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Deutsche Bank AG
Solid revenue growth, tight cost control and low provisions
boost capital buffer

All comparisons in this report are made versus Q3 2022 unless otherwise indicated.

On 25 October, Deutsche Bank AG (DB, A1/A1 stable, baa21) reported another strong quarter for
Q3 2023. Adjusted revenue2 increased 6%, benefitting from solid business growth in corporate
banking (CB) and private banking (PB), while growth in operating expenses was controlled
below inflation and in line with the firm's guidance. Cost of risk in the quarter was much lower
than in the previous quarter thanks to some model changes and improved macroeconomic
forecasts, indicating limited risk deterioration in the bank portfolio so far. The positive operating
leverage and low provisions in Q3 resulted in a 7% increase in pretax earnings, boosting the
bank' capital ratio. Together with the announced expectation of a lower impact on capital from
the upcoming implementation of fully loaded Basel III finalisation, the increase in capital buffers
is positive for creditors, considering the risks associated with the current weak global operating
environment.

Adjusted revenue increased 6%3 to €7.1 billion and benefited from rising rates, primarily in CB
(revenue up 21%) and PB (adjusted revenue up 9%). This performance more than offset the
normalisation of investment banking revenue from the strong performance in 2022 ( revenue
was down 1% when excluding the debit valuation adjustments (DVA) benefit in 2022) and
the lower performance of asset management activities (revenue decreased 10%). While DB's
net interest margin reduced slightly from the previous quarter in CB and PB, suggesting the
positive effect of rising rates has probably reached a peak, the margin remains well above
the same period last year in these two business divisions. The performance in CB and PB was
achieved despite loan volumes being 9% and 2% lower, respectively, year-on-year. However
loan volumes stabilised from the previous quarter.

Group operating costs, excluding all extraordinary items,4 were up 2% and flat sequentially. The
bank continues to deploy its plan to achieve incremental €2.5 billion operational efficiencies
by 2025, and to invest in its business growth, technologies and controls.

Credit impairment charges dropped to around €245 million, down from €350 million last year
and €401 million in the previous quarter, representing 20 basis points (bps) of gross loans (28
bps for the first nine months of 2023, 28 bps in Q3 2022) as loan performance remains stable
and shows no particular directional trend. In Q3, the bank released €101 million of stage 1
and stage 2 provisions, reflecting model changes and improved macroeconomic forecasts for
the corporate and investment banking activities in the US. Provisions for nonperforming loans
amounted to €346 million, up slightly from the previous quarter. We expect DB's cost of risk
to remain at the upper end of its guidance of a 25-30 bps loan loss rate in Q4.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1384846
https://www.moodys.com/credit-ratings/Deutsche-Bank-AG-credit-rating-232500/summary
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Pretax income was up 7% in the quarter and post-tax profit declined 3% to €1.2 billion due to a higher tax rate. DB reported a net
return on tangible equity (RoTE) of 7.3%, lower than 8.2% achieved the prior year and the 10% target set for 2025. RoTE including
annualised bank levies and excluding nonoperating costs remained stable at 7.7%. At the group level, DB reported for Q3 an adjusted
net return5 on shareholders' equity of 7.9% (7.0% in Q3 2022), a net return on total assets of 0.37% and a net return on risk-weighted
assets (RWA) of 1.41%.

DB's solid earnings during the quarter allowed it to boost capital ratios despite the launch of its share buyback plan since August (around 10
bps negative impact only in the quarter). DB's Common Equity Tier 1 (CET1) capital ratio ended the quarter at 13.9%, up 19 bps sequentially
and around 280 bps above its minimum regulatory requirement in 2023 of around 11.1%. Some expected negative impacts from model
changes in Q3 were more than offset by solid earnings, the positive effects of data and process enhancement and risk mitigation actions,
and RWA reduction. As a result, we expect the bank to post a CET1 ratio well above 13% at the end of the year. Considering the bank has
already achieved around €10 billion of its €15-20 billion RWA reduction target by 2025, it has revised its ambition to a €25-30 billion
range. In addition, the bank reviewed its expected impact on RWA of the finalisation of Basel II requirements by €10-15 billion, which will
provide an improved capacity to grow the business, distribute earnings and shield the operations against unexpected risk deterioration.
The leverage ratio was 4.7%, stable quarter-on-quarter.

The bank's strong high-quality liquid assets of €210 billion increased by €6 billion sequentially, but remain lower than their €219 billion level
at year-end 2022. However, the liquidity coverage ratio (LCR) decreased slightly to 132% from 137% in the previous quarter, representing
an excess of €51 billion above the minimum, and its Net Stable Funding Ratio remained broadly stable at 121% at the top end of the
bank's managed target of 115-120%. Deposit volumes increased 3% in the quarter almost back to the year-end 2022 level, whilst loans
were broadly flat sequentially and in the first nine months.

Exhibit 1

Loan loss charges (LLC) remain low but provisions for nonperforming loans gradually increase (€ millions)
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Sources: Company reports and Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Exhibit 2

Common Equity Tier 1 (CET1) ratio and Tier 1 Leverage Ratio for global investment banks, as of end-September 2023
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Sources: Company reports and Moody's Investors Service

Segmental results commentary
Unless indicated otherwise, figures displayed below are on a DB reported basis and comparisons are made versus Q3 2022.

Exhibit 3

DB's profitability benefits from solid revenue performance in PB and CB, despite slowdown in IB primary revenue and weak asset
management performance fees
Adjusted quarterly pretax profit by business line (excluding litigation, impairments, DVA and one-offs), € millions
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The Investment Bank reported pretax income of €667 million, 7% lower than last year, but 17% higher sequentially. Adjusted
revenue decreased by 1% to €2.3 billion, driven by a 12% decline in Fixed Income and Currencies (FIC), which reported a lower income
from Rates, Foreign Exchange and Emerging markets. The decline in FIC revenue was partially offset by a recovery in Origination and
Advisory (O&A) services' performance, whose revenue was more than three times higher than last year and accounted for around 14%
of the Investment Bank revenue in Q3. DB outperformed its US peers in Origination and Advisory (up 268% in dollar terms for DB
compared with an aggregate stable performance of US peers), mainly because of the comparison with the low O&A revenue reported
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last year. Instead, DB’s performance in FIC compares negatively with its US peers (down 5% in dollar terms versus US peers' aggregate
of up 2%). Adjusted costs increased 1% from last year, but decreased 1% sequentially. Provisions for credit losses more than halved to
€63 million, mainly because of provision releases due to model changes and improved forecasts for the US, which more than offset
new provisions on deteriorated exposures in commercial real estate.

The Corporate Bank reported a pretax income of €805 million compared with €395 million during the same period last year,
benefitting from a better performance across all business lines. Revenue increased by 21% from last year driven by higher interest rates,
with net interest income (NII) up 35%. Revenue in Corporate Treasury Services increased by 11%, Institutional Client Services revenues
rose 18% and Business Banking revenue was up 71%. However, Corporate Bank revenue decreased by 3% sequentially, driven by an 8%
decrease in NII, albeit loan volumes were stable quarter-on-quarter. Adjusted costs were down 3%. Loan loss provisions in the segment
decreased by around 90% to €11 million mainly related to a lower amount of impairments and benefits from model changes.

The Private Bank reported a pretax profit of €337 million down by 15% compared with last year, but 89% higher sequentially.
Adjusted revenue was up 9%, supported by growth in Private Bank Germany (up 16%), partially offset by a contraction in the
International Private Bank (down 3%). Private Bank Germany revenue benefitted from higher net interest income, only partially offset
by lower fee income. Assets under management increased by €5 billion during the quarter driven by net inflows and positive foreign
exchange movements. Adjusted costs were up 5% year-on-year, mainly because of higher investment in control functions. Provisions
for credit losses increased 9% from previous year, resulting in a 3 bps increase in cost of risk, including a temporary operational backlog.

Asset Management reported a pretax profit of €109 million, down 18% year-on-year. Revenues decreased by 10% to €594 million
(down 4% quarter-on-quarter), reflecting a 6% decline in management fees and a 50% decline in performance and transaction fees.
Assets under management increased 3% year-over-year to €860 billion, but remained fairly stable sequentially, as net inflows and
positive exchange rate movements were offset by the negative market impact. Adjusted costs decreased by 8%, as both HR-related
costs and general and administrative expenses decreased significantly.

Rating Considerations
Deutsche Bank has a BCA of baa2 and is rated A1 for deposits, A1 for senior unsecured debt, Baa1 for junior senior unsecured debt
and is assigned a Counterparty Risk Assessment of A1(cr)/P-1(cr) and Counterparty Risk Ratings of A1/P-1. The long-term senior debt
and deposit ratings carry a stable outlook.
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Moody's Related Research
Credit Opinion

» Deutsche Bank AG, May 2023

In-Depth Reports

» Deutsche Bank AG: Higher profitability and diverse, highly collateralised loan book drive credit positive improvement in bank's
solvency, October 2022

» Biggest banks retain competitive advantage, but stiff obstacles loom post pandemic, October 2021

» Deutsche Bank AG: Strides in profitability show bank's credit positive restructuring is solidly on track, August 2021

» BNP Paribas, Deutsche Bank, HSBC Holdings and UniCredit: Tech investment and expansion outside core euro area markets will
drive increased returns from corporate banking, April 2021

» Rapid restructuring progress and clean balance sheet set bank on stable course to complete strategic overhaul, November 2020

» Sweeping revamp of business model will be credit positive when and if achieved, July 2019

Issuer Comments

» Alleged greenwashing at Deutsche Bank's asset management arm shows rising regulatory scrutiny of ESG disclosures, June 2022

» Deutsche Bank AG: Strategic evolution moves revenue growth to the forefront as cost inflation bites, March 2022

» DB’s accelerated adoption of environmental, social and governance criteria is credit positive, May 2021

» Franchise stability and continued cost control will help support DB's credit profile, December 2020

» Restructuring progress supports DB's asset performance, June 2020

» Continued strong execution and client retention will help support DB's credit profile, December 2019

» Discontinuation of merger talks with Commerzbank resets the focus to standalone execution and strategic options, April 2019

Latest Rating Action

» Moody's upgrades Deutsche Bank AG's long-term ratings, outlook stable, October 2022

Rating Methodology

» Banks Methodology, July 2021

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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Endnotes
1 The ratings shown in this report are the bank’s deposit rating, senior unsecured debt rating and Baseline Credit Assessment (BCA).

2 Adjusted for specific items that mostly included non-recurring revenue from the workout of Sal. Oppenheim and the impact of debit valuation
adjustments (DVA) in Q3 2022.

3 Stated revenue increased 3%, but was up 6% when adjusted for specific items as disclosed by DB

4 Adjustment reflects mainly litigation, restructuring and severance charges that were €124 million higher than in Q3 2022

5 We assume an average tax rate net of deferred tax asset effects of 35%
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