISATION

The staff and control functions for Volkswagen Leasing GmbH
are organised in the following units of Volkswagen Bank
GmbH: Audit/
Accounting/Group, Assessment

Controlling/Legal,  Services/Internal
Risk

Procedures and Basel I1 as well as Treasury.

Management/Risk

As a neutral and independent department, Group Risk
Management reports directly to the Board of Management of
Volkswagen Leasing GmbH.

The
Procedures and Basel II develops and validates credit

department responsible for Risk Assessment

assessment models such as rating and scoring procedures as
well as models for estimating certain parameters such as
probabilities of default (PD) and loss given default (LGD).

As a neutral and independent department, Risk
Assessment Procedures and Basel II reports directly to the
Board of Management of Volkswagen Leasing GmbH.

On behalf of the Boards of Management of Volkswagen
Financial Services AG and Volkswagen Leasing GmbH and
taking due account of regulatory requirements, Internal Audit
at Volkswagen Financial Services AG independently and in a
risk-oriented manner audits the operational and business
procedures of Volkswagen Leasing GmbH as well as third-
party entities for which contractual auditing rights are in
place. As far as the accounting process is concerned, the
essential features of both the internal control system and the
internal risk management system are also an integral part of
the company’s operating and business procedures.

This activity is based on an annual audit plan, which is
drawn up on the basis of the legal provisions in a risk-oriented
manner. Internal Audit of Volkswagen Financial Services AG
informs the Board of Management of Volkswagen Leasing
GmbH of the result of the audits carried out by submitting
audit reports and an annual summary report.

Implementation of the measures and recommendations
agreed in the audit reports is monitored by Internal Audit of
Volkswagen Financial Services AG.
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RISK TYPES
Volkswagen Leasing GmbH defines risk as any uncertainty
about future developments that might have a negative impact
on the company’s economic situation. Depending on its
source, this risk can itself be divided into different types of
risk.
At the same time, the company constantly analyses and
assesses the opportunities that arise from consciously
entering into risks.
The risks to which Volkswagen Leasing GmbH is exposed
are categorised in the following groups:
> Risk of counterparty default:
Credit risk
Residual value risk

> Market price risk:
Interest rate risk

> Liquidity risk

> Operational risk

> Strategic risk

> Reputation risk

RISK OF COUNTERPARTY DEFAULT

Risk of counterparty default is taken to mean possible losses
in value due to non-payment by a customer or deterioration of
a customer’s creditworthiness.

Credit risk

Definition

Credit risks, which also include risks of counterparty default
relating to leasing contracts, represent by far the largest
component of the risk positions among the risks of
counterparty default.

For the whole year 2010, trends of an economic recovery
were identified.

Defaults in the commercial and private customer segment
again rose moderately in the retail portfolio in 2010. Risk
costs are not expected to rise in 2011 because the fallout of the
economic crisis has largely been overcome.

The number of bankruptcies and thus the rising number
of defaults in the corporate portfolio had a negative impact.

It is expected that risk provisions will be reduced in 2011
due to the economic upturn.

Parameters/risk strategy

A core competence of Volkswagen Leasing GmbH lies in
utilising opportunities from assuming risks of counterparty
default resulting from leasing transactions in the automobile
business. The goal is to optimise the opportunity/risk ratio.

Risk assessment

Credit assessment and standardisation of lending decisions at
Volkswagen Leasing GmbH are essentially carried out on the
basis of credit rating procedures using rating and scoring
methods, which provide an objective basis for the technical
departments’ decisions on granting leases.

Stress tests for credit risks entail sensitivity and scenario
analyses. Whilst sensitivity analyses are implemented based
on models, scenario analyses are based on expert opinions
subject to the participation of both centralised and
decentralised risk specialists. This provides a comprehensive
view of the risk sensitivity of the credit business, particularly
against the backdrop of a changing economic climate.

Application of product approval processes, regular
portfolio analyses, planning rounds and business financial
reviews ensure timely identification of new risks and/or
changesin risk.

Collateral
Volkswagen Leasing GmbH always owns the leased goods in
all leasing transactions. In certain cases, additional collateral
besides the leased property is required for hedging our
interest in ways adequate to the relevant risk. The
measurement of the leased property/collateral is fixed in
appropriate guidelines.

These valuations are based on both historical data and
expert knowledge.

Risk management and monitoring

Appropriate processes are used to monitor all leasing
transactions in regards to the underlying economic conditions
and collateral, compliance with limits, contractual obligations
as well as both external and internal requirements.

Furthermore, credit risks are also managed by applying
approval limits. These approval limits are fixed individually.
The local decision makers can exercise discretion within
these limits.

Analyses of the portfolios are performed at the portfolio
level for risk monitoring purposes.

The rating and scoring models used are validated
regularly and refined as necessary. Validation refers in
particular to checking whether the models are separable and
calibrated in ways adequate to the risks. If it is determined
that action is required, such action can include shortening the
interval until the next validation, recalibrating the model or
even developing a new model.
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Risk communication
The company’s exposure to risk is reported as part of the risk
management report.

The risk management report contains a variety of
the
characteristics of Volkswagen Leasing GmbH at the portfolio

disclosures regarding significant structural risk
level. Recommendations as to possible actions are included in
the report’s disclosures as necessary. Noteworthy individual

exposures are also discussed.

Residual value risk

Definition

Aresidual value risk exists when the estimated market value of
a leased asset at the time of disposal upon expiration of a
contract is less than the residual value calculated at the time
the contract was closed. However, it is also possible to realise
more than the calculated residual value at the time the leased
assetis disposed of.

Direct and indirect residual value risks are differentiated
relative to the bearer of the residual value risks.

A direct residual value risk is present when the residual
value risk is borne by Volkswagen Leasing GmbH or one of its
branches.

An indirect residual value risk is present if the residual
value risk has been transferred to a third party based on the
guaranteed residual value (e.g. customers, dealerships).

The initial risk is that the counterparty guaranteeing the
residual value might default. If the dealer as the guarantor of
the residual value defaults, the leased asset and hence the
residual value risk are transferred to Volkswagen Leasing
GmbH; if the customer defaults, a risk of counterparty default
arises.

The recovering economy set the tone in 2010. This
boosted demand for used cars and sparked an increase in
prices. In turn, this helped to reduce the company’s exposure
to risk compared to the previous year.

As expected, a much lower amount was required in 2010
than the previous year to cover the residual value risks by
writing them down to the lower net realisable value.

The effects of the financial crisis have not been all that
dramatic for the Volkswagen Group overall because it is not as
present in the highly affected segments of high-mpg vehicles
such as SUVs and because it is well positioned relative to its
competitors by virtue of its high-value and environmentally-
friendly models whose value offers greater stability.

Additional risks were avoided through the following steps:
continuous updating and ongoing development of the residual
value forecast models applied; early adjustment of the
residual

conditions; further diversification and expansion of the sales

value recommendations to realistic market
channels for lease returns as well as the continuation of
previously enacted measures aimed at supporting and

stabilising residual values in cooperation with the brands.

Analysis of the business development and position

Opportunity and risk report  Personnel report  Anticipated developments

It is expected that the used vehicle market will follow a
stabilising if not positive trend in 2011, with the

corresponding effect on risk exposures.

Parameters/risk strategy

The residual value risk management circle requires regular
residual value forecasts and continuous risk assessments,
mainly in regards to direct residual value risks.

Proactive marketing activities are derived from the
measurement results in order to optimise earnings from the
assumption of residual value risks.

The marketing results so obtained are considered in the
review of the residual value guidelines.

Local strategies applicable to the residual value risk are
combined in the overall risk strategy.

Risk identification and assessment
Direct residual value risks are identified for the first time
based on the product approval process.

Risks are quantified regularly throughout the year by
means of evaluations and analyses on a contract-by-contract
basis. The contracted residual values are compared to
attainable market values that are generated from both the
data of external service providers and our own marketing
data.

Avariety of procedures are used to forecast residual values
in this connection. Internal and external data regarding the
development of residual values subject to differential
weighting are considered in the residual value forecasts
depending on local specificities and historical data derived
from the marketing of used cars.

The difference between the forecast value of the used car
and the calculated residual value yields the residual value
risk/opportunity.

Risk management and monitoring
Group Risk Management regularly reviews the adequacy of
the risk provisions as well as the residual value risk potential
as part of risk management. Opportunities from residual
values are not considered when recognising risk provisions.
The resulting residual value risk potential is used to take a
variety of measures as part of proactive risk management in
Residual value
recommendations regarding new business must take both

order to limit the residual value risk.
prevailing market conditions and future drivers into account. In
order to reduce the risks upon expiry of a contract, the sales
channels must be reviewed continuously such that the best
possible result may be achieved at the time the vehicles are sold.

Group Risk Management monitors residual value risks
within Volkswagen Leasing GmbH. The numbers reported in
connection with residual value risks (portfolio assessment,
marketing results, maturity tables, market data etc.) are
subject to plausibility checks.
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Risk communication

As part of the risk management report, Group Risk
Management reports on the exposures to residual value risks
to the Boards of Management of Volkswagen Bank GmbH,
Volkswagen Leasing GmbH and Volkswagen Financial
Services AG as well as the respective Supervisory Boards.

In Germany, indirect residual value risks are measured
analogous to direct residual value risks and the findings are
communicated to the Boards of Management of Volkswagen
Leasing GmbH and Volkswagen Financial Services AG as well
as the respective supervisory bodies in a separate report.

Events having significant effects on risk exposures are
communicated to the Board of Management using an ad hoc
reporting system.

MARKET PRICE RISK

Market price risk refers to the potential loss resulting from
disadvantageous changes in market prices or parameters that
influence prices. At Volkswagen Leasing GmbH, this risk is
limited to interest rate risk.

Interest rate risk

Definition

Interest rate risks include potential losses from changes in
market rates. These risks arise from refinancing at non-
matching maturities and from the different interest rate
elasticities of individual assets and liabilities.

Parameters/risk strategy
Interest rate risks may only be incurred subject to approved
limits as well as regular assessment and monitoring.

Risk assessment
Interest rate risks are determined for Volkswagen Leasing
GmbH as part of quarterly monitoring using the value-at-risk
(VaR) method based on a 40-day holding period and a
confidence level of 99 %. This model is based on a historical
simulation and calculates potential losses taking 1,000
historical market fluctuations (volatilities) into account.
Interest rate positions are subjected to stress tests comprising
extraordinary changes in interest rates and worst case
scenarios and are subsequently analysed in terms of the at-
risk potentials using the simulated results. In this connection,
changes in the present value are also quantified and
monitored monthly using the +130 and -190 basis points
interest rate shock scenarios defined by the Federal Financial
Supervisory Authority (B