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KkPMe!

In preparing the financial statements, management is responsible for assessing the Branch’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Branch or to cease operations or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the Branch’s financial reporting process.

Auditor’s Responsibilitics for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with SLAuSs will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

A further description of the auditor’s responsibilities for the audit of the financial statements is located at Sri
Lanka Accounting and Auditing Standards website at: hitp://slaasc.com/auditing/auditorsresponsibility.plip.
This description forms part of our auditor’s report.

o

Chartered Accountants
Colombo, Sri Lanka
31 March 2020




DEUTSCHE BANK AG - COLOMBO BRANCH

INCOME STATEMENT

For the year ended 3 Ist December

Gross income

Interest income
Interest expenses

Net interest income

Fee and commission income
Fee and commission expenses

Net fee and commission income

Net gain from trading
Net other operating income

Total operating income

Impairment (charge)/reversal

Net operating income

Operating expenses
Personnel expenses
Depreciation

Other expenses

QOperating profit before Value Added Tax (VAT) & Nationa Building Tax

(NBT) on financial services

Value Added Tax (VAT) on financial services
Nation Building Tax (NBT) on financial services

Operating profit after Value Added Tax (VAT) & Nationa Building Tax

(NBT) on financial services

Income tax (reversal)/expense

Profit for the year

Note

12
24

-

13

14

2019
Rs.

3,867,234,503

2,876.692,111

2018
Rs.

3,634,875,540

2,283,201,845

756,311,156 531,083,102
2,120,380,955  1,752,118,743
353,721,773 562,491,617
23,479,438 15,236,938
330,242,335 547,254,678
601,140,684 720,427,812
35,679,935 68,754,666
3,087,443,909  3,088,555,899
(44,848,549) 409,053
3,042,595,360  3,088,964,952
441,929,640 425,405,159
69,784,915 26,041,113

1,551,205,769

1,427,320,741

1,178,675,036 1,210,197,939
210,647,889 185,513,321
26,045,233 24,854,612
942,981,914 999,830,006
(284,955,995) 561,659,537
1.227.937,309 438,170,468

The annexed notes to the financial statements form an integral part of these financial statements.



DEUTSCHE BANK AG - COLOMBO BRANCH

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the year ended 3 Ist Decenber

Profit for the year

Items that will be reclassified to income statement

Net gains/(losses) on investments in debt instruments measured at fair value
threugh other comprehensive income
Impairment charge/(reversal) relating to Sri Lanka Development Bonds (Note 22.c.)

Less: Tax expense relating to items that will be reclassified to income statement

Ttems that will not be reclassified to income statement

(Loss)/ Gains on translating the financial statement of FCBU

Change in fair value on investments in equity instruments designated at fair value
through other comprehensive income

Related tax

Re-measurement of post-employment benefit obligations
Related tax

Other comprehensive income for the year, net of taxes

Total comprehensive income for the year, net of taxes

2019

Rs.
1,227.937,909

2018

Rs.
438,170,468

(66,842,592)

47,781,531 (2,503,404)
- 5,174,919
47,781,531 (64,171,077)

(15,972,352)
40,738,984
(11,406,916)

359,841,647

17,264,106 (1,729,943)
(4,833,950) 484,384
25,789,872 358,596,088
73,571,403 294,425,011

1,301,509,312 732,595,479




DEUTSCHE BANK AG - COLOMBO BRANCH
STATEMENT OF FINANCIAL POSITION

As at 31st December

Assets

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Derivative financial instruments

Group balances receivables

Financial assets measured at fair value through profit or loss (FVTPL)
Financial assets at amortized cost - Loans and advances to customers
Financial assets measured at fair value through other comprehensive income
(FVOCD

Property, plant and equipment

Deferred tax assets

Other assets

Total assets

Liabilities

Due to branches

Derivative financial instruments
Financial liabilities at amortized cost - Due to depositors
Employee benefit

Current tax liabilities

Deferred tax liabilities

Other liabilities

Group balance payable

Total liabilities

Equity

Assigned capital

Statutory reserve fund

Retained earnings

Other reserves

Total shareholders” equity

Total equity and liabilities

Contingent liabilities and commitments

Note

15
16
17

18
19
20
21

22

23
24
25

37

2019
Rs.

115,867,718
7,676,645,448
751,258,420
3,875,053,739
37,878,127
1,706,880,210
6,799,440,126
14,639,695,090

13,740,777,811

2018
Rs.

67,662,700
2,607,526,990
3.200,611,741
3,659,242,958

7,553,987
2,382,315,191

11,977,224,364
15,299,739,626

172,235,260 50,388,409

- 24,824,126

665,587,186  1,838,959,597
50,181,319,135 _ 41,116,049,689

17,816,192,003
40,243,365
16,714,490,579
65,170,001
138,763,183
28,956,365

11,773,090,094
5,582,806
15,331,658,192
113,989,061
586,021,807

217,334,264 422,929,062
3,157,722,201  2,181,840,805
38,178,871,961  30,415,111,827
4,410,461,270  4,410,461,270
702,905,584 641,508,689
2,305,422,853  1,126,451,683
4,583,657,467  4,522.,516,220
12,002,447,174  10,700,937,862
50,181,319,135 _ 41,116,049,685
28,435,995,682  22,663,852,082

The annexed notes to the financial statements form an integral part of these financial statements.

The Management is responsible for the preparation and presentation of these financial statements.

Approved and signed for and on behalf of the Management :

'
2 D ...................................

Chief Country Officer and GTB Head Sri Lanka
Vikas Arora

31 March 2020
Colombo

Head of Finance

Somasuriyasingham Janarthanan



DEUTSCHE BANK AG - COLOMEO BRANCII
STATEMENT OF CHANGES IN EQUITY

For the vear ended 31st December 2012

Balance as at 1st January 2018

Adjustment on initial application of SLFRS 09
Re-instatement of OCI reserve in FCBU financtal statements
Reversal of impairment provision as per LKAS 39
Recognition of ECL provision as per SLFRS 09

Adjusted balance as of 1st January 2018

Total comprehensive income for the year

Profit for the year (net of tax)

Changes in fair value of FYOCI

Impairment of FYOCI Investments

Actuarial loss in defined bencfits plan

Tax on other comprehensive meeme

Gain translating the finaneial statements of the FCBU
Total compreliensive income for the year

Transactions with equity holders, recognized directly in equity

Transters to reserves duning the year
Profit transferred to Head Oflice
Tota} transactions with equity helders

Balance as at 31st December 2018

Balance as of Ist January 2019

Total comprehensive income for the year

Prolit for the year {net of tux)

Changes in fair value of FVOCI

Impairment of FVOCT Investments

Actuarial gain in defined benefits plan

Tax on olher comprehensive income

Loss transtating the tinancial statement of the FCBU
Total comprehensive income for the year

Transactions with equity holders, reeopnized directly in equity

Transfers 10 reserves during the year
Total transactions with equity holders

Balance as at 31st December 2019

Reserves
. . . . . Exchange Exchange Total ity
Assigned Capital Statutory Fair Value Retained L L Reserve through otal cquity
& Fund R ) Earmi cqualization of { equalization of contributed assets
Reserve Fun osCrve arnings capital Feserve §
Rs. Rs. Rs. Rs. Rs. Rs. Its. Rs.
4,410,461,270 619,600,166 11,964,863 2,152,607,128 309,406,775 122,963,677 3,743,212,907 11,370,216,786
- - 6,712,755 (6,712,755) - - - -
- - - 94,021,878 - - - 94,021,878
- - 35,010,757 (43,183,055) - (2,426,085) - (10,598,383)
4,410,461,270 619,600,166 53,688,375 2,196,733,196 309,406,775 120,537,592 3,743,212,9207 11,453,640,281
- - . 438,170,468 - - - 438,170,468
- - (66.842,592) - - - - (66.842,592)
- - (2,503,404) - - - - (2,503,404}
- - - (1,729,943} - - - (1,729,943)
- - 3174919 484,384 - - - 3,659,303
- - - - 214,227,630 145,614.017 - 359,841,647
- - (64,171,077) 436,924,909 214,227,630 145,614,017 - 732,595479%
- 21,908,523 - (21,908,521 - - - -
" - - {(1,485,297,599) - - - {1,485,297 899)
- 21,908,523 - {1,507,206,422) - - - (1,485,297,899)
4,410,451,270 641,508,689 (10,482,702) 1,126,451,683 523,634,406 266,151,609 3,743,212.907 10,7060,937,861
4,410,461,270 641,508,689 (10,482,702) 1,126,451,683 523,634,406 266,151,609 3,743,212,907 10,700,937.862
- - - 1,227,937,909 - - - 1,227,937.909
- . 40,738,984 - - - - 40,738,984
- - 47,781,531 - - - - 47781531
- - - 17,264,106 - - - 17,264,106
- - (11,406,916) (4,833,930) - - - (16,240,866)
- - - - (11,236,982) (4,733,370) - (15,972,352)
- - 77,113,599 1,240,368,065 (11,236,982) (4,735,370} - 1,301,509,312
- 61,396,895 - {61,396,895) - - ‘ -
- 61,396,895 - (61,396,895) - - - -
4,410,461.270 702,905,584 66,630,897 2,305,422,853 512,397.424 261,416,239 3,743,212,907 12,002,447,174







DEUTSCHE BANK AG — COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

1. REPORTING ENTITY

1.1 Reporting entity

Deutsche Bank AG (“Group™) is a public quoted company incorporated in Germany with limited liability,
which carries out banking activities in Sri Lanka through Deutsche Bank AG, Colombo Branch
(“Branch™). The registered office of Deutsche Bank AG, Colombo Branch and the principle place of
business are both located at No 86, Galle Road, Colombo 03, Sri Lanka.

1.2 Principal activities

The principal activities of the Branch continued to be banking and related activities such as accepting
deposits, corporate banking, offshore banking, foreign currency operations, trade services, Trust &
Domestic Custody services, Investment Banking etc.

1.3 Number of employees

The permanent staff strength of the Branch as at 31 December 2019 is 66 while the total headcount stood
at 90. (2018 - 66-permanent staff)

1.4 Management Responsibility on Financial Statements

The Management of the Branch is responsible for preparing and presenting these financial statements in
accordance with Sri Lanka Accounting Standard and with the requirements of the Banking Act No 30 of
1988 and amendments thereto.

1,5 Approval of Financial Statements by the Management
These Financial Statements were authorized for issue by the Management on 31 March 2020.
2. BASIS OF PREPARATION

2.1 Statement of compliance

The financial statements of the Branch have been prepared in accordance with Sri Lanka Accounting
Standards (LKAS) prefixed both SLFRS and LKAS, promulgated by the Institute of Chartered
Accountants of Sri Lanka (ICASL) and comply with the requirements of the Banking Act No 30 of 1988
and amendments thereto.

This is the first set of the Branch’s annual financial statements in which SLFRS 16 on “Leases” has been
applied. The related changes to significant accounting policies are described in Note 5.

These Financial Statements include the following components:
=  an Income Statement and Statement of Profit or Loss and Other Comprehensive Income providing
the information on the financial performance of the Branch for the year ;

= a Statement of Financial Position providing the information on the financial position of the Branch
as at the year-end ;

=  a Statement of Changes in Equity depicting all changes in shareholders’ funds during the year

8









DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

2.8.1 Judgments

Information about judgments made in applying accounting policies that have the most significant effects
on the amounts recognized in the financial statements is included in the following notes.

— Note 3.3.1.2 classification of financial assets: assessment of the business model within which the
assets are held and assessment of whether the contractual terms of the financial assets are Solely
Payment of Principal and Interest (SPPI} on the principal amount outstanding

— Note 3.3.2.1 establishing the criteria for determining whether credit risk on the financial asset has
increased significantly since initial recognition, determining methodology for incerporating
forward-looking information into measurement of Expected Credit Loss (ECL) and selection and
approval models used to measure ECL

— Going Concern: the Management has made an assessment of the Branch’s ability to continue as a

going concern and are satisfied that it has the resources to continue in business for the foreseeable
future

2.8.2 Assumptions and estimation uncertainties

Information about assumptions and estimation certainties that have a significant risk of resulting in a
material adjustment included in the following notes:

Note 3.3.2 :impairment of financial instruments: determining inputs into the ECL measurement
model, including incorporation of forward looking information.

Note 3.3.4 :determination of the fair value of financial instruments with significant unobservable
inputs.

Note 3.7.3  : measurement of defined benefit obligations: key actuarial assumptions.

Note 3.2.1.b : recognition of deferred tax assets: availability of future taxable profit against which carry
forward tax losses can be utilized.

Note 3.8 : recognition and measurement of contingencies: key assumptions about the likelihood and
magnitude of an outflow of resources.

2.9 Off-setting
Income and expenses are presented on a net basis only when permitted under Sri Lanka Accounting
Standards {SLFRSs/LKASSs), or for gains and losses arising from a FCBU of similar transactions such as

in the FCBU’s trading activity.

2.10 Changes in Accounting Policies

The Branch has consistently applied the accounting policies as set out in Notes 03 on pages 12 to 36 to
all periods presented in these financial statements

11












DEUTSCHE BANK AG - COLLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

amount is reduced for principal payments, plus or minus the cumulative amortization using the effective
interest method. Financial assets measured at amorlized cost are recognized on a settlement date basis.

3.3.1.1.4 Financial assets at fair value through other comprehensive income

A financial asset shall be classified and measured at Fair Value through Other Comprehensive Income
(“FVOCT™), if the financial asset is held in a Hold to Collect and Sell business model and the contractual
cash flows are SPPI, unless designated under the fair value option.

Under FVOCI, a financial asset is measured at its fair value with any changes being recognized in Other
Comprehensive Income ("OCI™) and is assessed for impairment under the SLFRS 9 expected credit loss
model where provisions are recorded through profit or loss are recognized based on expectations of
potential credit losses. The interest component by using the effective interest method. The amortization of
premiums and accretion of discounts are recorded in net interest income. Realized gains and losses are
reported in net gains (losses) on financial assets at FVOCL. Generally, the weighted-average cost method
is used to determine the cost of FVOCI financial assets.

Financial assets classified as FVOCI are recognized or derecognized on trade date. Trade date is the date
on which the Branch commits to purchase or sell the asset.

3.3.1.1.5 Financial assets at fair value through profit or loss

Financial assets are classified at fair value through profit or loss if they are held in the other business mode!
because they are either held for trading or because they do not meet the criteria for Hold to Collect or Hold
to Collect and Sell. In addition, it includes financial assets that meet the criteria for Hold to Collect or Hold
to Collect and Sell business model, but the financial asset fails SPPI or where the Branch designated the
financial assets under the fair value option. Financial assets classified as Financial Assets at fair value
through profit or loss are measured at fair value with realized and unrealized gains and losses included in
Net gains (losses) on financial assets/liabilities at fair value through profit or loss. Interest on interest
earning assets such as trading loans and debt securities and dividends on equity instruments are presented
in Interest and Similar Income.

Financial assets classified at fair value through profit or loss are recognized or derecognized on trade date.
Trade date is the date on which the Group commits to purchase or sell the asset.

3.3.1.2 Business model assessment

The Branch makes an assessment of the objective of a business model in which an asset is held at a
portfolio level because this best reflects the way the business is managed and information is provided to
the Management. The information considered includes:

— how the performance of the portfolio is evaluated and reported to the Branch’s Management,

— the risks that affect the performance of the business model (and the financial assets held within
that business model} and how those risks are managed;

— how managers of the business are compensated — e.g. whether compensation is based on the fair
value of the assets managed or the contractual cash flows collected; and

— The frequency, volume and timing of sales in prior periods, the reasons for such sales and its
expectations about future sales activity. However, information about sales activity is not
considered in isolation, but as part of an overall assessment of how the Branch’s stated objective
for managing the financial assets is achieved and how cash flows are realized.

For the purposes of this assessment, “principal” is defined as the fair value of the financial asset on initial
recognition. “Interest” is defined as consideration for the time value of money and for the credit risk

15
















































DEUTSCHE BANK AG -~ COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

3.7.2  Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed
contributions into a separate entity and will have no legal or constructive obligation to pay further amounts.
Obligations for such contributions covering ail employees are recognised as an expense in profit and loss
when incurred.

3.7.3 Defined benefit plan

a) Retiring Gratuity

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan.

Gratuity is a defined benefit plan. The Branch accounts for the provision for Defined Benefit Plan —
Gratuity in conformity with LKAS 19 — Employee Benefits. However, under the payment of Gratuity Act
No. 12 of 1983, the liability to an employee arises only on completion of five years of continued service.

The Branch measures the present value of promised retirement benefits of gratuity using the actuarial
valuation method as recommended by LKAS 19- Employee Benefits, with the advice of a Consultant
Actuary.

The Gratuity liability is not externally funded.

3.7.3.1 Recognition of actuarial gain/ (losses)

The Branch recognizes all actuarial gains and losses arising from defined benefit plans in other
comprehensive income in the period in which they arise.

b) Share based payment transactions

Restricted Equity Award (REA)

Branch’s compensation structures are designed to provide mechanisms that promote and support long-
term performance of its employees and the bank. Whilst a portion of Variable Compensation (VC) is paid
upfront, these structures require that an appropriate portion is deferred to ensure alignment to the
sustainable performance of the Group.

At the same time, the Branch believes that the use of shares or share-based instruments for deferred VC is
an effective way to align compensation with Deutsche Bank’s sustainable performance and the interests
of shareholders. By using Deutsche Bank shares, the value of the individual’s VC is linked to Deutsche
Bank’s share price over the deferral and retention period.

Whilst ensuring lower compensated employees are not subject to deferrals, the bank’s compensation
structure ensures an appropriate amount of deferred VC for higher earners. The portion of VC, awarded in
Deutsche Bank Group shares, is deferred over a defined period of time and subject to performance
conditions and forfeiture provisions. Employees receiving share based deferred compensation awards i.e.
Restricted Equity Award (REA) are communicated at the end of the bank’s annual compensation review
process in March. The employees compensation statement will state the initial value of their REA,
typically denominated in local currency. The equity award, is converted into a number of DB Share Units
with reference to the relevant year-end exchange rate and DB share price (the “grant price”,a- 77
31









DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

3.12 Net trading income

Net trading income comprises gains less losses related to trading assets and liabilities and includes all
realized and unrealized fair value changes and foreign revaluation exchange differences.

3.13 Profit/loss from sale of Property, plant & equipment

Profit/loss from sale of property, plant and equipment is recognized in the period in which the sale occurred
and is classified as other operating income.

3.14 Other expenses

The expenditure incurred on personal cost, premises, equipment and establishment has been apportioned
between the FCBU and the DBU based on the volume of transactions.

3.15 Cash Flow Statement

The cash flow statement has been prepared by using the “Indirect Method™ of preparing of cash flow
statement in accordance with the LKAS 7, Cash Flow Statements.

Net unrealized gains/ (losses) from translation of Financial Statements of foreign operation are adjusted
through cash flows from operating activities.

3.16 Segment Reporting

An operating segment is a component of the Branch that engages in business activities from which it may
earn revenues and incur expenses, including revenues and expenses that relate to transactions with any of
the Branch’s other components, whose operating results are reviewed regularly by the Management
Conunittee to make decisions about resources allocated to each segment and assess its performance, and
for which discrete financial information is available.

These include items directly attributable to a segment as well as those that can be allocated on a reasonable
basis. Unallocated items comprise mainly corporate assets, Group expenses, and tax assets and liabilities.

The following business segments represent the Group’s organizational structure as reflected in its internal
management reporting systems as of December 31, 2019. This new reporting structure was implemented
from the third quarter 2019 onwards.

= Corporate Bank (CB)

= [Investment Bank (IB)

= Private Bank (PB)

®  Asset Management {AM)

= Capital Release Unit {CRU)
= Corporate & Other (C&O)

Of the above, only Corporate Bank & Investment Bank businesses are represented in Sri Lanka as at 31st
December 2019.

34



DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

3.16.1 Corporate Bank (CB)

The Corporate Bank (CB) combines Deutsche Bank’s Corporate Finance, Global Transaction Banking,
Institutional Client Group and Research businesses. This new business division was created in the Branch
with the aim to ensure greater alignment of products and sales efforts, enabling the Branch to deliver a
better service to clients and a more focused resource allocation.

3.16.2 Investment Bank (1B)

The Investment Bank (IB) combines Deutsche Bank’s Fixed Income & Currencies Sales & Tradi ing, which
includes Global Credit Trading, Foreign Exchange, Rates and Emerging Markets Debt businesses.

3.16.3 Global Transaction Banking (GTB)

Main product offerings: Corporate Cash Management, Trade Finance, Securities Services.

Global Transaction Banking (GTB) is a leading global provider of cash management, trade finance and
securities services, delivering the full range of commercial banking products and services for both corporates
and institutions worldwide.

3.16.4 Corporate Cash Management (CCM)

CCM provides a wide range of reliable, world-class solutions that help clients improve liquidity and cash
flow and optimize their treasury and payment businesses. Deutsche Bank’s global cash management
services aims to provide companies with effective ways to generate synergies and realize cost-benefits -
based on advanced technologies and experienced staff around the globe.

Primary services empower clients to optimize receivables and payables processes, integrate more tightly
with their supply chain, forecast working capital needs more effectively, and provide CFQs and treasurers
with access to real-time information on the status of their global cash positions and exposures. Drivers of
the business are the need for especially large corporates to increase transparency around their payments
procedures, enforce strict controls (in line with regulatory requirements) and increase automation and
standardization.

3.16.5 Trade Finance (TF)

Trade Finance delivers fast, efficient, reliable and comprehensive solutions for every stage of a client's trade
value chain to support their foreign trade activities. International trade is highly complex and involves a
range of risks. Deutsche Bank’s Trade Finance teams deliver unparalleled services, innovative solutions
and superior trade expertise that enable clients manage risks and other issues associated with their import
and export and domestic trade transactions, including international trade products and financial supply chain
management.

3.16.6 Securities Services (SeS)

SeS offers the provision of custodian services for the securities portfolios of both cross-border/offshore
clients (sub-custody) and onshore/resident clients (domestic custody). Services included are safekeeping of
clients’ portfolio, settlement of trades, asset servicing (corporate action notices, income processing, income
collection, very limited tax services generally restricted to document collation for lower tax ireaty rates,
entitlements procession, redemptions, exchange offers, rights, etc.), cash services related to their cash
settlement balances including preparation of cash projection reports and FX services.

Complementing the custodian function is the Fund Administration and Trustee services which
35






























DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TQ THE FINANCIAL STATEMENTS

As at 315t December

23. Property, plant & equipment - As at 31st December 2019

Comuer DY e Mbed Taphees | offe ek RECOES o
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.

Cost
Opening balance at Ist Janvary 2019 75,882,068 100,700,080 1,876,527 744,000 41,055,657 25587419 116,269,628 - 362,115,379
Recognition of right-of-use asset on initial
application of SLFRS 16 (Note 5) - - - - - - - 28,807,129 28,807,129
Additions 7,614,497 1,000,657 - - 772,577 - 264,176 153,595,847 163,247,794
Disposals {16,891,329)  (8,897,868) - - - (9,046,114) - - (34,835,311)
Closing balance at 31st December 2019 66,605,236 92,302,909 1,876,527 744,000 41,828,234 16,541,305 116,533,804 182,402,976 519,334,991
Accumulated depreciation
Opening balance at 1st January 2019 64,408,713 85,130,191 1,876,505 743,996 31,389,441 23,670,678 104,507,447 - 311,726,971
Charge for the year 7,798,733 7,810,156 - - 2,054,787 742,268 3,948,587 47,430,384 69,784,915
Disposals {16,850,412)  (8,897,862) - - - (8,623,881 - - (34,412,155)
Closing balance at 31st December 2019 55,317,035 84,042,485 1,876,505 743,996 33,444,228 15,789,065 108,456,034 47,430,384 347,099,731
Carrying value as at 31st December 2019 11,288,202 8,760,424 22 4 8,384,006 752,240 8,077,770 134,972,592 172,235,260

Out of the above depreciation charge of Rs. 69,784,915/~ for the year, Rs. 3,489,246/- has been apportioned to FCBU. Accordingly Rs. 66,295,669/~ was charged to DBU.

The cost of fully depreciated assets which are still in use is Rs. 218,197,074/~ as at reporting date,

As at 31 December 2019, property and equipment includes right-of-use assets of Rs. 134 .9 Mn related to lease assets.
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DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

As at 31st December 2019 2018
Rs. Rs.
24. Deferred tax (Liabilities)/Assets
Deferred tax assets (Note 24.1) 18,312,100 32,813,751
Deferred tax liabilities (Note 24.2) (47,268,465) (7,989,625)
{28.956.365) 24,824,126
The movements on the deferred tax account is as follows:
24.1 Deferred tax assets
Balance as at the beginning of the year 32,813,751 30,150,506
Reversed during the year - recognized in profit or loss (9,667,701} (2,996,057}
(Reversed)originated during the year - recognized in other comprehensive income (4,833,950) 5,659,303
Balance as at the end of the year 18,312,100 32,813,751
24.2 Deferred tax Iiahilities
Balance as at the beginning of the year 7,989,625 12,901,302
Originated/{Reversed) during the year through profit or loss 27,871,924 4,911,677
Originated during the year through other comprehensive income 11,406,916 -
Balance as at the end of the year 47,268,465 7,989,625
24.3 Recognized deferred tax assets and
Deferred tax assets and liabilities are attributable to the following;
2019 2018
Temporary Temporary
t
difference Tax effec difference Tax effect
Deferred tax assets
Employee benefits 65,170,001 18,247,600 113,989,062 31,916,937
Fair value loss of FVOCI - - 1,864,067 521,939
Provision for restricted equity - - 111,318 31,169
Provision for cash retention payment 230,358 64,500 1,227,521 343,706
65,400,359 18,312,100 117,191,968 32,813,751
Deferred tax liabilities
Property, plant and equipment 21,773,894 6,096,690 28,534,376 7,989,625
Fair value gain of FVOCI 40,738,984 11,406,216 - -
Provision for restricted equity 526,670 147,468 - -
Right of use asset 134,972,592 37,792,326 - -
Lease liability (29,196,197) (8,174,935) - -
168,815,943 47,268,465 28,534,376 7,989,625
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As at 31st December

31. Other liabilities

Financial liabilities
Lease liability (Note 31.1)
Clearing account balance (Note 25.1)

Non-financial liabilities

Accrued expenditure

Tax Penalty provision (Note 31.2)

Provision for Impairment of Commitments and Contingencies (Note 31.3)
Country risk (Note 31.4)

Other tax liability

Staff EPF reserve

Other payables

Total

31.1 Lease liability

Balance at 01 January (Note 05)
Additions

Charge for the year

Payment during the year
Balance at 31 December

Lease liability within one year
Lease liability after one year

There are no lease liabiiities which goes beyond 5 years.

31.2 Tax penalty provision

2019 2018
Rs. Rs.
29,196,197 -
35,218,592 56,553,731
64,414,789 56,553,731
51,420,498 57,816,960
- 209,175,157
842,328 2,328,505
5,528,901 5,325,307
48,155,937 42,888,497
44,560,754 43,191,866
2,411,057 5,649,039
152,919,475 366,375,331
217,334,264 422,929,062
28,807,129 -
10,766,207 -
3,655,637 -
(14,032,776) -
29,196,197 -
12,412,320 -
16,783,877 -
29,196,197 -

The provision made was on an assessment notice for the year of assessment 2014/15 to Branch pertaining to an additional tax
liability on Income Tax due to disallowable head office expenses payable. The assessment is for a value of Rs. 685.3 mn
(which included a penalty of Rs. 228.4 mn). A provision of Rs. 490.9 mn is made in the financial statements in 2017, which
included tax penalty provision of Rs. 209.2 mn. However due to the time bar expired, Branch reversed the penalty provision

in the current year after concultation in the Branch employed tax consultants

31.3 a. Provision for intpairment commitments and contingencies

This provision relates to impairment for undrawn commitments and Off balance sheet facilities computed using the relevant
credit conversion factors. The impairment relating to Day one adjustment has been reported under retained earnings as at

01st January 2018,

31.3 b. Movements in impairment during the year
Stage [

Opening balance as at 01st January

Write back to Income Statement

Closing balance at 31st December

Stage 2

Opening balance as at 01st January

Write back to Income Statement

Closing balance at 31st December

Total
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2,282,661 2,648 489
(1,440,333) (365,828)

842,328 2,282,661

45,844 695,613
(45,844) (649,769)

- 45,844

842,328 2,328,505
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As at 31st December

31. Other Liabilities Contd.

31.4 Provision for country risk

2019
Rs.

2018
Rs.

Country Risk is defined as the risk that Deutsche Bank AG-Colombo Branch may suffer a loss due to possible deterioration
of economic conditions; political and social upheaval; nationalization and expropriation of assets; government repudiation of
external indebtness; exchange controls or currency depreciation or devaluation in any given country.

Balance as at 0! January
During the year charge/ write back
Balance as at 31st December

32, Group balance payable

Inter-entity expenses payable to HO and branches
Branches (Branches of Deutsche Bank AG-Frankfurt)
Total

5,325,307 2,565,510
203,594 2,759,797
5,528,901 5,325,307

3,107,770,642
49,951,559

2,143,976,870
37,863,935

3,157,722,201

2,181,840,805

Deutsche Bank Colombo branch is supported by the Asia Pacific Head office and other entities within Deutsche Bank

Group. The charges for such services are re-imbursed by Deutsche Bank Colombo, based on invoices issued by the supplier.

However due to the remittance ceiling imposed by the Central Bank of Sri Lanka, the Branch is unable to fully settle its

obligation in a given financial year. In order to avoid significant build up of liabilities to head office, part of unremitted

liabilities were transferred to equity as "Contributed Assets". Prior to such transfer a confirmation from head office was

obtained stating that head office will not demand payment of such liabilities, and the approval of CBSL was also obtained.

As ai 31st December

33. Assigned capital
Balance as of 01st January

Balance as of 31st December

34. Statutory reserve fund

Opening balance at 015t January
Transfers during the period

Closing balance at 31st December

2019 2018
Rs. Rs.
4.410,461,270 4,410,461,270
4,410,461,270 4,410,461,270
641,508,689 619,600,166
61,396,395 21,908,523
702,905,584 641,508,689

34 a. Five percentage (5%) of the profit after tax is transferred to the reserve fund as per Direction issued by the Central
Bank of Sri Lanka under section 76 (j} (1)} of the Banking Act No. 30 of 1988 as amended by Banking (Amendment) Act

No. 33 of 1995,

35. Retained carnings

Opening balance at 015t January

Adjustments relating to adoption of SLFRS 09
Profit for the year

Net actuarial gain/loss on defied benefit plan
Tax on other comprehensive income

Transfer to/from other reserves

Profit transferred to Head Office

Closing balance at 31st December
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1,126,451,683

1,227,937,909

17,264,106
(4,833,950)
(61,396,895)

2,152,607,128
44,126,068
438,170,468
(1,729,943)
484,384
(21,908,523)
(1,485,297,899)

2,305,422,853

1,126,451,683
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36. Other reserves
As at 31st December 2019

Closing balance

Opening balance] Movement/
t 01st Jan transf, at 31st
a anuary ransfers December

Exchange equalisation of capital (Note 36.a) 523,634,406 (11,236,982) 512,397,424
Foreign currency translation rescrve (Note 36.b) 266,151,609 (4,735,370) 261,416,239
Fair value OCl reserve (10,482,702) 77,113,599 66,630,897
Reserve through Contributed Asscts (Note 36.c) 3.743,212,907 - 3.,743,212,907
Total 4,522,516,220 61,141,247 4,583,657,467
As ar 31st December 2018

Opening [n-ltlﬂl- A‘d_; usted Movement/ Closing balance

balance at 01st | application |opening balance transfers at 31st

January of SLFRS 09| at 01st January December
Exchange equalisation of capital (Note
36.a) 309,406,775 - 309,406,775 214,227.631 523,634,406
Foreign curreney translation reserve (Note
36.b) 122,963,677  (2,426,085) 120,537,592 143,187,932 266,151,609
OCI reserve 11,964,863 - 11,964,863 (22,447,565) (10,482,702)
Reserve through Contributed Assets (Note
36.a) 3.743,212,907 - 3,743,212,907 - 3.743,212,907
Total 4,187,548,222  (2,426,085) 4,185,122,137 334,967,998 4,522,516,220

36.a. Exchange equalisztion of capital

Exchange equalisation of capital represents the appreciation /depreciation of capital maintained in foreign currency due to exchange
rate fluctuation. The exchange rate fluctuation is being accounted under exchange equalisation of capital.

36.b. Exchange equalisation of reserve

Exchange equalisation of reserve represents the effeet of currency translation of Income Statement and Rescrve Fund.

36.c. Reserve through contributed assets

As explained in Note 11.1 This is the un remittable head office expenses reported upto end of financial year 2011and 2015,
converted to equily during the financial year 2013 and 2016 with the prior wrilten approval of Central Bank of Sri Lanka,

37. Contingent liabilities and commitments

Guarantees

Letters of credit

Forward exchange contracts
Usance Import Bills

Core accepleance

Undrawn loan commitments
Total

37.a. Movements in impairment during
Opening balance as at 01 January

Write back to Income Statcment

Closing balance as at 31 December

2019 2018
7.930,312,010 8.342,955,134
3,715,104,641 1,054,286,060

(59,172,388) 1,125,714
707,537,295 832,209,929
363,940,107 776,842,290
15,776,274,017  11,656,432,956
28,435,995,682 22,663,852,082
2,328,505 3,344,102
(1,486.177) (1.015,597)
842,328 2,328,505
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38. Related party transactions (Cont.)
38.2.a. Transactions with Deutsche Bank Group Contd.

As at December

Statement of financial position

Placement with branches

Derivative financial instruments - assets

Group balance receivable
Branches (Branches of Deutsche Bank AG-Frankfurt)
Subsidiaries {Subsidiaries of Deutsche Bank AG-Frankfurt)
Other Inter-group receivable from Branches and Head Qffice

Financial assets measured at fair value through profit or loss

Financial assets at amortised cost - Loans and advances

Financial assets at fair value through other comprehensive income

Due to branches
Derivative financial instruments - liabilities
Financial liabilities at amortized cost - Due to depositors
Group balance payable
Inter-entity expenses payable to HO and branches
Branches (Branches of Deutsche Bank AG-Frankfurt)

Contingent liabilities and commitments
For the year ended 31 December

Income statement
Interest income

Interest expense

Other income

Other operating expenses

38.2.b. Balances with the Employee's provident fund

2019
Rs.

3,875,053,739
3,979,934

944,515,205
660,391,284
101,973,721

17,816,192,003
11,606,070

3,107,770,642
49,951,559

4,968,522,917

2019
Rs.

79,498,759
369,726,186
21,696,163
1,091,127,333

2018
Rs.

3,659,242.958
380,363

1,255,752,846
1,034,449,360
92,112,985

11,773,090,094
456,361

2,143,976,870
37,863,935

4,370,488,804

2018
Rs.

63,580,663
263,715,972
56,093,524
941,612,681

According to Sri Lanka Accounting Standard LKAS 24 “Related Party Disclosures”, a party is related to the entity if,
the party is a post- employment benefits plan for the benefits of employees of the entity.

As at December

Statement of financial position
Financial Habilities at amortized cost - Due to depositors

For the year ended 31 December

Income statement
Other operating expenses
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2019
Rs.

37,226,417

2019
Rs.

171,000

2018
Rs.

19,443,448

2018
Rs.

171,000
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39, Matnrity analysis for financial assets and financial liabilities

The following tables set out the remaining contractual maturities of financial fabilities and financial assets of the Branch.

As at 31 December 2019

Financial assets by type

Non-derivative assets

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Financial assets measured at fair value through profit or loss

Financial assets at amortized cost — Loans to and receivables from
other customers

Financial assets measured at fair value through otler
comprehensive income

Group balances receivables

Other assets

Derivative assets

Derivative financial instruments

Financial liabilities by type

Non-derivative liabilities

Due to branches

Financial liabilities at amortized cost - Due to depositors
Other liabilities

Group balance payable

Derivative liabilities

Derivative financial instruments

Carrying
Amount

Rs,

115,867,718
7,676,645,448
751,456,928
3,875,053,739
6,799,440,126

14,643,024,531

13,740,777,811

1,706,880,210
343,385,450

37,878,127

17.816,192,003
16,714,490,579
64,414,789
3.157,722,201

40,243,365

Up to
3 months

Rs.

115,867,718
7,676,645,448
751,456,928
3,875,053,739

14,467.901,333

5,800,126,307

1,604,906,210
343,385,450

37,878,127

12,290,978.885
16,711,340,579
64,414,789
3,157,722,201

40,243,365
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Jto
12 months

Rs,

1.551,807,866

22,187,383

2,316,476,888

101,974,000

3,150,000

1to 3 years

Rs.

5,247,632,260

88,190,385

5,581,835,632

5,525,213.118

3 to S years

Rs.

26,744,812

More than
5 years

Rs.

38,000.618

42,338,984

Total

Rs,

115,867,718
7,676,645,448
751,456,928
3,875,053,739
6,799,440,126

14,643,024,531

13,740,777,811

1,706,880,210
343,385,450

37,878,127

17,816,192,003
16,714.,490,579
64,414,789
3,157,722,201

40,243,365
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For the pear ended 31 December 2019
40. Analysis of financial instruments by measurement basis {Cont.)

40.2.b Financial instruments not measured 2t fair value and fair value hierarchy

Methodologies and assumptions used to determine fair value of financial instruments which are not already recorded at
fair value in the Statement of Financial Position are as follows.

Fixed rate financial instruments

The fair value of fixed rate financial assets and liabilities carried at amortised cost (eg. fixed rate loans and Advances, due
to other customers, subordinate liabilities) are estimated based on the Discounted Cash Flow approach. This approach
employs the current market interest rates of similar financial instruments as a significant unobservable input in measuring
the fair value and hence it is categorised under Level 3 in the fair value hierarchy.

Sensitivity of significant unobservable inputs used to measure fair value of fixed rate financial instruments.

A significant increase/(decrease) in the market interest rate would result in lower/(higher) fair value being disclosed.

Assets for which fair value approximates carrying value

For financial assets and liabilities with short term maturities or with short term re-pricing intervals, it is assumed that the
carrying amounts approximate to their fair value. This assumption is also applied to demand deposits and savings deposits
which do not have a specific maturity.

The table in the next page sets out the fair values of financial assets and liabilities not measured at fair value and related
fair value hierarchy:

59






DEUTSCHE BANK AG - COLOMBO BRANCH
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2019
40. Analysis of Financial Instruments by Measurement Basis (Cont.}
40.3 Valuation Techniques and Inputs in Measuring Fair Values

Table below provides information on the valuation techniques and inputs used in measuring the fair values of Derivative
Financial assets and liabilities in the Level 2 and unquoted shares in Level 3 of the fair value hierarchy as given in Note

40.2a above.
Type of Financial Fair Value as at Valuation Technique Signiﬁc_ant
Instruments 31 December Valuation Inputs
Rs.
Derivative Financial Assets 37,878,127 Adjusted Forward Rate Approach -Spot exchange rate
-Interest rate
This approach considers the present value differentials between
Derivative Financial Liabilities 40,243,365 of projected forward exchange rate as at ~ currencies under
the Reporting date as the fair value. The consideration
said forward rate is projected based on the
spot exchange rate and the forward
premium/discount  calculated  using
extrapolated interest rates of the currency
pairs under consideration. In computing
the present value, interest rate differential
between two currencies under
consideration is used as the discount rate.
Unquoted Shares 42,338,984 Net book value per

The unquoted shares, which are held for share
regulatory purposes, are valued based on

internal management information derived

from the audited financial statements

based on the net asset value of the

investee, which s a significant

unobservable input in measuring the fair

value and hence it is categorized under

level 3 in the fair value hierarchy.

Note 40.4 Reconciliation of Level 3 Fair Value

The following table shows a reconciliation form the opening balances to the closing balances for Level 3 fair values.

Unquoted Equity

Securities
Rs.

Balance as at 1 January 2018 1,600,000
Gain included in OCI

- Net change in fair value (unrealized} -
Balance as at 31 December 2018 1,600,000
Balance as at { January 2019 1,600,000
Gain included in OCI

- Net change in fair value (unrealized) 40,738,984
Balance as at 31 December 2019 42,338,984
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41. Financial risk review

This note presents information about the Branch’s exposure to financial risks and the Branch’s management of capital.

41.1 Risk management approach

The scope of the risk management framework is the foundation of the internal capital adequacy assessment process
(ICAAP) which is embedded in all risk processes and risk decisions of DB Colombo across businesses and infrastructure
functions. DB Colombo’s ICAAP framework follows the general ICAAP framework of DB Group.

The risk appetite expresses the aggregate level of risk that DB Colombo is willing to assume within its risk capacity to
achieve strategic objectives and business plan as defined by a set of minimum quantitative and gualitative statements,
Risk capacity is defined as the maximum levei of risk DB Colombo can assume given the capital and liquidity base, risk
management and control capabilities, and regulatory constraints. The thresholds for key risk appetite metrics are fully

integrated into DB Colombo’s risk management processes: the thresholds are considered in the planning process, and are
subjected to stress testing,

As part of the planning process, long-term targets of DB Colombo are articulated, its business lines, for the next 5 years.

These targets are defined in key performance indicators (KPI) which, besides others, also cover the key risk appetite
metrics.

The Strategic and Capital Plan translates DB Colombo’s long-term strategy into measurable short to mid-term financial
targets and enables intra-year performance management. The Strategic and Capital Plan ensures alignment of eamnings,

balance sheet and capital targets including risk appetite with the strategy of DB Colombo and provides the basis for
ongoing Performance Management.

Liguidity Risk Management (LRM} is a governance function of LRM team and Branch Treasury manages liquidity risk
within LRM set parameters and within ALCO framework.

41.2 Organizational set up of risk management

Branch Managementi Board (BMB)

The Branch Management Board (BMB}, exercises strategic control and supervision of DB Colombo. It monitors DB
Colombo’s risk and capital profile regularly. BmB is responsible for defining and implementing comprehensive and
aligned business and risk strategies, as well as ensuring well defined risk management functions recommended by the
relevant Risk Groups and operating processes are in place to ensure that DB Colombo’s overall performance is aligned
to its business and risk strategy.

For risk-related topics, the risk management committees directly established by the Branch are in particular the Branch
Management Board (BMB) and Asset and Liability Committee (ALCO).

l Committee Structure _l
l Branch Management Board (BMB) | Asset and Liability Committee (ALCQ) j
L Chair 1 Frequency I Chair | Frequency _|
I Chief Country Officer I Monthly | Treasurer | Eight meetings per annum ]

Asset and Liability Committee (ALCO)

The Asset and Liability Committee (ALCO) has responsibility for the alignment of risk appetite, capitalisation
requirements and funding needs of DB Colombo with Group-wide, divisional and sub-divisional business strategies. It
steers efficient capital consumption by determining capital availability in support of divisional business portfolios,
capital earmarked for fresh investments, as well as other uses.

41.3 Risk identification & assessment

The primary purpose of the risk identification and assessment process is to identify and assess all risks that DB Colombo
is exposed to according to their relevance and adequacy of the risk management framework in place. The underlying risk
inventoty is essentially structured into three key elements:
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41. Financial risk review (cont.)
41.3 Risk identification & assessment (Cont.)

* identification and assessment of all the risks

* approval of the risk inventory

* embedding of these risks into the risk management practices

The process is carried out on an annual or an ad-hoc basis if required by the Branch Management Board (BmB) which
then involves the respective Ist and 2nd Line of Defence (LoD} in the identification and assessment.

The risk identification and assessiment process is an integral part of DB Colombo’s risk management. Particularly, it is
aligned with the risk appetite framework as follows: The risk appetite is articulated on a universal level in terms of
capital and liquidity ratios and supplemented by risk type specific risk appetites,

41.4 DB Colombo risk appetite
DB Colombo’s risk appetite consists of minimum quantitative metrics (key risk appetite metrics incl. per risk type) and
qualitative statements, monitored and reported regularly, these components are fundamental components of the Bank’s
risk management,
Key risk appetite metrics
DB Colombo assigns seven key risk appetite metrics that are sensitive to its material risks,
These metrics are:
- Common Equity Tier 1 (CET1) ratio
— Total capital adequacy ratio
- Economic Cap'ita! Adequacy (ECA) ratio
- Liquidity Coverage Ratio (LCR)
— Stressed Net Liquidity Position (SNLP)
— Funding Matrix (FM)
— Net Stable funding ratio (NSFR)

Monitoring of risk appetite

Ongoing tracking and monitoring of the actual risk profile vs. risk appetite for all risk appetite metrics in DB Colombo
are captured in the quarterly ‘Risk, Capital and Profile (RCP)’ report. The RCP is presented to the Branch Management
Board (BMB).

Escalation mechanism

In the event that the Bank’s desired risk appetite is breached under either normal or stress scenarios, an escalation
governance matrix as predefined locally is applied so these breaches are highlighted to the Branch Management Board
(BMB). As such, the Branch Management Board (BMB) has to review and decide if further escalation to the Group and/
or mitigating actions are required to bring the risk profile back to the desired risk appetite. The risk appetite framework
is approved by the Branch Management Board (BMB).

Risk culture

Branch promotes a strong risk culture where employees at all levels are responsible for the management and escalation
of risks. Branch expects employees to exhibit behaviors that support a strong risk culture in line with our Code of
Business Conduct and Ethics.

Branch has a principles-based assessment of risk culture, in particular focusing on risk awareness, risk ownership and
management of risk within risk appetite. Assessment results are incorporated into existing risk reporting, reinforcing the
message that risk culture is an integral part of effective day-to-day risk management.

Three Lines of Defence (3LoD)

We operate a Three Lines of Defense (*3LoD") risk management model, in which risk, control and reporting
responsibilities are defined.

— The Ist Line of Defense (“Ist LoD”) refers to those roles in the Branch whose activities generate risks, wheth
financial or non-financial.

— The 2nd Line of Defense (*2nd LoD") refers to the risk type controiler roles in the Branch who facilitate tt
implementation of a sound risk management framework throughout the organization

— The 3rd Line of Defense (“3rd LoD™) is Group Audit, which is accountable for providing independent and objectiy
assurance on the adequacy of the design and effectiveness of the systems of internal control and risk management.
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41. Financial risk review (cont.)

41.5 Risk measurement

Besides the standardized approach used to fulfil pillar 1 requirement, and in consistence with DB Group’s approach, DB
Colombo takes into account a comprehensive variety of risks that result of the Branch’s business activities, respecting a more
economical approach (Pillar 2 Framework) on top of the regulatory approach.

DB Colombo considers the pillar 2 model framework to be more adequate for risk management and steering of the Branch
given the respective Economic Capital (EC) captures the portfolio specifics and risk management practices vs. the minimum
requirements of the generically applicable regulatory models.

DB Colombo’s internal risk measures are based on DB Group economic risk quantification methodologies and governance. DB
Group uses different methodologies for the assessment of risks that provides qualitative as well as quantitative assessments.

Accountability for proper measurement approaches is lying with DB global Heads of the respective risk type who are also
members of DB Group Risk Committee (GRC).

41.6 Risk Reporting and Monitoring

DB Colombo’s risk reporting is aligned throughout the organisation to support DB Colombo’s risk management framework
and in particular the risk management processes and activities. The DB Colombo Risk & Capital Profile Report is presented to
the Branch Management Board (BMB) on a quarterly basis. It comprises an overview of the current profit and loss, risk,
capital and liquidity status of DB Colombo, also incorporating information on regulatory capital and economic capital
adequacy. Relevant stress testing results are also included in this report on a resular basis.

Senior DB Colombo risk/executive committees also receive supplemental regular reporting (as well as ad-hoc reporting as
required), if deemed relevant by the CRO/Treasurer of DB Colombo or if required due to Group policies. Reporting as such
includes but is not limited to

— The quarterly Risk & Capital Profile (RCP) report;

— The monthly standard MIS containing credit portfolio information

— The daily risk performance status report on market risk: and

— The ALCO report on capital, funding and liquidity of the Branch, as well as liquidity stress testing {where relevant),

41.7 Stress Testing governance and processes
Benclhmark stress tests

Benchmark stress tests are generally based on severe macroeconomic downturn scenarios calibrated to an approximately 20%
likelihood of occurrence over a period of twelve months. Although the scenario probability is expected to stay constant, the

actual assumptions used in the scenario depend on the macroeconomic and financial conditions and outlook at the time of
running it.

The regular group-wide macro benchmark stress tests are performed on the quarter-end portfolios

As part of the Legal Entity [ICAAP Program DB Colombo receives on a quarterly basis the results of the stress tests based on
the benchmark scenario applied on group level.

41.8 Risk transfers

Risk transfers to third parties form a key part of the overall risk inanagement process and are executed in various forms,
including outright sales, single name and portfolio hedging, and securitizations. Risk transfers are conducted by the respective
business units, in accordance with specificaily approved mandates.
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41. Financial risk review (cont.)

41.8.1 Credit risk (Cont.)

41.9.1.2 Maximum Exposure

The maximum exposure to credit risk at the end of the reporting period without taking into consideration of any coltateral
held or other credit enhancements is represented by the carrying amount of each financial asset in the Statement of
Financial Position after deducting any impairment allowance. A summary of the maximum exposure is as follows:

Total gross credit risk exposures broken down by major types of credit exposure

As at 31 Decermber

On-balance sheet items

Balances with Banks & Financial Institutions

Balances with Central Bank of Sri Lanka

Placements with Banks

Placements with Branches

Group balances receivable

Financial assets measured at fair value through profit or loss
Financial assets at amortized cost - Loans and Advances
Financial assets measured at fair value through other comprehensive income
Other assets

Total on-balance sheet items

Off-balance sheet items
Guarantees

Letters of credit

Forward exchange contracts
Usance Import Bills

Core accepteance

Undrawn loan commitments
Total ofi-balance sheet items
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2019
Rs.

67,697,203
7,676,645,448
751,456,928
3,875,053,739
1,706,880,210
6,799,440,126
14,643,024,53 |

2018
Rs.

16,209,298
2,607,526,990
3,200,785,274
3,659,242,958
2,382,315,191

11,982,229,178

13,740,777,811  15.299,739,626
343,385,450 1,745,658 444
49,260,975,996  39,148,048,515
7,930,312,010  8,342.955,134

3,715,104,641
(59,172,388)
707,537,295
365,940,107
15,776,274,017

1,054,286,060
1,125,714
832,209,929
776,842,290
11,656,432,956

28,435,995 682

22,663,852,082
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For the year ended 31st December 2019
41. Financial risk review (cont.)

41.9.1 Credit risk (Cont.)

41.9.1.3 Geographic distribution of exposures, broken downs in significant areas by types of credit exposure

Asia Pacific (excl North & Latin

As at 31 December 2019 SriLanka Sri Lanka) America Europe Total

Rs. Rs. Rs. Rs, Rs.
On-balance sheet items
Balances with Banks & Financial Institutions - 24,532,500 1,557,349 41,607,354 67,697,203
Balances with Central Bank of Sri Lanka 7,676,645,448 - - - 7.676,645,448
Placements with Banks 751,456,928 - - - 751,456,928
Placements with Branches - 3,875,053,739 - - 3,875,053,739
Group balances receivable - 132,669,293 660,391,358 913,819,559 1,706,880,210
Financial investiments in Government securities 20,497,878,953 - - - 20,497,878,953
Financial investments in Equity securities 42,338,984 - - - 42,338,984
Financial assets at amortized cost - Loans and Advances 14,6453,024,531 - - - 14,643,024,531
Other assets 343,385,450 - - - 343,385,450
Total on-balance sheet items 43,954,730,294 4,032,255,532 661,948,707 955,426,213 49,604,361,446
Off-balance sheet items
Guarantees 1,168,529,718 4,343,665,428 - 2,418,116,864 7,930,312,010
Letters of credit 3,715,104,641 - - - 3,715,104,641
Forward exchange contracts (59,172,388) - - - (59,172,388)
Usance Import Bills 707,537,295 - - - 707,537,265
Core acceptances 365,940,107 - - - 365,540,107
Undrawn loan commitments 15,776,274,017 - - - 15,776,274,017
‘Total off-balance sheet items 21,674,213,390 4,343,665,428 - 2,418,116,864  28.435.995.682
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41. Financial risk review (cont.)

41.9,1 Credit risk (Cont.,)

41.9.1.3 Geographic distribution of exposures, broken downs in significant areas by types of credit exposure {(Cont.)

As ar 31 December 2018

On-halance sheet items

Balances with Banks & Financial Institutions
Balances with Central Bank of Sri Lanka
Placements with Banks

Placements with Branches

Group balances receivable

Financial investments in Government securities
Financial investments in Equity securities
Financial assets at amortized cost - Loans and Advances
Other assets

Total on-balance sheet items

Off-balance sheet items
Guarantees

Letters of credit

Forward exchange contracts
Usance Import Bills

Core acceptances

Undrawn loan commitments
Total off-balance sheet items

Sri Lanka

Rs,

2,607,526,990
3,200,785,274

Asia Pacific (excl
Sri Lanka)

Rs,

7,730,410

3,659,242,958

North & Latin
America

Rs,

1,068,634

Europe
Rs.

7,410,254

Total
Rs,

16,209,298
2,607,526,990
3,200,785,274
3,659,242,958

- 93,905,568  1,033,369,334  1,255,040,289 2,382,315,191
15,298,139,626 - - - 15,298,139,626
1,600,000 - - - 1,600,000
11,982,229,178 - - - 11,982,229,178
1,745,658,444 - - - 1,745,658,444
34,835,939,512  3,760,878,936  1,034,437,968  1,262,450,543  40,893,706,959
1,418,228,513 3834656059 64032500 3026038062  8,342,955,134
1,054,286,060 - - - 1,054,286,060
1,125,714 - - - 1,125,714
832,209,929 - . - 832,209,929
776,842,290 - - - 776,842,290
11,656,432,056 " - - 11,656,432,956
15,739,125,461 _ 3,834,656,059 64,032,500  3,026,038,062  22,663,852,082
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41, Financial risk review {cont,)

41.9.1 Credit risk (Cont.)

41.9.1.4 Concentrations of Credit Risk

By setting various concentration limits under different criteria within the established risk appetite framework (i.e., single borrower/ group, industry sectors, product, counterparty and
country etc.), the Branch ensures that an acceptable level of risk diversification is maintained on an ongoing basis. These limits are continuously menitored and periodically reviewed by
the BMB and Branch Compliance team to capture the developments in market, political and economical environment both locally and internationally to strengthen the dynamic portfolio
management practices and to provide an early warning on possible credit coneentrations.

The maximum exposure to credit risk to the components of financial assets in the Statement of Financial Position as at December 31, broken down by industry sector and of financial
assets are given below:

Finance,
Financial Assets Agricuiture  Manufacturing  Construction Trading Insurance and Other Total
business services

Rs, Rs. Rs. Rs. Rs. Rs. Rs.

As ait 31 December 2019

Cash and Cash Equivalents - - - - 115,867,718 - 115,867,718
Balances with Central bank of Sri Lanka - - - - 7,676,645,448 - 7.676,645,448
Placements with Banks - - - - 751,258,420 - 751,258,420
Placements with Branches - - - - 3,875,053,73¢9 - 3,875,053,739
Group balances receivable - - - - 1,706,880,210 - 1,706,880,210
Investments in Government securities - - - - 20,497,878,953 - 20,497,878,953
Investments in Equity securities - - - - 42,338,984 - 42,338,984
Loans and Advances 2,654,989 5,437,766,996 2,469,307,925 4,919,601,624 - 1,813,692,997 14,643,024,531
Other assets - - - - 343,385,450 - 343,385,450

2,654,989 5,437,766,996 2,469,307,925  4,919,601,624  35,009,308,922  1,813,692,997 49,652,333,453
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41, Financial risk review (cont.)

41.9.1 Credit risk {Cont.)

41.9.1.4 Concentrations of Credit Risk (Cont.)

Finance,
Financial Assets Agriculfure  Manufacturing  Construction Trading Insurance and Other Total
business services
Rs. Rs. Rs. Rs, Rs. Rs, Rs.
As at 31 December 2018
Cash and Cash Equivalents - - - - 67,662,700 - 67,662,700
Balances with Central Bank of Sri Lanka - - - - 2,607,526,990 - 2,607,526,990
Placements with Banks - - - - 3,200,611,741 - 3,200,611,741
Placements with Branches - - - - 3,659,242 958 - 3,659,242,958
Group balances receivable - - - - 2,382,315,191 - 2,382.315,191
Investments in Government securities - - - - 15,298,139,626 - 15,298,139,626
Investments in Equity securities - - - - 1,600,000 - 1,600,000
Loans and Advances 14,410,239 5.359,883,006 121,656,039 4,026,707,501 2,362,706 2,457.209,687 11,982,229,178
Other assets - - - - [,745,658,444 - 1,745,658,444
14,410,239 5,359,883,000 121,656,039 4,026,707,501  28,965,120,356 2,457,209,687 40,944,986,828
41.9.1.5 Residual contractual maturity breakdown of the whole credit pertfolio, by major types of credif exposure
As ar December 31 2019 2018
Type Utilisation / Total Utilisation / Total
Exposure Exposure
Rs. Rs. Rs. Rs.

< | year On-balance sheet 38,602,459 33,318,083

Off-Balance Sheet 10,392,801 48,995,260 17,890,659 53,209,342
| year- 5 years On-balance sheet 10,594,159 3,742,980

Off-Balance Sheet 1,567,466 12,161,625 3,502,189 7,245,169
> 5 years On-balance sheet 64,159 86,213

Off-Balance Sheet 16,475,729 16,539,888 1,271,004 1,557,217
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41. Financial risk review (cont.)

41.9.2 Liquidity Risk (Cont.)

41.9.2.3 Exposure to liquidity risl — Regulatory liquidity

As at 31 December 2019 2018
Rs. Rs.

Exposure to liquidity risk — Regulatory liquidity

Statutory Liquid Assets Ratio (SLAR)

- Domestic Banking unit 79% 105%
- Off-Shore Banking unit 81% 99%
Liquidity Coverage Ratio (LCR)

- All Currency 311% 338%
- Rupee 389% 725%
Net Stable Funding Ratio {(NSFR) 140% N/A

Key measures of liquidity

Net loans to total assets 29% 29%
Loans to customer deposits 88% 78%
Liquid assets to short term liabilities 118% 141%
Commitments to Liquid assets 45% 35%

41.9.2.4 Liquidity reserves
As part of the management of liquidity risk arising from financial liabilities, the Branch holds [iquid assets comprising
cash and cash equivalents, and debt securities issued by sovereigns, which can be readily sold to meet liquidity
requirements. In addition, the Branch maintains agreed lines of credit with other banks and holds unencumbered assets

eligible for use as collateral with Central Bank (these amounts are referred to as the “Branch’s liquidity reserves™).

The following table sets out the components of the Branch’s liquidity reserves

As ar 31 December 2019 20138
Carrying value Fair value Carrying value Fair value
Rs. Rs. Rs. Rs.

Cash and cash equivalents 115,867,718 115,867,718 67,662,700 67,662,700
Balances with Central Bank 7,676,645,448 7,676,645,448 2,607,526,990 2,607,526,990
Placements with Banks 751,258,420 751,258,420  3,200,611,741 3,200,611,741
Placements with Branches 3,875,053,739  3,875,053,739  3,659,242958  3,659,242,958
U bered debt ities issued b

nencumbered debt securities issued by 20,540,217,937  20,540217,937 15,298,139,626  15,298,139,626
sovereigns
Total liquidity reserves 32,959,043,262  32,959,043262 24,833,184,015 24,833,184,015

contractual cash
flows. The principal differences are as follows:

- demand deposits from customers are expected to remain stable or increase;
- unrecognised loan commitments are not all expected to be drawn down immediately.
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41. Financial risk review (cont.)
41.9.2 Liquidity Risk (Cont.)

41,9.2.5 Maturity analysis for financial liabilities

The following tables set out the remaining contractual maturities of financial liabilities of the Branch.

As at 31 December 2019

Financial liability by type

Non-derivative liabilities

Due to Branches

Financial liabilities at amortized cost - Due to Depositors
Other liabilities

Group Balance Payable

Derivative liabilities

Derivative financial instruments

As at 31 December 2018

Financial liability by type

Non-derivative liabilities

Due to Branches

Financial liabilities at amortized cost - Due to Depositors
Other liabilities

Group Balance Payable

Derivative liabilities

Derivative financial instruments

Carrying Up to Jto
Amount 3 months 12 months 1'to3years
Rs, Rs. Rs. Rs.
17,816,192,003 12,290,978,885 - 5,525,213,118
16,714,490,579 16,711,340,579 3,150,000 -
64,414,789 64,414,789 - -
3,157,722,201 3,157,722,201 - -
40,243,365 40,243,365 - -

11,773,090,094
15,331,658,192
56,553,731
2,181,840,805

8,063,092,000 - 3,709,998,094
15,324,380,789 - -
56,553,731 - -

37,863,935 - 2,143,976,870

5,582,806 5,582,806 - -
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Jto 5
years

Rs.

7,277,403

More than
5 years

Rs.

Total

Rs.

17,816,192,003
16,714,490,579
64,414,789
3,157,722,201

40,243,365

11,773,090,094
15,331,658,192
56,553,731
2,181,840,805

5,582,806
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41, Financial risk review (cont.)

41.9.2 Liquidity Risk (Cont.)

41.9.2.6 Financial Assets Available to Support Future Funding

The table below sets out the availability of the Branch’s financial assets to support future funding:

As at 31 December 2019 2018
Encumbered/ Unencumbered/ Encumbered/ Unencumbered/
Pledged as Available as Total Pledged as Available as Total
Cellateral collateral Collateral Collateral
Rs. Rs. Rs, Rs. Rs. Rs,

Financial Assets
Cash and Cash Equivalents - 115,867,718 115,867,718 - 67,662,700 67,662,700
Balances with Central Bank of Sri Lanka - 7.676,645,448 7,670,645,448 - 2,607,526,990 2,607,526,990
Placements with Banks - 751,258,420 751,258,420 - 3,200,611,741 3,200,611,741
Placements with Branches - 3,875,053,739 3,875,053,739 - 3,659,242 958 3,659,242,958
Derivative Financial Assets - 37,878,127 37,878,127 - 7,553,987 7,553,987

Financial Assets at Amortised Cost - Loans and
Advances

Financial Assets measured at Fair value through
other comprehensive income

Financial Assets measured at FVTPL

Group balance receivable

Other Assets

Total Financial Assets

Financial Assets Pledged as Collateral

14,643,024,531

13,740,777,811

6,799,440,126
1,706,880,210
343,385,450

14,643,024,531

13,740,777,811

6,799,440,126
1,706,880,210
343,385,450

11,982,229,178

15,299,739.626

2,382,315,191
1,745,658,444

11,982,229,178

15.299,739,626
2,382,315,191
1,745,658,444

49,690,211,580

49,690,211,580

40,952,540,815

40,952,540,815

No financial assets have been pledged as collateral as at the reporting date (2018: NIL),
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41. Financial risk review (cont.)
41.9.3 Market Risk

Market risk arises from the uncertainty concerning changes in market prices and rates (including interest rates, equity
prices, foreign exchange rates and commodity prices), the correlations among them and their levels of volatility. Four
different risks are considered by Market Risk management:

. isk that involv king positions in debt,equity, foreign exchange, other securities and
Traded market risk ¢ hat_ Involves taking posit Lequity, © =

commodities as well as in equivalent derivatives.

Non traded market . - . . .

.el\ ® Risk arising from market movements in the banking book and from offbalance sheet items
risk

Traded default risk Risk that arises from defaults and rating migrations relating to trading instruments

Interest rate risk in  Risk to present values arising from adverse movements in underlying interest rates in the banking
the branch book  book.

The market risk for the Branch is managed in accordance with the Investment Policy and Derivatives Policy, which are
approved by the head office Board. The policies ensure that opcrations in securities, foreign exchange and derivatives are
conducted in accordance with sound and acceptable business practices and are as per the extant regulatory guidelines,
laws governing transactions in financial securities and the financial environment. The policies contain the limit strueture
that governs transactions in financial instruments. The policies are reviewed periodically to incorporate therein, changed

business requirements, economic environment and revised policy guidelines.

41.9.3.1 Management of market risks

The Bank separates its exposure to market risks between trading and non-trading portfolios. Trading portfolios are
mainly include positions arising from market making and proprietary position taking, together with financial assets and
financial liabilities that are managed on a fair value basis and non-trading portfolios from positions arising from financial
investments measured at fair value through other comprehensive income (FVOCI) and financial investments at amortised
cost and from derivatives held for risk management purposes.

Overall authority for market risk is vested with the Branch Management through the Branch Management Borad (BMB).
The operational autherity for managing market risk is vested with ALCO. Foreign exchange risk is managed within
approved limits and segregation of reporting responsibilities of Treasury Front Office, Middle Office and Back Office
and overall review is performed by the group marker risk management team.

41.9.3.2 Market risk stress testing

Stress testing is a key risk management technique, which evaluates the potential effects of extreme market events and
extreme movements in individual risk factors. It is one of the core quantitative tools used to assess the market risk of the
Bank’s positions and its primary application is within the European Commission framework. The scenario-based
approach in stress testing is complementary to statistical model approaches as for VaR. Group Market Risk Manager
(MRM) performs several types of stress testing to capture the variety of risks: individual business-level stress tests,
MRM portfolio stress testing (e.g. Portfolio Stress Testing (PST), Event Risk Scenarios (ERS), and Group-wide stress
testing).
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41. Financial risk review (cont.)
41.9.3 Market Risk (Cont.)

The Branch employs a range of tools to monitor and limit market risk exposures. These are discussed below, separately
for trading and non-trading portfolios.

The following table sets out the allocation of assets and liabilities subject to market risk between trading and non-trading
portfolios.
Market risk measure

As at 31 December 2019 Carrying Tradirtg Non-trar%ing
amount portfolio portfolio
Rs. Rs. Rs.
Assets subject to market risk
Cash and Cash Equivalents 115,867,718 - 115,867,718
Balances with Central Bank of Sri Lanka 7,676,645,448 - 7,676,645,448
Placements with Banks 751,258,420 - 751,258,420
Placements with Branches 3,875,053,739 - 3,875,053,739
Derivative Financial Assets 37,878,127 37,878,127 -

Financial Assets at Amortised Cost - Loans and
Advances

Financial Assets measured at fair value through other
comprehensive income

Financial Assets measured at FVTPL

Group balance receivable

Liabilities subject to market risk

Due to Branches

Derivative financial instruments

Financial liabilities at amortized cost - Due to Depasitors
Group Balance Payable

As at 31 December 2018

Assets subject to market risk

Cash and Cash Equivalents

Balances with Central Bank of Sri Lanka
Placements with Banks

Placements with Branches

Derivative Financial Assets

Financial Assets at Amortised Cost - Loans and
Advances

Financial Assets measured at FVQCI/ Financial
Assets - AFS

Financial Assets measured at FVTPL

Group balance receivable

Liabilities subject to marlket risk
Due to Branches
Derivative financial instruments

Financial liabilities at amortized cost - Due to Depaositors
Group Balance Payabie
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14,643,024,531

13,740,777,811

6,799,440,126
[,706,880,210

17,816,192,003
40,243,365
16,714,490,579
3.157,722,201

67,662,700
2,607,526,990
3,200,611,741
3,659,242.958

7,553,987

11,982,229,178

[5,298,139,626

2,382,315,191

11,775,090,094
5,582,806
15,331,658,192
2,181,840,805

6,799,440,126

40,243,365

5,582,806

14,643,024,531

13,740,777,811

1,706,880,210

17,816,192,003

16,714,490,579
3,157,722,201

67,662,700
2,607,526,990
3,200,611,741
3,659,242,958

11,982,229.178

15,298,139,626

2,382,315,191

11,773,090,094

15,331(,658,192
2,181,840,805
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41. Financial risk review (cont.)
41.9.4 Operational risk

Operational Risk means the risk of loss resulting from inadequate or failed internal processes, people and systems or
from external events, and includes legal risk. Operational risk excludes business and reputational risk.

DB Colombo nanages Operational Risk (OR) based on a Group-wide consistent framework which enables DB Group to
determine the OR profile in comparison to the risk tolerance, to systematically identify OR themes and to define
appropriate risk mitigation measures and priorities.

Non-Financial Risk Management (“NFRM™) is the Risk function for the Non-Financial Risk types of the Branch
including Operational Risk. It owns the overarching Operational Risk Management Framework (ORMF).

The Branch’s objective is to manage operational risk so as to balance the avoidance of financial losses and damage to the
Branch’s reputation with overall cost effectiveness and innovation. In all cases, Branch’s policy requires compliance with
all applicable legal and regulatory requirements.

The primary responsibility for the development and implementation of controls to address operational risk lies with
IRMD whilst implementation is assigned to Senior Management within each business unit. Operational Risk
Coordinating Officers are appointed within each department/Branch to assist in managing the Operational Risk. This
responsibility is supported by the development of overall standards for management of operational risk in the following
areas:

- Requirements for appropriate segregation of duties, including independent authorisation of transactions.
- Requirements for reconciliation and monitoring of transactions.
- Compliance with regulatory and other legal requirements.
- Documentation of controls and procedures.
- Requirements for periodic assessment of operational risks faced and the adequacy of co to
address the identified risks.
- Requirements for reporting of operational losses and propose remedial action.
- Development of contingency plans.
- Training and professional development to establish ethics and business standards.
- Insurance covering risk due to threats arising from external and other events.

Compliance with the Branch’s standards is supported by a programme of periodic reviews undertaken by internal audit.
The results of internal audit reviews are discussed with the business unit to which they relate, with summaries submitted
to the Branch Management Committee {(BMB).

41.9.4.1 Operaticnal risk stress testing

The Branch is fully integrated into the Group’s Operational Risk Management Framework, and as such performs
Operational Risk stress tests on a regular basis. The local stress test framework is derived from DB’s global stress testing
framework.

Group Operational Risk translates group operational risk stress impact into DB operational risk factors for EC and
respective RC which are applied to the Branch’s local EC and RC figures. The stressed operational risk factors for EC
and RC are calculated at least on an Annual basis by translating the macro economic assumptions of the global downturn

41.9.4.2 Operational risk mitigation technigucs

The Branch mitigates the assessed risks to a level where the residual risk fits into the defined risk appetite. Issues are
identified, mitigating actions clearly tracked and are sufficient to reduce the residual risk to within risk appetite. Where
within appetite, further mitigation can be temporarily delayed following a defined risk acceptance process including the
review and challenge by the risk contro! functions who have a veto authority.

The Group proactively identifies and addresses control deficiencies and gaps through the issue management process. For
critical issues (and significant optionally), the risk control functions opt-in to review and challenge the mitigation plan

and may exercise a veto where the planned mitigation is insufficient to bring the residual risk back within risk appetite,
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42, Capital adequacy

Capital Adequacy is a measure of a Branch's financial strength expressed as a ratio of its capital to its risk weighted
assets. The Central Branch of Sri Lanka has specified the minimum capital requirements for Branch's, which operate as a
limiting factor on creation of risk-associated assets by Branch's. Under this requirement there is a universally accepted
risk measurernent framework and minimum capital levels to be maintained by Branch's.

Central Bank of Sri Lanka sets and monitors regulatory capital requirement on both consolidated and solo basis. The
Branch is required to comply with the provisions of the Basel Il requirements in respect of regulatory capital
commencing from July 2017. Thc Branch currently uses the standardised approach for credit risk and market risk and
basic indicator approach for operational risk.

The Basel III capital regulations, which are currently in force, will continue to be based on the three-mutually
reinforcing Pillars introduced under Basel 11, minimum capital requirement, supervisory review process and market
discipline. Basel 11l focuses on increasing the quality and quantity of capital especially the Core Capital, through
redefining the common equity capital and introducing new capital buffers such as the Capital Conservation Buffer and a
Capital Surcharge on domestic systematically important banks. Branch started reporting capital computations under the
Basel 111 requirements from mid 2017 as per the regulatory requirements.

Regulatory capital comprises Tier 1 capital and Tier 2 capital. The Branch’s policy is to maintain a strong capital base
50 as to ensure investor, creditor, and market confidence to sustain future development of the business. DB Colombo and
its Group have complied with the minimum capital requirements imposed by the Central Bank of Sri Lanka throughout
the year.

42.1 Key regulatory ratios - capital and liquidity

For the year ended 31 December 2019 2018
Regulatory Capital (Rs. *000)

Common Equity Tier 1, adjusted 11,201,930 9,934,623
Tier I Capital 11,201,930 9,934,623
Total Capital 11,205,258 9,934,623
Regulatory Capital Ratios (%)

Common Equity Tier | Capital Ratio (Minimum Requirement - 7.00%) 40% 37%
Tier 1 Capital Ratio (Minimum Requirement - 8.50%) 40% 37%
Total Capital Ratio (Minimum Requirement - 12.50%) 40% 37%
Leverage Ratio (Minimum Requirement - 3%) 20% N/A

42.2 Basel 11l computation of capital ratios

Total Risk Weighted Assets (RWA) (Rs. *000) 28,040,671 27,140,456
RWAs for Credit Risk (Rs. *000) 21,109,218 21,274,779
RWAs for Market Risk (Rs. '000) 3,099,688 1,732,817
RWAs for Operational Risk (Rs. *000) 3,831,765 4,132,861
CET!1 Capital Ratio (including Capital Conservation Buffer, Countercyclical

Capital Buller & Surcharge on D-S1Bs) (%) 40% 37%

of which: Capital Conservation Buffer (%) 2% 2%

of which: Countercyclical BufTer (%) N/A N/A

of which: Capital Surcharge on D-SIBs (%) N/A N/A
Total Tier 1 Capital Ratio (%) 40% 37%
Total Capital Ratio (including Capital Conservation Bufler, Countercyclical

Capital Bufler & Surcharge on D-SIBs) (%) 40% 37%

of which: Capital Conservation Buffer (%) 2% 2%

of which: Countercyclical Buffer (%) N/A N/A

of which: Capital Surcharge on D-SIBs (%) N/A N/A
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42, Capital adequacy (Cont.)
42.2 Basel I1l computation of capital ratios contd.

For the year ended 3] December

Common Equity Tier 1 (CET1) Capital after Adjustments
Common Equity Tier 1 (CET1) Capital

Equity Capital (Stated Capital)/Assigned Capital

Reserve Fund

Published Retained Earnings/(Accumulated Retained Losses)
Published Accumulated Other Comprehensive Income (OCI)
General and other Disclosed Reserves

Unpublished Current Year's Profit/Loss and Gains reflected in OCI

Ordinary Shares issued by Consolidated Banking and Financial Subsidiaries of the Branch
and held by Third Parties

Total Adjustments to CET1 Capital
Goodwill (net)

Intangible Assets (net)

Others (Deferred Tax Assets, Vostro)

Additional Tier 1 {AT1) Capital after Adjustments
Additional Tier 1 (AT1) Capital

Qualifying Additional Tier 1 Capital Instruments
Instruments issued by Consolidated Banking and Financial Subsidiaries of the Branch and
held by Third Parties

Total Adjustments to AT! Capital
Investment in Own Shares

Others (specify)

Tier 2 Capital after Adjustments
Tier 2 Capital

Qualifying Tier 2 Capital instruments
Revaluation Gains

Loan Loss Provisions

Instruments issued by Consolidated Banking and Financial Subsidiaries of the Branch and
held by Third Parties

Total Adjustments to Tier 2

Investment in Own Shares
Others (specify)

CET1 Capital
Total Tier 1 Capital
Total Capital

gt

2019 2018
Rs. *000 Rs. *000
11,201,930 9,934,623
11,162,001 9,921,584
4,410,461 4,410,461
702,905 641,506
2,305,422 1,126,404
3,743,213 3,743,213
39,929 13,039
39,929 13,039
3,328 -
3,328 .
3,328 -
11,201,930 9,934,623
11,201,930 9,934,623
11,205,258 9,934,623
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43, Non- cash items included in Profit Before Tax

Depreciation of property, plant and equipment
Write off of Assets

Reversal/(charge) of Impairment losses on loans and advances

{Charge)/reversal of impaitment losses on FVTOCI
Off balance sheet impairment

Reversal of Impairment losses on Placements
Provision for Country risk

Charge for defined benefit plans

Tax credits

Inter-entity Expense

Notional tax grossed under interest income

Net Unrealized Forward Exchange Loss

44. Change in operating assets

Change in derivative financial instruments

2019 2018
Rs. Rs.
(9,784,915 26,041,113
423,156 12,470
(1,675,374) (321,630)
47,781,531 2,503,404
(1,486,177) 1,015,597
24,975 (28,521)
203,594 (2,759,797
17,248,808 18,858,621
- (19,516,065)
1,091,127,377 941,612,677
- (21,185,053)
4,340,612 (3,063,906)
1,227,773,417 943,168,909
34,664,752 1,311,409

Change in balance with Central Bank
Change in placement with banks
Change in placements with branches
Change in group balance receivable

Change in financial assets measured at fair value through profit or loss (FVTPL)
Change in financial assets at amortized cost - Loans and Advances
Change in financial assets measured at fair value through other comprehensive

income (FYOCI)
Change in other assets

45, Change in cperating liahilities

Change in due to banks

Change in financial liabilities at amortized cost - Due to Depositors

Change in due to branches
Change in other liabilities
Change in due to Group balance
Derivative financial instruments

46. Subsequent events after reporting date

5,069,118,458  1,957,606,135
(2,449,328,346) 35,492,064
215,810,781  3,062,785,561
(675,434,981} (129,670,595)
6,799,440,126 .
2,660,795,352  2,402,328,722

(1,599,700,800) ) 043 680.900)
(1,422,396,721) 948,079,186

8,632,968,621  7,229,252,482

. (714,546,575)
1,382,832,387  3,770,908,527
6,043,101,909  3,867,159,053
(233,119,344) 17,053,396

(115,245,981)  (98,606,599)
34,660,559 1,316,847

7,112,229530  6,843,284,648

Subsequent to the reporting date, no circumstances have arisen which would require adjustment to or disclosure in the

financial statements other than disclosed herewith;

Capitalization of unremitted Head Office expenses

Branch has obtained written approval from Central Bank of Sri Lanka to capitalize un-remitted Head Office expenses Rs.
1,875,310,946 and transferred to Reserve through contributed assets in February 2020. Conversion amount included un
remittable head office expenses reported up to end of financial year 2016, 2017 and 2018, converted to equity during the
financial year 2020. This conversion strengthen the Branch's single borrowing limited (SBL).
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46. Subsequent events after reporting date contd.

47

Covid 19 outbreak

On 11 March 2020, the World Health Organization declared the Coronavirus COVID-19 outbreak to be a pandemic in
recognition of its rapid spread across the globe with over 150 countries now affected. Businesses may be negatively
impacted due to the overall negative economic conditions caused by the pandemic, The financial reporting effects of the
COVID-19 outbreak have been considered as non-adjusting events because the significant changes in business activities
and economic conditions occurred as a result of events arising after the reporting date. Branch Management are unable
to estimate the potential impact the outbreak would have on the Branch’s financial position, as of date. Accordingly
disclosures will be made in the financial statements under Events after Reporting date.

Capital commitments

There were no material Capital Commitments as at the reporting date, which require disclosures in the Financial
Statements.

48 Litigation and claims

CA (Writ) 166/2018

This is a writ application filed by a Customer (The Petitioner} against, the Director General of Customs, Deputy Director
of Customs, Deputy Superintendent of Customs and Deutsche Bank AG seeking, inter alia, a writ of Certiorari, quashing
the Order dated 06.04,2018 issued by Sri Lanka Customs, a writ of prohibition restraining the Sri Lanka Customs and/or
its officers from taking any steps or action on the said Order and an order restraining Deutsche Bank AG from making
any payments on demand to Sri Lanka Customs under the Bank Guarantees issued by Deutsche Bank AG on the
instructions of the Plaintiff.

This case which was fixed for argument on 31st March 2020, has been re-fixed due to the prevailing situation of the
Country. The next date of the case has not been notified yet by the Registry of Court of Appeal.

Customs inquiry - CBCU/2008/16

This inquiry was commenced by Sri Lanka Customs against the Branch and 3 other parties in relation to the importation
of 72,000 MT of wheat into Sri Lanka. The specific charge against the Branch is in relation to the purportedly fraudulent
endorsing of commercial invoices for the importation of 29, 042 MT of wheat into Sri Lanka.

However, by way of letter dated 26th July 2019, Sri Lanka Customs called upon the Branch to show cause as to why the
above mentioned forfeiturc should not be imposed upon the Branch. Branch responded thereto, objecting to the issue of
the purported show cause letter and the purported appointment of the new inquiring officer, by way of letter dated 26th
August 2019,

Sri Lanka Customs has not responded to the said letter dated 26th August 2019 to date and no further steps have been
taken by them in respect of this matter.

Tax assessments against the Branch

Corporate income tax
Year of Assessment 2016/2017
Penalty notice

Branch received a penalty notice dated on 13 June 2019 amount in to Rs. 82,619,849 for the non payment of tax
payments on time. However, Branch filed an objection on 15 July 2019 stating that payments were settied on time. The
objection is with Commissioner General Inland revenue level and as at reporting date the objection was pending for
inquiry,
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47. Contingent assets

There were no material Contingent assets as at the reporting date, which require disclosures in the Financial Statements
except for disclosed below,

Year of Assessment 2017/2018

Refund Mode Instruction Notice

Branch received a Refund Mode Instruction notice issued on 08 August 2019 and Branch made a Refund claim on 25
September for refund declared as per year of Assessment 2017/2018 Return of Income.

Year of Assessment 2018/2019

Branch received a letter from Department of Inland Revenue dated 30 December 2019. Branch duly submitted refund
claim for the refund declared in the year of assessment 2018/2019 Return of Income.

Prior Year refunds

Branch has been able to finalized refunds for year of assessments 2011/2012, 2013/2014 and 2014/2015 for a amount of
Rs. 170,986,831 and duly submitted claims on 05 December 2019 and 05 August 2019.

Further, Branch is in the process of finalizing refunds for year of assessment 2017/2018 for Rs. 150,468,131 by
submitting refund claim on 25 September 2019 and Branch lodged a refund claim for year of assessment 2018/2019 for

48. Comparative information

The presentation and classification in the financial statements have been amended where appropriate to ensure

comparability with the current year except for those described in Note 5 to the financial statements relating to first time
adoption of SLFRS 16.

49. Management responsibility on financial statements

The management of the Branch is responsible for preparing and presenting these financial statements in accordance with

Sri Lanka Accounting Standard and comply with the requirements of the Banking Act No 30 of 1988 and amendments
thereto.
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REGULATORY REQUIREMENTS ON CAPITAL AND LIQUIDITY
RISK WEIGHTED ASSETS (RWA)

Summary discussion on adequacy/meeting current and future capital
requirements

a) Overview of DB Colombo’s capital planning and assessment process:
B

Capital management represents a fundamental risk management process at DB Colombo as effective
management of the capital base ensures the overall financial stability of the firm through a forward-
looking adequacy assessment which provides protection to absorb the potential impacts of material
unforeseen and potentially adverse events on DB Colombo’s operations and its overall financial profile.
DB Colombo focuses on long-term stability, positioning itself to build and invest in market-leading
businesses, even in a highly stressed environment.

DB Colombo’s capital plan is an integral part of the overall strategic plan which also contains the
liquidity, funding plan and the risk and capital demand plan. The overall strategic plan translates
individual business lines strategies and strategic decisions (which clients should be served with which
products in which regions?) into financial results. The strategic plan is based on assumptions regarding
the future development of the banking market and revenue pools, expected client behaviours and needs
and DB Colombo’s relative strengths and capabilities to serve the clients in a competitive environment.
The strategic plan is developed annually with a 5-year planning horizon and holds detailed P&L and

“balance sheet information.

The Branch Management Board (BMB) defines the local Business and Risk Strategy (BRS), including
the Risk Appetite, that are aligned to DB Colombo strategic plans as well as are in line with local
regulatory requirements. The BRS articulates strategies by business units and risk types as well as any
IT or infrastructure investment required to support business strategies. These reflect discussed strategic
priorities, strategic initiatives and organisational structural changes (infrastructure capacities, human
resources and outsourced activities, etc) that are necessary to achieve the objectives and ensure
compliance with current and upcoming regulatory requirements.

The BRS translates DB Colombe’s long-term strategy into measurable short to mid-tenm financial
targets which aims at identifying optimal growth options considering the risk involved and the
allocation of available capital resources to promote sustainable performance,

The planning process allows DB Colombo to:

— Set earnings and key risk and capital adequacy assessment in line with the Bank’s strategic focus
and business plans;

— Assess DB Colombo’s capital adequacy with regard to internal and external requirements (i.e.
regulatory and economic capital); and

— Ensure alighment with the Group plan and achieve a harmonised and pro-active capital planning
with the Group strategies DB Colombo local BRS plans is linked with DB Group general divisional
planning assumptions.

{b) Material risk exposures in line with strategic plan;

We face a variety of risks as a result of our business activities; these risks include credit risk, market
risk, business risk, liquidity risk, operational risk and reputational risk as described in the following
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R LR LINKAGES BETWEEN FINANCIAL STATEMENTS AND REGULATORY
EXPOSURES

Description of systems and controls to ensure that the valuation estimates are prudent and
reliable:

Financial Instruments carricd at Fair Value
Valuation Methods and Control

The Group has an established valuation contro! framework which governs internal control standards,
methodologies, and procedures over the valuation process.

Prices Quoted in Active Markets — The fair value of instruments that are quoted in active markets are
determined using the quoted prices where they represent prices at which regularly and recently
occurring transactions take place.

Valuation Techniques — The Group uses valuation techniques to establish the fair vajue of instruments
where prices, quoted in active markets, are not available. Valuation techniques used for financial
instruments include modelling techniques, the use of indicative quotes for proxy instruments, quotes
from recent and less regular transactions and broker quotes.

For some financial instruments a rate or other parameter, rather than a price, is quoted. Where this is
the case then the market rate or parameter is used as an input to a valuation model to determine fair
value. For some instruments, modelling techniques follow industry standard models, for example,
discounted cash flow analysis and standard option pricing models. These models are dependent upon
estimated future cash flows, discount factors and volatility levels. For more complex or unique
instruments, more sophisticated modelling techniques are required, and may rely upon assumptions or
more complex parameters such as correlations, prepayment speeds, default rates and loss severity.

Frequently, valuation models require multiple parameter inputs. Where possible, parameter inputs are
based on observable data or are derived from the prices of relevant instruments traded in active
markets. Where observable data is not available for parameter inputs, then other market information is
considered. For example, indicative broker quotes and consensus pricing information are used to
support parameter inputs where they are available. Where no observable information is available to
support parameter inputs then they are based on other relevant sources of information such as prices
for similar transactions, historic data, economic fundamentals, and research information, with
appropriate adjustment to reflect the terms of the actual instrument being valued and current market
conditions.

Valuation Adjustments — Valuation adjustments are an integral part of the valuation process. In
making appropriate valuation adjustments, the Group follows methodologies that consider factors
such as bid-offer spreads, counterparty/own credit and funding risk. Bid-offer spread valuation
adjustments are required to adjust mid-market valuations to the appropriate bid or offer valuation. The
bid or offer valuation is the best representation of the fair value for an instrument, and therefore its
fair value. The carrying value of a long position is adjusted from mid to bid, and the carrying value of
a short position is adjusted from mid to offer. Bid-offer valuation adjustments are determined from
bid-offer prices observed in relevant trading activity and in quotes from other broker-dealers or other
knowledgeable counterparties. Where the quoted price for the instrument is already a bid-offer price
then no additional bid-offer valuation adjustment is necessary. Where the fair value of financial
instruments is derived from a modelling technique, then the parameter inputs into that model are
normally at a mid-market level. Such instruments are generally managed on a portfolio basis and,
when specified criteria are met, valuation adjustments are taken to reflect the cost of closing out the
net exposure the Branch has to individual market or counterparty risks. These adjustments are
determined from bid-offer prices observed in relevant trading activity and quotes from other broker-
dealers.
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For instruments where fair value is determined from valuation models, the assumptions and
techniques used within the models are independently validated by an independent specialist model
validation group that is part of the Group’s Risk Management function.

Quotes for transactions and parameter inputs are obtained from a number of third party sources
including exchanges, pricing service providers, firm broker quotes and consensus pricing services.
Price sources are examined and assessed to determine the quality of fair value information they
represent, with greater emphasis given to those possessing greater valuation certainty and relevance.
The results are compared against actual transactions in the market to ensure the model valuations are
calibrated to market prices.

Price and parameter inputs to models, assumptions and valuation adjustments are verified against
independent sources. Where they cannot be verified to independent sources due to lack of observable
information, the estimate of fair value is subject to procedures to assess its reasonableness. Such
procedures include performing revaluation using independently generated models (including where
existing models are independently recalibrated), assessing the valuations against appropriate proxy
instruments and other benchmarks, and performing extrapolation techniques. Assessment is made as
to whether the valuation techniques produce fair value estimates that are reflective of market levels by
calibrating the results of the valuation models against market transactions where possible.

RISK MANAGMENT

Risk Management Approach

DB Colombo’s risk management framework

The scope of the risk management framework is the foundation of the internal capital adequacy
assessment process (ICAAP) which is embedded in all risk processes and risk decisions of DB
Colombo across businesses and infrastructure functions, DB Colombo’s ICAAP framework follows
the general ICAAP framework of DB Group.

The risk appetite expresses the aggregate level of risk that DB Colombo is willing to assume within its
risk capacity to achieve strategic objectives and business plan as defined by a set of minimum
quantitative and qualitative statements. Risk capacity is defined as the maximum level of risk DB
Colombo can assume given the capital and liquidity base, risk management and control capabilities,
and regulatory constraints. The thresholds for key risk appetite metrics are fully integrated into DB
Colombo’s risk management processes: the thresholds are considered in the planning process, and are
subjected to stress testing. Threshold breaches, are subject to a dedicated governance framework
triggering management actions. The risk identification and assessment process is performed annually
or ad-hoc if required and results in a risk inventory. Subsequently, all material risks are measured as
the basis of regulatory and internal capital demand quantification. DB Colombeo distinguishes between
pillar 1 regulatory models to quantify risk weighted assets (RWA) and pillar 2 internal models to
quantify internal economic capital (EC) requirements. While RWAs only cover credit, market, and
operational risk (OR), the internal EC mode! framework covers all material risks. As part of the
planning process, long-term targets of DB Colombo are articufated, its business lines, for the next 5
years. These targets are defined in key performance indicators (KP1) which, besides others, also cover
the key risk appetite metrics.
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Overview of functional committees with risl-focus at DB Colombo

e The Branch Management Board (BMB) and the Asset and Liability Committee (ALCO),
identifies, controls and manages all risks including risk concentrations of DB Colombo. It is
responsible for risk policy, the organisation and governance of risk management as well as
ensuring the oversight of the execution of risk and capital management including
identification, analysis and risk mitigation, within the scope of the risk and capital strategy
(Risk & Capital Demand Plan) approved by the Management Board. The Branch
Management Board (BMB) and Asset and Liability Committee (ALCO) are responsible for
oversight on risk portfolios and policies.

* The Branch Management Board (BMB) oversees, governs and coordinates the management
of non-financial risks of DB Colombo and establishes a cross-risk and holistic perspective of
the key non-financial risks of DB Colombo, It is tasked to define the non-financial risk
appetite tolerance framework, to monitor and control the non-financial risk operating model,
including the Three Lines of Defence principles and interdependencies between (i) Business
Divisions and Control Functions and (ii) different Control Functions.

* The Asset and Liability Committee (ALCO) has responsibility for the alignment of risk
appetite, capitalisation requirements and funding needs of DB Colombo with Group-wide,
divisional and sub-divisional business strategies. It steers efficient capital consumption by
determining capital availability in support of divisional business portfolios, capital earmarked
for fresh investments, as well as other uses.

An overlap in membership between these committees facilitates a constant and comprehensive
information flow,

Country Chief Operating and Risk Officer

Sri Lanka / Deutsche Bank AG, Colombo Branch’s chief risk officer (COO/CRO) supported by DB
Group Risk has Branch-wide, responsibilities for the effective management and control of all credit,
market and operational risks. CRO maintains dialogue with the local regulators, seeking both to
understand current and future expectations as well as influence regulators to support the best outcome
for risk, oversees the development and execution of local objectives, plans and policies and seeks to
improve the Branch’s competitive position and performance amongst its peers. _
CRO reports into the Branch Management Board (BMB) of DB Colombo, and as country COO
reports into the Regional Management, thus ensuring enterprise & group-wide management of risks.

Risk management by risk types

Risk type functions set risk specific methodologies, principles, policies and models in order to
manage, limit, control and mitigate the different risk types. Risk type functions include all financial
(i.e. market risk, liquidity risk and credit risk) and several non-financial (operational & reputational
risk) risks.

Risk Management beyond Risk Functions

Risk views of Independent Control Functions e.g. Regulation, Compliance and Anti Financial Crime
(AFC), Finance, Legal, Human Resources (HR), are integrated into the overall risk management
framework via joint risk management principles and committees. These independent functions must
be informed of all significant business developments, initiatives, new products and operational
changes by the business divisions and infrastructure functions and must be provided access to
personnel and material to enable them to identify and assess material system and control risks.
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Risk that involves taking positions in debt, equity, foreign exchange, other
securities and commoaodities as well as in equivalent derivatives.
Non-traded market Risk arising from market movements in the banking book and from off-
risk balance sheet items.

Risk that arises from defaults and rating migrations relating to trading
instruments.,

interest rate risk in  Risk to present values arising from adverse movements in underlying
the bank book interest rates in the banking book.

Traded market risk

MR mgt.

Traded defauilt risk

Liquidity Risk

Liquidity risk is defined as the risk arising from the potential inability to meet all payment obligations
when they fall due or only being able to meet these obligations at excessive costs. The objective of the
Group’s liquidity risk management framework is to ensure that the Group can fulfil its payment
obligations at all times and can manage liquidity and funding risks within its Board-approved risk
appetite. The framework considers all relevant and significant drivers of liquidity risk, whether on-
balance sheet or off-balance sheet.

Operational Risk

Operational Risk means the risk of loss resulting from inadequate or failed internal processes, people
and systems or from external events, and includes legal risk. Operational risk excludes business and
reputaticnal risk.

DB Colombo manages Operational Risk (OR) based on a Group-wide consistent framework which
enables DB Group to determine the OR profile in comparison to the risk tolerance, to systematically
identify OR themes and to define appropriate risk mitigation measures and priorities.

Non-Financial Risk Management (“NFRM™) is the Risk function for the Non-Financial Risk types of
the Bank including Operational Risk. It owns the overarching Operational Risk Management
Framework (ORMF).

Interest Rate Risk in Banking book

IRRBB is the current or prospective risk, to both the Bank's capital and earnings, arising from adverse
movements in interest rates, which affect the Bank's banking book exposures. This includes gap risk,
which arises from the term structure of banking book instruments, basis risk, which describes the
impact of relative changes in interest rates for financial instruments that are priced using different
interest rate curves, as well as option risk, which arises from option derivative positions or from
optional elements embedded in the Bank’s on- and off-balance sheet items.

The Bank measures the impact of interest rate risk in the banking book on the Bank’s economic value
as well as on the Bank’s earnings. Our Group Treasury division is mandated to manage on a fiduciary
basis the interest rate risk centrally, with Market & Valuation Risk Management acting as an
independent oversight function. As per DB global policy, only Corporate and Investment Bank (CIB)
is allowed to run market risk. The majority of the Group interest rate risk arising from non-trading
asset and liability positions, has been transferred through internal transactions to the Treasury, subject
to banking book value at risk limits. Treasury hedges the transferred net banking book risk with CIB
trading books. CIB interest rate risk is managed on the basis of trading book VaR as reflected in
trading portfolio figures. However, there may be small residual FX or interest rate risk that remains on
overnight basis while covering and facilitating client flows.
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A traffic light concept is used to monitor where DB Colombo is positioned in relation to its risk
appetite (amber threshold) and its risk capacity (red threshold).

Monitoring of risk appetite

Ongoing tracking and monitoring of the actual risk profile vs. risk appetite for all risk appetite metrics
in DB Colombo are captured in the quarterly ‘Risk, Capital and Profile (RCP)’ report. The RCP is
presented to the Branch Management Board (BMB).

Escalation mechanism

In the event that the Bank’s desired risk appetite is breached under either norimal or stress scenarios,
an escalation governance matrix as predefined locally is applied so these breaches are highlighted to
the Branch Management Board (BMB). As such, the Branch Management Board (BMB) has to
review and decide if further escalation to the Group and/ or mitigating actions are required to bring
the risk profile back to the desired risk appetite. The risk appetite framework is approved by the
Branch Management Board (BMB).

Risk culture

We promote a strong risk culture where employees at all levels are responsible for the management
and escalation of risks. We expect employees to exhibit behaviors that support a strong risk culture in
line with our Code of Business Conduct and Ethics. To promote this, our policies require that risk-
related behavior is taken into account during our performance assessment and compensation
processes. We have a principles-based assessment of risk culture, in particular focusing on risk
awareness, risk ownership and management of risk within risk appetite. Assessiment results are
incorporated into existing risk reporting, reinforcing the message that risk culture is an integral part of
effective day-to-day risk management.

A strong risk management culture helps to reinforce the Branch’s resilience by ensuring a holistic
approach to the management of risk and return throughout the organisation. DB Group sets and
oversees the risk culture framework and standards for DB Colombo; however, the management of risk
is the responsibility of all employees. Divisions and functions across DB are responsible for
embedding DB Colombo’s risk culture standards.

Three Lines of Defence (3LoD)

We operate a Three Lines of Defense (“3LoD™) risk management model, in which risk, control and

reporting responsibilities are defined.

— The Ist Line of Defense (“1st LoD”) refers to those roles in the Branch whose activities generate
risks, whether financial or non-financial.

— The 2nd Line of Defense (“2nd LoD”) refers to the risk type controller roles in the Branch who
facilitate the implementation of a sound risk management framework throughout the organization.
The 2nd LoD defines the risk appetite and risk management and control standards for their risk
type, and independently oversees and challenges the risk taking and risk management activities of
the 1st LoD,

— The 3rd Line of Defense (“3rd LoD”) is Group Audit, which is accountable for providing
independent and objective assurance on the adequacy of the design and effectiveness of the systems
of internal control and risk management.
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combination of weaker than expected gross domestic product (GDP) growth, ongoing political
instability in the European Monetary Union (EMU) periphery and renewed stress in the financial
system cause a vicious circle, leading to even deeper recession in EMU. The regular group-wide
macro benchmark stress tests are performed on the quarter-end portfolios (four regular stress tests per

year).

As part of the Legal Entity ICAAP Program DB Colombo receives on a quarterly basis the results of
the stress tests based on the benchmark scenario applied on group level.

Credit risk stress testing

Credil risk stress tests of economic capital and also local regulatory demand are based on Group
Credit Risk Stress Test methedology (Global Downturn or another macroeconomic stress scenario).
The results are provided by Group on a quarterly basis in a standard template, In general, legal entity
stress test can be performed using the group-allocated view or the standalone view. In the former case,
one considers transactions of the legal entity towards DB group as risk free, whereas in the latter case,
only transactions within the legal entity are considered as risk free. Deviations from the provided
credit risk stress tests required to reflect local specifics or local regulatory requirements have to be
approved by the Group.

The stress on [ocal credit risk regulatory capital is calculated locally. For this purpose, the specifically
calculated rating migration matrix (based on the Global Downturn Scenario or another
macroeconomic stress scenario) provided by Group is applied to the local rated portfolio. The
migration matrix is an output from the Group Credit Stress Test (GCST) which is the macroeconomic
downturn (as mentioned above) applied on the bank’s credit portfolio using the internal EC model to
calculate rating downgrade impact. By applying regulatory risk weights to the exposure of the derived
portfolio, stressed RWA are calculated.

For non-rated portfolios DB Colombo defines adequate credit risk stress tests in close coordination
with the central ICAAP team and the respective Group function.

Liquidity risk stress testing

DB Colombo is fully integrated into the Group’s liquidity nsk management framework, and as such
performs liquidity stress tests on a regular basis. The stress test framework is derived from DB’s
global stress testing framework, and adjusted to cover local market peculiarities, where necessary,
Liquidity stress test results are computed by Liquidity and Treasury Reporting and Analysis (LTRA)
team based on the standards described in the Group Liquidity Stress Testing Methodology. Stress
models and parameters are adjusted to cover local market and product specifications, which are
reviewed and validated by APAC Liquidity Risk Management (LRM) in its capacity as an
independent risk unit and approved at the local ALCO. Stress tests results are discussed regularly in
the local ALCO, where local Branch Management Board (BMB) members are also members of
ALCO. Liquidity stress testing models (including all applicable assumptions) are reviewed at least
annually to ensure that all stress parameters are sufficiently severe and remain relevant to DB
Colombo. Any changes in liquidity stress testing models/ assumptions are subject fo ALCO and
APAC LRM (Liquidity Risk Management} team’s approval prior to the implementation.

Market risk stress testing

Stress testing is a key risk management technique, which evaluates the potential effects of extreme
market events and extreme movements in individual risk factors. It is one of the core quantitative
tools used to assess the market risk of the Bank’s positions and its primary application is within the
EC framework. The scenario-based approach in stress testing is complementary to statistical model
approaches as for VaR. Group MRM performs several types of stress testing to capture the variety of
risks: individual business-level stress tests, MRM portfolio stress testing (e.g. Portfolio Stress Testing
(PST), Event Risk Scenarios (ERS), and Group-wide stress testing).
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approved. In this regard, “wrong-way” risk characteristics are avoided where the borrower’s
counterparty risk is positively comrelated with the risk of deterioration in the collateral value. For
guarantee collateral, the process for the analysis of the guarantor’s creditworthiness is aligned to the
credit assessment process for borrowers.

Risk transfers

Risk transfers to third parties form a key part of the overall risk management process and are executed
in various forms, including outright sales, single name and portfolio hedging, and securitizations. Risk
transfers are conducted by the respective business units, in accordance with specifically approved
mandates.

Concenirations within CR mitigation

Concentrations within CR mitigations taken may occur if a number of guarantors with similar
economic characteristics are engaged in comparable activities with changes in economic or industry
conditions affecting their ability to meet contractual obligations. DB Colombo uses a range of
quantitative tools and metrics to monitor CR mitigating activities. These also include monitoring of
potential concentrations within coilateral types supported by dedicated stress tests.

Contingency Funding Plan is applicable to DB Colombo and contains information on governance,
funding risks and countermeasures to deal with liquidity stress, which is covered within the Liquidity
Policy. Market related as well as DB specific (idiosyncratic) events can lead to a temporary or longer-
term disruption of DB’s access to funding. To safeguard DB’s liquidity position under moderate,
severe idiosyncratic or combined stress, DB Colombo has established a Contingency Funding Plan
(CFP). The CFP supports the effective operational management of a stress situation by providing a
clear menu of options for safeguarding the Branch’s funding and liquidity position, and operational
procedures for executing those actions.

In addition to the above, the objectives of the CFP are to:

- Clearly articulate the criteria for invoking the CFP;

- Establish the protocols for reviewing and executing selected CFP countermeasure(s) in a stress
scenario;

- Provide the overall govemance structure for the invocation, execution, and monitoring of the CFP;
and

- Establish procedures for testing the CFP.

In general, the Branch’s business model is sufficiently flexible to adjust to structural changes in
market and funding conditions within a time frame of about eight weeks.

[f the stress event extends beyond an eight-week horizon, additional strategic countermeasures can be
mobilized, such as reducing the funded balance sheet and increasing stable funding sources where
possible.

Testing the CFP

The Local Treasurer is responsible for ensuring the execution of a CFP test exercise. However, should
Deutsche Bank AG Colombo experience an actual or anticipated liquidity stress and the local ALCO
meet and invoke the CFP then there shali be no need to carry out a test of the CFP.

In the absence of an actual or anticipated liquidity stress, Deutsche Bank AG Colombo shall carry out
testing of its contingency funding plan on an annual basis to ensure its effectiveness and operational

feasibility. Among other things, the test will cover activation of the call tree and hence the ALCO,
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