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INDEPENDENT AUDITORS' REPORT
TO THE MANAGEMENT OF DEUTSCHE BANK AG - SRI LANKA BRANCH

Report on the audit of the financial statements
Opinion

We have audited the financial statements of Deutsche Bank AG - Sri Lanka Branch (“The Branch"), which
comprise the statement of financial position as at 31 December 2021, and the income statement,
statement of profit or loss and other comprehensive income, statement of changes in equity and, cash
flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory information.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of
the Branch as at 31 December 2021 and of its financial performance and its cash flows for the period then
ended in accordance with Sri Lanka Accounting Standards.

Basis for opinion

We conducted our audit in accordance with Sri Lanka Auditing Standards (SLAuSs). Our responsibilities
under those standards are further described in the Auditor's responsibilities for the audit of the financial
statements section of our report. We are independent of the Branch in accordance with the Code of Ethics
issued by CA Sri Lanka (Code of Ethics) and we have fulfilled our other ethical responsibilities in
accordance with the Code of Ethics. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities of management and those charged with governance for the financial statements

Management is responsible for the preparation of financial statements that give a true and fair view in
accordance with Sri" Lanka Accounting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Branch 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 financial reporting process.
Auditor’s responsibilities 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.
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As part of an audit in accordance with SLAuSs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

>

identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Branch internal control.

evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Branch ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor's
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditor's report. However, future events or conditions may cause the Branch to cease to
continue as a going concern.

evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in @ manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Report on other legal and regulatory requirements

As required by section 163 (2) of the Companies Act No. 07 of 2007, we have obtained all the information
and explanations that were required for the audit and, as far as appears from our examination, proper
accounting records have been kept by the Branch.

A A

30 March 2022
Colombo



Deutsche Bank AG - Colombo Branch

INCOME STATEMENT
Year ended 31 December 2021

Gross income

Interest income
Interest cxpenses
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

Operating profit before Value Added Tax (VAT) on financial services

Value Added Tax (VAT) on financial services

Operating profit after Value Added Tax (VAT) on financial services

Income tax (reversal)/expense

Profit for the year

Note

11

12
25
13

14

2021
Rs.

3,881,565,149

2,659,030,237
355,057,789

2020
Rs.

4,189,131,365

3,115,427,648
663,048,952

2,303,972,448

2,452,378,697

487,629,342 383,585,441

40,351,771 43,775,281
447,277,571 339,810,160
586,930,636 571,009,006
147,974,934 119,109,270

3,486,155,589

(128,515,824)

3,482,307,133

(154,783,051)

3,357,639,765

463,679,060
79,349,619
1,477,240,379

3,327,524,082

429,569,558
84,360,249
1,382,592,066

1,337,370,707

210,968,217

1,126,402,490

240,194,388

1,431,002,209

236,958,619

1,194,043,590

265,672,768

886,208,102

928,370,822

The accounting policies and notes on pages 08 through 84 form an integral part of the financial statements.
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s
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Deutsche Bank AG - Colombo Branch

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Year ended 31 December 2021

Profit for the year

Items that will be reclassified to income statement
Net gains/(losses) on investments in debt instruments measured at fair value through other
comprehensive income

Impairment charge/(reversal) relating Sri Lanka Development Bonds (Note 24.c.)

Less: Tax expense relating to items that will be reclassified to income statement (Note 14.2)

Items that will not be reclassified to income statement

(Loss)/ Gains on translating the Financial Statements of FCBU

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

Related tax (Note 14.2)

Re-measurement of post-employment benefit obligations (Note 32.b)
Related tax (Note 14.2)

Other comprehensive income for the year, net of taxes

Total comprehensive income for the year, net of taxes

2021 2020
Rs. Rs.
886,208,102 928,370,822
(4,284,125) (12,204,895)
- (2,331,893)
1,028,190 3,417,371
(3,255,935) (11,119,417)
290,965,096 54,208,612
3,563,507 (8,009,174)
(855,242) 2,242,569
293,673,361 48,442,006
290,417,426 37,322,589
1,176,625,528 965,693,411

The accounting policies and notes on pages 08 through 84 form an integral part of the financial statements.

4-



Deutsche Bank AG - Colombo Branch

STATEMENT OF FINANCIAL POSITION
As at 31 December 2021

2021 2020

Note Rs. Rs.
Assets
Cash and cash equivalents 15 156,557,638 663,785,519
Balances with Central Bank 16 5,903,034,494 4,636,851,418
Placements with banks 17 7,995,600,658 .
Placements with branches 18 5,978,294,374 11,115,030,876
Derivative financial instruments 19 2,436,665 79,241,542
Group balances receivables 20 2,733,485,164 3,701,006,432
Financial assets measured at fair value through profit or loss (FVTPL) 21 - 8,640,539,060
Financial assets at amortized cost - Loans and advances to customers 22 27,247,307,757 19,302,686,784
Financial assets at amortized cost - Debt and other instruments 23 3,830,911,957 9,274,535,555
Financial assets measured at fair value through other comprehensive income 24 1,123,699.484 5.466,408,057
(FVOCQI)
Property, plant and equipment 25 76,371,366 122,190,726
Deferred tax assets 26 104,749,789 91,824,228
Other assets 27 1,024,527,544 606,271,977
Total assets 56,176,976,890 63,700,372,175
Liabilities
Due to Banks 28 1,088,297 115,573,425
Due to branches 29 11,902,146,722 15,323,403,157
Derivative financial instruments 30 2,456,987 101,050,944
Financial liabilities at amortized cost - Due to depositors 31 24,386,640,445 30,523,133,659
Employee Benefit 32 68,143,907 80,922,411
Current tax liabilities 33 209,403,509 250,041,315
Other liabilities 34 361,615,489 243,036,449
Group Balance Payable 35 3,303,331,412 2,297,686,221
Total liabilities 40,234,826,768 48,934,847,581
Equity
Assigned capital 36 4,410,461,270 4,410,461,270
Statutory reserve fund 37 793,634,530 749,324,125
Retained earnings 38 4,026,214,491 3,181,608,529
Other reserves 39 6,711,839,831 6,424,130,670
Total shareholders’ equity 15,942,150,122 14,765,524,594
Total equity and liabilities 56,176,976,890 63,700,372,175
Contingent liabilities and commitments 40 45,651,093,160 38,043,089,347

The accounting policies and notes on pages 08 through 84 form an integral part of the financial statements.

The Management is responsible for the preparation and presentation of these Financial Statements.
Approved and signed for and on behalf of the Branch Management Board:

L‘LMJQ-V”\_LH &

Vikas Arora
Chief Country Officer and GTB Head Sri Lanka

- /M Imesha Sanjeewanie
Head of Finance

Dlogho tered
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Deutsche Bank AG - Colombo Branch

STATEMENT OF CHANGES IN EQUITY
Year ended 31 December 2021

Balance as of 1st January 2020
Total comprehensive income for the year

Profit for the year (net of tax)

Changes in fair value of FVTOCI

Impairment of FVTOCI Investments

Actuarial gain in defined benefits plan

Tax on other comprehensive income

(Loss)/Gains translating the financial statements of the FCBU
Total comprehensive income for the year

Transactions with equity holders, recognized directly in equity

Transfers to reserves during the year
Unremittable HO Expenses capitalization
Total transactions with equity holders

Balance as at 31st December 2020
Balance as of 1st January 2021
Total comprehensive income for the year

Profit for the year (net of tax)

Changes in fair value of FVTOCI

Impairment of FVTOCI Investments

Actuarial gain in defined benefits plan

Tax on other comprehensive income

(Loss)/Gains t-anslating the financial statements of the FCBU
Total comprehensive income for the year

Transactions with equity holders, recognized directly in equity

Transfers to reserves during the year
g capitalization

T

Reserves
. . . . Exchange Exchange .
Assigned Capital Statutory Fair Value Retained N L Reserve through Total equity
. equalization of equalization of .
Reserve Fund Reserve Earnings R contributed assets
capital reserve
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
4,410,461,270 702,905,584 (11,326,094) 2,305,422,853 512,397,424 261,416,239 3,743,212,907 11,924,490,183
- - - 928,370,822 - - - 928,370,822
- - (12,204,895) - - - - (12,204,895)
- - (2,331,893) = - - - (2,331,893)
- - - (8,009,174) - - - (8,009,174)
- - 3,417,371 2,242,569 = = - 5,659,939
- - - - 27,911,214 26,297,398 - 54,208,612
- - (11,119.417) 22.604.217 27.911.214 26,297,398 - 965,693,411
- 46,418,541 - (46,418,541) - . - -
- - - - - - 1,875,341,000 1,875,341,000
- 46,418,541 - (46,418,541) - - 1,875,341,000 1,875,341,000
4,410,451,270 749,324,125 (22,445,511) 3.181.608,529 540,308,638 287,713,637 5,618,553,907 14,765,524,594
4,410,461,270 749,324,125 (22,445,511) 3,181,608,529 540,308,638 287,713,637 5,618,553,907 14,765,524,594
- - - 886,208,102 - 886,208,102
- - (4,284,125) - - (4,284,125)
- - - 3,563,507 - 3,563,507
- - 1,028,190 (855,242) - 172,948
- - - - 125,056,739 165,908,357 - 290,965,096
- - (3.255.935) 888.916.367 125,056,739 165,908,357 - 1,176,625,529
- 44,310,405 - (44,310,405) - - = =
- 44,310,405 - (44,310.405) - - = B
4,410,451,270 793,634,530 (25,701,446) 4,026,214,491 665,365,377 453,621,994 5,618,553,907 15,942,150,123
6-




Deutsche Bank AG - Colombo Branch

STATEMENT CASH FLOWS
Year ended 31 December 2021

Note
Cash Flows from Operating Activities
Profit before taxation
Adjustment for:
Non-cash items included in profits before tax 46
Change in operating assets 47
Change in operating liabilities 48
Dividend income

Net unrealised gain/(loss) from translation of Financial statements of Foreign
Operation
Cash generated from operating activities

Contribution paid to defined benefit plans
Income tax paid

Net cash generated from operating activities
Cash Flows from Investing Activities

Purchase of Property, Plant and Equipment
Dividend received from investment

Net cash used in investing activities

Net cash used in financing activities

Net decrease in Cash & Cash Equivalents

Cash and Cash Equivalents at the beginning of the year

Cash and Cash Equivalents at the end of the year 15

2021
Rs.

1,126,402,490

1,081,568,466
6,973,106,407

(9,632,231,532)

(4,318,500)

290,965,096

2020
Rs.

1,194,043,590

1,173,648,062
(13,049,181,278)

11,471,531,593
(3,200,000)

54,208,612

(164,507,575) 841,050,579
(19,890,666) (4,850,564)

(293,584,807) (257,166,393)

(477,983,048) 579,033,623

(33,563,333)

(34,315,822)

4,318,500 3,200,000
(29,244,833) (31,115,822)
(507,227,881) 547,917,801
663,785,519 115,867,718
156,557,638 663,785,519

The accounting policies and notes on pages 08 through 84 form an integral part of the financial statements.
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Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

1.1

1.2

1.3

1.4

1.5

REPORTING ENTITY

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 principal place of business are both located at
No 86, Galle Road, Colombo 03, Sri Lanka.

Principal activities

The principal activities of the Branch continue 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.

Number of employees

The permanent staff strength of the Branch as at 31 December 2021 is 61 while the total headcount stood at 88.
(2020 — 66 permanent staff)

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 Standards and with the requirements of the Banking Act No 30 of 1988
and amendments thereto.

Approval of Financial Statements by the Management

These Financial Statements were authorized for issue by the Management on 30 March 2022.

-8-



Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

2.

2.1

2.2

2.3

BASIS OF PREPARATION
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.

These Financial Statements include the following components:

e 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 ;

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

e a Statement of Changes in Equity depicting all changes in shareholders’ funds during the year;
a Statement of Cash Flows providing the information to the users, on the ability of the Branch to generate
cash and cash equivalents and the needs of entities to utilize those cash flows;

e  Notes to the Financial Statements comprising Accounting Policies and other explanatory information.

Going concern assessment of the Branch

The management has made an assessment of its ability to continue as a going concern and is satisfied that it
has the resources to continue in business for the foreseeable future. In this assessment the management has
considered the potential downsides that the Covid-19 pandemic could bring to business operations of the
Branch.

Furthermore, the Management is not aware of any material uncertainties that may cast significant doubt upon
the Branch’s ability to continue as a going concern. Therefore, the financial statements of the Branch continue
to be prepared on a going concern.

Functional and presentation currency

These financial statements are presented in Sri Lankan Rupees (LKR), which is the Branch’s functional
currency.

There was no change in the Branch’s presentation and functional currency during the year under review.

Basis of measurement

The Financial Statements have been prepared on the historical cost basis except for the following material
items in the statement of financial position:

Item Basis of Measurement Note Page
Financial assets measured at fair value | Fair Value 3.3.1.1.5 15
through profit or loss
Derivative assets and derivative | Fair Value 33.1.15 & | 15&22
liabilities held for risk management 33322
Financial Assets measured at fair | Fair Value 33.1.14 15
value through other comprehensive
income
Non-financial assets/liabilities
Employee benefits Present value of the defined | 3.7.3 29
benefit pension obligation less
the net total of the pension
assets

Chartered

Accountants
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Deutsche ]?Zank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

2.4

2.5

2.6

2.7

2.8

The Branch maintains separate books for Domestic Banking Unit (DBU) and Foreign Currency Banking Unit
(FCBU). Accompanying financial statements have been prepared by amalgamating the financial statements of
the Domestic Banking Unit and Foreign Currency Banking Unit.

Basis of amalgamation

The Branch’s Financial Statements comprise the amalgamation of the Financial Statements of the Domestic
Banking Unit (DBU) and the Off-Shore Banking Unit (FCBU). Both units have a common financial year
which ends on December 31.

Presentation of Financial Statements

The assets and liabilities of the Branch presented in the Statement of Financial Position are grouped by nature
and listed in an order that reflects their relative liquidity and maturity pattern.

No adjustments have been made for inflationary factors affecting the Financial Statements.

Financial assets and financial liabilities are offset and the net amount reported in the Statement of Financial
Position only when there is a legally enforceable right to offset the recognized amounts and there is an intention
to settle on a net basis, or to realize the assets and settle the liabilities simultaneously. Income and expenses
are not offset in the Statement of Profit or Loss and Other Comprehensive Income unless required or permitted
by an Accounting Standard or interpretation, and as specifically disclosed in the Accounting Policies of the
Branch.

Materiality and Aggregation

Each material class of similar items is presented separately in the financial statements. Items of dissimilar
nature or function are presented separately unless they are immaterial as permitted by Sri Lanka Accounting
Standard — LKAS 1 on ‘Presentation of Financial Statements’.

Comparative Information

The comparative information is reclassified wherever necessary to confirm with the current year’s presentation
in order to provide better presentation.

Use of estimates and judgments

The preparation of financial statements in conformity with LKAS/SLFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expenses and disclosure of contingent assets and liabilities at the
balance sheet date. Judgments and estimates are based on historical experience and other factors, including
expectations that are believed to be reasonable under the circumstances. Hence actual results may differ from
those estimates and judgmental decisions especially in relation to the COVID-19 crisis.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognized in the period in which the estimate is revised and in any future periods affected.

Chartered
Acc.unlants
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Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

2.8.1

2.8.2

2.9

2.10

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 incorporating 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

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.

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.

Changes in Accounting Policies

The Branch has consistently applied the accounting policies as set out in Notes 03 on pages 12 to 34 to all
periods presented in these financial statements

-11-



Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

31

3.1.2

3.2

3.2.1

SIGNIFICANT ACCOUNTING POLICIES

The Branch has consistently applied the accounting policies set out below to all period presented in these
Financial Statements.

Foreign currency transactions
Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of the Branch at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional currency at the exchange rate at that date.
Non-monetary assets and liabilities denominated in foreign currencies thal are measured at fair value are
retranslated to the functional currency at the exchange rate at the date that the fair value was determined.
Foreign currency differences arising on retranslation are recognized in profit or loss, Non-monetary items that
are measured in terms of historical cost in a foreign currency are translated using the exchange rate at the date
of the transaction.

Translation of Measurement Currency

The Branch uses Sri Lankan Rupees as their measurement currency for Domestic Banking Unit and United
State Dollars as their measurement currency for Foreign Currency Banking Unit books.

For amalgamation purposes accompanying Financial Statements have been prepared in Sri Lankan Rupees
after converting the Foreign Currency Banking Unit financial statements into Sri Lankan Rupees.

The translation is performed based on the guidelines in LKAS 21 “The Effects of Changes in Foreign Exchange
Rates” stated below:

o All assets and liabilities (i.e. including comparatives) are translated at the closing rate of each
reporting date '

o Income and expense items for all periods (i.e. including comparatives) are translated at average
exchange rates pertaining to each period

. Equity items other than the net profit or loss for the period are translated at the historical rate existing

at the date of each transaction

All exchange differences resulting from translation in accordance with the above are recognized in Other
Comprehensive Income.

Taxation
Income Tax Expenses

Income tax expense comprises current and deferred tax. It is recognized in profit or loss except to the extent
that it relates to items recognized directly in equity or in other comprehensive income.

Penalties related to income taxes, including uncertain tax treatments, are accounted for under LKAS 37
Provisions, Contingent Liabilities and Contingent Assets.

wo
Chartered
Acccuntanli/ .
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Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

a) Current Taxation

Current tax comprises the expected tax payable or receivable on the taxable income or loss for the year and
any adjustment to the tax payable or receivable with respect of previous years. The amount of current tax
payable or receivable is the best estimate of the tax amount expected to be paid or received that reflects
uncertainty related to income taxes, if any. It is measured using tax rates enacted or substantively enacted at
the reporting date.

According to Inland Revenue Act, provision for taxation is made on the basis on the accounting profit for the
year as adjusted for taxation purpose in accordance with the provision of the applicable Inland Revenue Act.
In estimating tax computation, the Branch had applied the provisions Inland Revenue Act No.10 of 2006 and
the amendments there to until 31st March 2018 and the provision of the Inland Revenue Act No 24 of 2017
and the amendments thereto.

As per notice dated April 08, 2020 issued by the Inland Revenue Department on “Implementation of Proposed
Changes to the Inland Revenue Act No. 24 of 20177, effective from January 01, 2020;

e Corporate Income Tax rate was revised from 28% to 24%.

Current tax assets and liabilities are offset only if certain criteria are met.

b) Deferred Taxation

Deferred tax is provided using the liability method, providing for temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
The amount of deferred tax provided is based on the expected manner of realization or settlement of the
carrying amount of assets and liabilities, using tax rates enacted or substantially enacted at the reporting date.
A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be

available against which the future asset can be utilized. Deferred tax assets are reduced to an extent that is no
longer probable, that the related tax benefit will be realized.

3.2.2 Other taxes

a)

b)

Crop Insurance Levy (CIL)

As per the provision of section 14 of the finance Act No.I12 of 2013, the CIL was introduced with effect from
April 01, 2013 and is payable to the Nation Insurance Trust Fund. Currently, the CIL is payable at 1% of the
profit after tax.

Value Added Tax on Financial Services (VAT)
The value base for the computation of value added tax on financial services is calculated by adjusting the
depreciation computed on rates prescribed by Department of Inland Revenue to the accounting profit before

Income tax and emoluments payable. Emoluments payable include benefits in money, and not in money
including contribution or provision relating to terminal benefits.
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

ASSETS AND BASES OF THEIR VALUATION

3.3

3.3.1.1

3.3.1.1.1

3.3.1.1.2

Financial Instruments - Classification, Initial Recognition and Subsequent Measurement
Financial Assets and Liabilities

Financial assets
Recognition and measurement

The financial asset is measured initially at fair value plus, for an item not at fair value through profit or loss,
transaction cost that are directly attributable to its acquisition. Loans and advances are initially recognized
on the date at which they are originated at fair value which is usually the loan amount granted, and subsequent
measurement is at amortized cost.

The amortized cost of a financial asset is the amount at which the financial asset is measured at initial
recognition minus principal repayments, plus or minus the cumulative amortization using the effective
interest method of any difference between the initial amount recognized and the maturity amount, minus any
reduction for impairment.

All other financial assets are initially recognized on the trade date at which the Branch becomes a party to
the contractual provisions of the instrument.

Classification

Branch classifies financial assets in line with the classification and measurement requirements of SLFRS 9,
where financial assets are classified based on both the business model used for managing the financial assets
and the contractual cash flow characteristics of the financial asset (known as Solely Payments of Principal
and Interest or “SPPI”). There are three business models available:

Hold to Collect - Financial assets held with the objective to collect contractual cash flows. They are
subsequently measured at amortized cost and are recorded in multiple lines on the Branch’s balance
sheet.

Hold to Collect and Sell - Financial assets held with the objective of both collecting contractual cash
flows and selling financial assets. They are recorded as Financial assets at Fair Value through Other
Comprehensive Income on the Branch’s balance sheet.

Other - Financial assets that do not meet the criteria of cither “Hold to Colleet” or “Hold to Collect
and Sell”. They are recorded as Financial Assets at Fair Value through Profit or Loss on the Branch’s
balance sheet

The assessment of business model requires judgment based on facts and circumstances upon initial
recognition. As part of this assessment, the Branch considers quantitative factors (e.g., the expected
frequency and volume of sales) and qualitative factors such as how the performance of the business model
and the financial assets held within that business model are evaluated and reported to the Branch’s key
management personnel. In addition to taking into consideration the risks that affect the performance of the
business model and the financial assets held within that business model, in particular, the way in which
those market and credit risks are managed; and how managers of the business are compensated (e.g.,
whether the compensation is based on the fair value of the assets managed or on the contractual cash flows
collected). This assessment results in an asset being classified in either a Hold to Collect, Hold to Collect
and Sell or Other business model.
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NOTES TO THE FINANCIAL STATEMENTS
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3.3.1.1.3

3.3.1.1.4

3.3.1.1.5

If the Branch holds a financial asset either in a Hold to Collect or a Hold to Collect and Sell business model,
then an assessment at initial recognition to determine whether the contractual cash flows of the financial
asset are Solely Payments of Principal and Interest on the principal amount outstanding at initial recognition
is required to determine the business model classification. Contractual cash flows, that are SPPI on the
principal amount outstanding, are consistent with a basic lending arrangement. Interest in a basic lending
arrangement is consideration for the time value of money and the credit risk associated with the principal
amount outstanding during a particular period of time. It can also include consideration for other basic
lending risks (e.g., liquidity risk) and costs (e.g., administrative costs) associated with holding the financial
asset for a particular period of time, and a profit margin that is consistent with a basic lending arrangement.

Financial assets measured at amortized costs

A financial asset is classified and subsequently measured at amortized cost if the financial asset is held in
a Hold to Collect business model and the contractual cash flows are SPPL. Under this measurement
category, the financial asset is measured at fair value at initial recognition. Subsequently the carrying
amount is reduced for principal payments, plus or minus the cumulative amortization using the effective
interest method. The financial asset is assessed for impairment under the SLFRS 9 expected credit loss
model, where provisions are recognized based on expectations of potential credit losses. Financial assets
measured at amortized cost are recognized on a settlement date basis.

Financial Assets at Amortized Cost include predominately Loans at amortized cost, Central bank funds,
Debt securities and certain receivables presented in Other Assets.

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 recorded through profit or loss are recognized based on expectations of potential
credit losses.. 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 FVOCI. 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.

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 model
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 Branch commits to purchase or sell the asset.
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

3.3.1.2

3.3.1.3

3.3.14

Trading assets — Financial assets are classified as held for trading if they have been originated, acquired or
incurred principally for the purpose of selling or repurchasing them in the near term, or they form part of a
portfolio of identified financial instruments that are managed together and for which there is evidence of a
recent actual pattern of short-term profit-taking. Trading assets include debt securities and derivatives held
for trading purposes.

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 aflect the performance of the business model (and the {inancial assels 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
associated with the principal amount outstanding during a particular period of time and for other basic
lending risks and costs, as well as profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest, the Branch
considers the contractual terms of the instrument. This includes assessing whether the financial asset
contains a contractual term that could change the timing or amount of contractual cash flows, such that it
would not meet this condition.

In making the assessment, the Branch considers:

- contingent events that would change the amount and timing of cash flows;
- leverage featurcs;

- prepayment and extension terms;

- terms that limit the Branch’s claim to cash flows from

- specified assets; and

- Features that modify consideration of the time value of money.

Reclassification

Financial assets are not reclassified subsequent to their initial recognition, except in those rare circumstances
when the Branch changes its objective of the business model for managing such financial assets. Financial
Liabilities are not reclassified as such reclassifications are not permitted by SLFRS 9.

De-recognition of financial assets

Financial assets are derecognized when the contractual right to receive cash flows from the asset has expired,
or when Branch has transferred its contractual right to receive the cash flows of the financial assets, and
either;

- Substantially all the risks and rewards of ownership have been transferred; or
- Branch has neither retained nor transferred substantially all the risks and rewards, but has
not retained control of the financial asset.
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3.3.1.5

3.3.1.5.1

3.3.1.6

3.3.1.7

Modifications of financial assets

When the terms of a financial asset are renegotiated or modified and the modification does not result in de-
recognition, a gain or loss is recognized in the income statement as the difference between the original
contractual cash flows and the modified cash flows discounted at the original effective interest rate. The
modified financial asset will continue to accrue interest at its original EIR. When a modification results in
derecognition the original instrument is derecognized and the new instrument recognized at fair value.

Non credit related or commercial renegotiations where an obligor has not experienced a significant increase
in credit risk since origination, and has a readily exercisable right to early terminate the financial asset results
in derecognition of the original agreement and recognition of a new financial asset based on the newly
negotiated commercial terms.

For credit related modifications (i.e., modifications due to significant increase in credit risk since inception)
or those where the obligor does not have the readily exercisable right to early terminate, the Branch assesses
whether the modified terms result in the financial asset being significantly modified and therefore
derecognized. This assessment includes a quantitative assessment of the impact of the change in cash flows
from the modification of contractual terms, and additionally where necessary, a qualitative assessment of
the impact of the change in the contractual terms. Where these modifications are not concluded to be
significant, the financial asset is not derecognized and is accounted for as a modification as described above.

If the changes are concluded to be significant, the old instrument is derecognized and a new instrument
recognized. Where a modification results in a new financial asset being recognized, the date of the
modification is the date of initial recognition of the new financial asset. The Branch then recognizes a credit
loss allowance based on 12-month expected credit losses at each reporting date.

Cash and cash equivalents

Cash and cash equivalents include notes and coins in hand, unrestricted balances held with the Central Banks
of Sri Lanka and highly liquid financial assets with maturities of three months or less from the acquisition
date, that are subject to an insignificant risk of changes in their fair value, and are used by the Branch in the
management of its short-term commitments.

Cash and cash equivalents are carried at amortized cost in the statement of financial position.

Statutory deposits with Central Bank

The Monetary Law Act requires all commercial banks operating in Sri Lanka to maintain reserves against
all deposit liabilities denominated in Sri Lankan Rupees. The details of reserve requirements are given in
Note 16 to the Financial Statements.

Cash and cash equivalents are carried at amortized cost in the statement of financial position.

Derivatives

Derivatives are used to manage exposures to interest rate, foreign currency, credit and other market price
risks, including cxposures arising from forecast transactions. All freestanding contracts that are considered

derivatives for accounting purposes, are carried at fair value on the statement of financial position regardless
of whether they are held for trading or non-trading purposes.

Changes in fair value on derivatives held for trading are included in net gains/ (losses) from financial
instruments at fair value through profit or loss on financial assets/liabilities at fair value through profit or
loss.
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NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2021

3.3.2

3.3.2.1

Identification and measurement of impairment
Recognition of impairment of financial assets

The determination of impairment losses an expected credit loss (“ECL”) model under SLFRS 9, where
allowances are taken upon initial recognition of the Financial Asset, based on expectations of potential credit
losses at the time of initial recognition.

Staged approach to the determination of expected credit losses

SLFRS 9 introduces a three-stage approach to impairment for Financial Assets that are not credit impaired
at the date of origination or purchase. This approach is summarized as follows:

— Stage 1: The Branch recognizes a credit loss allowance at an amount equal to 12-month expected credit
losses. This represents the portion of lifetime expected credit losses from default events that are expected
within 12 months of the reporting date, assuming that credit risk has not increased significantly after initial
recognition.

— Stage 2: The Branch recognizes a credit loss allowance at an amount equal to lifetime expected credit
losses for those Financial Assets which are considered to have experienced a significant increase in credit
risk since initial recognition. This requires the computation of ECL based on lifetime probability of default,
lifetime loss given default and lifetime exposure at default that represents the probability of default occurring
over the remaining lifetime of the Financial Asset. Allowance for credit losses are higher in this stage
because of an increase in credit risk and the impact of a longer time horizon being considered compared to
12 months in Stage 1.

— Stage 3: The Branch recognizes a loss allowance at an amount equal to lifetime expected credit losses,
reflecting a Probability of Default of 100 %, via the expected recoverable cash flows for the asset, for those
Financial Assets that are credit-impaired. The Branch’s definition of default is aligned with the regulatory
definition. Financial Assets that are credit impaired upon initial recognition are categorized within Stage 3
with a carrying value already reflecting the lifetime expected credit losses. The accounting treatment for
these purchased or originated credit-impaired (“POCI”) assets is discussed further below.

Forward Looking Information

Forward Looking Information is incorporated into the measurement of the Branch Allowance for Credit
Losses in terms of adjustments to multi-year PD curves based on macro-economic forecasts. The
identification of key macro-economic variables (MEVs) reflects a balance of quantitative and qualitative
judgements. Statistical analysis, including e.g. back-testing and model sensitivities, are performed to assess
the explanatory power of MEVs, while expert input from credit officers ensures business intuition for the
overall model behaviour. The final model parameterization is based on a review & challenge of impacts in
internal governance forums and an independent validation performed by the Model Risk Management
function. Furthermore, conceptual soundness of the estimation approach is ensured by model testing analysis
prepared as part of model changes and an ongoing monitoring framework in order for the ECL provision to
reflect management’s best estimate in the calculation of expected credit losses.

Significant increase in credit risk

Under SLFRS 9, when determining whether the credit risk (i.e., risk of default) of a Financial Asset has
increased significantly since initial recognition, the Branch considers reasonable and supportable
information that is relevant and available without undue cost or effort. This includes quantitative and
qualitative information based on the Branch’s historical experience, credit risk assessment and forward-
looking information (including macro-economic factors). The assessment of significant credit deterioration
is key in determining when to move from measuring an allowance based on 12-month ECLs to one that is
based on lifetime ECLs (i.e., transfer from Stage 1 to Stage 2).
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The Branch’s framework for determining if there has been a significant increase in credit risk, aligns with
the internal Credit Risk Management (“CRM”) process and covers rating related and process related
indicators.

Credit impaired financial assets in Stage 3

The Branch has aligned its definition of credit impaired under SLFRS 9 to when a Financial Asset has
defaulted for regulatory purposes. However, the Branch does not have any Assets coming under Stage 3
category.

The determination of whether a Financial Asset is credit impaired and therefore in Stage 3 focuses
exclusively on default risk, without taking into consideration the effects of credit risk mitigate such as
collateral or guarantees. Specifically, a Financial Asset is credit impaired and in Stage 3 when:

- The Branch considers the obligor is unlikely to pay its credit obligations to the Branch. Determination
may include forbearance actions, where a concession has been granted to the borrower or economic or
legal reasons that are qualitative indicators of credit impairment; or

- Contractual payments of either principal or interest by the obligor are past due by more than 90 days.

For Financial Assets considered to be credit impaired, the ECL allowance covers the amount of loss the
Branch is expected to suffer. The estimation of ECLs is done on a case-by-case basis for non-homogeneous
portfolios, or by applying portfolio based parameters to individual Financial Assets in these portfolios via
the Branch’s ECL model for homogeneous portfolios. This estimate includes the use of discounted cash
flows that are adjusted for scenarios.

Forecasts of future economic conditions when calculating ECLs are considered. The lifetime expected losses
are estimated based on the probability-weighted present value of the difference between the contractual cash
flows that are due to the Branch under the contract; and the cash flows that the Branch expects to receive.
A Financial Asset can be classified as credit impaired in Stage 3 but without an allowance for credit losses
(i.e., no impairment loss is expected). This may be due to the value of collateral. The Branch’s engine based
ECL calculation is conducted on a monthly basis, whereas the case-by-case assessment of ECL in Stage 3
for non-homogeneous portfolio has to be performed at least on a quarterly basis.

Purchased or originated credit impaired financial assets in Stage 3

A Financial Asset is considered purchased or originated credit-impaired if there is objective evidence of
impairment at the time of initial recognition. Such credit impaired Financial Assets are termed POCI
Financial Assets. POCI Financial Assets are measured to reflect lifetime expected credit losses, and all
subsequent changes in lifetime expected credit losses, whether positive or negative, are recognized in the
income statement as a component of the provision for credit losses. POCI Financial Assets can only be
classified in Stage 3 over the life of the Financial Asset.

Collateral for financial assets considered in the impairment analysis

SLFRS 9 requires cash flows expected from collateral and other credit enhancement to be reflected in the
ECL calculation. The following are key aspects with respect to collateral and guarantees:

—  Eligibility of collateral, i.e. which collateral should be considered in the ECL calculation;
—  Collateral evaluation, i.e. what collateral (liquidation) value should be used; and
Projection of the available collateral amount over the life of a transaction.

The Branch recognizes loss allowances for Expected Credit Losses (ECL) on the following financial
instruments that are not measured at FVTPL:

Financial assets that are debt instruments;
“rageirk@yaraniee contracts issued; and
ts issued
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No impairment loss is recognized on equity investments,

12-month ECL & Life time ECL are the portion of ECL that result from default events on a financial instrument
that are possible within the 12 months after the reporting date.

The Branch recognizes loss allowance using Expected Credit Losses (ECL) on loans and receivables to
customers and other financial assets measured at amortized cost model using dual measurement approach in
which the loss allowance is measured as either 12-month expected credit losses or lifetime expected credit
losses. 12-month ECL are the portion of ECL that result from default events on a financial instrument that are
possible within the 12 months after the reporting date. Financial instruments for which a 12-month ECL is
recognized are referred to as “stage 1 Financial Instruments”.

Life-time ECL are the ECL that result from all possible default events over the expected life of the financial
instrument. Financial instruments for which a life-time ECL is recognized but which are not credit-impaired
are referred to as “stage 2 Financial Instruments”, and credit impaired are referred to as “stage 3 Financial
Instruments.

Mecasurement of impairment of financial assets
ECL are a probability-weighted estimate of credit losses. They are measured as follows:

- Financial assets that are not credit-impaired at the reporting date: as the present value of all cash
shortfalls (i.e. the difference between the cash flows due to the entity in accordance with the contract
and the cash flows that the Branch expects to receive);

- Financial assets that are credit-impaired at the reporting date: as the difference between the gross
carrying amount and the present value of estimated future cash flows;

- Undrawn loan commitments: as the present value of the difference between the contractual cash
flows that are due to the Branch if the commitment is drawn down and the cash flows that the Branch
expects to receive; and

- Financial guarantee contracts: the expected payments to reimburse the holder less any amounts that
the Branch expects to recover.

Collective assessment:

This includes all loans and advances of smaller value where there is no evidence of impairment and those
individually assessed for which no evidence of impairment has been specifically identified on an individual
basis.

These loans and advances are grouped together as per Basel Guidelines and product level according to their
credit risk characteristics for the purpose of calculating an estimated collective impairment.

- In making an assessment of whether an investment in debt instrument is credit-impaired, the Branch
considers the following factors:

- The market’s assessment of creditworthiness as reflected in the bond yields.

- The rating agencies’ assessments of creditworthiness.

- The country’s ability to access the capital markets for new debt issuance.

- The probability of debt being restructured, resulting in holders suffering losses through voluntary or
mandatory debt forgiveness.

- The international support mechanisms in place to provide the necessary support as “lender of last resort”
to that country, as well as the intention, reflected in public statements, of governments and agencies to
use those mechanisms. This includes an assessment of the depth of those mechanisms and, irrespective
of the political intent, whether there is the capacity to fulfil the required criteria.
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3.3.2.2

3.3.23

Restructured financial assets

If the terms of a financial asset are renegotiated or modified or an existing financial asset is replaced with a
new one due to financial difficulties of the borrower, then an assessment is made on whether the financial asset
should be derecognized. ECL is measured as follows:

- If the expected restructuring will not result in derecognition of the existing asset, then the expected cash
flows arising from the modified financial asset are included in calculating the cash shortfalls from the
existing asset.

- If the expected restructuring will result in derecognition of the existing asset, then the expected fair value
of the new asset is treated as the final cash flow from the existing financial asset, at the time of its
derecognition. This amount is included in calculating the cash shortfalls from the existing financial asset
that are discounted from the expected date of derecognition, to the reporting date using the original
effective interest rate of the existing financial asset.

Presentation of allowance for ECL in the statement of financial position

Loss allowances for ECL are presented in the statement of financial position as follows:

- Financial assets measured at amortized cost: as a deduction from the gross carrying amount of the assets;
- Loan commitments and financial guarantee contracts: generally, as a provision;

- Where a financial instrument includes both a drawn and an undrawn component, and the Branch cannot
identify the ECL on the loan commitment component separately from those on the drawn component: the
Branch presents a combined loss allowance for both components. The combined amount is presented as
a deduction from the gross carrying amount of the drawn component. Any excess of the loss allowance
over the gross amount of the drawn component is presented as a provision; and

- Debt instruments measured at FVOCI: no loss allowance is recognized in the statement of financial
position because the carrying amount of these assets is their fair value. However, the loss allowance is
disclosed and is recognized in the fair value reserve.

Write-off of financial assets

The Branch reduces the gross carrying amount of a Financial Asset when there is no reasonable expectation
of recovery.

Write-offs can relate to a Financial Asset in its entirety, or to a portion of it, and constitute a derecognition
event. The Branch considers all relevant information in making this determination, including but not limited
to:

- Foreclosure actions taken by the Branch which have not been successful or have a high probability of
not being successful

- Collateral liquidation which has not, or will not lead to further considerable recoveries

- Situations where no further recoveries are reasonably expected

Write-offs can take place before legal actions against the borrower to recover the debt have been concluded,

and a write-off does not involve the Branch forfeiting its legal right to recover the debt.

The Branch makes use of the ECL methodology and related risk models computation algorithms developed
by DB Group to account for the ECL provision in the Branch’s financials.
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3.3.3.1

3.3.3.2

Financial liabilities
Recognition and measurement of financial liabilities

On initial recognition, the Branch classifies financial liabilities, other than financial guarantees and loan
commitments, into one of the following categories:

- Financial liabilities at amortized cost; and
- Financial liabilities at fair value through profit or loss,

Classification and subsequent measurement of financial liabilities

The subscquent measurcment of financial liabilities depends on their classification.

3.3.3.2.1 Financial liabilities at amortized cost

Financial liabilities measured at amortized cost include long-term and short-term debt issued, which are
initially measured at fair value, which is the consideration received, net of transaction costs incurred.
Repurchases of issued debt in the market are treated as extinguishments and any related gain or loss is recorded
in the Income Statement. A subsequent sale of own bonds in the market is treated as a reissuance of debt.
Financial liabilities measured at amortized cost are recognized on a settlement date basis.

3.3.3.2.2 Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include Trading Liabilities, Financijal Liabilities
Designated at Fair Value through Profit or Loss and Non-Participating Investment Contracts (“Investment
Contracts™). They are carried at fair value with realized and unrealized gains and losses included in net gains
(losses) on financial assets and liabilities at fair value through profit or loss. However under SLFRS 9, for
financial liabilities designated at fair value through profit and loss, the fair value movements attributable to the
Branch’s own credit component for fair value movements is recognized in Other Comprehensive Income rather
than in the Statement of Income.

Financial liabilities classified at fair value through profit or loss are recognized or derecognized on trade date.
Trade date is the date on which the Branch commits to issue or repurchase the financial liability.

Interest on interest paying liabilities are presented in interest expense for financial instruments at fair value
through profit or loss.

Trading Liabilities - Financial liabilities are classified as held for trading if they have been originated or
incurred principally for the purpose of repurchasing them in the near term. Trading liabilities consist primarily
of derivative liabilities (including certain loan commitments) and short positions. This also includes loan
commitments that are allocated to the other business model and that are classified as derivatives held for
trading.

Financial Liabilities Designated at Fair Value through Profit or Loss - Certain financial liabilities that do not
meet the definition of trading liabilities are designated at fair value through profit or loss using the fair value
option. To be designated at fair value through profit or loss, financial liabilities must meet one of the following
criteria: (1) the designation eliminates or significantly reduces a measurement or recognition inconsistency;
(2) a group of financial liabilities is managed and its performance is evaluated on a fair value basis in
accordance with a documented risk management or investment strategy; or (3) the instrument contains one or
more emhedded derivatives unless: (a) the embedded derivative does not significantly modify the cash flows
that otherwise would be required by the contract; or (b) it is clear with little or no analysis that separation is
prohibited.
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3.3.3.3

3.3.3.4

3.3.4

Deposits

Deposits are the Branch’s sources of debt funding.

Deposits include non-interest-bearing deposits, savings deposits, term deposits and deposits redeemable at
call. Borrowings include repurchase borrowings, call and time deposits, Vostro balances and borrowings from
financial institutions.

Subsequent to initial recognition deposits are measured at their amortized cost using the effective interest
method, except where the Branch designates liabilities at fair value through profit or loss.

De-recognition of Financial Liabilities

Branch derecognizes a financial liability when its contractual obligations are discharged, cancelled or
expired.

Determination of Fair Value

Fair value is defined as the price that would be received to sell an asset, or paid to transfer a liability in an
arm’s length transaction (orderly transaction) between market participants at the measurement date. The fair
value of instruments that are quoted in active markets is determined using the quoted prices where they
represent those at which regularly and recently occurring transactions take place. The Branch measures certain
portfolios of financial assets and financial liabilities on the basis of their net risk exposures, when the following
criteria are met:

—  the group of financial assets and liabilities is managed on the basis of its net exposure to a particular
market risk (or risks) or to the credit risk of a particular counterparty, in accordance with a documented
risk management strategy,

—  the fair values are provided to key management personnel, and

— the financial assets and liabilities are measured at fair value through profit or loss.

This portfolio valuation approach is consistent with how the Branch manages its net exposures to market and
counterparty credit risks.

Critical Accounting Estimates — The Branch uses valuation techniques to establish the fair value of instruments
where prices quoted in active markets are not available. Therefore, where possible, parameter inputs to the
valuation techniques are based on observable data derived from prices of relevant instruments traded in an
active market. These valuation techniques involve some level of management estimation and judgment, the
degree of which will depend on the price transparency for the instrument or market and the instrument’s
complexity.

In reaching estimates of fair value, management judgment needs to be exercised. The areas requiring
significant management judgment are identified, documented and reported to senior management. The
specialist model validation and valuation control groups focus attention on the areas of subjectivity and
judgment.

The level of management judgment required in establishing fair value of financial instruments for which there
is a quoted price in an active market, is usually minimal. Similarly there is little subjectivity or judgment
required for instruments valued using valuation models which are standard across the industry and where all
parameter inputs are quoted in active markets.
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3.3.4.1

3.3.5

The level of subjectivity and degree of management judgment required is more significant for those
instruments valued using specialized and sophisticated models, and where some or all of the parameter inputs
are less liquid or less observable. Management judgment is required in the selection and application of
appropriate parameters, assumptions and modelling techniques. In particular, where data are obtained from
infrequent market transactions, extrapolation and interpolation techniques must be applied. Where no market
data are available for a particular instrument, pricing inputs are determined by assessing other relevant sources
of information such as historical data, fundamental analysis of the economics of the transaction and proxy
information from similar transactions, and making appropriate adjustment to reflect the actual instrument being
valued and current market conditions. Where different valuation techniques indicate a range of possible fair
values for an instrument, management has to decide what point within the range of estimates appropriately
represents the fair value. Further, some valuation adjustments may require the exercise of management
judgment to achieve fair value.

Under SLFRS, the financial assets and liabilities carried at fair value are required to be disclosed according to
the inputs to the valuation method that are used to determine their fair value. Specifically, segmentation is
required between those valued using quoted market prices in an active market (level 1), valuation techniques
based on observable parameters (level 2) and valuation techniques using significant unobservable parameters
(Ievel 3). Management judgment is required in determining the category to which certain instruments should
be allocated. This specifically arises when the valuation is determined by a number of parameters, some of
which are observable and others are not. Further, the classification of an instrument can change over time to
retlect changes in market liquidity and therefore price transparency.

Fair Value Hierarchy

The financial instruments carried at fair value have been categorized under the three levels of the SLFRS fair
value hierarchy as follows:

Level 1 — Instruments valued using quoted prices in active markets are instruments where the fair value can
be determined directly from prices which are quoted in active, liquid markets and where the instrument
observed in the market is representative of that being priced in the Branch’s inventory.

Level 2 — Instruments valued with valuation techniques using observable market data are instruments where
the fair value can be determined by reference to similar instruments trading in active markets, or where a
technique is used to derive the valuation but where all inputs to that technique are observable.

Level 3 — Instruments valued using valuation techniques using market data which is not directly observable,
are instruments where the fair value cannot be determined directly by reference to market-observable
information, and some other pricing technique must be employed. Instruments classified in this category have
an element which is unobservable and which has a significant impact on the fair value.

Recognition of Trade Date Profit

Trade date profit is recognised if the fair value of the financial instrument measured at fair value through profit
or loss is obtained from a quoted market price in an active market, or otherwise evidenced by comparison to
other observable current market transactions, or based on a valuation technique incorporating observable
market data. If there are significant unobservable inputs used in the valuation (echnique, the financial
instrument is recognized at the transaction price, and any profit implied from the valuation technique at trade
date is deferred.

Using systematic methods, the deferred amount is recognized over the period between trade date and the date
when the market is expected to become observable, or over the life of the trade (whichever is shorter). Such
methodology is used because it reflects the changing economic and risk profile of the instrument as the market
develops or as the instrument itself progresses to maturity. Any remaining trade date deferred profit is
recognized in the profit or loss when the transaction becomes observable or the Branch enters into off-setting
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3.3.6

3.4

3.4.1

3.4.2

Critical Accounting Estimates — Management judgment is required in determining whether there exist
significant unobservable inputs in the valuation technique. Once deferred, the decision to subsequently
recognize the trade date profit requires a careful assessment of the then current facts and circumstances
supporting observability of parameters and/or risk mitigation.

Impairment of non-financial assets

The carrying amounts of the Branch’s non-financial assets are reviewed at each reporting date to determine
whether there is any indication of impairment. If any such indication exists, then the asset’s recoverable
amount is estimated. For intangible assets that have indefinite useful lives or that are not yet available for use,
the recoverable amount is estimated each year at the same time.

An impairment loss is recognised if the carrying amount of an asset exceeds its estimated recoverable amount.
The recoverable amount of an asset is the greater of its value in use and its fair value less costs to sell.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. For the purpose of impairment testing, assets that cannot be tested individually are grouped together into
the smallest group of assets that generates cash inflows from continuing use, that are largely independent of
the cash inflows of other assets.

Impairment losses are recognized in profit or loss.

Property, plant and equipment
Recognition and measurement

Items of property, plant and equipment are measured at cost less accumulated depreciation and accumulated
impairment losses if any.

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-
constructed assets includes the cost of materials and direct labour, any other costs directly attributable to
bringing the assets to a working condition for their intended use, the costs of dismantling and removing the
items and restoring the site on which they are located, and capitalised borrowing costs. Cost also may include
transfers from equity of any gain or loss on qualifying cash flow hedges of foreign currency purchases of
property and equipment. Purchased software that is integral to the functionality of the related equipment is
capitalised as part of that equipment.

When parts of an item of property, plant or equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant and equipment.

The gain or loss on disposal of an item of property, plant and equipment is determined by comparing the

proceeds from disposal with the carrying amount of the item of property, plant and equipment, and is
recognised in other operating income/other overhead expenses in the profit or loss.

Subsequent costs

The cost of replacing a component of an item of property, plant and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part will flow to the
Branch and its cost can be measured reliably. The carrying amount of the replaced part is derecognised. The
costs of the day-to-day servicing of property, plant and equipment are recognised in the profit or loss as
incurred.
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3.4.3

3.4.4

Depreciation
Depreciation is recognised in the profit or loss on a straight-line basis over the estimated useful lives of each
part of an item of property, plant and equipment since this most closely reflects the expected pattern of

consumption of the future economic benefits embodied in the asset.

The estimated useful lives for the current and comparative years are as follows:

Item Useful life (years)
Computer equipment 3-5

Office equipment, furniture & fittings, fixtures 5

Safes 5-20
Telephone/Tele printer, Air-conditioners 8-8

Others 3-10

Depreciation of an asset begins when it is available for use and ceases at the earlier of the dates on which the
asset is classified as held for sale or is derecognized.

Depreciation methods, useful lives and residual values are reassessed at each reporting date and adjusted if
appropriate.

Valuation of Inmovable Property kept as collateral on staff loans

The Branch will request the borrower to obtain a valuation report from a certified valuer acceptable to the
Branch for immovable properties held by the Branch as collateral in support of staff loans to its employees.
Credit decisions of the Branch shall be based upon suitable documents, obtained through valid sources as
below;

Every valuation must be performed by a professional holding minimum requirement stipulated below;
a) A member of the Institute of Valuers of Sri Lanka (IVSL) who shall be:

i) A fellow member; or

ii) A Professional Associate member with 5 years experience in such grade of membership

For the purpose of determining number of years of experience in the grade of professional Associate
Membership, the transitional provisions stated in the Section 24 of the IVSL (Amendment) Act, No. 9 0of 2019,
shall be applicable.

b) A chartered valuation surveyor of the Royal Institution of chartered surveyors (RICS) of the United
Kingdom who shall be:
i) A Fellow member; or
ii) other members with at least 5 years of experience in such grade of membership.

The selected valuer as per the qualifications set out above shall acquire continuous professional development
as approved/recommended by the respective professional body.

The Branch has prescribed the necessity of revaluations as below;

In respect of non-performing loans, to adhere with the conditions stipulated in the Banking Act Directions No.
3 of 2008 on Classification of Loans and Advances, Income Recognition and Provisioning, i.e. facility/ies
where the Branch shall obtain an external valuation report once in every 3 years if capital outstanding amount
is equal or more than Rs. 5,000,000 or 0.1% of the Branch’s capital base, whichever is less.

Timeframe of the report - With respect to credit facilities granted against residential property which is occupied
by the borrower for residential purposes, the Branch shall accept valuation reports not older than 4 years
provided the report is originating from a certified valuer acceptable to the Branch.

Chartered
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3.5

3.5.1

Leases

At inception of a contract, the Branch assesses whether a contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration. To assess whether a contract conveys the right to control the use of an identified
asset, the Branch uses the definition of a lease in SLFRS 16.

As a lessee

At commencement or on modification of a contract that contains a lease component, the Branch allocates
consideration in the contract to each lease component on the basis of its relative standalone price. However, for
leases of property the Branch has elected not to separate non-lease components and accounts for the lease and
non-lease components as a single lease component.

The Branch recognises a right-of-use asset and a lease liability at the lease commencement date. The right-of-
use asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted for any
lease payments made at or before the commencement date, plus any initial direct costs incurred, and an estimate
of costs to dismantle and remove the underlying asset or to restore the underlying asset or the site on which it is
located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date
to the end of the lease term, unless the lease transfers ownership of the underlying asset to the Branch by the end
of the lease term or the cost of the right-of-use asset reflects that the Branch will exercise a purchase option. In
that case the right-of-use asset will be depreciated over the useful life of the underlying asset, which is
determined on the same basis as those of property, plant and equipment. In addition, the right-of-use asset is
periodically reduced by impairment losses, if any, and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be readily
determined, the Branch’s incremental borrowing rate. Generally, the Branch uses its incremental borrowing rate
as the discount rate.

The Branch determines its incremental borrowing rate by analysing its borrowings from various external sources
and makes certain adjustments to reflect the terms of the lease and type of asset leased.

Lease payments included in the measurement of the lease liability comprise the following:

- fixed payments, including in-substance fixed payments;

- variable lease payments that depend on an index or a rate, initially measured using the index or rate as at
the commencement date;

- amounts expected to be payable under a residual value guarantee; and

- the exercise price under a purchase option that the Branch is reasonably certain to exercise, lease
payments in an optional renewal period if the Branch is reasonably certain to exercise an extension option,
and penalties for early termination of a lease unless the Branch is reasonably certain not to terminate
early.

The lease liability is measured at amortised cost using the effective interest method. It is remeasured when there
is a change in future lease payments arising from a change in an index or rate, if there is a change in the Branch’s
estimate of the amount expected to be payable under a residual value guarantee, if the Branch changes its
assessment of whether it will exercise a purchase, extension or termination option or if there is a revised in-
substance fixed lease payment.

27-



‘Deutsche Bank AG — Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

3.5.2

3.6

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount
of the right-of-use asset or is recorded in profit or loss if the carrying amount of the right-of-use asset has
been reduced to zero.

The Branch presents right-of-use assets in ‘property and equipment’ and lease liabilities in ‘other liabilities’
in the statement of financial position.

As a lessor

At inception or on modification of a contract that contains a lease component, the Branch allocates the
consideration in the contract to each lease component on the basis of their relative standalone prices.

When the Branch acts as a lessor, it determines at lease inception whether each lease is a finance lease or an
operating lease.

To classify each lease, the Branch makes an overall assessment of whether the lease transfers substantially
all of the risks and rewards incidental to ownership of the underlying asset. If this is the case, then the lease
is a finance lease; if not, then it is an operating lease. As part of this assessment, the Branch considers certain
indicators such as whether the lease is for the major part of the economic life of the asset.

When the Branch is an intermediate lessor, it accounts for its interests in the head lease and the sub-lease
separately. It assesses the lease classification of a sub-lease with reference to the right-of-use asset arising
from the head lease, not with reference to the underlying asset. If a head lease is a short-term lease to which
the Branch applies the exemption described above, then it classifies the sub-lease as an operating lease.

If an arrangement contains lease and non-lease components, then the Branch applies SLFRS 15 to allocate
the consideration in the contract. The Branch applies the derecognition and impairment requirements in
SLFRS 9 to the net investment in the lease. The Branch further regularly reviews estimated unguaranteed
residual values used in calculating the gross investment in the lease.

The Branch recognises lease payments received under operating leases as income on a straight-line basis
over the lease term as part of “other revenue”.

Generally, the accounting policies applicable to the Branch as a lessor in the comparative period were not
different from SLFRS 16.

Provisions

A provision is recognized in the Financial Position when the Branch has a present legal or constructive
obligation as a result of a past event and it is probable that an outflow of resources will be required to settle
the obligation, and a reliable estimate can be made of the amount of the obligation.

The amount recognized as a provision is the net estimate of the consideration required to settle the present
obligation as of the reporting date, taking into account the risks and uncertainties surrounding the obligation.

If the effect of the time value of money is material, provisions are discounted and measured at the present
value of the expenditure expected to be required to settle the obligation, using a pre-tax rate that reflects the
current market assessments of the time value of money and the risks specific to the obligation. The increase
in the provision due to the passage of time is recognized as interest expense.

When some or all the economic benefits required to settle a provision are expected to be recovered from a
third party (for example, because the obligation is covered by an insurance policy), an asset is recognized if
it is virtually certain that reimbursement will be received.

Chartered
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3.6.1

3.7

3.71

3.7.2

SHAS

Critical Accounting Estimates — The use of estimates is important in determining provisions for potential
losses that may arise from litigation, regulatory proceedings and uncertain income tax positions. The Branch
estimates and provides for potential losses that may arise out of litigation, regulatory proceedings and
uncertain income tax positions to the extent that such losses are probable and can be estimated.

Financial guarantees

Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payments when due, in accordance
with the terms of a debt instrument.

The Branch has chosen to apply the fair value option to certain written financial guarantees that are managed
on a fair value basis. Financial guarantees that the Branch has not designated at fair value are recognized
initially in the financial statements at fair value on the date the guarantee is given. Subsequent to initial
recognition, the Branch’s liabilities under such guarantees are measured at the higher of the amount initially
recognized, less cumulative amortization, and the best estimate of the expenditure required to settle any
financial obligation as of the reporting date. These estimates are determined based on experience with similar
transactions and history of past losses, and management’s determination of the best estimate.

Any increase in the liability relating to guarantees would be recorded in the profit or loss in provision for
credit losses.

Employee benefits

Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the
related service is provided. A liability is recognised for the amount expected to be paid under short-term cash
bonus or profit-sharing plans, if the Branch has a present legal or constructive obligation to pay this amount
as a result of past service provided by the employee and the obligation can be estimated reliably.

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 all employees are recognised as an expense in profit and loss when incurred.
Defined benefit plan

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 conlinued setvice,

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.
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3.7.3.1

3.8

b)

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.

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, exceeding specified thresholds
determined globally. 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”, as determined by the bank). This process occurs centrally, and the accrual is assigned to the
relevant entity. This amount is charged to the profit or loss as an expense.

Commitments and Contingencies

Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence will only be confirmed by the occurrence
or non-occurrence of one or more future events, are also disclosed as contingent liabilities unless the
probability of outflow of economic benefits is remote.

A contingent asset is a possible asset that arises from past events whose existence will be confirmed by the
occurrence or non-occurrence of one or more uncertain future events beyond the control of the Branch. The
Branch does not recognise contingent assets but discloses its existence where inflows of economic benefits
are probable, but not virtually certain.
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3.9

Interest income / expense
Effective interest rate

Interest income and expense are recognised in income statement using the effective interest method. The
“effective interest rate” is the rate that exactly discounts estimated future cash payments or receipts through
the expected life of the financial instrument to:

the gross carrying amount of the financial asset; or
the amortised cost of the financial liability.

When calculating the effective interest rate for financial instruments other than purchased or originated credit
impaired assets, the Group estimates future cash flows considering all contractual terms of the financial
instrument, but not ECL. For purchased or originated credit impaired financial assets, a credit-adjusted
effective interest rate is calculated using estimated future cash flows including ECL. The calculation of the
effective interest rate includes transaction costs and fees and points paid or received that are an integral part
of the effective interest rate. Transaction costs include incremental costs that are directly attributable to the
acquisition or issue of a financial asset or financial liability.

Amortised cost and gross carrying amount

The “amortised cost” of a financial asset or financial liability is the amount at which the financial asset or
financial liability is measured on initial recognition minus the principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between that initial amount and
the maturity amount and, for financial assets, adjusted for any expected credit loss allowance. The “gross
carrying amount of a financial asset” is the amortised cost of a financial asset before adjusting for any expected
credit loss allowance.

Calculation of interest income and expense

The effective interest rate of a financial asset or financial liability is calculated on initial recognition of a
financial asset or a financial liability. In calculating interest income and expense, the effective interest rate is
applied to the gross carrying amount of the asset (when the asset is not credit impaired) or to the amortised
cost of the liability. The effective interest rate is revised as a result of periodic re-estimation of cash flows of
floating-rate instruments to reflect movements in market rates of interest. The effective interest rate is also
revised for fair value hedge adjustments at the date on which amortisation of the hedge adjustment begins.

With the adoption of Sri Lanka Accounting Standard — SLFRS 9 on “Financial Instruments” the Bank has
aligned its interest recognition policy with internal risk management practices. As per the internal risk
management policies of the Bank, the facilities are considered to be credit impaired when three or more
instalments are in arrears and the Bank has estimated that the probability of recoverability of the interest
income from such loan facilities are low. Accordingly the Bank discontinues recognition of interest income
on such loan facilities and cash flows are assessed based on the amortised cost net of interest. If the asset is no
longer credit impaired the calculation of interest income reverts to the gross basis.
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3.10

3.11

3.12

3.13

3.14

3.15

Fee and Commission income / expense

Five-step revenue recognition model to the recognition of Commissions and Fee Income, under which income
must be recognized when control of goods and services is transferred, hence the contractual performance
obligations to the customer has been satisfied.

Accordingly, after a contract with a customer has been identified in the first step, the second step is to identify
the performance obligation — or a series of distinct performance obligations — provided to the customer. The
Branch must examine whether the service is capable of being distinct and is actually distinct within the context
of the contract. A promised service is distinct if the customer can benefit from the service either on its own or
together with other resources that are readily available to the customer, and the promise to transfer the service
to the customer is separately identifiable from other promises in the contract. The amount of income is
measured on the basis of the contractually agreed transaction price for the performance obligation defined in
the contract. If a contract includes variable consideration, the Branch estimates the amount of consideration to
which it will be entitled in exchange for transferring the promised goods or services to a customer. Income is
recognized in profit and loss when the identified performance obligation has been satisfied.

Expenses that are directly related and incremental to the generation of Commissions and Fee Income are
presented net in Commissions and IFee Income. This includes income and associated expense where the Branch

contractually owns the performance obligation (i.e. as Principal) in relation to the service that gives rise to the
revenue and associated expense.

Dividends
Dividend income is recognized when the right to receive income is established. Usually this is the ex-dividend

date for equity where the Branch receives on its mandatory investments in Lanka Clear (Pvt). Ltd and Credit
Information Bureau of Sri Lanka. These are accounted for in other operating income in the profit or loss.

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.

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.

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.

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.
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3.16

3.16.1

3.16.2

3.16.3

Segment Reporting

An operating segment is a component of the Branch that engages in business activities from which it may eamn
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 Committee 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, 2021.

*  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 2021.

Corporate Bank (CB)

Corporate banking is an integral part of our business. Firstly, our capabilities in Cash Management, Trade
Finance and Lending, as well as Foreign Exchange, the latter delivered in close collaboration with the
Investment Bank, enable us to serve core needs of our corporate clients. As a leading bank serving
multinational and German corporates domestically and abroad, we help clients in optimizing their working
capital and liquidity, securing global supply chains and distribution channels and managing their risks.
Secondly, we act as a specialized provider of services to Financial Institutions, offering Correspondent
Banking, Trust and Agency and Securities Services. Finally, we provide business banking services to clients,
covering small corporates and entrepreneur clients and offering a largely standardized product suite.

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

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 to manage risks and other issues associated with their import, export and
domestic trade transactions, including international trade products and financial supply chain management.
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3.16.4

3.16.5

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 treaty 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 is directed at the
unit trust (mutual funds), insurance and asset management industry. Our proprietary systems are capable of
generating Net Asset Value (NAV) calculations and financial statements in line with both the Sri Lanka
Financial Reporting Standards (SLFRS) and International Financial Reporting Standards (IFRS).

Investment Bank (IB)

The Investment Bank (IB) remains core to our business. Across Origination and Advisory (O&A) and Fixed
Income and Sales and Trading (FIC), corporate and institutional clients are able to access a comprehensive
range of services, encompassing advisory, debt and equity issuance, financing, market making / liquidity
provision and risk management solutions. The division regionally encompasses EMEA, Americas and APAC,
with a strategy that is focused upon operating in areas of competitive strength.

NEW AND AMENDED ACCOUNTING STANDARDS THAT ARE ISSUED, BUT NOT YET
EFFECTIVE AS AT REPORTING DATE

The new and amended standards that are issued, but not yet effective to the date of issuance of these financial
statements are disclosed below.

SLFRS 17 — Insurance Contracts

Amendments to SLFRS 3

Property, Plant and Equipment: Proceeds before Intended Use — Amendments to LKAS 16
Onerous Contracts — Costs of Fulfilling a Contract — Amendments to LKAS 37
Amendments to LKAS 1: Classification of Liabilities as Current or Non-current

None of the new or amended pronouncements are expected to have a material impact on the financial
statements of the Branch.
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5.1

CHANGES IN SIGNIFICANT ACCOUNTING POLICIES

The Branch applied for the first-time the amendments to SLFRS 9, LKAS 39, SLFRS 7, SLFRS 4 and SLFRS 16 - Interest Rate Benchmark
Reform Phase 1 and 2 which are effective for annual periods beginning on or after 1 January 2021. (Refer 5.1.1 below)

The Branch has not early adopted any standards, interpretations or amendments that have been issued but not yet effective.

The other accounting policies adopted by the Branch are consistent with those of the previous financial year.
Amendments to SLFRS 9, LKAS 39, SLFRS 7, SLFRS 4 and SLFRS 16 - Interest Rate Benchmark Reform Phase 1 and 2

The Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka) issued amendments to SLFRS 9, LKAS 39 and SLFRS 7 due to Interest
Rate Benchmark Reform Phase 1 and Phase 2.

The effective date of both IBOR reform Phase 1 and Phase 2 amendments is for annual reporting periods beginning on or after 1 January 2021
in the Sri Lankan context.

IBOR reform Phase 1 : The interpretation of Highly Probable Requirement, Prospective assessments, LKAS 39 retrospective assessment,
separately identifiable risk components were amended with the Phase 1.
These amendments are mainly relating to hedge accounting and does not have impact on the financial statements of the Branch.

IBOR reform Phase 2 : The Phase 2 amendments provide temporary reliefs which address the financial reporting effects when an interbank
offered rate (IBOR) is replaced with an alternative nearly risk-free interest rate (RFR).

All LIBOR settings except for USD discontinued from 31st December 2021 and were replaced with alternative reference rates whilst USD
LIBOR will be published until 30th June 2023. Given the inherent differences between LIBOR and the proposed alternative replacement rates,

discussions are still underway to agree on the usage of the proposed rates.

GROSS INCOME

Interest income

Fee and commission income
Net gain from trading

Net other operating income

NET INTEREST INCOME

Interest income

Placements with banks

Financial assets measured at fair value through profit or loss (FVTPL)

Financial assets at amortized cost - Loans and advances

Financial assets at amortized cost - Debt and other instruments

Financial assets measured at fair value through other comprehensive income (FVOCI)
Total interest income

Interest expenses

Due to banks

Financial liabilitics at amortized cost - Duc to depositors
Total interest expenses

Net interest income

2021
Rs.

2,659,030,237
487,629,342
586,930,636
147,974,934

2020
Rs.

3,115,427,648
383,585,441
571,009,006
119,109,270

3,881,565,148

4.189.131,365

2021 2020
Rs. Rs.

588,843,202 467,768,282

181,632,182 595,529,269
1,243,957,434 1,122,241,314

386,245,162 560,198,019

258,352,257 369,690,763
2,659,030,237 3,115,427,648

205,283,227 354,828,552
149,774,562 308,220,400
355,057,789 663,048,952
2,303,972,448 2,452,378,697

The amounts reported above include the interest income and expense, calculated using the effective interest method, that relate to the following

financial assets and financial liabilities.

Financial assets at amortized cost - Loans and advances to customers

'TFinangialassels at amortized cost - Debt and other instruments

u‘m&ll‘(@ 'ed at fair value through profit or loss (FVTPL)

Phramicial assels megGhdy] at fair value through other comprehensive income (FVOCI)
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27,247,307,757
3,830,911,957

1,123,699,484

19,302,686,784
9,274,535,555
8,640,539,060
5,466,408,057

32,201,919,197

42,684,169,457

24,386,640,445

30,523,133,659
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8.1

8.2

NET INTEREST INCOME (Contd...)

Net interest income from Sri Lanka Government securities

Interest Income

2021 2020
Rs. Rs.

826,229,602 1,525,418,052

Net interest income from Sri Lanka Government Securities

826,229,602 1,525,418,052

NET FEE AND COMMISSION INCOME

Fee and commission income (Note 8.1)
Fee and commission expenses

Nect feec and commission income

Fee and commission income

Trade and remittances

Guarantees

Other banking services

2021 2020
Rs. Rs.
487,629,342 383,585,441
40,351,771 43,775,281
447,277,571 339,810,160
90,482,502 92,181,956
45,147,483 32,645,814
351,999,356 258,757,672
487,629,342 383,585,441

Fee and commission income from other banking services includes tees and commissions collected from customers by providing global cash
management services, custody fees, trustee fees and fund transfer facilities.

Performance obligations and revenue recognition policy

Fee and Commission income from contracts with customers is measured based on the consideration specified in the contract with customers.
Branch recognizes revenue when it transfers control over a service to a customer.

The following table provides information about the nature and timing of the satisfaction of performance obligations in contracts with
customers, including significant payment terms, and the related revenue recognition policies.

Type of service

Nature and timing of satisfaction of performance obligations, including
significant payment terms

Revenue recognition under SLFRS 15

Retail and Corporate
finance Service

The Branch provides lending services to retail and corporate customers,
including providing other loan facilitics. Transaction-based fees for
interchange and loans are charged to the customer’s account when the
transaction takes place.

Income is recognized in Profit & Loss
when the identified performance
obligation has been satisfied.

NET GAIN FROM TRADING

Foreign Exchange
From Banks
From customers

Net unrealized forward (losses)/gains
Fixed income securities
Revaluation loss of inter entity payables

Net gain/(loss) from Financial instruments at fair value through profit and loss
Total

d
charter®
Acco'ﬂ“"a"ts
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2021 2020

Rs. Rs.
455,658,133 456,922,461
183,739,512 20,002,551

21,801,182 (19,444,569)

33,546,573 140,811,794
(42,814,764) -
(65,000,000) (27,283,232)
586,930,636 571,009,006
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10. NET OTHER OPERATING INCOME

Dividend income
Intergroup recoveries (Note 10.a)
Cost recoveries from customers

Total

2021 2020

Rs. Rs.
4,318,500 3,200,000
123,098,219 101,094,841
20,558,215 14,814,429
147,974,934 119,109,270

10.a Intergroup recoveries

The Branch provides services to the Financial Institutions Sales Desk, as part of Global Transaction Banking (GTB) within
the Corporate Bank Division of the Deutsche Bank Group. Revenues resulting from such services provided are included in

the Intergroup recoveries income.

11. IMPAIRMENT CHARGES 2021 2020
Rs. Rs.
Financial assets at amortised cost - Loans and advances (Note22(c))

Stage 1 5,081,283 921,586

Stage 2 (149,301) 146,218
Financial assets at amortized cost — debt instruments (Note 23(a})

Stage 1 192,594,931 57,501,353

Stage 2 (95,418,746) 95,418,746
Financial assets measured at fair value through other comprehensive income (Note 24(c))

Stage 1 - (2,331,893)
Contingent liabilities & commitments (Note 34.2 (b))

Stage 1 10,782,919 653,135
Balances with banks (Note 16.1 & Note 17.1) 6,702,001 481,033
Provision for country risk (Note 34.3) 8,922,737 1,992,872
Total Impairment charges 128,515,824 154,783,051

12. PERSONNEL EXPENSES 2021 2020
Rs. Rs.
Salary and bonus 168,561,207 167,195,719
Contributions to defined contribution plans 50,334,798 35,770,849
Provision for defined benefit obligations (Note 32) 10,675,669 12,593,800
Others/Other allowances and Staff related expenses 234,107,386 214,009,191
Total personnel expenses 463,679,060 429,569,558
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13.

13.1

13.2

13.3

OTHER EXPENSES 2021 2020
Rs. Rs.

Auditors’ remunerations

Audit fees and expenses 1,190,000 1,190,000

Audit related fees and expenses 650,000 650,000

Non-audit fees to auditors 1,191,780 2,521,066
Professional and legal expenses (Note 13.1) 2,232,087 3,870,135
Inter-entity Expenses (Note 13.2)

Head Office related expenses 295,555,546 240,273,367

Inter-entity other expenses 686,449,175 815,113,017
Office administration and establishment expenses 327,023,693 305,727,534
Operational loss on inter entity revaluation 152,718,061 -
Debt Repayment Levy (Note 13.3) & 2,761,255
Crop Insurance Levy 8,987,486 7,695,236
Finance expense on lease liability 1,242,551 2,790,456

Total Other expenses

1,477,240,379

1,382,592,066

Professional and legal expenses

Professional fees includes the fees paid to tax consultants and other valuation specialists employed by the Branch. From
current year onwards, income tax related consultations and tax disputes prior to 2019 will be handled by two Consulting
firms. The Branch has employed two legal firms on pending litigations.

Inter-entity Expenses

The Branch receives Regional Head Office expenses from the Asia Pacific Head Office, which provides infrastructure
support for the entire Asia-Pacific Region. The Branch also receives a share of Global Overheads which are costs relating
to centralized steering, co-ordination and monitoring functions performed for Deutsche Bank Group as a whole.

In addition, Deutsche Bank Colombo Branch receives other Inter-Entity expenses for services which are directly and
specifically related to Local Franchise activities and transactions. This includes charges for services from Sales, Coverage,
and Structuring teams, Regional / Global Management and Support functions, Audit, Human Resources as well as
Technology and Operations.

These costs are shared between branches and subsidiaries of the Group and the Branch recognises these costs under Inter-
Entity expenses.

Debt Repayment Levy (DRL) on Financial Services

With effect from 1 October 2018, DRL of 7% was introduced on the value addition attributable to the supply of financial
services through an amendment to the Finance Act, No. 35 of 2018. DRL is chargeable on the same base used for
calculation of VAT on financial services before deducting the VAT and NBT on financial services. This levy has been
removed with effect from 1 January 2020.

-38-
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14.

14.1

14.2

14.3

15.

TAX EXPENSES

Income tax expense comprises current and deferred tax. Income tax is recognised in the Income Statement except to the

extent it relates to items recognised directly in equity or OCI, in which case it is recognised in equity or OCI.

Accordingly, provision for taxation is made on the basis of the accounting profit for the year as adjusted for taxation
purposes in accordance with the provisions of the Inland Revenue Act No. 24 of 2017 and the amendments thereto, at the

rates specified.

Due to income tax rate change from 28% to 24% as per the legislation changes, the closing balance of the Deferred Tax
has impacted. The impact to the Income Statement for the year ended December 31, 2021 would be a charge of Rs. 13.121
Mn under Deferred tax expense. Further, the impact to the Statement of Profit or Loss and Other Comprehensive Income

would have been a Deferred tax reversal of Rs. 0.808 Mn.

Amount recognised in profit or loss
Current tax expense
Current year
(Over)/under provision for prior years
Over provision for prior year due to rate change

Deferred tax expense
Deferred tax asset originated during the year (Note 26.1)
Deferred tax liability originated during the year (Note 26.2)
Total tax expenses

Amount recognised in Other Comprehensive Income (OCI)

Tax on items that will not be reclassified to profit or loss
Remeasurement of Defined Benefit Liability (Note 26.1)

Tax on items that are or may be reclassified subsequently to profit or loss
Movement in fair value reserve (FVOCI debt instruments) (Note 26.1)

Reconciliation of effective tax rate with income tax rate

Income tax for the year (Accounting profit at 24%, Comparative at 28%)
Add: Tax effect of expenses that are not deductible for tax purposes
(Less): Tax effect of expenses that are deductible for tax purposes

Current tax expense

CASH AND CASH EQUIVALENTS

Cash in hand
Balances with banks
Total
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2021 2020

Rs. Rs.

306,239,315 373,046,199
- 7,747,223

(53,292,314) -
252,947,001 380,793,422
(12,179,087) (70,695,518)

(573,526) (44,425,136)

(12,752,613)

(115,120,654)

240,194,388 265,672,768
2021 2020
Rs. Rs.
855,242 (2,242,569)
(1,028,190) (3,417,371)
(172,948) (5,659,939)
2021 2020
Rs. Rs.
270,336,598 334,332,205
113,492,462 145,294,998
(77,589,744)  (106,581,004)
306,239,315 373,046,199
2021 2020
Rs. Rs.
70,043,404 72,088,741
86,514,234 591,696,778

156,557,638

663,785,519
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16.

16.1

16.2

17.

17.1

BALANCES WITH CENTRAL BANKS

Statutory balance with Central Banks
Central Bank of Sri Lanka

Non-statutory balances with Central Banks
Central Bank of Sri Lanka
Total balances with Central Banks

Provision for impairment (Note 16.1)

Impairment provision for CBSL balances

Opening balance at 01st January
Charge to income statement
Closing balance at 31st December

2021
Rs.

3,389,378,076

2,515,345,467

2020
Rs.

357,001,840

4,280,529,120

5,904,723,543 4,637,530,960
(1,689,049) (679,541)
5,903,034,494 4,636,851,418
2021 2020
Rs. Rs.
679,541 -
1,009,508 679,541
1,689,049 679,541

Balances with the Central Bank of Sri Lanka are carried at amortized cost in the statement of financial position.

Statutory balances with Central Bank of Sri Lanka

As required by the provisions of Section 93 of Monetary Law Act, a minimum cash balance is maintained with the Central
Bank of Sri Lanka. The minimum cash reserve requirement on Rupee-denominated deposit liabilities is prescribed as a
percentage of the balance of these liabilities. The percentage varies from time to time. The applicable minimum rate was
2.00% with effect from 1 July 2020 (minimum rate was 5.00% up to 29 February 2020 & 4% up to 30 June 2020). The
Central Bank of Sri Lanka had introduced average 100% margin requirements against letters of credit for importation of
motor vehicles and non-essential consumer goods, with effect from 29 September 2018. In 2021, the ratio is at 4%.

There are no reserve requirement for deposit liabilities held in the Foreign Currency Banking Unit and foreign currency

deposit liabilities held in the Domestic Banking Unit.

PLACEMENTS WITH BANKS

Placements with local banks
Provision for impairment (Note 17.1)

Placements with banks are carried at amortized cost in the statement of financial position.

Impairment provision for placements with banks

Opening balance at 01st January
Charge to Income Statement

Closing balance at 31st December

2021 2020
Rs. Rs.
8,001,293,151 .
(5,692,493) 3
7,995,600,658 :
2021 2020
Rs. Rs.
- 198,508
5,692,493 (198,508)
5,692,493 -
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18.

19.

20.

21.

22.

22.a

2021
PLACEMENTS WITH BRANCHES Rs.
Deutsche Bank AG - Branches 5,978,294,374

2020
Rs.

11,115,030,876

Total 5,978,294,374

11,115,030,876

DERIVATIVE FINANCIAL INSTRUMENTS 2021 2020
Rs. Rs.
Foreign currency derivatives
Forward foreign exchange contracts 2,436,665 79,241,542
Total 2,436,665 79,241,542
GROUP BALANCE RECEIVABLE 2021 2020
Rs. Rs.
Branches (Branches of Deutsche Bank AG-Frankfurt) 2,477,007,617 3,514,966,200
Other Inter-group receivable from Branches and Head Office 256,477,547 186,040,232
2,733,485,164 3,701,006,432
FINANCIAL ASSETS MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS
2021 2020
Rs. Rs.
Sri Lanka Government Securities
Treasury Bills - 711,261,643
Treasury Bonds - 7,929,277,418
- 8,640,539,060
FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES
2021 2020
Financial assets at amortized cost - Loans and advances to customers Rs. Rs.
Gross loans and advances 27,256,636,984 19,307,084,029
Provision for impairment (Note 22 c) (9,329,227) (4,397,245)
Net loans and advances 27,247,307,757 19,302,686,784
Gross loans and advances 2021 2020
Rs. Rs.
Stage 1 27,256,636,984 19,074,220,234
Stage 2 - 232,863,796
27,256,636,984 19,307,084,029
Less: Accumulated impairment
Stage 1 (9,329,227) (4,247,944)
Stage 2 B (149,301)
(9,329,227) (4,397,245)

27,247,307,757

19,302,686,784

Chartered
Accountants
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22.

22.b

22.¢c

23.

23.a

FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES (Contd...)

Analysis

By product
Overdrafts
Trade finance
Staff loans

Supplier Finance

Gross total

By currency

Sri Lankan Rupee

United States Dollar

Euro
Gross total

By industry

Agriculture and fishing

Manufacturing
Tourism
Transport
Construction
Traders

Professional, Scientific & Technical

Financial and Business Services
Infrastructure Development

Others
Gross total

Movements in impairment during the year

Stage 1

Opening balance as at 01st January

(Write back)/Charge 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

2021 2020
Rs. Rs.

17,844,482,878 10,843,729,531
8,108,736,186 7,776,260,465
111,472,492 171,077,228
1,191,945,427 516,016,805
27,256,636,984 19,307,084,029
18,307,069,069 12,536,508,960
8,949,567,915 6,750,031,449
- 20,543,621
27,256,636,984 19,307,084,030
472,541,631 2,352,024,423
9,006,292,735 4,181,679,601
756,019,997 691,160,614
316,085,616 765,939,495
68,351,837 4,732,065,685
8,805,693,648 6,346,642,147
3,028,086,802 165,630,885

19,458,491 -

4,740,985,571 -
43,120,655 71,941,181
27,256,636,984 19,307,084,029
4,247,944 3,326,358
5,081,283 921,586
9,329,227 4,247,944
149,301 3,083
(149,301) 146,218
e 149,301
9,329,227 4,397,245

FINANCIAL ASSETS AT AMORTISED COST - DEBT AND OTHER FINANCIAL INSTRUMENTS

Sri Lanka Government Securities
Sri Lanka Development Bonds

Provision for impairment (Note 23 a)
Net Debt and other financial instruments

Movements in impairment during the year

Stage 1

Opening balance as at 01st January

Charge/(Write back) to Income statement

Closing balance at 31st December

mountants

~.,

. loirtodadce

01st January

1conie statement

st Pecember
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4,158,965,232
(328,053,275)

9,505,412,644
(230,877,089)

3,830,911.957 9,274,535,555
135,458,344 77,956,990
192,594,931 57,501,353
328.053.275 135,458 344
95,418,746 .

(95,418,746) 95,418,746

- 95,418,746
328,053,275 230,877,089
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24.

24.a

24.b

24.¢c

FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

Sri Lanka Government Securities

2021
Rs.

2020
Rs.

Treasury Bills 1,081,360,500 5,210,106,947
Treasury Bonds - 213,962,126
Equity instruments (Note 24.a.) 42,338,984 42,338,984
Net financial assets at fair value through other comprehensive income 1,123,699,484 5,466,408,057
Equity instruments 2021 2020
No. of shares Cost Fair value No. of shares Cost Fair value
Credit Information Bureau of Sri Lanka 1,000 100,000 19,813,819 1,000 100,000 19,813,819
Lanka Clear (Private) Limited 150,000 1,500,000 22,525,165 150,000 1,500,000 22,525,165
1,600,000 42,338,984 1,600,000 42,338,984
Analysis
By collateralization
Unencumbered 1,123,699,484 5,466,408,057
Gross Total 1,123,699,484 5,466,408,057
By currency
Sri Lankan Rupee 1,123,699,484 5,466,408,057
Gross total 1,123,699,484 5,466,408,057
Movements in impairment during the year
Stage 1
Opening balance as at 01st January - 2,331,893
Charge/(Write back) to Other Comprehensive income (Note 11) - (2,331,893)

Closing balance at 31st December

As per SLFRS 09, impairment provisions (based on the DB group model) on debt instruments classified and measured at fair value through other comprehensive income are required to be recognised as an
adjustment to the fair value reserve of the same kind of assets. Accordingly impairment charges for the year are recognised as an expense in the current year (Refer Nate 11) as well as a change in provision

adjusted to the fair value reserve (Refer Statement of Other Comprehensive income).

Chartered

Accountants
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25. PROPERTY, PLANT & EQUIPMENT

o B ke fes et ome P MOGTC o
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.

Cost

Opening balance at 1st January 2021 67,487,597 99,894,533 1,876,527 744,000 41,241,429 16,541,305 135,017,337 182,402,976 545,205,705

Additions 7,446,369 21,154,861 - - - - - 4,962,103 33,563,333

Disposals (2,463,597) (1,529,568) - - (413,064) (1,237,598) (208,359) - (5,852,186)

Closing balance at 31st December 2021 72,470,370 119,519,826 1,876,527 744,000 40,828,365 15,303,707 134,808,978 187,365,079 572,916,852

Accumulated depreciation

Opening balance at 1st January 2021 57,183,578 90,506,978 1,876,505 743,996 34,901,638 16,207,036 113,822,678 107,772,569 423,014,978

Charge for the year 6,601,717 5,464,173 - - 1,471,543 284,020 5,140,723 60,387,442 79,349,619

Disposals (2,463,595) (1,529,567) - - (413,058) (1,204,533) (208,358) - (5,819,111)

Closing balance at 31st December 2021 61,321,700 94,441,584 1,876,505 743,996 35,960,123 15,286,523 118,755,044 168,160,011 496,545,486

Carrying value as at 31st December 2021 11,148,670 25,078,242 22 4 4,868,242 17,184 16,053,934 19,205,068 76,371,366

Out of the above depreciation charge of Rs. 79,349,618/~ for the year, Rs. 3,179,205/~ has been apportioned to FCBU. Accordingly Rs. 76,170,414/- was charged to DBU.

The cost of fully depreciated assets which are still in use is Rs. 297,722,318/ as at 31st December 2021 and Rs. 232,539,494/- as at 31st December 2020.
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25.1 PROPERTY, PLANT & EQUIPMENT

As at 31st December 2020

Cost

Opening balance at 1st January 2020
Additions

Disposals

Closing balance at 31st December 2020
Accumulated depreciation

Opening balance at 1st January 2020
Charge for the year

Disposals

Closing balance at 31st December 2020

Carrying value as at 31st December 2020

Out of the above depreciation charge of Rs. 84,360,249/~ for the vear, Rs. 4,302,135/ has been apportioned to FCBU. Accordingly Rs. 80,058,114/- was charged to DBU.

The cost of fully depreciated assets which are still in use is Rs. 232,539,494/~ as at 31st December 2020 and Rs. 218,197,074/ as at 31st December 2019.

ST & Yo
e Q\v
arierad Q

Accountants

Hﬂﬂ.ﬂ.ﬂ“ﬂ“ Z»W__W.Min EELE Mw”—.%hwmam Ho_w—,ﬂ_”h. - MQMM...MM_: m.ﬂ.“”“ N Em“ﬂ“.dm» Lol
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
66,603,237 92,802,909 1,876,527 744,000 41,828,234 16,541,305 116,533,804 182,402,976 519,334,992
8,147,565 7,684,723 - - - - 18,483,533 - 34,315,822
(7,263.,2053) (593,099) - (586,805) 5 - - (8,445,109}
67,487,597 99,894,533 1,876,527 744,000 41,241,429 16,541,305 135,017,337 182,402,976 545,205,705
55,317,034 84,042,485 1,876,505 743,996 33,444,228 15,789,065 108,456,034 47,430,384 347,099,730
9,131,651 7,057,588 - 2,044,210 417,971 5,366,644 60,342,185 84,360,249
(7,265.107) (593,094) - (586,799) - - (8,445,000)
57,183,57% 90,506,978 1,876,505 743,996 34,901,638 16,207,036 113,822,678 Eﬂ.qqn,m% 423,014,978
10,304,019 9,387,555 22 4 6,339,791 334,269 21,194,659 74,630,407 122,190,726
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26. DEFERRED TAX (LIABILITIES)/ASSETS 2021 2020
Rs. Rs.
Deferred tax assets (Note 26.1) 107,019,592 94,667,557
Deferred tax liabilities (Note 26.2) (2,269,803) (2,843,329)
104,749,789 91,824,228
The movements on the deferred tax account is as follows:
26.1 Deferred tax assets
Balance as at the beginning of the year 94,667,557 18,312,100
(Reversed)/originated during the year - recognized in profit or loss 12,179,087 70,695,518
(Reversed)/originated during the year - recognized in other comprehensive income 172,948 5,659,939
Balance as at the end of the year 107,019,592 94,667,557
26.2 Deferred tax liabilities
Balance as at the beginning of the year 2,843,329 47,268,465
Originated/(Reversed) during the year through profit or loss (573,526)  (44,425,136)
Balance as at the end of the year 2,269,803 2,843,329
26.3 Recognized deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following:
2021 2020
Temporary Temporary
difference iy efest difference Loy effect
Deferred tax assets
Employee benefit obligation 68,143,907 16,354,538 80,922,411 22,658,275
Fair value loss of FVOCI - Debt instruments 4,284,125 1,028,190 12,204,895 3,417,371
Provision for impairment losses 373,486,936 89,636,865 244,971,112 68,591,911
445,914,969 107,019,592 338,098,418 94,667,557
Deferred tax liabilities
Depreciation of property, plant and equipment 8,534,772 2,048,345 10,424,668 2,918,907
Provision for restricted equity 48,544 11,650 1,354,462 379,249
Right-of-use assets 7,302,598 1,752,624 15,118,057 4,233,056
Lease liability (7,775,755) (1,866,181) (16,783,877) (4,699,485)
Provision for cash retention payment 1,347,353 323,365 41,435 11,602
9,457,512 2,269,803 10,154,745 2,843,329
“51 & YOU/I/Q
7 Chartered

Accountants
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27.  OTHER ASSETS

Financial assets
Clearing account balances (Note 27.1)

Non-financial assets
Deposits and prepayments
Tax receivable (Note 27.2)
EIR Staff loan

Others

Total

27.1 Clearing account balances

2021 2020

Rs. Rs.
407,561,876 235,115,549
407,561,876 235,115,549
214,275,914 31,317,258
328,478,089 288,017,233
45,471,105 -
28,740,560 51,821,936
616,965,668 371,156,428
1,024,527,544 606,271,977

The Clearing account balance represents the balance to be received from the other Banks on behalf of the outward cheque
clearing and clearing receivable balance from Sampath Bank PLC, being the receivable for Foreign Exchange transactions.

Receivable trom Lanka Clear for cheque clearing
FX clearing receivable from Sampath Bank PLC
CBSL Exports proceed receivables

BOC USD Clearing Account

27.2 Tax receivable

Income tax refunds
Finance VAT receivable

28. DUE TO BANKS

Borrowings - CBSL
Balances due to banks
Total

29. DUE TO BRANCHES
Deutsche Bank AG - Branches
Total

30. DERIVATIVE FINANCIAL INSTRUMENTS

oe derivatives
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2021 2020
Rs. Rs.
329,907,904 230,046,529
- 5,069,020
65,983,931 -
11,670,041 -
407,561,876 235,115,549
2021 2020
Rs. Rs.
288,017,234 288,017,233
40,460,855 -
328,478,089 288,017,233
2021 2020
Rs. Rs.
- 115,573,425
1,088,297 -
1,088,297 115,573,425
11,902,146,722  15,323,403,157

11,902,146,722

15,323,403,157

2021 2020
Rs. Rs.
2,456,987 101,050,944
2,456,987 101,050,944
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NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2021

31. FINANCIAL LIABILITIES AT AMORTIZED COST - DUE TO DEPOSITORS

Due to depositors
Total

31.a  Analysis of amount due to depositors

By product

Demand deposits (current accounts)
Savings deposits

Margin deposits

Fixed deposits

Total

By currency

Sri Lanka Rupee
United States Dollar
Great Britain Pound
Euro

Swiss Frank
Others*

Total

2021
Rs.

24,386,640,445

2020
Rs.

30,523,133,659

24,386,640,445

30,523,133,659

16,204,729,964
6,268,533,882
33,325,000
1,880,051,598

21,415,578,648
4,577,792,432
153,812,415
4,375,950,164

24,386,640,445

30,523,133,659

18,631,617,421
4,403,093,278
40,845,184
1,242,824,130
26,419,840
41,840,592

16,369,066,035
12,745,105,052
26,813,506
1,368,014,845
1,735,816
12,398,406

24,386,640,445

30,523,133,659

* Other currencies includes Singapore Dollar, Australian Dollar, Canadian Dollar, Hong Kong Dollar and Janapenese Yen.

32. EMPLOYEE BENEFIT

32.1 Defined contribution plans

The following contributions have been made to Employees' Provident Fund and Employees' Trust Fund during the year:

Employees' Provident Fund

Employers' Contribution
Employees' Contribution

Employees' Trust Fund

32.2

Defined benefit plan - gratuity

Opening balance as at 01st January

Provision for the Year (Note 32.a)

Actuarial (gain) / loss during the Year (Note 32.b)
Gratuity paid during the Year

Closing balance as at 31st December

@ﬁ‘ﬁﬁ“}g% ce fost
AR e

2021 2020
Rs. Rs.
42,634,044 41,649,602
25,580,426 24,989,761
5,116,086 4,997,952
2021 2020
Rs. Rs.
80,922,411 65,170,001
10,675,669 12,593,800
(3,563,507) 8,009,174
(19,890,666) (4,850,564)
68,143,907 80,922,411
5,172,945 5,099,250
5,502,724 7,494,550
10,675,669 12,593,800
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32.

32.b

32.c

32.d

32.e

33.

EMPLOYEE BENEFIT (Contd...)

2021 2020
Provision recognized in other comprehensive income Rs. Rs.
Actuarial (gain) / loss during the year (3,563,507) 8,009,174

(3,563,507) 8,009,174

Actuarial valuation

LKAS 19 requires the use of actuarial techniques to make a reliable estimate of the amount of retirement benefit using the
Projected Unit Credit Method in order to determine the present value of the retirement benefit obligation. An actuarial
valuation was performed on December 2021 by Mr. M. Poopalanathan, AIA, Messrs. Actuarial and Management
Consultants (Pvt) Ltd. The following principal assumptions were made in arriving at the retirement obligation as at 31st
December 2021.

Discount Rate % 10.50% 6.8%
Future salary increment rate % 7.70% 5.5%
Retirement Age 60 55

Sensitivity analysis - Employee benefits

The following table demonstrates the sensitivity to a reasonably possible change in the key assumptions used with all other
variables held constant in the employment benefit liability measurement. The effect to the statement of financial position
with the assumed changes in the discount rates and salary increment rate is given below:

31 December 2021 31 December 2020
Present Value of Defined Benefit  Present Value of Defined Benefit
Obligation Obligation
1% Increase 1% Decrease 1% Increase 1% Decrease
Discount Rate 65,305,389 71,233,048 78,078,297 84,004,245
Salary Escalation Rate 71,531,206 64,984,788 84,291,886 77,760,848

Retirement Age

According to the retirement age revision mandated by the "Minimum Retirement Age of Workers Act No. 28 of 2021" the
branch considered the age as 60 for the purpose of actuarial valuation of retirement obligations.

As o.n 17 Nov 2021, employees who have Retirement age
attained the age of
Less than 52 years 60 vears
53 years 59 years
54 yeats 58 years
55 years 57 years
CURRENT TAX LIABILITIES 2021 2020
Rs. Rs.
Opening balance as at O1st January 250,041,315 138,763,183
Charge for the year 306,239,315 373,046,199
Over provision adjustment in respect of prior years due to rate change (53,292,314) -

Payments

%] st December

-49-

(293,584,807)

(257,166,393)
(4,601,674)

209,403,509

250,041,315
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34, OTHER LIABILITIES

Financial liabilities
Lease liability (Note 34.1)
Clearing account balance

Non-financial liabilities

Accrued expenditure

Provision for Impairment of Commitments and Contingencies (Note 34.2)
Country risk (Note 34.3)

Other tax liability

Staff EPF reserve

Other payables

Total

34.1 Lease liability
Balance at 01 January
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 liabilities beyond 5 years of tenure.

34.2.a Provision for impairment commitments and contingencies

2021 2020
Rs. Rs.
7,775,755 16,783,877
67,641,278 18,546,204
75,417,033 35,330,080
125,969,641 93,875,432
12,278,382 1,495,463
16,444,510 7,521,773
87,930,951 17,945,386
36,268,717 33,684,048
7,306,255 53,184,267
286,198,456 207,706,369
361,615,489 243,036,449
2021 2020
Rs. Rs.
16,783,877 29,196,197
4,962,103 -
1,242,551 2,790,456
(15,212,776) (15,202,776)
7,775,755 16,783,877
8,096,388 14,812,776
- 3,296,388
8,096,388 18.109,164

This provision relates to the impairment for undrawn commitments and Off balance sheet facilities computed using the

relevant credit conversion factors.
34.2.b Movements in impairment during the year

Stage 1

Opening balance as at 01st January
Impairment charge to Income Statement
Closing balance at 31st December

Total

Chartered
Accountants
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2021 2020
Rs. Rs.
1,495,463 842,328
10,782,919 653,135
12,278,382 1,495,463
12,278,382 1,495,463




Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

34.

34.3

OTHER LIABILITIES (Contd...)
Provision for country risk

Country Risk is defined as the risk that the 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.

2021 2020

Rs. Rs.
Balance as at 01 January 7,521,773 5,528,901
Impairment charge to Income Statement 8,922,737 1,992,872
Balance as at 31st December 16,444,510 7,521,773

3s. GROUP BALANCE PAYABLE 2021 2020

Rs. Rs.

Inter-entity expenses payable 1o HO and branches
Branches (Branches of Deutsche Bank AG-Frankfurt)
Total

3,291,516,386

11,815,026

2,162,345,211
135,341,010

3,303,331,412

2,297,686,221

The 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. In order to avoid
significant build up of intercompany labilities, part of unremitted liabilities were transferred to equity as "Contributed

Assets" in 2020.

36. ASSIGNED CAPITAL 2021 2020
Rs. Rs.
Balance as of 01st January 4,410,461,270 4,410,461,270
Balance as of 31st December 4,410,461,270 4,410,461,270
37. STATUTORY RESERVE FUND 2021 2020
Rs. Rs.
Opening balance at 01st January 749,324,125 702,905,584
Transfers during the period 44,310,405 46,418,541

Closing balance at 3 1st December

793,634,530

749,324,125

37.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.

38. RETAINED EARNINGS

Opening balance at 01st January
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2021
Rs.

3,181,608,529

2020
Rs.

2,305,422,853

Profit for the year 886,208,102 928,370,822
ol ae delgain/loss on defied benefit plan 3,563,507 (8,009,174)
i : 1ensive income (855,242) 2,242,569
ransie - MENeseTves 44, ! ' ,
1&1};:%%%“%1 eserves (44,310,405) (46,418,541)
(ﬂegggmﬁmc- December 4,026,214,491 3,181,608,529
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Year ended 31 December 2021

39.

39.a

39.b

39.¢

40.

40.a

OTHER RESERVES
For 2021

Exchange equalisation of capital (Note 39.a)
Foreign currency translation reserve (Note 39.b)
Fair value OCI reserve

Reserve through Contributed Assets (Note 39.c)

Total

For 2020

Exchange equalisation of capital (Note 39.a)
Foreign currency translation reserve (Note 39.b)
Fair value OCI reserve

Reserve through Contributed Assets (Note 39.c)

Total

Exchange equalisation of capital

Opening balance

Closing balance at

at 1st January Movement/ 31st December
2021 transfers 2021
540,308,638 125,056,739 665,365,377
287,713,637 165,908,357 453,621,994
(22,445,511) (3,255,935) (25,701,446)
5,618,553,907 - 5,618,553,907
6,424,130,670 287,709,160 6,711,839,831
Opening balance Closing balance at
at 1st January Movement/ 31st December
2020 transfers 2020
512,397,424 27,911,214 540,308,638
261,416,239 26,297,398 287,713,637
(11,326,094) (11,119,417) (22,445,511)
3,743,212,907 1,875,341,000 5,618,553,907
4,505,700,476 1,918,430,194 6,424,130,670

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.

Exchange equalisation of reserve

Exchange equalisation of reserve represents the effect of currency translation of Income Statement and Reserve Fund.

Reserve through contributed assets

As explained in note number 35 this is the unremittable head office and other group payables amounting to
Rs.1,875,341,000/-reported during the financial year 2016 to 2018 converted to equity during the financial year 2020 with

prior approval of Central Bank of Sri Lanka

CONTINGENT LIABILITIES AND COMMITMENTS

Guarantees

Letters of credit

Forward exchange contracts
Usance Import Bills

Core accepteance

Undrawn loan commitments
Total

Movements in impairment during the year
ajce as at 01 January

)y Income Statement
1§ 1 December

.I )
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2021
Rs.

26,780,234,169
3,255,226,283
14,976,045
2,154,370,664
77,769,720
13,368,516,279

2020
Rs.

11,545,858,233
3,188,542,626
(183,744)
3,266,522,864
84,029,400
19,958,319,968

45,651,093,160

38,043,089,347

1,495,463 842,328
10,782,919 653,135
12,278,382 1,495,463
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41.

41.1

41.1.1

41.1.2

41.1.3

41.14

41.2

41.2.a

RELATED PARTY TRANSACTIONS

The Branch carried out transactions in the ordinary course of business on an arm’s length basis at commercial rates with
parties who are defined as Related Parties as per the Sri Lanka Accounting Standard — LKAS 24 — ‘Related Party
Disclosures’.

Transactions with Key Management Personnel (KMP)

Key Management Personnel (KMP) are those having authority and responsibility for planning, directing and controlling the
activities of the entity as per Sri Lanka Accounting Standard - LKAS 24 on " Related Party Disclosures". Accordingly, the
branch KMP includes the members of its Branch Management Board (BMB) & selected officers performing executive
functions who meet the above criteria.

For the year ended 31 December

2021 2020
Compensation to KMP Rs. Rs.
Short term employee benefits 136,970,942 172,848,953
Post employment benefits 192,501,678 95,387,771
Termination benefits - 21,067,200
Share based payments B 112,304
Transactions, arrangements and agreements involving KMP
Lending facilities granted to KMP
Lending facilities granted to KMP 38,926,820 50,854,361
Interest charged on lending facilities granted to KMP 1,465,941 2,027,031

Transactions, arrangements and agreements involving the Close Family Members (CFM) of KMP
CFM of a KMP are those family members who may be expected to influence, or be influenced by, that KMP in their

dealings with the Branch. They may include KMP’s domestic partner and children, children of the KMP domestic partner
and dependents of the KMP or the KMP domestic partner. CFM are related parties to the Branch.

There is no transactions reported during the reporting period related to close family members.

No impairment losses have been recorded against balances outstanding during the period with key management personnel,
and no specific allowance has been made for impairment losses on balances with key management personnel at the
reporting date.

Transactions and balances with Group entities

Transactions with Deutsche Bank Group

The Branch engages in Inter-Group Borrowings and Lendings, derivative financial instruments with Group Entities,
Transfer Pricing Fees receivable from Group Entities, sale or purchase of Investment Securities in between group entities,

and the Branch's Provident Fund.

Amount receivable and payable from/to Group entities disclosed in Notes 20 and 35,
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41.

41.2.a

41.2.b

RELATED PARTY TRANSACTIONS (Contd...)
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 Olffice

Due to branches

Derivative financial instruments - liabilities

Group balance payable
Inter-entity expenses payable to HO and branches
Branches (Branches of Deutsche Bank AG-Frankfur)

Contingent liabilities and commitments
For the year ended 31 December
Income statement

Interest income

Interest expense

Other income
Other operating expenses

Balances with the Employee's provident fund

2021
Rs.

5,978,294,374
2,436,665

2,477,007,617

256,477,547

11,902,146,722
2,456,987

3,291,516,386
11,815,026

18,170,572,777

2021
Rs.

5,409,845
204,510,352
123,098,219
982,004,721

2020

11,115,030,876
72,564,446

3,514,966,200

186,040,232

15,323,403,157
60,835,510

2,162,345,211
135,341,010

4,302,772,397

2020
Rs.

19,738,999
349,461,196
101,094,841

1,055,386,384

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

As at December

Statement of Financial Position
Financial liabilities at amortized cost - Due to Depositors

For the year ended 31 December

Income statement
Other operating expenses
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2021 2020
Rs. Rs.
12,213,205 106,129,172
2021 2020
Rs. Rs.
139,780 206,281
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2021

43, ANALYSIS OF FINANCIAL INSTRUMENTS BY MEASUREMENT BASIS

43.1  Analysis of financial instruments by measurement basis

The following table provides a reconciliation between line items in the statement of financial position and categories of financial instruments of

the Branch.
As at 31st December 2021

Financial assets

Cash and cash equivalents
Balances with Central Bank
Placements with banks
Placements with branches
Derivative financial instruments

Financial assets at amortized cost - Loans and advances to

customers

Financial assets at amortized cost — Debt and other instruments

Financial
comprehensive income (FVOCI)
Group balances receivables
Other assets

Total financial assets

Financial liabilities

Due to Banks

Due to branches

Derivative financial instruments

Financial liabilities at amortized cost - Due to depositors
Group balance payable

Other liabilities

Total financial liabilities

As at 31st December 2020

Financial assets

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Derivative financial instruments

Financial assets measured at fair value through profit or loss

(FVTPL)
Financial assets at amortized cost - Loans and advances to

customers

Financial assets at amortized cost — Debt and other instruments
assets measured at fair value through other

Financial
comprehensive income (FVOCI)
Group balances receivables
Other assets

Total financial assets

Financial liabilities

Due to Banks

Due to branches

Derivative financial instruments

Financial liabilities at amortized cost - Due to depositors

assets measured at fair value through other

AC FVTPL FVOCI Total
Rs. Rs. Rs. Rs.
156,557,638 - - 156,557,638
5,903,034 ,494 - - 5,903,034,494
7,995,600,658 - - 7,995,600,658
5,978,294,374 - - 5,978,294,374
- 2,436,665 - 2,436,665
27,247,307,757 - - 27,247,307,757
3,830,911,957 - - 3,830,911,957
- - 1,123,699,484 1,123,699,484
2,733,485,164 - - 2,733,485,164
407,561,876 - - 407,561,876
54,252,753.917 2,436,665 1.123,699.484  55,378,890,066
AC FVTPL Total
Rs. Rs. Rs.
1,088,297 - 1,088,297
11,902,146,722 - 11,902,146,722
- 2,456,987 2,456,987
24,386,640,445 - 24,386,640,445
3,303,331,412 - 3,303,331,412
75,417,033 - 75,417,033
39,668,623,909 2,456,987  39,671,080,896
AC FVTPL FVOCQC] Total
Rs. Rs. Rs. Rs.
663,785,519 . - 663,785,519
4,636,851,418 - - 4,636,851,418
11,115,030,876 - - 11,115,030,876
- 79,241,542 - 79,241,542
- 8,640,539,060 . 8,640,539,060
19,302,686,784 - - 19,302,686,784
9,274,535,555 - - 9,274,535,555
- - 5,466,408,057 5,466,408,057
3,701,006,432 - - 3,701,006,432
235,115,549 - - 235,115,549
48,929,012,134 8,719,780,602 5,466,408,057  63,115,200,793
AC FVTPL Total
Rs. Rs. Rs.
115,573,425 - 115,573,425
15,323,403,157 - 15,323,403,157
- 101,050,944 101,050,944
30,523,133,659 - 30,523,133,659
2,297,686,221 - 2,297,686,221
35,330,080 - 35,330,080
48,295,126,542 101,050,944  48,396,177,486
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

43.

43.2.a

ANALYSIS OF FINANCIAL INSTRUMENTS BY MEASUREMENT BASIS (Contd...)

Valuation framework

The Branch has an established control framework for the measurement of fair values. This framework includes a separate
control function within Market Risk Management, which is independent of front office management in reporting to the Branch
Management Board (BMB) of the Branch. The BMB has overall responsibility for independently verifying the results of

operations and all significant fair value measurements.

Assets and liabilities measured at fair value and fair value hierarchy

The following table provides an analysis of Assets and Liabilities measured at fair value as at the Reporting date, by the level
in the fair value hierarchy into which the fair value measurement is categorised. These amounts were based on the values

recognised in the Statement of Financial Position.

As at 31st December 2021

Financial assets
Derivative financial instruments

Financial assets measured at fair value through
other comprehensive income

Treasury Bills

Equity securities

Total financial assets

Financial liabilities
Derivative financial instruments
Total financial liabilities

As at 31st December 2020

Financial assets
Derivative financial instruments

Financial assets measured at fair value through
profit or loss

Treasury Bills

Treasury Bonds

Financial assets measured at fair value through
other comprehensive income
Treasury Bills

Treasury Bonds
Equity securities

Total financial assets
Financial liabilities

Derivative financial instruments
Total financial liabilities

Level 1 Level 2 Level 3 Total
Rs. Rs. Rs. Rs.
- 2,436,665 - 2,436,665
1,081,360,500 - - 1,081,360,500
- - 42,338,984 42,338,984
1,081,360,500 2,436,665 42,338,984 1,126,136,149
- 2,456,987 - 2,456,987
% 2,456,987 - 2,456,987
Level 1 Level 2 Level 3 Total
Rs. Rs. Rs. Rs.
- 79,241,542 - 79,241,542
711,261,643 - - 711,261,643
7,929,277,418 - 7,929,277,418
5,210,106,947 - - 5,210,106,947
213,962,126 B B 213,962,126
. . 42,338,984 42,338,984
14,064,608,133 79,241,542 42,338,984 14,186,188,659
- 101,050,944 . 101,050,944
= 101,050,944 B 101,050,944
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

43.

43.2.b

ANALYSIS OF FINANCIAL INSTRUMENTS BY MEASUREMENT BASIS (Contd...)
Financial instruments not measured at 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 (e.g. 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.
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.
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

43. ANALYSIS OF FINANCIAL INSTRUMENTS BY MEASUREMENT BASIS (Contd...)
43.3 Valuation Techniques and Inputs in Measuring Fair Values

The 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

43.2a above.
. . Fair Value as at L.
Type of Financial 31 December Valuation Technique pichificant
Instruments Valuation Inputs
2021
Rs.
Derivative Financial Assets 2,436,665 Adjusted Forward Rate Approach -Spot exchange rate
-Interest rate
This approach considers the present value differentials between
Derivative Financial Liabilities 2,456,987 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 is a significant

unobservable input in measuring the fair

value and hence it is categorized under

level 3 in the fair value hierarchy.

43.4 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 2020 42,338,984
Gain included in OCI
- Net change in fair value (unrealized) -
Balance as at 31 December 2021 42,338,984
at 1 January 2021 42,338,984
LA OClI
- Net clmnﬁc Wryalue (unrealized) .
artere
fedlnat 3] Degember 2021 42,338,984
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44,

44.1

44.1.1

44.1.1.1

FINANCIAL RISK REVIEW

Key types of Risks

The Branch has exposure to the following key risks from financial instruments:

Credit Risk

Liquidity risk

Market risk

Operational Risk

Credit risk

Credit risk arises from all transactions where actual, contingent or potential claims against any counterparty, borrower or

obligor (which is referred to collectively as “counterparties™) exist, including those claims that DB Colombo plans to
distribute

The below dimensions are the key drivers for credit risk:

| Risk lIRisk definition |
Counterparty risk Risk that counterparties fail to meet contractual obligations
Country risk Risk that Deutsch Bank 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 debt indebtedness; exchange controls or currency
depreciation of devaluation in any given country.

Industry risk Risk of adverse developments in the operating environment for a specific industry segment
Icading to a dcterioration in the financial profile of counterparties operating in that segment and
resulting in increased CR across this portfolio of counterparties.

Product risk Risk driven by the underlying structure and economic dependencies of the product in question
and can include factors such as tenor, recovery expectations and likelihood of having and
exposure at the time of a default. Also includes "settlement risk" arising from the non-
simultaneous transfer of cash or securities due to the settlement or clearance of trades.

Credit risk stress testing

Credit risk stress tests of economic capital and also local regulatory demand are based on Group Credit Risk Stress Test
methodology (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 local 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 portfotio,
stressed RWA are calculated.

Chartered

Acceuntants
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44, FINANCIAL RISK REVIEW (Contd...)
44.1.1 Credit risk (Cont...)

44.1.1.2 Maximum Exposure

The maximum exposure to credit risk at the end of the reporting period without taking into consideration of any
collateral 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 December
On-balance sheet items

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Group balances receivable

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

Financial assets measured at fair value through other comprehensive income
(FVOCI)
Other assets

Total on-balance sheet items

Off-balance sheet items

Guarantees

Letters of credit

Forward exchange contracts
Usance Import Bills

Core acceptance

Undrawn loan commitments
Total off-balance sheet items

Chart_ered
Acc.unta’.r\ts

-63-

2021

86,514,234
5,904,723,543
8,001,293,151
5,978,294,374
2,733,485,164

27,256,636,984
4,158,965,232

1,123,699,484

407,561,876

2020

591,696,778
4,637,530,960
11,115,030,876
3,701,006,432
8,640,539,060
19,307,084,029
9,505,412,644

5,466,408,057

235,115,549

55,651,174,041

63,199,824,386

26,780,234,169
3,255,226,283

11,545,858,233
3,188,542,626

14,976,045 (183,744)
2,154,370,664 3,266,522,864
77,769,720 84,029,400
13,368,516,279 19,958,319,968
45,651,093,161 38,043,089,347




Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44.

44.1.1

44.1.1.3

FINANCIAL RISK REVIEW (Contd...)

Credit risk (Cont...)

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

As at 31 December 2021

On-balance sheet items

Cash and cash equivalents

Balances with Central Bank

Placements with Banks

Placements with Branches

Group balances receivable

Financial assets at amortized cost - Loans and advances to customers

Financial assets at amortized cost - Debt and other instruments

Financial assets measured at fair value through other comprehensive income (FVOCT)

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

Asia Pacific (excl

North & Latin

Sri Lanka Sri Lanka) America Europe Total
Rs. Rs. Rs. Rs. Rs.

- 86,514,234 - 86,514,234
5,904,723,543 - - 5,904,723,543
8,001,293,151 - - 8,001,293,151

B 5,978,294,374 - 5,978,294,374

- 145,716,391 2,587,768,773 2,733,485,164

27,256,636,984 - E 27,256,636,984
4,158,965,232 - - 4,158,965,232
1,123,699,484 - - 1,123,699,484
407,561,876 - - 407,561,876
46,852,880,269 6,210,524,999 2,587,768,773 55,651,174,043
7,803,685,361 8,458,647,980 10,517,900,828 26,780,234,169
3,255,226,283 - - 3,255,226,283
14,976,045 - - 14,976,045
2,154,370,664 - - 2,154,370,664
77,769,720 - - 77,769,720
13,368,516,279 - - 13,368,516,279
26,674,544,353 8,458,647,980 10,517,900,828 45,651,093,160
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44,

44.1.1

44.1.1.3

FINANCIAL RISK REVIEW (Contd...)

Credit risk (Cont...)

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

As at 31 December 2020

On-balance sheet items

Cash and cash equivalents

Balances with Central Bank

Placements with branches

Group balances receivable

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

Asia Pacific (excl

North & Latin

Sri Lanka Sri Lanka) America Europe Total
Rs. Rs. Rs. Rs. Rs.
- 19,531,508 1,557,349 570,607,921 591,696,778
4,637,530,960 - - - 4,637,530,960
- 11,115,030,876 - - 11,115,030,876
- - 1,670,362,568 2,030,643,864 3,701,006,432
8,640,539,060 - - - 8,640,539,060
19,307,084,029 - E - 19,307,084,029
9,505,412,644 - - - 9,505,412,644
5,466,408,057 - = - 5,466,408,057
235,115,549 - - - 235,115,549
47,792,090,300 11,134,562,384 1,671,919,917 2,601,251,785 63,199,824,386
1,462,927,644 1,975,488,927 - 8,107,441,663 11,545,858,233
3,153,016,626 - - 35,526,000 3,188,542,626
(183,744) - - - (183,744)

3,266,522,864 - - - 3,266,522,864
84,029,400 - - - 84,029,400
19,958,319,968 - - - 19,958,319,968
27,924.632,758 1,975,468,927 - 8,142,967,663 38,043,089,347




Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44, FINANCIAL RISK REVIEW (Contd...)

44.1.1 Credit risk (Cont...)

44.1.1.4 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 monitored and periodically reviews=d 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 concentrations.

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, Insurance

Financial Assets Agriculture Manufacturing Construction Trading and business Other Total
services
Rs. Rs. Rs. Rs. Rs. Rs. Rs.

As at 31 December 2021
Cash and Cash Equivalents - - - - 156,557,638 - 156,557,638
Balances with Central bank - - - - 5,904,723,543 - 5,904,723,543
Placements with banks - - - - 8,001,293,151 - 8,001,293,151
Placements with branches - - . - 5,978,294,374 - 5,978,294,374
Group balances receivable - - - - 2,733,485,164 - 2,733,485,164
Financial assets at amortized cost - Loans and advances to
customers 472,541,631 9,006,292,735 68,351,837 8,805,693,648 19,458,491 8,884,298,641 27,256,636,984
Financial assets at amortized cost - Debt and other instruments - - - - 4,158,965,232 - 4,158,965,232
Financial assets measured at fair value through other comprehensive - - - - 1,123,699,484 - 1,123,699,484
Other assets - - - - 407,561,876 - 407,561,876

472,541,631 9,006,292,735 68.351,837 8.805,693,648 28,484,038,952 8,884,298,641 55,721,217,446
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44,

44.1.1

44.1.1.4

FINANCIAL RISK REVIEW (Contd...)

Credit risk (Cont...)

Concentrations of Credit Risk (Contd...)

Finance, Insurance

Financial Assets Agriculture Manufacturing Construction Trading and business Other Total
services
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
As at 31 December 2020
Cash and Cash Equivalents - - - - 663,785,519 - 663,785,519
Balances with Central Bank - - - - 4,637,530,960 - 4,637,530,960
Placements with branches - - - - 11,115,030,876 - 11,115,030,876
Group balances receivable - - - - 3,701,006,432 - 3,701,006,432
Financial assets measured at fair value through profit or loss (FVTPL) - - - - 8,640,539,060 - 8,640,539,060
. . . 2,352,024,423 4,181,679,601 4,732,065,685 6,346,642,147 - 1,694,672,175 19,307,084,029
Financial assets at amortized cost - Loans and advances to customers
Financial assets at amortized cost - Debt and other instruments - - - - 9,505,412,644 - 9,505,412 644
ﬂnm:omw_ assets measured at fair value through other comprehensive ) ; ) i 5,466,408,057 _ 5,466.408,057
income (FVOCI)
Other assets - - - - 235,115,549 - 235,115,549
2,352,024,423 4,181,679,601 4,732,065,685 6,346,642,147 43,964,829,097 1,694,672,175 63,271,913,126
44.1.1.5 Residual contractual maturity breakdown of the whole credit portfolio, by major types of credit exposure
As at December 31 2021 2020
Utilisation / Utilisation /
T;
ype Exposure Total Exposure gl
Rs. Rs. Rs. Rs.
<1 year On-balance shest 51,507,118,902 58,638,607,497
Off-Balance Sheet 28,249,499,071 79,756,617,973 28,347,580,427 86,986,187,924
1 year- 5 years On-balance shest 4,126,852,669 4,618,191,483
Off-Balance Sheet 17,212,568,831 21,339,421,500 9,668,736,514 14,286,927,997
> 5 years On-balance shest 89,682,539 93,676,148
Off-Balance Sheet 189,025,258 278,707,796 26,772,407 120,448,555
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44. FINANCIAL RISK REVIEW (Contd...)
44.1.1 Credit risk (Cont...)
44.1.1.6 Amount Arising from ECL

Loss Allowance

The following table shows reconciliations from the opening to the closing balance of the loss allowance by class of financial instrument.

For the year ended 31st December

Placements with Banks at Amortised Cost

Balance at 1 January
(Reversal)/Charge during -he year
Balance at 31 December

Balances with Central Bank
Balance at 1 January

Charge during the year
Balance at 31 December

For the year ended 3 1st December

Financial assets at amortized cost - Loans and advances to customers

2021 2020
Stage 1 Stage 2 Total Stage 1 Stage 2 Total
- - - 198,508 - 198,508
5,692,493 - 5,692,493 (198,508) - (198,508)
5,692,493 - 5,692,493 - - -
679,541 - 679,541 - - -
(679,541) 1,689,049 1,009,508 679,541 - 679,541
- 1,689,049 1,689,049 679,541 - 679,541
2021 2020
Stage 1 Stage 2 Total Stage 1 Stage 2 Total
Rs. Rs. Rs. Rs. Rs. Rs.
4,247,944 149,301 4,397,245 3,326,358 3,083 3,329,441
5,081,283 (149,301) 4,931,982 921,586 146,218 1.067,804
9,329,227 = 9,329,227 4,247,944 149,301 4,397,245
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44. FINANCIAL RISK REVIEW (Contd...)

44.1.1 Credit risk (Cont...)

Financial assets at amortized cost - Debt and other instruments

Balance at 1 January
(Reversal)/Charge during the year
Balance at 31 December

Financial assets measured at fair value through other comprehensive income (FVOCI)

Balance at 1 January
Charge/(reversal) during the year
Balance at 31 December

Commitments and Contingencies
Balance at 1 January
Charge/(reversal) during the vear

Balance at 31 December

44.1.1.7 Credit Exposure Arising from Derivative Transactions

2021 2020
Stage 1 Stage 2 Total Stage 1 Stage 2 Total
Rs. Rs. Rs. Rs. Rs. Rs.
135,458,344 95,418,746 230,877,089 77,956,990 - 77,956,990
192,594,931 (95,418,746) 97,176,186 57,501,353 95,418,746 152,920,099
328,053,275 - 328,053,275 135,458,344 95.418.746 230,877,089
- - - 2,331,893 - 2,331,893
- - - (2,331,893) - (2,331,893)
1,495,463 - 1,495,463 842,328 - 842,328
10,782,919 - 10,782,919 653,135 - 653,135
12,278,382 - 12,278,382 1,495,463 - 1,495,463

Credit risk arising from derivative financial instruments at any time is limited to those with positive fair values, as reported in the Statement of Financial Position. With gross settled
derivatives, the Branch is also exposed to a settlement risk, being the risk that the counterparty failing to deliver the counter value.
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2021

Notional
Rs.

667,291,731
659,811,957

Fair Value
Rs.

2,436,665
2,456,987

2020
Notional Fair Value
Rs. Rs.
5,524,008,785 79,241,542
6,133,559,635 101,050,944
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44,

44.1.1

44.1.1.8

44.1.2

44.1.2.1

44.1.2.2

FINANCIAL RISK REVIEW (Contd...)
Credit risk (Cont...)

Offsetting financial assets and financial liabilities

Financial Assets and Financial Liabilities are offset and the net amount presented in the Statement of Financial Position
when, and only when the Group currently has a legally enforceable right to set off the amounts and it intends either to settle
them on a net basis or to realise the asset and settle the liability simultaneously.

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.

Management of liquidity risk

The Branch’s Management sets the Bank’s strategy for managing liquidity risk and oversight of the implementation is
administered by Assets and Liability Management Committee (ALCO). ALCO approves the Branch’s liquidity policies and
procedures. Treasury manages the Branch’s liquidity position on a day-to-day basis and reviews daily reports covering the
liquidity position of both the Branch. A summary report, including any exceptions and remedial action taken, is submitted
to ALCO meetings on ad hoc when predefined thresholds are breached.

The Branch’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to
meet its liabilities when they are due, under both normal and stressed conditions, without incurring unacceptable losses or
risking damage to the Bank’s reputation. The key elements of the Branch’s liquidity strategy are as follows:

- Monitoring maturity mismatches, behavioural characteristics of the Branch’s financial assets and financial
liabilities, and the extent to which the Branch’s assets are encumbered and so not available as potential collateral
for obtaining funding.

- Monitoring the Branch’s liquidity through the Liquid Assets Ratio (statutory minimum is currently 20%) and
Liquidity Coverage Ratio using a stock approach.

- Effecting threshold limits relevant for liquidity management as part of the overall risk limits system of the Branch.

- Carrying a portfolio of highly liquid assets, diversified by currency and maturity,
Liquidity risk stress testing

DB Colombo is fully integrated into the Group’s liquidity risk 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. 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 to ALCO and APAC LRM (Liquidity Risk Management) team’s approval prior
to the implementation.
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44.

44.1.2

44.1.2.3

44.1.2.4

FINANCIAL RISK REVIEW (Contd...)
Liquidity Risk (Contd...)

Exposure to liquidity risk — Regulatory liquidity

As at 31 December
Exposure to liquidity risk — Regulatory liquidity
Statutory Liquid Asscls Ratio (SLAR)
- Domestic Banking unit
- Off-Shore Banking unit
Liquidity Coverage Ratio (LCR)
- All Currency
- Rupee

Net Stable Funding Ratio (NSFR)

Minimum Requirement

2021

20%
20%

100%
100%

100%

2020

20%
20%

90%
90%

90%

Actual

2021

74%
73%

147%
246%

133%

2020

90%
80%

328%
785%

158%

Details of the reported LAR of liquid assets to external liabilities of the Domestic Banking Unit(DBU) and the Off-shore Banking Centre(OBC)

as at reporting dates are as follows:

As at December 31

Average for the period
Maximum for the period
Minimum for the period
Statutory minimum requirement

Key measures of liquidity

Net loans to total assets

Loans to customer deposits

Liquid assets to short term liabilities

Commitments to Liquid assets

Liquidity reserves

Domestic Banking Unit

2021

73.89%
82.60%
106.20%
66.88%
20.00%

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

As at 31 December

Cash and cash equivalents
Balances with Central Bank
Placements with Banks
Placements with Branches

Unencumbered debt securities issued by sovereigns

- Financial assets measured at fair value through profit or loss
(FVTPL)

- Financial assets at amortized cost — Debt and other
instruments

- Financial assets measured at fair value through other
comprehensive income (FVOCI)

Total liquidity reserves

2021

Carrying value
Rs.

156,557,638
5,904,723,543

8,001,293,151
5,978,294,374

4,158,965,232

1,123,699,484

2020

89.51%
88.18%
99.62%
78.08%
20.00%

Fair value
Rs.

156,557,638
5,904,723,543

8,001,293,151
5,978,294,374

4,158,965,232

1,123,699,484

Off-shore Banking Centre
2021 2020
72.86% 79.74%
66.48% 85.61%
95.75% 99.47%
47.04% 70.58%
20.00% 20.00%
2021 2020
49% 30%
112% 63%
172% 113%
89% 45%
2020
Carrying value Fair value
Rs. Rs.
663,785,519 663,785,519

4,636,851,418

11,115,030,876

8,640,539,060

9,505,412,644

5,466,408,057

4,636,851,418

11,115,030,876

8,640,539,060

9,330,228,408

5,466,408,057

25,323,533,422

25,323,533,422

40,028,027,574

39.852,843,338

e

ed cash flows on some financial assets and financial liabilities vary significantly from the contractual cash flows. The
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44.

44.1.2

44.1.2.5

FINANCIAL RISK REVIEW (Cortd...)
Liquidity Risk (Contd...)

Maturity analysis for financial assets & liabilities

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

As at 31 December 2021

Financial assets by type
Cash and cash equivalents
Balances with Central Bank
Placements with Banks

Placements with Branches

Financial assets at amortized cost - Loans and advances to customers

Financial assets at amortized ccst — Debt and other instruments

Financial assets measured at fair value through other comprehensive income (FVOCI)
Group Balances Receivables

Other assets

Derivative financial instruments

Financial liability by type

Due to Banks

Due to Branches
Financial liabilities at amortized cost - Due to Depositors
Other liabilities

Group Balance Payable

Derivative financial instruments

Carrying
Amount

Rs.

156,557,638
5,904,723,543
8,001,293,151
5,978,294,374

27,256,636,984
4,158,965,232
1,123,699,484
2,733,485,164
407,561,376
2,436,565

1,088,297
11,902,146,722
24,386,640,445

75,417,033

3,303,331,412
2,456,987

=]2-

Up to
3 months
Rs.

156,557,638
5,904,723,543
8,001,293,151
5,978,294,374

27,068,924,414

108,924,732
1,081,360,500
2,477,007,617
407,561,876
2,436,665

1,088,297

5,827,146,722
23,686,640,445
75,417,033

11,815,026
2,456,987

3to
12 months

Rs.

63,556,846

256,477,547

2,025,000,000
700,000,000

1,088,696,422

1 to 3 years

Rs.

49,731,824 27,080,345

4,050,040,500

4,050,000,000

2,202,819,965

3 to 5 years

Rs.

More than
S years

Rs.

47,343,555

42,338,984

Total

Rs.

156,557,638
5,904,723,543
8,001,293,151
5,978,294,374

27,256,636,984
4,158,965,232
1,123,699,484
2,733,485,164
407,561,876
2,436,665

1,088,297
11,902,146,722
24,386,640,445

75,417,033

3,303,331,412
2,456,987
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44.

44.1.2

44.1.2.5

FINANCIAL RISK REVIEW (Contd...)
Liquidity Risk (Contd...)

Maturity analysis for financial assets & liabilities (Contd..)

The following tables set out the remaining contractual maturities of Financial Assets & Liabilities of the Branch,

As at 31 December 2020

Financial assets by type

Cash and cash equivalents

Balances with Central Bank

Placements with Branches

Financial assets measured at fair value through profit or loss (FVTPL)

Financial assets at amortized cost - Loans and advances to customers

Financial assets at amortized cost — Debt and other instruments
Financial assets measured at fair valve through other comprehensive income (FVOCI)

Group Balances Receivables
Other assets

Derivative financial instruments

Financial liability by type

Due to Banks
Due to Branches
Financial liabilities at amortized cost - Due to Depositors

Other liabilities
Group Balance Payable

Derivative financial instruments

Carrying
Amount
Rs.

663,785,519
4,637,530,960
11,115,030,876
8,640,539,060
19,307,084,929
9,505,412,644
5,466,408,057
3,701,006,432
235,115,549
79,241,542

115,573,425
15,323,403,157
30,523,133,559

35,330,080
2,297,686,221
101,050,944
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Up to
3 months
Rs.

663,785,519
4,637,530,960
11,115,030,876

19,019,408,750
1,902,239,111
2,590,283,430
3,514,966,200
235,115,549
79,241,542

7.913,403,157
30,523,133,659

35,330,080
2,297,686,221
101,050,944

3to
12 months

Rs.

7,741,533,845
152,242 464
3,798,416 429
2,833,785,643
186,040,232

115,573,425
3,705,000,000

1 to 3 years

Rs.

729,338,707
52,564,664
3,804,757,125

3,705,000,000

3 to 5 years

Rs.

31,530,987

More than
5 years

Rs.

51,337,164

42,338,984

Total

663,785,519
4,637,530,960
11,115,030,876
8,470,872,552
19,307,084,029
9,505,412,665
5,466,408,057
3,701,006,432
235,115,549
79,241,542

115,573,425
15,323,403,157
30,523,133,659

35,330,080
2,297,686,221
101,050,944
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44,

44.1.2

44,1252

FINANCIAL RISK REVIEW (Contd...)
Liquidity Risk (Contd...)

Maturity analysis for financial assets & liabilities

The following table shows the expected undiscounted cash flows for financial assets and financial liabilities of the Branch

As at 31 December 2021

Financial assets by type
Cash and cash equivalents

Balances with Central Bank

Placements with Banks

Placements with Branches

Financial assets at amortized cost - Loans and advances to customers

Financial assets at amortized cost — Debt and other instruments
Financial assets measured at fair value through other comprehensive income (FVOCI)
Group Balances Receivables

Other assets
Derivative financial instruments

Financial liability by type

Due to Banks
Due to Branches

Financial liabilities at amortized cost - Due to Depositors
Other liabilities

Group Balance Payable

Derivative financial instruments

Carrying
Amount
Rs.

156,557,638
5,904,725,543
8,001,293,151
5,978,294,374

27,256,636,984
4,158,965,232
1,123,699,484
2,733,485,164
407,561,876
2,436,665

1,088,297
11,902,146,722
24,386,640,445

75,417,033
3,303,331,412

2,456,987

Up to
3 months
Rs.

156,557,638
5,905,414,477
8,003,879,452
5.978,363,281

27,088,940,874

108,924,732
1,081,360,500
2,477,007,617

407,561,876

2,436,665

1,088,297
6,749,813,762
23,685,998,281
71,471,972
11,815,026
2,456,987

Ito
12 months

Rs.

64,064,879
108,924,732

256,471,547

2,029,974,750

707,341,370
4,265,694

1,088,696,422

1 to 3 years

Rs.

49,731,824 27,080,345

4,158,965,232

4,153,014,000

2,202,819,965

3 to 5 years

Rs.

More than
5 years

Rs.

47,343,555

42,338,984

Total

Rs.

156,557,638
5,905,414,477
8,003,879,452
5,978,363,281

27,277,161,476
4,376,814,695
1,123,699,484
2,733,485,165
407,561,876
2,436,665

1,088,297
12,932,802,512
24,393,339,651

75,737,666
3,303,331,412

2,456,987
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4.

44.1.2

44.1.2.5b

FINANCIAL RISK REVIEW (Contd...)
Liquidity Risk (Contd...)

Maturity analysis for financial assets & liabilities (Contd..)

The following table shows the expected undiscounted cash flows for financial assets and financial liabilities of the Branch

As at 31 December 2020
Financial assets by type

Cash and cash equivalents

Balances with Central Bank

Placements with Branches

Financial assets measured at fair value through profit or loss (FVTPL)

Financial assets at amortized cost - Loans and advances to customers

Financial assets at amortized cost — Debt and other instruments

Financial assets measured at fair value through other comprehensive income (FVOCI)
Group Balances Receivables

Other assets
Derivative financial instruments

Financial liability by type

Due to Banks
Due to Branches

Financial liabilities at amortized cast - Due to Depositors
Other liabilities

Group Balance Payable

Derivative financial instruments

Chariered

Accountants

Carrying
Amount
Rs.

663,785,519
4,637,530,960
11,115,030,876
8,640,539,060
19,307,084,029
9,505,412,644
5,466,408,057
3,701,006,432
235,115,549
79,241,542

115,573,425
15,323,403,157
30,523,133,659

35,330,080
2,297,686,221

101,050,944

75-

Up to
3 months
Rs.

663,785,519
4,637,530,960
11,115,123,500
199,817,492
19,059,227,748
2,121,019,360
2,601,283,430
3,514,966,200
235,115,549
79,241,542

7,729,313,079
30,528,182,890
22,346,898
2,297,686,221
101,050,944

3to
12 months

Rs.

7,784,814,892
154,041,489
3,923,780,250
2,839,970,255
186,040,232

115,570,274
3,772,317,792

11,012,082

1 to 3 years

Rs.

700,000,001
52,564,664
3,925,077,000

3,887,891,150

3,296,388

3 to S years

Rs.

31,530,987

More than
5 years

Rs.

51,337,164

42,338,984

Total

Rs.

663,785,519
4,637,530,960
11,115,123,500
8,684,632,384
19,348,702,052
9,969,876,610
5,483,592,670
3,701,006,432
235,115,549
79,241,542

115,570,274
15,389,522,020

30,528,182,890
36,655,368
2,297,686,221
101,050,944
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44.

44.1.2

44.1.2.6

FINANCIAL RISK REVIEW (Contd...)

Liquidity Risk (Contd...)

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

Financial Assets

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Derivative financial Instrcments

Financial assets at amortized cost - Loans and advances
to customers

Financial assets at amortized cost — Debt and other
instruments

Financial assets measured at fzir value through other
comprehensive income (FVOCI)

Financial assets measured at feir value through profit or
loss (FVTPL)

Group balance receivable

Other Assets

Total Financial Assets

Financial Assets Pledged as Collateral

2021 2020
Encumbered/ Unencumbered/ Encumbered/ Unencumbered/
Pledged as Available as Total Available as Total
Collateral collateral Collateral
Rs. Rs. Rs. Rs. Rs.
- 156,557,638 156,557,638 663,785,519 663,785,519
- 5,904,723,543 5,904,723,543 4,637,530,960 4,637,530,960
- 8,001,293,151 8,001,293,151 - 5
- 5,978,294,374 5,978,294,374 11,115,030,876 11,115,030,876
- 2,436,665 2,436,665 79,241,542 79,241,542
- 27,256,636,984 27,256,636,984 19,307,084,029 19,307,084,029
- 4,158,965,232 4,158,965,232 9,505,412,644 9,505,412,644
- 1,123,699,484 1,123,699,484 5,466,408,057 5,466,408,057
- - 8,640,539,060 8,640,539,060

. 2,733,485,164 2,733,485,164 3,701,006,432 3,701,006,432
- 407,561,876 407,561,876 235,115,549 235,115,549
- 55,723,654,110 55,723.,654,111 63,351,154,668 63,351,154,668
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44,

44.1.3

44.1.3.1

44.1.3.2

FINANCIAL RISK REVIEW (Contd...)
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:

Traded market risk  Risk that involves taking positions in debt, equity, foreign exchange, other securities and
commodities as well as in equivalent derivatives.

Non traded market  Risk arising from market movements in the banking book and from off balance 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
the branch book banking book.

Market Risk Mitigation

It is the responsibility of each trading desk and business unit to manage their risk exposures, adhere to the approved
exposure limits and hence to mitigate market risks appropriately. This can be achieved by using different hedging
techniques to reduce relevant exposure. The ultimate responsibility for implementing any required hedging strategy
lies with individual business unit management or, in the case of macro-hedges, with central management. Market Risk
Management (MRM) can undertake a review of the hedging strategies that are put in place in order to ensure that the
risks of the underlying exposures and the hedging positions are fully understood and adequately represented in the
systems.

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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44.

44.1.3.3

FINANCIAL RISK REVIEW (Contd...)

Market Risk (Contd...)

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.

As at 31 December 2021

Assets subject to market risk

Cash and cash equivalents

Balances with Central Bank

Placements with banks

Placements with branches

Derivative Financial Assets

Financial assets at amortized cost - Loans and advances to
customers

Financial assets at amortized cost — Debt and other
instruments

Financial assets measured at fair value through other
comprehensive income (FVOCI)

Group balance receivable

Liabilities subject to market risk

Due to banks

Due to Branches

Derivative financial instruments

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

As at 31 December 2020

Assets subject to market risk

Cash and Cash Equivalents

Balances with Central Bank of Sri Lanka

Placements with Branches

Derivative Financial Asscts

Financial assets at amortized cost - Loans and advances to
customers

Financial assets at amortized cost — Debt and other
instruments

Financial assets measured at fair value through other
comprehensive income (FVOCI)

Financial assets measured at fair value through profit or loss
Group balance receivable

Liabilities subject to market risk

Due to banks
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Carrying
amount
Rs.

156,557,638
5,904,723,543
8,001,293,151
5,978,294,374

2,436,665

27,256,636,984
4,158,965,232

1,123,699,484
2,733,485,164

1,088,297
11,902,146,722
2,456,987
24,386,640,445
3,303,331,412

663,785,519
4,637,530,960
11,115,030,876
79,241,542

19,307,084,029
9,505,412,644

5,466,408,057

8,640,539,060
3,701,006,432

115,573,425
15,323,403,157
101,050,944
30,523,133,659
2,297,686,221

Market risk measure

Trading
portfolio
Rs.

2,436,665

2,456,987

79,241,542

8,640,539,060

101,050,944

Non-trading
portfolio
Rs.

156,557,638
5,904,723,543
8,001,293,151
5,978,294,374

27,256,636,984
4,158,965,232

1,123,699,484
2,733,485,164

1,088,297
11,902,146,722

24,386,640,445
3,303,331,412

663,785,519
4,637,530,960
11,115,030,876

19,307,084,029
9,505,412,644

5,466,408,057

3,701,006,432

115,573,425
15,323,403,157
30,523,133,659

2,297,686,221
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Deutsche Bank AG - Colombo Branch

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2021

44,

44.1.4

FINANCIAL RISK REVIEW (Contd...)
Macroeconomic and market conditions

Global Economy

Deutsche Bank’s macroeconomic, business, and operating environment has improved over the course of 2021 as the global economy
experienced a strong recovery from the pandemic recession. However, the near-term outlook has deteriorated, and downside risks increased as
inflationary pressure intensified further, supply-side disruptions became more entrenched, and the new, highly infectious Omicron variant of
COVID-19 spread rapidly across the globe. Russia’s large-scale military action against Ukraine and the West’s severe sanctions response
against Russia may have significant negative economic consequences not only for the Russian economy but for Asia too. The price of Brent
Crude 0il has risen aver 1SD 100 per barrel (as at February 24, 2022) and the price of gold has risen as well. as investors seek out safe haven
assets. Supply chains are also likely to be disrupted as a result of the conflagration. Russia's exports to the EU account for 27% of total Russian
exports. China is responsible for around half of that. Russia is a major source of natural gas and oil. Russia and Ukraine contribute for one-
fourth of global wheat supplies. Furthermore, Russia is a major supplier of industrial metals to the rest of the globe.

Supply cliain pressures in global production, trade and logistics resulting from the pandemic and subsequent strong pick-up in demand will
likely persist through 2022, constraining output and fueling price inflation of manufactured and intermediate goods as well as energy and other
commodities. Consumer price inflation rates have hit multi-decade highs in Europe and the US and soaring energy prices are driving cost
pressures for corporates and households which may impact the quality of our portfolios in particular in directly impacted industries such as
Utilities. As a result, we may observe higher than expected defaults in selected industries or regions, higher drawdowns of credit facilities and
generally higher market volatility.

The inflation outlook remains uncertain. Consensus and market-implied projections point to continuously elevated inflationary pressure as
supply bottlenccks and other temporary factors fade only slowly. Although major central banks are expected to gradually remove extraordinary
monetary policy stimulus by phasing out emergency bond purchases and lifting key policy rates, there remains a risk that consumer and asset
price inflation in major advanced economies will continue to accelerate faster than anticipated, requiring more aggressive monetary policy
tightening. While this could create some upside potential for our business activity levels and net interest income, a disorderly sharp increase in
hond yields could trigger a downward correction to equities and the widening of credit spreads, which could adversely impact trading results. Tn
addition, we could see increased counterparty credit exposure on derivatives, increased credit risks on highly leveraged clients and emerging
markets with external imbalances as well as risks to our pension fund assets. More broadly, this could impact the valuation of our assets and
liabilities and drive changes in the composition of our balance sheet.

Asian Economy

Asia's economic recovery in 2021 was affected by weaker-than-expected GDP growth in a number of Asian economies and a more severe and
prolonged COVID-19 impact. Over the course of 2021, growth performance became increasingly divergent, with the more advanced economies
in Asia largely staying on their recovery path, while others faltered significantly. Asian economies are expected o be supported by robust
export growth and a recovery in domestic demand. Although peaking in some regions, inflationary pressures are likely to remain high. Few
Asian central banks are expected to raise rates earlier in 2022.

Sri Lankan Economy

In Sri Lanka, the GDP is expected to grow at a rate of roughly 4% in 2021. In 2022, the growth rate is predicted to slow marginally. In 2021,
inflationary pressures could rise as a result of both supply and demand factors. In response to these inflationary pressures, interest rates may
progressively increase, and this is predicted to continue in the near future. On the external front, exports performed admirably in 2021, while
imports climbed greatly as well. As a result of these developments, the trade imbalance increased significantly, resulting significant pressure on
the Sri Lankan currency.

The country's fast depleted foreign exchange reserves, rising inflation, and volatile currency movements have all contributed to the economy's
fragility. For the first time since records began in 2014, inflation as assessed by the National Consumer Price Index (NCPI) reached double
digits. In 2021, the Rupee depreciated by Rs 15.25 against the US dollar, compared to Rs 4.15 in 2020. Meanwhile, while the government's
efforts to meet its deht obligations are commendable, they have had a domino effect, resulting in a gradual depletion of the country's gross
official foreign reserves throughout 2021, culminating in the downgrade of Sri Lanka's sovereign rating by many leading global rating agencies
in the Jatter half of the year.

The Russian Invasion of Ukraine — implications for Sri Lanka

The price of oil imports in Sri Lanka was anticipated to rise in 2022, but the Russian invasion of Ukraine likely escalate the situation. The
economic sanctions imposed on Russia by the US and its allies would have a negative impact on Sri Lanka's exports (mostly tea exports) to
Russia in 2022. Due to the Russian invasion of Ukraine, tourist arrivals from Ukraine (an emerging source market) are projected to be
negatively affected in 2022. In recent years, Russia has been the top source market of tourist arrivals. The war may potentially have a negative
impact on Russian tourist arrivals.
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44.

44.1.4

FINANCIAL RISK REVIEW (Contd...)

Macroeconomic and market conditions (contd.)

COVID 19 pandemic

The COVID-19 pandemic continues to present tangible downside risk to our business. The global surge in COVID-19 cases related to the
highly transmissible Omicron variant has negatively impacted economic activity due to increased restrictions imposed by governments across
many countries, despite indications that it causes less severe disease than previous variants. Impacts are expected to subside as vaccination rates
continue to increase globally and new antiviral drugs become available which should limit the number of severe illnesses and deaths, although
vaccination rates in many emerging markets continue to lag behind and developed markets continue to face vaccine hesitancy in signiticant
parts of their population. As a resull, the timing and strength of cconomic recoverics will continue W vary ftom country o country. The
emergence of new variants of concern may require further social distancing requirements or lockdowns and the effects of these are not fully
predictable as they will vary depending on the nature of the variant, country-specific pandemic conditions and policy preferences.

Liquidity and funding risks

In terms of liquidity, the Branch ensured that it maintained adequate funds over and above the minimum requirement mandated by CBSL to
meet regulatory as well as customer requirements. The CBSL intervened in a timely manner to assist the Banking industry by adopting various
extraordinary measures to maintain and enhance the stability of banks and other financial institutions. Key highlights among others were the
reduction of the minimum requirement of Liquidity Coverage Ratio from 100% to 90% till 30 June 2021 and favourable changes to the
qualifying criteria of Statutory Liquid Asset Ratio which were offered considering the market conditions faced in the wake of the pandemic.
The Statutory Reserve Requirement was also reduced from 5% in the beginning of the financial year to 2% by June 2020 to expand credit
growth and revive economic activity. In 2021 it was raised to 4%.

Risk management policies, procedures and methods as well as operational risks

Although we have devoted significant resources to develop our risk management policies, procedures and methods, including with respect to
market, credit, liquidity, operational as well as reputational and model risk, they may not be fully effective in mitigating our risk exposures in
all economic or market environments or against all types of risk, including risks that we fail to identify or anticipate. Where we use these
models to calculate risk-weighted assets for regulatory purposes, potential deficiencies may also lead regulators to impose a recalibration of
input parameters or a complete review of the model.

We may face operational risks arising from failures in our internal control environment or errors in the performance of our processes, e.g. in
transaction processing, as well as loss of business continuity, which may disrupt our business and lead to material losses. At the same time, we
may also face risks of material losses or reputational damage if services third parties facilitate are not provided as agreed or in line with our
internal standards.

From an operational perspective, and despite the business continuity and crisis management policies currently in place, the COVID-19
pandemic, the emergence of new variants of the virus and resulting rapid changes in government responses may continue to have an adverse
impact on our business activities and control environment. The continuing move across global industries to conduct business from home and
away from primary office locations, is driving a more accelerated evolution of business practices compared to historic trends. The demand on
our technology infrastructure and the risk of cyber -attacks could lead to technology failures, security breaches, unauthorized access, loss or
destruction of data or unavailability of services, as well as increase the likelihood of conduct breaches.

In order to manage financial and non-financial risk impacts of COVID-19, Branch is utilizing dedicated governance structures including Global
and Regional Crisis Management. More broadly and where relevant, additional controls and processes have been established including
additional reporting to ensure relevant senior stakeholders. We expect a demanding year 2022 from a risk management perspective.

Impact on Impairment

Based on Management’s opinion that the standard methodology did not provide a reliable indicator for future credit losses as it took a very
short term view of the development of those variables and considering regulatory guidance provided, Management determined that the most
representative approach in 2021 for estimating expected credit losses was to reduce the weight of some of the short-term data and derive
adjusted inputs based on longer term averages. As a result, the Branch viewed it more appropriate to apply an overlay during 2021 to ensure its
ECL provision was adequate.

The overlay is based on averaging forecasts for GDP and unemployment rates over the next three years in its ECL estimation, which is the basis
for the bank’s year end 2021 Credit Loss Allowance. The forward-looking information is derived from broader consensus and market- implied
projections as aggregated, expanded and quality-assured within Risk Management. The Branch has reviews the forward looking indicators used
in the calculation of the impairment charges and concluded that these indicators are reasonable in the context of the Branch's credit portfolio
and overall risk profile.
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45.

46.

47.

CAPITAL ADEQUACY

Capital Adequacy is a measure of the 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 measurement
framework and minimum capital levels to be maintained by Branch's.

The Central Bank of Sri Lanka sets and monitors regulatory capital requirements on both consolidated and solo basis. The
Branch is required to comply with the provisions of the Basel III requirements in respect of regulatory eapital commencing from
July 2017. The 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 II, minimum capital requirement, supervisory review process and market discipline. Basel 111 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 III 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 so as to
ensure investor, creditor, and market confidence to sustain future development of the business. The Branch has complied with the

minimum capital requirements imposed by the Central Bank of Sri Lanka throughout the year.

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 Impairment 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

Net Unrealized Forward Exchange Loss

CHANGE IN OPERATING ASSETS

Change in derivative financial instruments

Change in balance with Central Bank

Change in financial assets at amortized cost - Debt and other instruments
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 i1 ial assets measured at fair value through other comprehensive income

chartered
AccﬂUl"l‘.ﬂ ots
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2021
Rs.

79,349,619

4,931,982
10,782,919
6,702,001
8,922,737
10,675,669

982,004,721
(21,801,182)

2020
Rs.

84,360,249 .
109
1,067,804
(2,331,893)
653,135
481,033
1,992,872
12,593,800

1,055,386,384
19,444,569

1,081,568,466

1,173,648,062

2021
Rs.

(55,003,695)
1,266,183,075
(5,443,623,598)
7,988,898,657
(5,136,736,501)

(967,521,268)
(8,640,539,060)
7,939,688,990

(4,342,708,573)
418,255,566

2020
Rs.

21,918,846
(3,039,794,030)
3,770,294,029

(751,739,453)
7,239,977,137
1,994,126,222
1,841,098,934
4,661,923,890

(2,679,966,342)
(8,657,955)

(6,973,106,407)

13,049,181,278
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48.

49.

50.

51.

CHANGE IN OPERATING LIABILITIES 2021 2020
Rs. Rs.

Change in due to banks (114,485,128) 115,573,425
Change in financial liabilities at amortized cost - Due to Depositors (6,136,493,215)  13,808,643,080
Change in due to branches (3,421,256,435)  (2,492,788,846)
Change in other liabilities 114,956,732 19,377,719
Change in due to Group balance 23,640,471 (40,081,365)
Derivative financial instruments (98,593,957) 60,807,580

(9,632,231,532)  11,471,531,593

SUBSEQUENT EVENTS AFTER REPORTING DATE

There are no material events after the reporting date have arisen which require appropriate adjustment to, or disclosures in the
financial statements except below.

The Branch has requested approval from CBSL through the letter dated March 23, 2022 for the followings:

1. to convert LKR 1,161,445,989.00 in head office expenses and other group payables incurred during the financial year
2019, to the Specific Reserve Fund under General and Other Reserves, and

2. to use this enhanced capital level for purposes of Capital Adequacy Ratio and Maximum Amount of Accommodation
calculations.

CAPITAL COMMITMENTS

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

LITIGATION AND CLAIMS

Litigation is a common occurrence in the banking industry due to the nature of the business. The Branch has an established
protocol for dealing with such legal claims. The Branch has below pending legal claims which the Branch does not expect cash
outflows from such 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 bearing Nos. 785BG01500238 and 785BG01500239 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 heen notified yet by the Registry of Court of Appeal.

Customs inquiry - CBCU/2008/16

This inquiry was commenced by Sri Lanka Customs against Prima Ceylon Limited, JRS Shipping Limited, Hatton National Bank
PLC and Deutsche Bank AG ("the Bank") 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
MGG 1) % should not be imposed upon the Branch. Branch responded thereto, objecting to the issue of the purported
L > wrported appointment of the new inquiring officer, by way of letter dated 26th August 2019.

Sri pasdauniadts g3 1 L responded to the said letter dated 26th August 2019 to date and no further steps have been taken by
L [ESPeC his pfatter.
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51.

52.

LITIGATION AND CLAIMS (Contd...)
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 settled on time. The objection is with
Commissioner General Inland revenue level and as at reporting date the objection was pending for inquiry.

Tax in default notice

Branch received a tax in Default Notice on 10 September 2019, assessing tax of Rs. 49,865,198 and imposing a penalty of Rs
82,619,849 for non payment of taxes on due date. However, Branch filed an objection on 23 October 2019 stating that payments
were settled on time. The objection is with Commissioner General Inland revenue level and as at reporting date the objection was
pending for inquiry.

Year of assessment 2017/2018

Penalty notice

Branch received a penalty notice dated on 26 July 2019 amount in to Rs. 35,185,796 for the non payment of tax payments on time.
However, Branch filed an objection on 30 August 2019 stating that payments were settled on time. The objection is with
Commissioner General Inland revenue level and as at reporting date the objection was pending for inquiry.

Value Added Tax

Period from 01/04/2016 to 30/06/2016

Branch received both notice of assessment and penalty notice on 11 October 2018 for assessed tax of Rs. 3,803,198 and a penalty
of Rs. 1,719,608. Branch submitted an appeal on 09 November 2019.

Further, Branch received a tax in default notice on 14 November 2018 for assesses tax of Rs. 2,605,466 and penalty of Rs.
1,771,717. Branch submitted valid appeal and an objection on due dates. As at reporting date the same was still being resolved
and as at reporting date the same was with refund unit for refunds.

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.

-84-



