
  

Quantitative and Qualitative Disclosures 
about Credit, Market and Other Risk 
 
 
Scope of Basel II application 
 
Deutsche Bank Aktiengesellschaft (“Deutsche Bank AG”), headquartered in Frankfurt am Main, Germany, 
is the parent institution of the Deutsche Bank group of institutions, which is subject to the supervisory 
provisions of the Banking Act and the SolvV. The Deutsche Bank AG, Bangkok Branch is a segment of 
Deutsche Bank Aktiengesellschaft and is not a separately incorporated legal entity. Risk management 
process of Deutsche Bank AG, Bangkok Branch follows risk management process of parent bank. 
 
Included in the following section on quantitative and qualitative disclosure about credit, market and other 
risks is information regarding to Basel II of Deutsche Bank AG, Bangkok Branch according to Bank of 
Thailand’s related notifications. Certain portions excerpted from disclosure of Parent bank. More information 
of parent bank can be found under website http://www.db.com/ir/en/download/Pillar_3_Report_2011.pdf 
 
Capital Structure 
 
As at 31 December 2011 and 30 June 2011, assets maintained in Thailand for capital funds purpose 
were Bank of Thailand’s Bonds and Thai Government Bonds which funded from borrowings from other 
Deutsche Bank branches outside Thailand. The assets maintained and the source of funds were qualified 
as the bank capital funds as they were fully met with the conditions as specified according to Section 32 
of the Financial Institutions Businesses Act B.E. 2551.  
 
The table below presents Deutsche Bank AG, Bangkok Branch’s capital structure as at 31 December 
2011 and 30 June 2011. 
 

 
 
 
Capital Adequacy 
 
The following key principles are our approach to monitor capital adequacy of Deutsche Bank AG, 
Bangkok Branch. 

— Organizes a monthly local Asset and Liability Committee (ALCO) meeting to monitor all relevant 
risk dimensions and setting internal targets to maintain capital adequacy and a sufficient capital 
buffer as required by Bank of Thailand as well as calibrate the needs of the business divisions to 
the availability of capital.   

http://www.db.com/ir/en/download/�


  

— Accommodates the implementation of an Internal Capital Adequacy Assessment Process 
(ICAAP) required by Bank of Thailand which comes to effective in 2011. Deutsche Bank AG, 
Bangkok Branch has incorporated a large borrower concentration risk, sector concentration risk 
and interest rate in banking book for BIS ratio calculation. 

— Develops a business plan to manage the businesses’ projection growth and the adequacy of 
capital. 
 

Besides of the above, Deutsche Bank AG, Bangkok Branch also conducts daily monitoring of deduction 
items from the capital funds according to Bank of Thailand’s notifications i.e. assess fair values at end of 
day of prior working day of all derivatives transactions and securities, monitor failed trades and net inter-
office balance as well as assess estimated capital adequacy of the bank before undertaking additional 
derivatives transactions. 
 
The following tables represent minimum capital requirement for credit risk, market risk and operational 
risk as well as capital ratio of Deutsche Bank AG, Bangkok Branch as at 31 December 2011 and 30 June 
2011. 
 

 
 
 

      Unit : TTHB 

Minimum capital requirement for market risk Dec-11 Jun-11 

  Calculate by Standardised approach             2,431,017.75          2,495,239.76  

  Total minimum capital requirement for market risk           2,431,017.75          2,495,239.76  

 
 

 
 
 



  

 

      Unit : % 

Total risk-weighted capital ratio   Dec-11 Jun-11 

  Total capital to risk-weighted assets   21.32  20.06 

 
 
 
Risk Exposure and Assessment  
 
Risk and Capital Management 
 
We actively take risks in connection with its business and as such the following principles underpin risk 
management within the Bank: 
— Risk is taken within a defined risk appetite. 
— Every risk taken needs to be approved within the risk management framework. 
— Risk taken needs to be adequately compensated. 
— Risk should be continuously monitored and 
— A strong risk management culture helps reinforcing Deutsche Bank’s resilience. 
We expect its employees to behave in a manner that maintains a strong risk culture by taking a holistic 
approach to managing risk and return and by effectively managing the bank’s risk, capital and 
reputational profile.  The consideration of risk is consequently inherent in the Bank’s compensation 
philosophy and is monitored on an ongoing basis 
 
 
Risk and Capital Management Principles 
 
The wide variety of the Group’s businesses requires to identify, measure, aggregate and manage its risks 
effective, and to allocate its capital among its businesses appropriately. The Group operates as an 
integrated group through its divisions, business units and infrastructure functions. Risk and capital are 
managed via a framework of principles, organizational structures and measurement and monitoring 
processes that are closely aligned with the activities of the divisions and business units: 
— The Management Board provides overall risk & capital management supervision for the consolidated 
    group. 
— The Group operates a three-line of defense risk management model whereby business management, 
     Risk management oversight and assurance roles are played by functions independent of one another. 
— Risk strategy and risk appetite are defined based on the Group’s strategic plans in order to align risk, 
    capital, and performance targets. 
— Reviews will be conducted across the Group to verify that sound risk management practices and a 

holistic awareness of risk exists across the organization and to help each business manage the 
balance between their risk appetite and reward. 

— All major risk classes are managed via risk management processes, including: credit risk, market risk, 
    operational risk, liquidity risk, business risk, reputational risk and risk concentrations. 
— Where applicable modeling and measurement approaches for quantifying risk and capital demand are 
    implemented across the major risk classes. 
— Effective systems, processes and policies are a critical component of the Group’s risk management 
    capability 
 
Risk and Capital Management Organization 
 
The Management Board is responsible for independently managing the company with the objective of 
creating sustainable value in the interest of its shareholders, employees and other stakeholders. The 
Board has exclusive responsibility for the day-to-day management of Deutsche Bank Group. It is 
responsible for defining and implementing comprehensive and aligned business and risk strategies for the 



  

Group, as well as establishing well-defined risk management functions and guidelines. The Management 
Board has delegated certain functions and responsibilities to relevant governance committees, in 
particular the Risk Executive Committee (Risk ExCo) and Capital and Risk Committee (CaR) chaired by 
the Group’s Chief Risk Officer. The Group’s Chief Risk Officer (CRO), who is a member of the 
Management Board, and is responsible for the identification, assessment, management and reporting of 
risks arising within operations across all businesses and risk types. The below functional committees are 
central to the Risk function. 
— The Capital and Risk Committee oversees and controls integrated planning and monitoring of the 
    Group’s risk profile and capital capacity, ensuring an alignment of risk appetite, capitalization requirements 
    And funding needs with the Group, divisional and sub-divisional business strategies. 
— The Risk Executive Committee identifies controls and manages all risks including risk concentrations 
    at the Group. To fulfill this mandate, the Risk Executive Committee is supported by sub-committees 
    that are responsible for dedicated areas of risk management, including several policy committees and 
    the Group Reputational Risk Committee. 
— The Cross Risk Review Committee supports the Risk Executive Committee and the Capital and Risk 
    Committee with particular emphasis on the management of Group wide risk patterns. The Cross Risk 
    Review Committee, under a delegation of authority from the Capital and Risk Committee has 
    responsibility for the day-to-day oversight and control of Deutsche Bank Group’s Internal Capital 
    Adequacy Assessment Process (“ICAAP”) ensuring compliance with respective regulatory requirements  
    and policy setting for local ICAAPs.   
 
Multiple members of the Capital and Risk Committee are also members of the Group Investment Committee, 
ensuring a close link between both committees as proposals for strategic investments are  
analyzed by the Group Investment Committee. Depending on the size of the strategic investment it may  
require approval from the Group Investment Committee, the Management Board or even the Supervisory 
Board. The development of the strategic investments is monitored by the Group Investment Committee on  
a regular basis. 
 
Risk and Capital Strategy 
 
The legal, risk & capital function annually develops its risk and capital strategy in an integrated process 
together with the group divisions and Finance, ensuring Group-wide alignment of risk and performance 
targets. The strategy is ultimately presented to, and approved by, the Management Board. Subsequently, 
this plan is also presented to, and discussed with, the Risk Committee of the Supervisory Board. 
 
Targets and projections are set for various parameters and different levels of the Group. Performance 
against these targets is monitored regularly and a report on selected important and high-level targets is 
brought to the direct attention of the Chief Risk Officer and/or the Management Board. In case of a 
significant deviation from the targets, it is the responsibility of the divisional legal, risk & capital units to 
bring this to the attention of their superiors and ultimately the Chief Risk Officer if no mitigation or 
mitigation strategy can be achieved on a subordinated level. 
 
Amendments to the risk and capital strategy must be approved by the Chief Risk Officer or the full 
Management Board, depending on significance. 
 
Structure and Responsibilities of Agencies of Risk Management 
 
Risk management responsibilities conducted by our local management committees which are as below: 
 

1)  Executive Committee (EXCO) 
 

The EXCO is chaired by Chief Country Officer. 
 
The EXCO provides a forum for managing the issues in Thailand on: 

— The businesses potential and development including return of capital and capital allocation 
— Development and review of financial budgets 



  

— Co-ordination of coverage of major clients 
— Regulatory and reputation issues 

 
2) Asset and Liability Committee (ALCO) 

 
The ALCO is chaired by the Treasurer responsible for Deutsche Bank AG, Bangkok Branch or delegate. 
 
The local Asset and Liability Committee (ALCO) provides a forum for managing the capital, liquidity and 
funding position of Deutsche Bank AG, Bangkok Branch for ensuring regular monitoring of risk positions, 
capital requirements and regulatory compliance. The ALCO reviews other risk dimensions such as Credit 
and Market risk as required to comply with the local Internal Capital Adequacy Assessment Process 
(ICAAP). 
 
Typical Activities are as below: 

— Promotion of decisions and policies made on a Deutsche Bank Group level as applicable to the 
Bank 

— Review of regulatory changes, decision making on and monitoring of implementation of adequate 
processes 

— Discuss market developments and stress test results from adverse market movements on the 
branch’s liquidity position  

— Ensure compliance with internal and local external requirements (limits/ ratios/ targets) and/or 
regulatory requirements 

— Calibrate the needs of the business divisions to the availability of capital, liquidity and balance 
sheet and assist them in adjusting their portfolios to the limited availability of these financial 
resources  

— Setting and reviewing (where relevant) specific targets for risk weighted assets (RWA) by 
business line(if required), balance sheet size, unsecured funding and maximum cash outflow 
(MCO) 

— Monitoring all relevant risk dimensions and setting internal targets to maintain capital adequacy 
and a sufficient capital buffer as required under the local ICAAP 

— Assist in setting and reviewing (where relevant)  limits/ targets by instrument for volumes, tenor 
and term structure, as well as market concentration, limits/ guidelines and targets for investor 
diversification 

 
          3)  Operations Committee (OPCO) 
 
The OPCO is chaired by Chief Operating Officer.  
 
The committee provides a forum for managing all operation issues, including 

— Disseminate information which is relevant to Committee members in order for them to achieve 
both their and Bank’s objectives 

— Support the implementation of the Operational Risk Management framework across all 
businesses and ensure that appropriate levels of resources from the members’ respective 
business areas are allocated to participate in the implementation 

— Monitor the operational risk profiles of each Division and prioritise actions to be taken to mitigate 
these risks as appropriate 

— Review all Internal Audit Reports and monitor audit points and ensure that appropriate actions are 
taken to resolve any outstanding audit points in a timely manner 

— Review Operational Risk Management status report, loss reports, etc. 
— As appropriate, discuss and resolve cross business issues with a view to manage risk and 

improve service to the businesses. 
— Monitor cost development of various operations areas 
— Monitor reputational and regulatory and compliance issues. 
— Update new product and new operational process development & implementation. 
— Manage staffs and trainings issues. 
 



  

          4) Risk Exposure Committee (the “REC” or the “Committee”) 
  
The REC is chaired by Chief Country Officer 
 
The committee provides a forum for managing credit risk issues, including 
Remit 
The remit of the REC, working cooperatively with the global Credit Risk Management (“CRM”) functions in 
Deutsche Bank AG (together with its affiliates the “Deutsche Bank Group”) and in other entities of the 
Deutsche Bank Group, is to: 
 Locally review and approve any new credit, underwriting or other transactions which create or 

materially alter a credit risk position affecting the Branch; 
 Regularly review existing credit risk positions affecting the Branch; 
 Discuss and/or address any other credit risk issues that materially impact the Branch or the Thai 

franchise of Deutsche Bank Group; 
 Serve, through the Chairperson, as local point of contact in Thailand for any credit risk related 

issues raised by regulators or auditors. 
 
Credit Applications 
The following categories of transactions shall require the prior approval of the REC (the application for 
any of the below being considered a “Credit Application”): 
 Creation of any new credit risk position; 
 Material alteration to any existing credit risk position including, but not limited to, extension of 

tenors, modification of material covenants, or increases, or reductions, in amounts; 
 Ongoing review of existing credit facilities including, but not limited to, workout strategies and 

their execution, or provisioning and any changes thereto;  
 Underwriting of debt, equity or any other capital market transaction. 
 
Any Credit Application shall be presented to the REC via the REC Secretariat, generally no less than two 
days prior to the actual meeting, using the standardized template for such proposals.  The business line 
sponsoring the Credit Application is to present the Credit Application at the REC meeting and answer any 
questions that arise from the REC.  Decisions of the REC are to be minuted by the REC Secretary and 
appropriately filed with the Credit Application and any relevant supporting documents required in 
Deutsche Bank Bangkok Branch. 
 
The REC shall only consider such credit applications which have already received the prior approval of 
Deutsche Bank Group CRM.  The REC may decline any credit applications, inter alia, due to legal, 
regulatory or other risk concerns, or potential negative impact to the franchise or the reputation of 
Deutsche Bank Bangkok Branch.  The decision of the REC is final and conclusive; even if CRM had 
previously approved a credit application, should the REC decline such an application, then the application 
shall be treated as declined overall. 

 
          5)  Audit Committee  
 
Group Audit provides a systematic, disciplined approach to examine, evaluate and report objectively on 
the adequacy of both the design and effectiveness of the systems of internal control and the effectiveness 
of risk management and governance processes within the organization.  In doing so, Group Audit has full 
and unrestricted access to all areas and documentation of the Deutsche Bank Group.  
 
The Global Head of Group Audit reports jointly and severally to the Management Board and directly to the 
Chairman of the Management Board. 
 
To achieve its mission, Group Audit employs a risk based methodology to assess business functions and 
define the necessary annual audit coverage. This process entails assessing both the inherent risks and 
the control environment within the business and the support functions. This assessment is undertaken by 
obtaining a thorough understanding of the business initiatives taking place, leveraged knowledge of 



  

control processes executed by the business, control deficiencies identified by internal or external 
examiners, and other related information. The activities of Group Audit cover existing processes and 
functions within the Deutsche Bank Group, as well as new products or system implementations that have 
a material impact on the Group's processing environment. 
 
The results of the audit work performed are reported in accordance with Group Audit’s Policies through 
formal audit reports, memorandums, and quarterly control reports to management. The Management 
Board is advised regularly of the results of Group Audit’s work through annual and semi-annual reports, 
which are also submitted to the Audit Committee of the Supervisory Board.  All findings and 
recommendations that warrant management actions are included in audit reports and outline steps that 
have been/will be taken to resolve reported issues by a specified target date.  Reports are distributed to 
global and regional senior management, Management Board members of Deutsche Bank Group, and 
local management responsible for the activities.  Progress on audit report issues are tracked and reported 
monthly. 
 
Categories of Risk 
 
The most important risks we assume are specific banking risks and reputational risks, as well as risks 
arising from the general business environment. 
 
 
Specific Banking Risks 
 
Our risk management processes distinguish among four kinds of specific banking risks: credit risk, market 
risk, operational risk and liquidity risk. A detailed discussion of these risks: 
 
— Credit risk arises from all transactions that give rise to actual, contingent or potential claims against 
any counterparty, borrower or obligor (which we refer to collectively as “counterparties”). We distinguish 
between three kinds of credit risk: 
    — Default risk is the risk that counterparties fail to meet contractual payment obligations. 
    — Country risk is the risk that we may suffer a loss, in any given country, due to any of the following 
reasons: a possible deterioration of economic conditions, political and social upheaval, nationalization 
and expropriation of assets, government repudiation of indebtedness, exchange controls and disruptive 
currency depreciation or devaluation. Country risk includes transfer risk which arises when debtors are 
unable to meet their obligations owing to an inability to transfer assets to nonresidents due to direct 
sovereign intervention. 
    — Settlement risk is the risk that the settlement or clearance of transactions will fail. It arises whenever 
the exchange of cash, securities and/or other assets is not simultaneous. 
— 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. 
— Operational risk is the potential for incurring losses in relation to employees, contractual specifications 
and documentation, technology, infrastructure failure and disasters, external influences and customer 
relationships. This definition includes legal and regulatory risk, but excludes business and reputational 
risk. 
— Liquidity risk is the risk arising from our potential inability to meet all payment obligations when they 
come due or only being able to meet these obligations at excessive costs. 
 
Reputational Risk 
 
Within our risk management processes, we define reputational risk as the risk that publicity concerning a 
transaction, counterparty or business practice involving a client will negatively impact the public’s trust in 
our organization. 
 
Several policies and guidelines form the framework of our reputational risk management. The primary 
responsibility for the identification, escalation and resolution of reputational risk issues resides with the 



  

business divisions. The risk management units assist and advise the business divisions in ascertaining 
that reputational risk issues are appropriately identified, escalated and addressed. 
 
The most senior dedicated body for reputational risk issues is our Group Reputational Risk Committee 
(GRRC). It is a permanent sub-committee of the Risk Executive Committee and is chaired by the Chief 
Risk Officer. The GRRC reviews and makes final determinations on all reputational risk issues, where 
escalation of such issues is deemed necessary by senior business and regional management, or required 
under other Group policies and procedures. 
 
Business Risk 
 
Business risk describes the risk we assume due to potential changes in general business conditions, 
such as our market environment, client behavior and technological progress. This can affect our results if 
we fail to adjust quickly to these changing conditions. 
 
Risk Management Tools 
 
We use a comprehensive range of quantitative tools and metrics for monitoring and managing risks. As a 
matter of policy, we continually assess the appropriateness and the reliability of our quantitative tools and 
metrics in light of our changing risk environment. Some of these tools are common to a number of risk 
categories, while others are tailored to the particular features of specific risk categories. The following are 
the most important quantitative tools and metrics we currently use to measure, manage and report our 
risk: 
 
— Economic capital. Economic capital measures the amount of capital we need to absorb very severe 
unexpected losses arising from our exposures. “Very severe” in this context means that economic capital 
is set at a level to cover with a probability of 99.98 % the aggregated unexpected losses within one year. 
We calculate economic capital for the default risk, transfer risk and settlement risk elements of credit risk, 
for market risk including traded default risk, for operational risk and for general business risk. We 
continuously review and enhance our economic capital model as appropriate. Notably during the course 
of 2009 the economic capital stress tests for market risk were recalibrated to reflect the extreme market 
moves observed in the later part of 2008. This included extension of the assumed holding periods on 
credit positions, and significant increases to the shocks applied to equity indices and credit spreads, 
especially for securitized products. In addition to the recalibration, there were improvements to the 
economic capital model. These included the addition of stress tests for leveraged exchange traded funds 
and for gap risk in non-recourse finance in emerging markets. Within our economic capital framework we 
capture the effects of rating migration as well as profits and losses due to fair value accounting. We use 
economic capital to show an aggregated view of our risk position from individual business lines up to our  
consolidated Group level. We also use economic capital (as well as goodwill and unamortized other 
intangible assets) in order to allocate our book capital among our businesses. This enables us to assess 
each business unit’s risk adjusted profitability, which is a key metric in managing our financial resources. 
In addition, we consider economic capital, in particular for credit risk, when we measure the risk-adjusted 
profitability of our client relationships. 
 
— Expected loss. We use expected loss as a measure of our credit and operational risk. Expected loss is 
a measurement of the loss we can expect within a one-year period from these risks as of the respective 
reporting date, based on our historical loss experience. When calculating expected loss for credit risk,  
we take into account credit risk ratings, collateral, maturities and statistical averaging procedures to reflect 
the risk characteristics of our different types of exposures and facilities. All parameter assumptions are 
based on statistical averages of up to seven years based on our internal default and loss history as well 
as external benchmarks. We use expected loss as a tool of our risk management process and as part of 
our management reporting systems. We also consider the applicable results of the expected loss 
calculations as a component of our collectively assessed allowance for credit losses included in our 
financial statements. For operational risk we determine the expected loss from statistical averages of our 
internal loss history, recent risk trends as well as forward looking expert estimates. 
 



  

— Value-at-Risk. We use the value-at-risk approach to derive quantitative measures for our trading book 
market risks under normal market conditions. Our value-at-risk figures play a role in both internal and 
external (regulatory) reporting. For a given portfolio, value-at-risk measures the potential future loss (in 
terms of market value) that, under normal market conditions, will not be exceeded with a defined 
confidence level in a defined period. The value-at-risk for a total portfolio represents a measure of our 
diversified market risk (aggregated, using pre-determined correlations) in that portfolio. 
 
— Stress testing. We supplement our analysis of credit, market, operational and liquidity risk with stress 
testing. For credit risk management purposes, we perform stress tests to assess the impact of changes in 
general economic conditions or specific parameters on our credit exposures or parts thereof as well as 
the impact on the creditworthiness of our portfolio. For market risk management purposes, we perform 
stress tests because value-at-risk calculations are based on relatively recent historical data, only purport 
to estimate risk up to a defined confidence level and assume good asset liquidity. Therefore, they only 
reflect possible losses under relatively normal market conditions. Stress tests help us determine the 
effects of potentially extreme market developments on the value of our market risk sensitive exposures, 
both on our highly liquid and less liquid trading positions as well as our investments. The correlations 
between market risk factors used in our current stress tests are estimated from volatile market conditions 
in the past using an algorithm, and the estimated correlations proved to be essentially consistent with 
those observed during recent periods of market stress. We use stress testing to determine the amount of 
economic capital we need to allocate to cover our market risk exposure under the scenarios of extreme 
market conditions we select for our simulations. For operational risk management purposes, we perform 
stress tests on our economic capital model to assess its sensitivity to changes in key model components, 
which include external losses. For liquidity risk management purposes, we perform stress tests and 
scenario analysis to evaluate the impact of sudden stress events on our liquidity position. In 2009, we 
have stepped up our efforts to further align our stress testing framework across the different risk types. 
 
Credit Risk Strategy and Process  

Credit Risk Management Principle and Strategy  
 
— The key principle of credit risk management is client due diligence, which is aligned with us and 
industry portfolio strategies. Prudent client selection is achieved in collaboration with our business line 
counterparts as a first line of defense. In all group divisions consistent standards are applied in the 
respective credit decision processes. 
— We actively aim to prevent undue concentration and long tail-risks (large unexpected losses) by 
ensuring a diversified and marketable credit portfolio, effectively protecting the bank’s capital in all market 
conditions. Client, industry, country and product-specific concentrations are actively assessed and 
managed against our risk appetite. 
— We aim to avoid large directional credit risk on a counterparty and portfolio level by applying 
stringent underwriting standards combined with a pro-active hedging and distribution model and 
collateralization of our hold portfolio where feasible. 
— We are selective in taking outright cash risk positions unless secured, guaranteed and/or adequately 
hedged. Exceptions to this general principle are lower risk, short-term transactions and facilities 
supporting specific trade finance requests as well as low risk businesses where the margin allows for 
adequate loss coverage. 
— We aim to secure its derivative portfolio through collateral agreements and may additionally hedge 
concentration risks to further mitigate credit risks from underlying market movements. 
— Every extension of credit or material change to a credit facility (such as its tenor, collateral structure or 
major covenants) to any counterparty requires credit approval at the appropriate authority level. We 
assign credit approval authorities to individuals according to their qualifications, experience and training, 
and reviews these periodically. 
— We measure and consolidate all its credit exposures to each obligor on a global basis that applies 
across the consolidated Group, in line with regulatory requirements. 
 
 
 



  

Credit Risk Ratings 
 
Basic and key element of the credit approval process is a detailed risk assessment of every credit 
exposure associated with a counterparty. Our risk assessment procedures consider both the 
creditworthiness of the counterparty and the risks related to the specific type of credit facility or exposure. 
This risk assessment not only affects the structuring of the transaction and the outcome of the credit 
decision, but also influences the level of decision-making authority required to extend or materially 
change the credit and the monitoring procedures we apply to the ongoing exposure. 
 
We have our own in-house assessment methodologies, scorecards and rating scale for evaluating the 
creditworthiness of our counterparties. Our granular 26-grade rating scale, which is calibrated on a 
probability of default measure based upon a statistical analysis of historical defaults in our portfolio, 
enables us to compare our internal ratings with common market practice and ensures comparability 
between different sub-portfolios of our institution. Several default ratings therein enable us to incorporate 
the potential recovery rate of defaulted exposures. We generally rate our credit exposures individually, 
though certain portfolios of securitized receivables are rated on a pool level. When we assign our internal 
risk ratings, we compare them with external risk ratings assigned to our counterparties by the major 
international rating agencies, where possible. 
 
Credit Limits 
 
Credit limits set forth maximum credit exposures we are willing to assume over specified periods. In 
determining the credit limit for a counterparty we considers the counterparty’s credit quality by reference 
to its internal credit rating. Credit limits are established by the Credit Risk Management function via the 
execution of assigned credit authorities. Credit authority is generally assigned to individuals as personal 
credit authority according to the individual’s professional qualification and experience. All assigned credit 
authorities are reviewed on a periodic basis to ensure that they are adequate to the individual 
performance of the authority holder. The results of the review are presented to the Group Credit Policy 
Committee and reported to the Risk Executive Committee. 
 
Where an individual’s personal authority is insufficient to establish required credit limits, the transaction is 
referred to a higher credit authority holder or where necessary to an appropriate credit committee such as 
the CRM Underwriting Committee. Where personal and committee authorities are insufficient to establish 
appropriate limits the case is referred to the Management Board for approval. 
 
Segregation of Credit Exposures 
 
Counterparty credit exposure arises from our traditional nontrading lending activities which include 
elements such as loans and contingent liabilities. Counterparty credit exposure also arises via our direct 
trading activity with clients in certain instruments which include OTC derivatives, FX forwards and 
Forward Rate Agreements. 
 
A default risk also arises from our positions in traded credit products such as bonds. This risk is managed 
using both credit & market risk parameters. 
 
Monitoring Default Risk 
 
Ongoing active monitoring and management of credit risk positions is an integral part of our credit risk 
management. Monitoring tasks are primarily performed by the divisional risk units in close cooperation 
with our portfolio management function. We monitor all of our credit exposures on a continuing basis 
using the risk management tools described above. 
 
Credit counterparties are allocated to credit officers within specified divisional risk units which are aligned 
to respective business units such as Global Banking, Global Markets or Global Transaction Banking. The 
individual credit officers within these divisional risk units have the most relevant expertise and experience 
to manage the credit risks associated with these counterparties and their associated credit related 



  

transactions. It is the responsibility of each credit officer to undertake ongoing credit monitoring for their 
allocated portfolio of counterparties. Monitoring of credit risk arising from our trading activities with credit 
counterparties is undertaken in accordance with industry best practice by reference to various dedicated 
measures that quantify the expected current and future exposure levels, including the exposure levels 
under adverse market developments. The credit process for trading instruments requires limits to be 
established against trading instrument exposures which are monitored by respective credit officers as part 
of their ongoing counterparty monitoring activities. 
 
We also have procedures in place intended to identify at an early stage credit exposures for which there 
may be an increased risk of loss. In instances where we have identified counterparties where problems 
might arise, the respective exposure is generally placed on a watch list. We aim to identify counterparties 
that, on the basis of the application of our risk management tools, demonstrate the likelihood of problems 
well in advance in order to effectively manage the credit exposure and maximize the recovery. The 
objective of this early warning system is to address potential problems while adequate alternatives for 
action are still available. This early risk detection is a tenet of our credit culture and is intended to ensure 
that greater attention is paid to such exposures. 
 
Monitoring Traded Default Risk 
 
Traded credit products such as bonds in our developed markets’ trading book are managed by a 
dedicated risk management unit combining our credit and market risk expertise. We use appropriate 
portfolio limits and ratings-driven thresholds on single-issuer basis, combined with our market risk 
management tools to risk manage such positions. Emerging markets traded credit products are risk 
managed using expertise which resides within our respective emerging markets credit risk unit and 
market risk management. 
 
Economic Capital for Credit Risk 
 
We calculate economic capital for the default risk, transfer risk and settlement risk as elements of credit 
risk. In line with our economic capital framework, economic capital for credit risk is set at a level to absorb 
with a probability of 99.98 % very severe aggregate unexpected losses within one year. 
 
Our economic capital for credit risk is derived from the loss distribution of a portfolio via Monte Carlo 
simulation of correlated rating migrations. The loss distribution is modeled in two steps. First, individual 
credit exposures are specified based on parameters for the probability of default, exposure at default and 
loss given default. In a second step, the probability of joint defaults is modeled through the introduction of 
economic factors, which correspond to geographic regions and industries. The simulation of portfolio 
losses is then performed by an internally developed model, which takes rating migration and maturity 
effects into account. We allocate expected losses and economic capital derived from this loss distribution 
down to transaction level to enable management on transaction, customer and business level. 
 
 
Loan Exposure Management Group 
 
As part of our overall framework of risk management, the Loan Exposure Management Group (“LEMG”) 
focuses on managing the credit risk of loans and lending-related commitments of the international 
investment-grade portfolio and the medium-sized German companies’ portfolio within our Corporate and 
Investment Bank Group Division. 
 
Acting as a central pricing reference, LEMG provides the respective Corporate and Investment Bank 
Group Division businesses with an observed or derived capital market rate for loan applications; however, 
the decision of whether or not the business can enter into the loan remains with Credit Risk Management. 
 
LEMG is concentrating on two primary initiatives within the credit risk framework to further enhance risk 
management discipline, improve returns and use capital more efficiently: 
— To reduce single-name and industry credit risk concentrations within the credit portfolio and 



  

— To manage credit exposures actively by utilizing techniques including loan sales, securitization via 
collateralized loan obligations, default insurance coverage and single-name and portfolio credit default 
swaps. 
 

Credit Exposure 
 
We define our credit exposure by taking into account all transactions where losses might occur due to the 
fact that counterparties may not fulfill their contractual payment obligations. 
— “Loans” are net loans as reported on our balance sheet at amortized cost but before deduction of our 
allowance for loan losses. 
— “Irrevocable lending commitments” consist of the undrawn portion of irrevocable lending-related 
commitments. 
— “Contingent liabilities” consist of financial and performance guarantees, standby letters of credit and 
indemnity agreements. 
— “OTC derivatives” are the credit exposures from over-the-counter derivative transactions that we have 
entered into, after netting and cash collateral received. 
— “Tradable assets” consist of bonds, traded loans and other fixed-income products that are recorded 
either in trading assets or securities available for sale for accounting purposes. From a regulatory 
perspective this category principally covers trading book positions. 
— “Repo and repo-style transactions” consist of repurchase transactions, as well as securities or 
commodities lending and borrowing transactions after application of netting and collateral received. 
 
Concentrations of Credit Risk 
 
Significant concentrations of credit risk exist if we have material exposures to a number of counterparties 
with similar economic characteristics, or who are engaged in comparable activities, where these 
similarities may cause their ability to meet contractual obligations to be affected in the same manner by 
changes in economic or industry conditions. A concentration of credit risk may also exist at an individual 
counterparty level. 
 
In order to monitor and manage credit risks, we use a comprehensive range of quantitative tools and 
metrics. Credit limits relating to counterparties, countries, products and other factors set the maximum 
credit exposures that we intend to incur. 
 
Credit Valuation Adjustment 
 
We establish a counterparty credit valuation adjustment for OTC derivative transactions to cover 
expected credit losses. The adjustment amount is determined at each reporting date by assessing the 
potential credit exposure to all counterparties, taking into account any collateral held, the effect of netting 
under a master agreement, expected loss given default and the credit risk for each counterparty based on 
historic default levels. 
The credit valuation adjustments are significant for certain monoline counterparties. These credit 
valuation adjustments are assessed using a model-based approach with numerous input factors for each 
counterparty, including the likelihood of an event (either a restructuring or insolvency), an assessment of 
any potential settlement in the event of a restructuring, and recovery rates in the event of either 
restructuring or insolvency. 
 
Treatment of Default Situations under Derivatives 
 
Unlike in the case of the standard loan assets, we generally have more options to manage the credit risk 
in our OTC derivatives when movement in the current replacement costs of the transactions and the 
behavior of our counterparty indicate that there is the risk that upcoming payment obligations under the 
transactions might not be honored. In these situations, we are frequently able under prevailing contracts 
to obtain additional collateral or terminate the transactions or the related master agreement. 
 



  

The master agreements executed with our clients usually provide for a broad set of standard or bespoke 
termination rights which allow us to respond swiftly to a counterparty’s default or to other circumstances 
which indicate a high probability of failure. When our decision to terminate derivative transactions or the 
related master agreement results in a residual net obligation owed by the counterparty, we restructure the 
obligation into a non-derivative claim and manage it through our regular work-out process. As a 
consequence, for accounting purposes we typically do not show any nonperforming derivatives. 
 
 
Distribution Risk 
 
We frequently underwrite large commitments with the intention to sell down or distribute most of the risk 
to third parties. These commitments include the undertaking to fund bank loans and to provide bridge 
loans for the issuance of public bonds. 
 
For risk management purposes we treat the full amount of all such commitments as credit exposure 
requiring formal credit approval. This approval also includes our intended final hold. Amounts which we 
intend to sell are classified as trading assets and are subject to fair value accounting. The price volatility 
is monitored in our market risk process. To protect us against a value deterioration of such amounts, we 
may enter into generic market risk hedges (most commonly using related indices), which are also 
captured in our market risk process. 
 
 
Country Risk 
 
We manage country risk through a number of risk measures and limits, the most important being: 
 
— Total counterparty exposure. All credit extended and OTC derivatives exposure to counterparties 
domiciled in a given country that we view as being at risk due to economic or political events (“country risk 
event”). It includes nonguaranteed subsidiaries of foreign entities and offshore subsidiaries of local 
clients. 
 
— Transfer risk exposure. Credit risk arising where an otherwise solvent and willing debtor is unable to 
meet its obligations due to the imposition of governmental or regulatory controls restricting its ability either 
to obtain foreign exchange or to transfer assets to nonresidents (a “transfer risk event”). It includes all of 
our credit extended and OTC derivatives exposure from one of our offices in one country to a 
counterparty in a different country. 
 
— Highly-stressed event risk scenarios. We use stress testing to measure potential risks on our trading 
positions and view these as market risk. 
 
 
Country Risk Ratings 
 
Our country risk ratings represent a key tool in our management of country risk. They are established by 
an independent country risk research function within our Credit Risk Management function and include: 
 
— Sovereign rating. A measure of the probability of the sovereign defaulting on its foreign or local 
currency obligations. 
 
— Transfer risk rating. A measure of the probability of a “transfer risk event.” 
 
— Event risk rating. A measure of the probability of major disruptions in the market risk factors relating to 
a country. 
 
All sovereign and transfer risk ratings are reviewed, at least annually, by the Group Credit Policy 
Committee, a sub-committee of our Risk Executive Committee. Our country risk research group also 



  

reviews, at least quarterly, our ratings for the major Emerging Markets countries. Ratings for countries 
that we view as particularly volatile, as well as all event risk ratings, are subject to continuous review. 
 
We also regularly compare our internal risk ratings with the ratings of the major international rating 
agencies. 
 
Country Risk Limits 
 
We manage our exposure to country risk through a framework of limits. The bank specifically limits and 
monitors its exposure to Emerging Markets. For this purpose, Emerging Markets are defined as Latin 
America (including the Caribbean), Asia (excluding Japan), Eastern Europe, the Middle East and Africa. 
Limits are reviewed at least annually, in conjunction with the review of country risk ratings. Country Risk 
limits are set by either our Management Board or by our Group Credit Policy Committee, pursuant to 
delegated authority. 
 
Monitoring Country Risk 
 
We charge our group divisions with the responsibility of managing their country risk within the approved 
limits. The regional units within Credit Risk Management monitor our country risk based on information 
provided by our finance function. Our Group Credit Policy Committee also reviews data on transfer risk. 
 
 
 
Problem Loans 
 
Our problem loans consist mainly of our impaired loans. Our Credit Risk Management regularly assesses 
whether there is objective evidence that a loan or group of loans is impaired. A loan or group of loans is 
impaired and impairment losses are incurred if 
 
— There is objective evidence of impairment as a result of a loss event that occurred after the initial 
recognition of the asset and up to the balance sheet date (a “loss event”), 
— The loss event had an impact on the estimated future cash flows of the financial asset or the group of 
financial assets, and 
— A reliable estimate of the loss amount can be made. 
The impairment loss is generally calculated on the basis of discounted expected cash flows using the 
original effective interest rate of the loan. For troubled debt restructurings (as defined below) the original 
effective interest rate before modification of terms is used. 
 
The second component of our problem loans are non-impaired problem loans, where no impairment loss 
is recorded but where either known information about possible credit problems of borrowers causes 
management to have serious doubts as to the ability of such borrowers to comply with the present loan 
repayment terms or that are 90 days or more past due but for which the accrual of interest has not been 
discontinued. 
 
Allowance for doubtful accounts 
 
The Bank provides allowance for doubtful accounts equal to the estimated collection losses that may be 
incurred in the collection of loans and receivables.  The estimated losses are based on historical 
collection experience and a review of the current status of the loans and receivables. 
 
The Bank of Thailand has guidelines for establishing a minimum level of allowance for doubtful accounts, 
which is primarily determined by applying specified percentages to the different classifications of financing 
in conjunction with the consideration of collateral valuation. Financing classifications are based principally 
on the period that a financing is past due. The Bank has set up the allowance for doubtful accounts 
according to the Bank of Thailand regulations. 
 



  

With reference to the Bank of Thailand’s directive, the Bank has classified its loan portfolios into six 
categories, primarily based on the non-accrual period. For loans classified as pass and special-mention, 
the calculation of allowances for doubtful accounts is based on the regulatory minimum percentage 
requirement, taking into consideration the collateral value, where the collateral type and date of the latest 
appraisal are qualifying factors. For loans classified as sub-standard, doubtful and doubtful of loss, the 
allowance on these accounts is set at 100 percent of the difference between the outstanding book value 
of the debt and the present value of future cash flows expected to be received or the expected proceeds 
from the disposal of collateral in accordance with Bank of Thailand’s criteria. 
 
The allowance for doubtful accounts is charged as an expense in each accounting year.  Bad debts 
written off or recovered are recorded as charges or credits, respectively, to the allowance for doubtful 
accounts. 
 
Troubled debt restructuring 
 
Losses on troubled debt restructuring resulting from the reduction of principal and accrued interest and 
other restructuring concessions including modification of terms, asset transfer, debts to equity swap, etc. 
are recognized as expenses in the statement of income. 
 
In case the troubled debt restructuring modifies the terms of payment, the Bank complies with the Bank of 
Thailand’s criteria requiring the Bank to choose between the collateral method by which a loss amount is 
to be estimated and/or the net present value method which represents expected cash flow in the future 
and applying the interest rate on the restructuring date for discounting purposes. Losses from such debt 
restructuring are recognized in the statement of income. 
 
Subsequent to the troubled debt restructuring, the Bank recalculates fair value of restructuring debt based 
on aforementioned discount rates as of the last date of the financial statements and makes an adjustment 
of the valuation on the debt restructuring, if the fair value has changed. The recalculation made to the 
financial statements is in accordance with the aforementioned Bank of Thailand’s criteria. The adjustment 
in the valuation of restructuring debt shall not cause the book value of restructuring debt to exceed the 
investment value of restructuring debt. 
 
Restructured loans are classified as performing when the restructured loan agreements have been 
completed and when there is appropriate evidence that the restructured terms can be met. 
 
Impairment 
 
The carrying amounts of the Bank’s assets are reviewed at each reporting date to determine whether 
there is any indication of impairment. If any such indication exists, the assets’ recoverable amounts are 
estimated. 
 
An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds 
its recoverable amount. The impairment loss is recognized in the statement of income unless it reverses a 
previous revaluation credited to head office’s equity, in which case it is charged to head office’s equity. 
 
When a decline in the fair value of an available-for-sale financial asset has been recognized directly in 
head office’s equity and there is objective evidence that the value of the asset is impaired, the cumulative 
loss that had been recognized directly in head office’s equity is recognized in the statement of income 
even though the financial asset has not been derecognized.  The amount of the cumulative loss that is 
recognized in the statement of income is the difference between the acquisition cost and current fair 
value, less any impairment loss on that financial asset previously recognized in the statement of income. 
 
Calculation of recoverable amount 
The recoverable amount of available-for-sale financial assets is calculated by reference to the fair value. 
 



  

The recoverable amount of a non-financial assets is the greater of the assets’ value in use and 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 an asset that does not generate cash inflows largely 
independent of those from other assets, the recoverable amount is determined for the cash-generating 
unit to which the asset belongs. 
 
Reversals of impairment 
An impairment loss in respect of a financial asset is reversed if the subsequent increase in recoverable 
amount can be related objectively to an event occurring after the impairment loss was recognized. For 
financial assets carried at amortized cost and available-for-sale financial assets that are debt securities, 
the reversal is recognized in the statement of income. For available-for-sale financial assets that are 
equity securities, the reversal is recognized directly in head office’s equity. 
 
Impairment losses recognized in prior periods in respect of non-financial assets are assessed at each 
reporting date for any indications that the loss has decreased or no longer exists. An impairment loss is 
reversed if there has been a change in the estimates used to determine the recoverable amount. An 
impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the 
carrying amount that would have been determined, net of depreciation or amortization, if no impairment 
loss has been recognized. 

 
 
 

Settlement Risk 
 
Our trading activities may give rise to risk at the time of settlement of those trades. Settlement risk is the 
risk of loss due to the failure of a counterparty to honor its obligations to deliver cash, securities or other 
assets as contractually agreed. 
 
For many types of transactions, we mitigate settlement risk by closing the transaction through a clearing 
agent, which effectively acts as a stakeholder for both parties, only settling the trade once both parties 
have fulfilled their sides of the bargain. 
 
Where no such settlement system exists, the simultaneous commencement of the payment and the 
delivery parts of the transaction is common practice between trading partners (free settlement). In these 
cases, we may seek to mitigate our settlement risk through the execution of bilateral payment netting 
agreements. We are also an active participant in industry initiatives to reduce settlement risks. 
Acceptance of settlement risk on free settlement trades requires approval from our credit risk personnel, 
either in the form of preapproved settlement risk limits, or through transaction-specific approvals. We do 
not aggregate settlement risk limits with other credit exposures for credit approval purposes, but we take 
the aggregate exposure into account when we consider whether a given settlement risk would be 
acceptable. 
 
Credit Approval & Credit Review Process 
 
Credit Risk Management (CRM) is responsible for approving credit facilities for any credit or lending by 
Deutsche Bank AG, Bangkok Branch apart from staff loans. The CRM officers with relevant credit 
authority are based in Asia Pacific Head Office (APHO) in Singapore for local credits and in different 
global locations for Multi National Credits (MNCs). All credit approvals are made by the relevant regional 
or global offices as applicable. 
 
According to Deutsche Bank AG, Bangkok Branch management, the credit review procedures performed 
are as below: 
 

— Regular credit reviews by relevant regional or global offices: all debtors or debtors’ groups are 
regularly reviewed subject to the policy and procedures applicable in the relevant regional or 



  

global offices and also depending on any changes of Deutsche Bank’s internal credit rating and 
updated situations which may affect the repayment ability of reviewed debtors. 

— Annual review by Deutsche Bank AG, Bangkok Branch: In order to monitor their loan portfolio and 
to comply with Bank of Thailand’s regulation. Deutsche Bank AG, Bangkok Branch regularly 
reviews their debtors on an annual basis. However, Deutsche Bank AG, Bangkok Branch does 
not have approval authority, it normally submits all of the credit review reports to be 
acknowledged or approved by the regional office. 

— All non-performing loans shall be managed and monitored by the relevant regional or global 
office. 

 
There is no credit review policy for loans granted to Deutsche Bank AG, Bangkok Branch’s staff. The 
loans are granted to existing staff and their repayment is made by deduction from the employee’s salary. 
 
 
The following tables represent outstanding of on-balance sheet assets, off-balance sheet items and 
provisions of Deutsche Bank AG, Bangkok Branch as at 31 December 2011 and 2010. 
 
 

 
 



  

 
 

 
 
 
 
 
 
 
 
 
 
 



  

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 



  

 
 
 

 
 
 

 
 
 
 
 
 
 



  

 
 
 

 
 
 
 
 
 



  

 
 

 
 
 
 
 
 



  

 
 

 
 
 
 
 

 



  

 

 
 
 
 
 

 
 
 
 
 



  

Credit risk exposure under the Standardized Approach (SA) 
 
Deutsche Bank AG, Bangkok Branch calculates regulatory capital requirement for credit risk using the 
Standardized Approach (SA) methodology according to the Bank of Thailand’s notification Re: 
Regulations for Credit Risk Asset Calculations for Commercial Banks Using the Standardized Approach 
(SA). 

In setting risk weights of claims on sovereigns and central banks, claims on financial institutions, claims 
on securities companies and claims non-central government public sector entities (PSEs) treated as 
claims on sovereigns and treated as claims on financial institutions, we use countries rating assessed by 
External Credit Assessment Institutions (ECAIs) as below: 

1. Standard and Poor’s 

2. Moody’s Investors Service 

3. Fitch Ratings (Thailand) 

In the absence of credit rating from ECAIs, then the rating of the country risk classification of OECD will 
be used. 

In setting risk weights of claims on corporate and claims non-central government public sector entities 
(PSEs) treated as claims on corporate, we use rating assessed by External Credit Assessment 
Institutions (ECAIs) as below: 

1. Standard and Poor’s  

2. Moody’s Investors Service 

3. Fitch Ratings (Thailand) 

4. TRIS Rating  

For Fitch Ratings (Thailand), we use Senior Unsecured Debt rating while for TRIS Rating, we use 
company rating. 
 
We then match the debtor’s credit rating given by ECAIs with the rating grade as set out in the Bank of 
Thailand’s notification in order to identify the risk weights by type of claims on each debtor. 
 
 
Setting Risk Weights given Multiple Credit Ratings 
 

— Where the claim/debtor has 1 credit rating from the selected ECAI, we use that rating to assign 
the risk weight for that claim/debtor. 

— Where there are 2 different credit ratings from the selected ECAI with varying risk weights, we 
use the higher risk weight. 

— Where there are more than 2 credit ratings from the selected ECAI with varying risk weights, we 
compare the two lowest risk weights, and use the higher risk weight; except where 2 or more 
credit ratings correspond to the lowest risk weight, we use that risk weight. 

 
 
The table below represents outstanding amount of net on-balance sheet assets and off-balance sheet 
items (after multiplying credit conversion factor) after adjusted by credit risk mitigation  for each type of 
asset, classified by risk weight under the Standardized Approach (SA) as at 31 December 2011 and 
2010. 



  

 
 
 
 

 
 
 



  

Credit risk mitigation under the Standardized Approach (SA) 
 
Collateral held as Security 
 
We regularly agree on collateral to be received from customers in contracts that are subject to credit risk. 
We also regularly agree on collateral to be received from borrowers in our lending contracts. Collateral is 
security in the form of an asset or third-party obligation that serves to mitigate the inherent risk of credit 
loss in an exposure, by either substituting the borrower default risk or improving recoveries in the event of 
a default. While collateral can be an alternative source of repayment, it does not replace the necessity of 
high quality underwriting standards. 
 
We segregate collateral received into the following two types: 
— Financial and other collateral, which enables us to recover all or part of the outstanding exposure by 
liquidating the collateral asset provided, in cases where the borrower is unable or unwilling to fulfill its 
primary obligations. Cash collateral, securities (equity, bonds), collateral assignments of other claims or 
inventory, equipment (e.g., plant, machinery, aircraft) and real estate typically fall into this category. 
— Guarantee collateral, which substitutes the borrower’s ability to fulfill its obligation under the legal 
contract and as such is provided by third parties. Letters of Credit, insurance contracts, received 
guarantees and risk participations typically fall into this category. 
 
Additionally, we actively manage the credit risk of our loans and lending-related commitments through our 
specialized unit LEMG. To manage better our derivatives-related credit risk, we enter into collateral 
support arrangements as described further below. 
 
Credit Exposure from Derivatives 
 
Exchange-traded derivative transactions (e.g., futures and options) are regularly settled through a central 
counterparty, the rules and regulations of which provide for daily margining of all current and future credit 
risk positions emerging out of such transactions. To the extent possible, we also use central counterparty 
clearing services for OTC derivative transactions (“OTC clearing”); we thereby benefit from the credit risk 
mitigation achieved through the central counterparty’s settlement system. 
 
In order to reduce the credit risk resulting from OTC derivative transactions, where OTC clearing is not 
available, we regularly seek the execution of standard master agreements (such as the International 
Swaps and Derivatives Association’s master agreements for derivatives or the German Master 
Agreement for Financial Derivative Transactions) with our clients. A master agreement allows the netting 
of rights and obligations arising under derivative transactions that have been entered into under such 
master agreement upon the counterparty’s default, resulting in a single net claim owed by or to the 
counterparty (“close-out netting”). For parts of the derivatives business (e.g., foreign exchange 
transactions) we also enter into master agreements under which we set off amounts payable on the same 
day in the same currency and in respect to transactions covered by such master agreements (“payment 
netting”), reducing our settlement risk. 
 
In our risk measurement and risk assessment processes we apply netting only to the extent we have 
satisfied ourselves of the legal validity and enforceability of the master agreement in all relevant 
jurisdictions. 
 
Also, we enter into collateral support annexes (“CSA”) to master agreements in order to further reduce 
our derivatives-related credit risk. These collateral support annexes generally provide risk mitigation 
through periodic (usually daily) margining of the covered exposure. The CSA also provides for the right to 
terminate the related derivative transactions upon the counterparty’s failure to honor a margin call. As 
with netting, when we believe the collateral support annex is enforceable, we reflect this in our exposure 
measurement. 
 
As the replacement values of derivatives portfolios fluctuate with movements in market rates and with 



  

changes in the transactions in the portfolios, we also estimate the potential future replacement costs of 
the portfolios over their lifetimes or, in case of collateralized portfolios, over appropriate unwind periods. 
We measure the potential future exposure against separate limits. We supplement the potential future 
exposure analysis with stress tests to estimate the immediate impact of extreme market events on our 
exposures (such as event risk in our Emerging Markets portfolio). 
 
The potential future exposure measure which we use is generally given by a time profile of simulated 
positive market values of each counterparty’s derivatives portfolio, for which netting and collateralization 
are considered. For limit monitoring we employ the 95th quantile of the resulting distribution of market 
values, internally referred to as potential future exposure (“PFE”). The average exposure profiles 
generated by the same calculation process are used to derive the so-called average expected exposure 
(“AEE”) measure, which we use to reflect potential future replacement costs within our credit risk 
economic capital, and the expected positive exposure (“EPE”) measure driving our regulatory capital 
requirements. While AEE and EPE are generally calculated with respect to a time horizon of one year, the 
PFE is measured over the entire lifetime of a transaction or netting set. We also employ the 
aforementioned calculation process to derive stressed exposure results for input into our credit portfolio 
stress testing. 
 
Certain collateral support annexes to master agreements provide for rating dependent triggers, where 
additional collateral must be pledged if a party’s rating is downgraded. We also enter into master 
agreements that provide for an additional termination event upon a party’s rating downgrade. We analyze 
and monitor potential contingent payment obligations resulting from a rating downgrade in our stress 
testing approach for liquidity risk on an ongoing basis. 
 
 
Collateral Management Process 
 
The Bank takes collateral where it is considered necessary to support both on and off balance sheet 
financial instruments with credit risk. The Bank evaluates each customer’s credit worthiness on a case by 
case basis. The amount of collateral taken, if deemed necessary, is based on management’s credit 
evaluation of the counterparty. The collateral taken includes Bill of Exchange issued by Deutsche Bank, 
Stand by Letter of Credit and Deposits such as Saving Accounts and Fixed Deposits. 
 
Collateral Monitoring Process 
 
Whenever collateral is required as part of the credit facilities approval for a particular client or group, Loan 
Operations Department, which is independent from Relationships Manager or Business, will conduct due 
diligence of such collateral upon receipt. Each collateral detail is registered and recorded with expiry date, 
if any, to ensure that the collateral is valid and enforceable at all times. 
 
Loan Operations Department monitors collateral on a daily basis. If there is a shortfall in collateral value 
when compared to client's exposures, Loan Operations Department will further inform the relevant Credit 
Risk Management for appropriate actions e.g., obtain additional collateral and/or request the client to 
bring down the exposure as well as reduce the credit facilities. 
 
Collateral Valuation 
 
Types of collateral where valuations is not required 
The following collateral types do not require periodic valuation: Corporate Guarantee, Credit Order, Cross 
Boarder Bank Guarantee, Cross Boarder Corporate Guarantee, Insurance, Risk Participation, Stand by 
Letter of Credit, Bill of Exchange and Fixed Deposits.   
 
Types of collateral where valuations is required 
Unit Funds, and Pledged of Shares are required to be evaluated periodically using mark-to-market price 
announced in the Stock Exchange of Thailand index.  Frequency depends on the conditions stipulated by 
Credit Risk Management in the credit approval. 



  

Mortgage properties are required to be evaluated every 2 years by the appraisal companies that have 
been approved internally. 
 

The following table represents credit risk mitigation under the Standardized Approach (SA) as at 31 
December 2011 and 2010. 

 

 

 

 

 

 

 

 

 

 

 

 



  

Market risk  

Deutsche Bank AG, Bangkok Branch uses market risk under the Internal Model Approach for the internal 
risk management. 

Market risk exposure under the Standardized Approach (SA) 

Deutsche Bank AG, Bangkok Branch calculates regulatory capital requirement for market risk using the 
Standardized Approach (SA) methodology according to the Bank of Thailand’s notification Re: Market 
Risk Supervision Guidelines for Financial Institutions. 

The table below represents minimum capital requirements for each type of market risk under the 
Standardized Approach (SA) as at 31 December 2011 and 30 June 2011. 

Market risk under the Standardised Approach   Minimum capital requirements for each type of market risk under the Standardised 
Approach  

  Unit: TTHB 

Minimum capital requirements for market risk under the Standardized 
Approach Dec-11 Jun-11 

      

Interest rate risk           
2,237,172.77  

        
2,319,912.06  

Equity position risk                                
-    

                             
-    

Foreign exchange rate risk               
193,844.98  

           
175,327.69  

Commodity risk                                
-    

                             
-    

      

Total minimum capital requirements           
2,431,017.75  

        
2,495,239.76  

Trading Market Risk 

Market Risk 

The vast majority of the Group’s businesses are subject to market risk, defined as the potential for 
change in the market value of the Group’s trading and investing positions. Risk can arise from adverse 
changes in interest rates, credit spreads, foreign exchange rates, equity prices, commodity prices and 
other relevant parameters, such as market volatility and market implied default probabilities. 

The primary objective of Market Risk Management, a part of the Group’s independent Risk function, is to 
ensure that the business units optimize the risk-reward relationship and do not expose the Group to 
unacceptable losses outside of its risk appetite. To achieve this objective, Market Risk Management 
works closely together with risk takers (“the business units”) and other control and support groups. 

The Group differentiates between three substantially different types of market risk: 

— Trading market risk arises primarily through the market-making activities of the Corporate & 
Investment Bank Group Division. This involves taking positions in debt, equity, foreign exchange, 
other securities and commodities as well as in equivalent derivatives. 

— Traded default risk arising from defaults and rating migrations. 
— Non-trading market risk arises in various forms. Equity risk arises primarily from non-

consolidated strategic investments, alternative asset investments and equity compensation. 



  

Interest rate risk stems from the Group’s non-trading asset and liability positions. Structural 
foreign exchange risk exposure arises from capital and retained earnings in non euro currencies 
in certain subsidiaries, and represents the bulk of foreign exchange risk in the Group’s non-
trading portfolio. Other non-trading market risk elements are risks arising from asset management 
and fund related activities as well as model risks in Private Business Clients (“PBC”), Global 
Transaction Banking (“GTB”) and Private Wealth Management (“PWM”), which are derived by 
stressing assumptions of client behavior in combination with interest rate movements. 

Trading Market Risk Management Framework 

Trading Market Risk Management Framework at Deutsche Bank  

The Group’s primary instrument to manage trading market risk is the limit setting process. The 
Group’s Management Board supported by Market Risk Management, sets Group-wide value-at-
risk and economic capital limits for market risk in the trading book. Market Risk Management sub-
allocates this overall limit to the Group’s divisions and individual business units within Corporate 
& Investment Bank Group division (e.g. Global Rates, Equity, etc.) based on anticipated business 
plans and risk appetite. Within the individual business units, the business heads establish 
business limits, by sub-allocating the overall limit down to individual portfolios or geographical 
regions. 

In practice, Market Risk Management sets key limits, which tend to be global in nature, necessary 
to capture an exposure to a particular risk factor. Business limits are specific to various factors, 
including a particular geographical region or specific portfolio.  

Value-at-risk and economic capital limits are used for managing all types of market risk at an 
overall portfolio level. As an additional and complementary tool for managing certain portfolios or 
risk types, Market Risk Management sets sensitivity and concentration/liquidity limits. 

Business units are responsible for adhering to the limits against which exposures are monitored 
and reported. The market risk limits set by Market Risk Management are monitored on a daily, 
weekly and monthly basis. Where limits are exceeded, Market Risk Management is responsible 
for identifying and escalating those excesses, on a timely basis. The Management Board receives 
daily market risk reports on value-at-risk and limit usage and economic capital. 

To manage the exposures inside the limits, the business units apply several risk mitigating 
measures, most notably the use of: 

o Portfolio management: Risk diversification arises in portfolios which consist of a variety of 
positions. Since some investments are likely to rise in value when others decline, 
diversification can help to lower the overall level of risk profile of a portfolio. 

o Hedging: Hedging involves taking positions in related financial assets, including 
derivative products, such as futures, swaps and options. Hedging activities may not 
always provide effective mitigation against losses due to differences in the terms, specific 
characteristics or other basis risks that may exist between the hedge instrument and the 
exposure being hedged. 

 

 

 
 



  

Quantitative Risk Management Tools 

Value-at-Risk  

Value-at-risk is a quantitative measure of the potential loss (in value) of trading positions due to market 
movements that will not be exceeded in a defined period of time and with a defined confidence level.  

The Group’s value-at-risk for the trading businesses is based on its own internal value-at-risk model. In 
October 1998, the German Banking Supervisory Authority (now the BaFin) approved the Group’s internal 
value-at risk model for calculating the regulatory market risk capital for the general and specific market 
risks. Since then the model has been periodically refined and approval has been maintained. Deutsche 
Bank AG, Bangkok Branch uses VaR measurements only for internal control purposes. Deutsche Bank 
AG, Bangkok Branch’s Regulatory Capital requirement for market risk is calculated using Standardized 
Approach. 

We calculate value-at-risk using a 99 % confidence level and a one day holding period. This means we 
estimate there is a 1 in 100 chance that a mark-to-market loss from our trading positions will be at least 
as large as the reported value-at-risk.  

We use one-year historical market data to calculate value-at-risk. The calculation employs a Monte Carlo 
Simulation technique, and we assumes that changes in risk factors follow a well-defined distribution, e.g. 
normal, lognormal, or non-normal (T, skew-T, Skew-Normal). To determine its aggregated value-at-risk, 
we uses observed correlations between the risk factors during this one-year period.  

Our value-at-risk model is designed to take into account the following risk factors: interest rates, credit 
spreads, equity prices, foreign exchange rates and commodity prices, as well as their implied volatilities 
and common basis risk. The model incorporates both linear and, especially for derivatives, nonlinear 
effects of the risk factors on the portfolio value. 

The value-at-risk measure enables us to apply a constant and uniform measure across all of its trading 
businesses and products. It allows a comparison of risk in different businesses, and also provides a 
means of aggregating and netting positions within a portfolio to reflect correlations and offsets between 
different asset classes. Furthermore, it facilitates comparisons of our market risk both over time and 
against our daily trading results. 

Back-testing provides an analysis of the predictive power of the value-at-risk calculations based on actual 
experience. We compare the hypothetical daily profits and losses under the buy-and-hold assumption 
with the estimates from our value-at-risk model. 

A committee chaired by Market Risk Management and with participation from Market Risk Operations, 
Finance and others, meets on every month to discuss back-testing results of Deutsche Bank AG, 
Bangkok Branch and of individual businesses. The committee analyzes performance fluctuations and 
assesses the predictive power of our value-at-risk model, which in turn allows us to improve the risk 
estimation process. 

Sensitivities 

Sensitivities show the effect on mark to market P&L of a change in an underlying risk factor. Sensitivities 
are typically used at a desk level by traders to micro-manage their position on an intra-day basis. 

Sensitivities are able to describe the economic effects of risks not catered for by other risk measures 
(such as VAR) and can be aggregated across numerous businesses which take similar risk. The 



  

sensitivities are reflected on the Daily Risk Report which provides an aggregated picture of Deutsche 
Bank AG, Bangkok Branch’s market risk exposure for close of business on the previous day. 

Stress Testing and Event Risk Scenarios (ERS) 

A key limitation of value-at-risk is that it is based on relatively recent historical data, and therefore typically 
only reflects losses under normal market conditions. To address this, we perform stress tests in which we 
value our trading portfolios under extreme market scenarios not covered by the confidence interval of our 
value-at-risk model.  

The stress tests are derived from historically observed severe market shocks. The resulting losses from 
these stress scenarios are then aggregated using correlations observed during periods of market crises, 
to reflect the increase in correlations which occurs during severe downturns.  

Deutsche Bank AG, Bangkok Branch performs three different types of stress testing to investigate the 
potential loss under crisis scenario on weekly basis. Global Market Stress Testing - which Deutsche Bank 
AG, Bangkok Branch's position in each currency are stressed, currency by currency, to see the potential 
loss under various crisis situations, e.g. foreign currency devaluation, shock in interest rate market and 
etc. This is the main stress testing for Deutsche Bank AG, Bangkok Branch.  

We also perform Foreign Exchange Options Stress Testing and Interest Rate Options Stress Testing 
which is supplements the Global Market Stress Testing and involves non-linear effect from option 
portfolios that is not captured by Global Market Stress Testing's Scenarios. 

For all Emerging Markets, including Thailand, the Group calculates country-specific event risk scenarios 
(ERS) and assesses these event risk results. A specialist committee reviews the country risk ratings and 
scenario loss limits monthly. Ad hoc reviews take place as required. For each major emerging markets 
country (determined by the size of Deutsche Bank's activities in the country), a "tailor-made" stress 
scenario is determined, which covers a combination of market risk dislocations affecting the major risk 
factors based on historically observable events or hypothetical situations. By and large, these scenarios 
are a combination of FX devaluation, credit spreads widening, increasing interest rates and depreciating 
equity prices. The ERS methodology requires that a variety of scenarios of market parameters be run to 
simulate the P&L impact of those market events on the trading positions held by the bank. All positions in 
emerging markets are included, regardless of which business area or division holds the particular risk.   

Our stress testing results are necessarily limited by the number of stress tests executed and the fact that 
not all downside scenarios can be predicted and simulated. While our risk managers have used their best 
judgment to define worst case scenarios based upon the knowledge of past extreme market moves, it is 
possible for our market risk positions to lose more value than even our estimates. We also continuously 
assess and refine our stress tests in an effort to ensure they capture material risks as well as reflect 
possible extreme market moves.  

Value-at-Risk of Trading Units of Deutsche Bank AG, Bangkok Branch 

The following table shows the value-at-risk (with a 99 % confidence level and a one-day holding period) of 
the trading units of Deutsche Bank AG, Bangkok Branch. “Diversification effect” reflects the fact that the 
total value-at-risk on a given day will be lower than the sum of the values-at-risk relating to the individual 
risk classes. Simply adding the value-at-risk figures of the individual risk classes to arrive at an aggregate 
value-at-risk would imply the assumption that the losses in all risk categories occur simultaneously. 



  

Value-at-risk of trading units
in THB million Dec 30, 2011 Dec 31, 2010
Interest rate risk 48.6                54.1              
Foreign exchange risk 13.8                7.8               
Commodity price risk -                     -                   
Equity price risk -                     -                   
Diversification effect (15.3)               (7.6)              
Total 47.1                54.3               

Backtesting of Trading Market Risk 

Backtesting is a procedure used to verify the predictive power of the value-at-risk calculations involving 
the comparison of hypothetical daily profits and losses under the buy-and-hold assumption with the 
estimates from the value-at-risk model. An outlier is a hypothetical buy-and-hold trading loss that exceeds 
the Group’s value-at-risk estimate. On average, we would expect a 99 percent confidence level to give 
rise to two to three outliers in any one year. In our back-testing in 2011, we observed 1 outlier. We 
continue to believe that our value-at-risk model will remain an appropriate measure for our trading market 
risk under normal market conditions. 

The following graph shows the daily buy-and-hold trading results in comparison to the value-at-risk as of 
the close of the previous business day for the trading days of the reporting period. 

 

Non-trading Market Risk 

Interest Rate Risk in the Banking Book 



  

The nature of interest rate risk in the banking book stems from residual asset/liability mismatches. 
Measuring interest rate risks in the banking book is based upon assumptions with respect to client 
behavior, future availability of deposit balances and sensitivities of deposit rates versus market interest 
rates resulting in a longer than contractual effective duration. Additionally, consideration is made 
regarding early prepayment behavior for loan products.  

The majority of the Group’s interest rate risk arising from non-trading asset and liability positions, with the 
exception of some entities, has been transferred through internal transactions to the Markets business 
division within the Corporate & Investment Bank group division. This internally transferred interest rate 
risk is managed on the basis of value-at-risk, as reflected in trading portfolio figures. Deutsche Bank AG, 
Bangkok Branch has no interest rate risk in banking book. 

Operational risk  

Definition of Operational Risk 
“Operational risk is the potential for failure (including the legal component) in relation to employees, 
contractual specifications and documentation, technology, infrastructure failure and disasters, external 
influences and customer relationships.” 
 
Operational risk excludes business and reputational risk. 
 
Organizational Structure 
The Head of Operational Risk & Business Continuity Management chairs the Operational Risk 
Management Committee, which is a permanent sub-committee of the Risk Executive Committee and is 
composed of the operational risk officers from the Group’s business divisions and the Group’s 
infrastructure functions. It is the main decision-making committee for all operational risk management 
matters.   
 
While the day-to-day operational risk management lies with the Group’s business divisions and 
infrastructure functions, the Operational Risk & Business Continuity Management function manages the 
cross divisional and cross regional operational risk as well as risk concentrations and ensures a 
consistent application of the Group’s operational risk management strategy across the bank. Based on 
this Business Partnership Model the Group ensures close monitoring and high awareness of operational 
risk. 
 
Managing the Group’s Operational Risk 
The Group manages operational risk based on a Group-wide consistent framework that enables the 
Group to determine its operational risk profile in comparison to its risk appetite and systematically identify 
operational risk themes and concentrations to define risk mitigating measures and priorities. 
 
The Group applies a number of techniques to efficiently manage the operational risk in its business, for 
example: 
 
-- The Group performs systematic risk analyses, root cause analyses and lessons learned activities for 
event above € 1 million (or Thb 40.83mn) to identify inherent areas of risk and to define appropriate risk 
mitigating actions which are monitored for resolution. The prerequisite for these detailed analyses and the 
timely information of the Group’s senior management on the development of the operational risk events 
and on single larger events is the continuous collection of all losses above € 10,000 (or Thb 408,307.5) 
arising from operational risk events in the Group’s “db-Incident Reporting System”. 
-- The Group systematically utilizes information on external events occurring in the banking industry to 
ensure that similar incidents will not happen to the Group. 
-- Key Risk Indicators (“KRI”) are used to monitor the operational risk profile and alert the organization to 
impending problems in a timely fashion. They allow via the Group’s tool “dbScore” the monitoring of the 



  

bank’s control culture and business environment and trigger risk mitigating actions. KRIs facilitate the 
forward looking management of operational risk based on early warning signals returned by the KRIs and 
as such an allocation of capital via the qualitative adjustment. 
-- In the Group’s bottom-up self assessment process, which is conducted at least annually, areas with 
high risk potential are highlighted and risk mitigating measures to resolve issue are identified. In general, 
it is performed in the Group’s tool “dbSAT”. On a regular basis the Group conducts risk workshops aiming 
to evaluate risks specific to countries and local legal entities the Group is operating in and take 
appropriate risk mitigating actions. 
-- In addition to internal and external loss information scenarios are utilized and actions are derived from 
them.  The set of scenarios consists of relevant external scenarios provided by a public database and 
internal scenarios. The latter are derived to achieve full coverage of the risks. 
-- Regular operational risk profile reports at Group level for the business divisions, the countries the 
Group is operating in and the Group’s infrastructure functions are reviewed and discussed with the 
department’s senior management. The regular performance of the risk profile reviews enables the Group 
to early detect changes to the units risk profile as well as risk concentrations across the Group and to 
take corrective actions. 
-- The Group assesses and approves the impact of changes to its risk profile as a result of new products, 
outsourcings, strategic initiatives and acquisitions and divestments. 
-- Once operational risks are identified, mitigation is required following the “as low as reasonably 
practicable 
(ALARP)” principle by balancing the cost of mitigation with the benefits thereof and formally accepting the 
residual risk. Risks which contravene applicable national or international regulations and legislation 
cannot be accepted; once identified, such risks must always be mitigated. 
-- Within the tracking tool “dbTrack” the Group monitors risk mitigating measures identified via Operational 
Risk Management techniques for resolution. Higher than important residual operational risks need to be 
accepted by the ORMC. 
-- The Group performs top risk analyses in which the results of the aforementioned activities are 
considered.  The top risk analyses mainly contribute into the annual operational risk management 
strategy and planning process.  Besides the operational risk management strategic and tactical planning 
the Group defines capital and expected loss targets which are monitored on a regular basis within the 
quarterly forecasting process. 
-- A standardized quality assurance processes is applied to quality review risk management decisions 
and model inputs. 
 
Measuring The Group’s Operational Risks 
The increase in economic capital is primarily explained by the implementation of a new safety margin 
applied in the Group’s AMA model, intended to cover unforeseen legal risks from the current financial 
crisis. 

 

The Group calculates and measures the economic and regulatory capital for operational risk using the 
internal AMA methodology. Economic capital is derived from the 99.98 % percentile and allocated to the 
businesses and used in performance measurement and resource allocation, providing an incentive to 
manage operational risk, optimizing economic capital utilization. The regulatory capital operational risk 
applies the 99.9 % percentile.  The Group’s internal AMA capital calculation is based upon the loss 
distribution approach. Gross losses adjusted for direct recoveries from historical internal and external loss 
data (Operational Risk data Exchange Association (ORX) consortium data and external scenarios from a 
public database), plus internal scenario data are used to estimate the risk profile (that is, a loss frequency 
and a loss severity distribution). Thereafter, the frequency and severity distributions are combined in a 
Monte Carlo Simulation to generate losses over a one year time horizon. Finally, the risk mitigating 
benefits of insurance are applied to each loss generated in the Monte Carlo-Simulation. Correlation and 



  

diversification benefits are applied to the net losses in a manner compatible with regulatory requirements 
to arrive at a net loss distribution at the Group level covering expected and unexpected losses. Capital is 
then allocated to each of the business divisions and both a qualitative adjustment (“QA”) and an expected 
losses deduction are made.   
 
The QA reflects the effectiveness and performance of the day-to-day operational risk management 
activities via KRIs and self assessment scores focusing on the business environment and internal control 
factors. QA is applied as a percentage adjustment to the final capital number. This approach makes 
qualitative adjustment transparent to the management of the businesses and provides feedback on their 
risk profile as well as on the success of their management of operational risk. It thus provides incentives 
for the businesses to continuously improve Operational Risk Management in their areas. 
 
The expected loss for operational risk is based on historical loss experience and expert judgment 
considering business changes denoting the expected cost of operational losses for doing business. To 
the extent it is considered in the divisional business plans it is deducted from the AMA capital figure. The 
unexpected losses for the business divisions (after QA and expected loss) are aggregated to produce the 
Group AMA capital figure. 
 
The Group’s Operational Risk Management Stress Testing Concept 
The Group conducts stress testing on a regular basis and isolated from the AMA methodology to analyze 
the impact of extreme situations on the Group’s capital and the profit-and-loss account. In 2011 the Group 
introduced a quarterly stress test which is based on impact assessments related to three different stress 
scenarios with gradually increasing intensity. Additionally, the Group performs complementary sensitivity 
analysis and contributes to firm wide stress tests including reverse stress testing. 
 
The Group’s AMA Model Validation and Quality Assurance Concept 
The Group independently validates all its AMA model components such as but not limited to scenario 
analysis, KRIs and risk assessments, expected loss and internal loss data individually. The results of the 
validation exercise are summarized in validation reports and issues identified followed up for resolution. 
By this a permanent enhancement of the methodologies is ensured. Quality Assurance reviews are 
performed for AMA model components which require data input provided by Business Divisions and 
result in capital impact. The data and information is challenged and compared across Business Divisions 
to ensure consistency and adequacy for any capital reduction or add-on. 
 
Role of Corporate Insurance/Deukona 
The definition of the Group’s insurance strategy and supporting insurance policy and guidelines is the 
responsibility of the Group’s specialized unit Corporate Insurance/Deukona (“CI/D”). CI/D is responsible 
for the Group’s global corporate insurance policy which is approved by the Management Board. 
 
CI/D is responsible for acquiring insurance coverage and for negotiating contract terms and premiums. 
CI/D also has a role in the allocation of insurance premiums to the businesses. CI/D specialists assist in 
devising the method for reflecting insurance in the capital calculations and in arriving at parameters to 
reflect the regulatory requirements. They validate the settings of insurance parameters used in the AMA 
model and provide respective updates. CI/D is actively involved in industry efforts to reflect the effect of 
insurance in the results of the capital calculations. 
 
The Group buys insurance in order to protect itself against unexpected and substantial unforeseeable 
losses. The identification, definition of magnitude and estimation procedures used are based on the 
recognized insurance terms of “common sense”, “state-of-the-art” and/or “benchmarking”. The maximum 
limit per insured risk takes into account the reliability of the insurer and a cost/benefit ratio, especially in 
cases in which the insurance market tries to reduce coverage by restricted/limited policy wordings and 
specific exclusions. 
 
The Group maintains a number of captive insurance companies, both primary and re-insurance 
companies. However, insurance contracts provided are only considered in the modeling/calculation of 



  

insurance-related reductions of operational risk capital requirements where the risk is re-insured in the 
external insurance market.  
 
The regulatory capital figure includes a deduction for insurance coverage amounting to € 491 million (or 
Thb 20,007mn). Currently, no other risk transfer techniques beyond insurance are recognized in the AMA 
model.   
 
CI/D selects insurance partners in strict compliance with the regulatory requirements specified in the 
Solvency Regulations and the Operational Risks Experts Group recommendation on the recognition of 
insurance in advanced measurement approaches. The insurance portfolio as well as CI/D activities is 
audited by Group Audit on a periodic basis. 
 
Managing the Operational Risk at Deutsche Bank AG, Bangkok Branch 
 
Deutsche Bank AG, Bangkok Branch manages operational risk according to policies and guidelines set 
locally or by Group that enable the bank to determine the OR profile in comparison to Deutsche Bank’s 
risk appetite and systematically identify OR themes and concentrations to define appropriate risk 
mitigating measures and priorities. The most important ones are Principles for Managing Operational Risk 
– Deutsche Bank Group, Operational Risk Events Policy: Recording, Escalation, Reporting and 
Operational Risk Business Continuity Management Key Event Operating Procedures. 
 
At local level, the Country Chief Operating Officer acts as the Country Operational Risk Officer (CORO) 
and is responsible for adequate monitoring and reporting to ORBCM. As part of the country governance, 
in addition to the mandatory and primary divisional OR management, the CORO must be informed by all 
local divisions and functions about OR related matters locally enabling him to fulfil his responsibilities. 
  
Country Flashcard is prepared on a regular basis representing current operational risks in Thailand and to 
be reviewed and discussed with the regional ORBCM management. CORO presents the Country 
Flashcard to local OPCO.  The flashcard is built on new operational risk events that have taken place, 
trend analysis and economic capital over the past quarters and key actions agreed and tracked via 
dbTrack which is the central tracking system for OR risk and tracking items.  
 
Deutsche Bank AG, Bangkok Branch has implemented the risk management processes and systems as 
being conducted at the Group level. As mentioned above, Deutsche Bank Group has applied an advance 
model approach (AMA) for operational risk management and implemented the economic capital (EC) to 
calculate the capital charged while Deutsche Bank AG, Bangkok Branch, with the guidance from the Bank 
of Thailand, uses the Basic Indicator Approach (BIA) to calculate the capital.  

 
Equity exposure in the banking book 
 
Equity investments which are neither consolidated for regulatory purposes nor deducted from the Group’s 
own funds are held as equity positions in the regulatory banking book. In the Group’s consolidated 
balance sheet, these equity investments are either classified as “Financial assets available for sale 
(“AFS”)” or “Equity method investments”. An immaterial amount of financial assets designated at fair 
value through profit and loss which are equity interests is included in the banking book.  
 
Accounting and Valuation Policies for Equity Investments 
 
AFS equity instruments are initially recognized at fair value plus transaction costs that are directly 
attributable to the acquisition of that financial asset. Financial assets classified as AFS are carried at fair 
value with the changes in fair value generally reported in equity unless the asset is subject to a fair value 
hedge or is impaired. At each balance sheet date, management assesses whether there is objective 
evidence that an individual asset is impaired. Objective evidence of impairment includes a significant or 
prolonged decline in the fair value of the investment below cost. The amount of impairment is the 
difference between the acquisition cost and current fair value of the asset less any previously recognized 



  

impairment. Impairments of AFS equity investments cannot be reversed. Increases in their fair value after 
impairment are recognized in equity. 
 
Consistent with the valuation of financial instruments, fair value of equity securities is initially and 
subsequently determined using quoted prices in active markets or valuation techniques, where prices 
quoted in active markets are not available. 
 
The Group reports investments in associates and joint ventures under the equity method of accounting. 
Equity method investments are initially recorded at cost, and subsequently increased (or decreased) to 
reflect both the Group’s pro-rata share of the post-acquisition net income (or loss) and other movements 
included directly in the equity of the entity. Goodwill arising on the acquisition is included in the carrying 
value of the investment (net of any accumulated impairment loss). At each balance sheet date, the Group 
assesses whether there is any objective evidence that the investment in an associate or jointly controlled 
entity is impaired. If there is objective evidence of impairment, an impairment test is performed by 
comparing the investment’s recoverable amount, which is the higher of its value in use and fair value less 
costs to sell, with its carrying amount. Equity method losses in excess of the Group’s carrying value of the 
investment in the entity are charged against other assets held by the Group related to the investee. If 
those assets are written down to zero, a determination is made whether to report additional losses based 
on the Group’s obligation to fund such losses. 
 
The Group holds equity investments with the intent to realize profits by taking advantage of market 
opportunities as well as for strategic reasons. Only a smaller part of the investments are intended to 
support a specific business strategy of a business division as part of a complex customer transaction. 
 
From a management point of view, the following group divisions assume responsibility for equity 
investments the Group entered into: 
— The Corporate Investments Group Division (“CI”) manages the global principal investment activities of 
the Group. The principal investment activities include certain credit exposures, certain private equity and 
venture capital investments, certain private equity fund investments, certain corporate real estate 
investments, the industrial holdings of the Group and certain other non-strategic investments. Historically, 
the mission of CI has been to provide financial, strategic, operational and managerial capital to enhance 
the values of the portfolio companies in which the group division has invested. 
— The group divisions Corporate & Investment Bank and Private Clients & Asset Management mainly 
hold investments in the bank’s alternative asset portfolio for profit realization as well as for strategic 
reasons. 
 
Our equity exposures in the banking book contain only shares received from loan restructuring which we 
use the market price at end of each month from the Stock Exchange of Thailand to mark to market value 
of the shares. However, we have no intention to trade these equities. 
 
The table below shows equity exposures in banking book as at 31 December 2011 and 2010. 



  

 
 
Interest rate risk exposure in banking book 

Please refer to topic “Nontrading Market Risk Management” under section “Market risk exposure under 
the Internal Model Approach (IMA)” for the internal risk management. 

In line with Deutsche Bank Group, the banking book in Deutsche Bank AG, Bangkok Branch does not 
carry interest rate risk. However, in order to comply with the Bank of Thailand’s notification Re: 
Supervisory Guidelines on Interest Rate Risk in the Banking Book for Financial Institutions, Deutsche 
Bank AG, Bangkok Branch calculates earnings as a result of upward 100 basis points (bps) changes in 
interest rate as at 31 December 2011 and 2010 as per the following table. The internal transactions which 
transfer the interest rate risk to the trading book have been excluded from the calculation. 



  

 


