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Mooby’s

INVESTORS SERVICE
Issuer Comment: Deutsche Bank Q1 2013 Commentary

Global Credit Research - 30 Apr 2013

In Q1 2013, Deutsche Bank reported pretax income of Euro 2.4 billion on average RWA of
Euro 330 billion for a pretax return on average RWA of 291 basis points.

The firm reported a pro-forma fully loaded Basel 3 Core Tier One ratio of 8.8% and
management announced plans to raise an additional Euro 3.0 billion of Core Tier One to bring
the ratio to approximately 9.6%. The Q1 2013 results are broadly in line with our expectations,
given the strength of capital markets activity in the quarter and we see the trend in capital
ratios and the capital raise as credit-positive developments for bondholders. Nonetheless, we
note with caution that RWAs are declining more rapidly than the actual adjusted balance
sheet. The efficiency improvement was also encouraging although it is not clear to us
whether this is sustainable throughout the year.

Deutsche Bank's " 2015+" strategic plan focuses on improving three key metrics - achieving
a fully-loaded Basel lll core Tier 1 ratio of >10%, a cost-income ratio of <65% and a post-tax
ROE of >12% by end-2015. We view 2013 as a critical year in determining the overall
feasibility of the Operational Excellence component of the 2015+ plan which targets Euro 4.5
billion in run-rate cost savings (at a cost-to-achieve of Euro 4.0 billion) as savings from
organizational streamlining and sourcing are realized and the groundwork for process
reengineering and platform renewal is laid. Realizing these efficiencies will move the firm a
long way toward the goal of achieving a 65% cost-income ratio.

However, there is still a long way to go to achieve 65% on a full year basis. For the full year of
2012, Deutsche Bank's cost income ratio was 85% (excluding intangible impairments of Euro
1,855 million and cost-to-achieve expenses of Euro 900 million). Excluding Q1 cost-to-
achieve expenses of Euro 221 million, the group generated a cost income ratio of 68%.
However Q1 results benefitted from normal seasonal pickup in capital markets activity - a
trend that has not been sustained for Deutsche Bank or the industry in the past two years.
This trend has led to erosion in the cost-income ratio in the later quarters of the year in each
of the past two years.

Still, the 68% cost income ratio in the quarter was encouraging. It will be interesting to see if
Deutsche Bank can sustain this margin expansion in coming quarters (especially if capital
markets activity recedes). The first quarter was relatively clean and free of severance,
restructuring and litigation expenses that burden 2012's full year cost income ratio.
Management cautioned that litigation expenses are hard to predict but are likely to remain a
further burden. Turning to the individual businesses -

As expected Corporate Banking & Securities benefited from the normal seasonal pickup in
first quarter capital markets activity. CB&S reported Euro 1.9 billion in pretax income, down
2% on a YOY basis. The pretax margin in the quarter was 40% compared to 26% (excluding
intangible impairments) for full year 2012. The compensation ratio for the first quarter was
37% compared to 40.3% in 2012

Global Transaction Banking reported Euro 309 million in pretax income, down 3% on a YOY
basis. The pretax margin in the quarter was 31.1% (excluding intangible impairments)
compared to 18.8% for full year 2012.

There was a notable improvement in margins and business performance metrics within
Asset and Wealth Management which reported Euro 221 million in pretax income up 6% on a
YQOY basis. The pretax margin in the quarter was 17.7% compared to 8.1% (excluding
intangible impairments) in full year 2012. Net new money (which had been negative in seven
of the previous eight quarters) was Euro 6 billion, a positive development



Private and Business Clients reported Euro 482 million in pretax income up 5% on a YOY
basis. The pretax margin in the quarter was 20.2% compared to 16.1% (excluding intangible
impairments) in full year 2012. The compensation ratio for the first quarter was 39.7%
compared to 39.3% for the full year 2012.

The Non-Core Operations Unit, ("NCOU") reported a loss of Euro 196 million. It is important to
note that the NCOU is purely a notional allocation and does not involve any risk transfer and
Deutsche Bank bondholders remain exposed to the NCOU positions. The re-segmentation
does provide greater visibility into the operating performance of Deutsche Bank's continuing
businesses as the firm executes the re-engineering plan.

It was a quiet quarter from a credit cost perspective. The provision was Euro 354 million
compared to an average provision of Euro 445 million over the previous eight quarters.

Management exceeded its target on capital accretion, reporting an 8.8% fully loaded Basel 3
Core Tier One ratio for the quarter end. While the trend in organic capital accretion is
encouraging we note with caution that the RWA's have declined far more rapidly than the
adjusted balance sheet. Since June 2012, Basel 3 RWAs have shrunk by Euro 103 billion for
a decline of 21%. Furthermore, 41% of the "reduction” in risk has come from model and
process enhancements. Of the remaining 59% management indicated that ninety percent of
that reduction came from asset sales with hedging accounting for the remainder. We do not
know what percentage of the asset sales were arranged with related financing nor is there a
breakdown on the credit quality or effectiveness of the hedges. We note that the adjusted
balance sheet has only declined 6% since June 30, 2012, although we also note that assets
in the NCOU have declined about 30% to Euro 85.3 billion.

Deutsche Bank's liquidity profile also remains solid. At first quarter end, the liquidity pool stood
at Euro 230 billion and discretionary wholesale funding stood at 9% of funding requirements
compared to 8% of funding requirements at year end

Deutsche Bank has a baa2 standalone baseline credit assessment (BCA). The A2 senior
debt rating includes three notches of uplift from the firm's BCAreflecting Moody's expectation
of a very high likelihood of support for Deutsche Bank from the German government. The
outlook on the standalone assessment and supported ratings is stable. Our baa2 BCA
anticipates successful completion of Deutsche Bank's 2015 reengineering initiatives;
conversely a failure to substantially achieve the plan could lead to pressure on the BCA.
Furthermore, the actual mix of DB earnings over the next cycle (and therefore its ability to
achieve its profitability targets) will still depend to a significant degree on global capital
markets activity, a factor outside management's control.
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MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."
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