BT RALY -1
Deutsche Bank AG
2002 FEERWEH

140

[7] Loans

The following table summarizes the composition of loans:

i“E."'.':. ) ) I_Decaj, 2002._ l?_ec.31. 20'01
e .l ‘ frtiedeirid.
Banks and insurance 1,600 '7.444
Manufacturing Y 12,612
Hauseholds {excluding maorigages) 13,'7'68 13,508
Househclds - mortgages | 26226 35283
Public sactor o 1750 20,752
Wholesale and retail rade ' 4,549 | 6,569
Commaercial real estate activities 15,841 28,311
Lesse finencing ' 416 436
oter .. 1588 287
"':l"b"i;i'&'ér};{{_. o ' _ T “ds4ze 147,788
Benks and insurance o 9‘]20 12,465
Manufactuing . . 18,157 19,450
'thééﬁdlds'iéx&ludibﬁm&r{éageé)' ) B ' 6937 7873
“Houssholds - mortgages o 0 3276 Tesos
‘Public sector o 2,834 " 2,506
Wholesale and retall trade 9,918 9,200
Commercial' real estate activities : 2;519 7,306
e e SR R . e
“other e ‘. _ - ’ :"'.2'77.“7755 YT
?omrnl;;eerman . 33433?15535
e e
LE‘S‘S:’UI‘[&E‘I"I‘I_&‘C{iI’]COmﬁ . R o 2-5(-] o ‘
Less: Alovance forkoanfosses R

Total loans, net 167.303 268838

¥ For 2001 centa’n oxposuraa wore rscinssitiod Irom banks and insuinata (o olhier (¢ 6.5 biklan) £ned from commarcial oal sstnte acthviting
10 houcahekls (€ 2 & blllion).

The “other” category included no single industry group with aggregate borrow-
ings from the Group in excess of 10 percent of the totai loan portfolio at Decem-
ber 31, 2002.

Certain related third parties have obtained loans from the Group on various occa-
sions. All such loans have been made in the ordinary course of business and on
substantially the same terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions with unrelated persons.
There were € 897 million and € 1.6 billion of related party loans {excluding loans
to equity method investees) outstanding at December 31, 2002 and 2001,
respectively,
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This table sets forth information about the Group's impaired loans:

In € m.

Total impai'réd loans'
Allowance for impaired loans under SFAS 1142
Average balanca of impaired loans guring_the vear
Interest income ré'cogniz'e'ci on iflnpaired loans

durmg the year

Dec 31 2002 Dec 31, 2001

8,922
3,144
9,110

168

10, 797
3,720
10,363

248

Dec 3, 2000
10,206
4,577

7,399

376

¥ Inelyrind in those amaunis nra € £,0 bidiion, E B.2 hillion and € 8.5 billien az of Dacamibar 31, 2002, 2001 ang 2000, 10zpactivaly, that

raquire an allowande. The

palred loang do not feyuing A Apecthe allawanco becauce elihier the present value ol oxpagted
futura eash llows, the fair valua of 1ha undeslying coflateral or the market price of the fean axcend the fecetded Invoniment,
! Tha alfownnea tor impalted loans under SFAS 114 ic included in the Group's sllewanca tor loan losses,

[8] Allowances for Credit Losses

The allowances for credit losses consist of an allowance for loan losses and an

allowance for credit losses on lending-related commitments.

The following table shows the activity in the Group’s allowance for loan losses:

in €m,

' Balance, boginning of year

Prowsmn for loan losses

Net charga-offs
Charge-offs
Recoveries

Total net charge-ol[s
Allowanca re[ated 1o acqmsnmnsfdweatlturas
ency translatlon

Foreig

Balanca, ené of yaar

2002

5,585

] 2091

{2,728}
12

a2y

(322)
4 317

28181

2001
6,745
1,024
{2,055)
67

968l

_ {156)

(40) i

5, 585

2000
7 281
478

(1,296}
75
{1,221)
o
163"
6,745

The following table shows the activity in the Group's allowance for credit losses

on lending-related commitments:

In€m,

Balance, beglinning of year

Provision for credit losses

Net charge orfs

Allowance relaied 10 acqmsmonsldwesntures
Fareign currency translation
Balance, end of year

2002,
496
17

i
17
485
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2001
453
{30)
122)
@
o7
498

2000
569
(33}
{34}
5
{54)
453

Impaired Loans
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quently provides betler guidance for losses inherent in the portfolio that have
not yet been individually identified.

We take charge-offs based on credit risk management's assessment when we  Charge-off Policy
determine that the loans are uncollectable. We generally charge off & loan when
all economically sensible means of recovery have been exhausted. Qur determi-
nation considers information such as the occurrence of significant changes in
the borrower's financial position such that the borrower can no longer pay the
obligation, or that the proceeds from collateral will not be sufficlent to pay the
loan, : .

Pricr to 2001, our entities regulated outside the United States, which accounted
for approximately 87 % of our net charge-offs in 2000, consistently charged off
loans when all legal means of recovery had been exhausted. This practice
resulted in charge-offs occurring at a later date than for our entities regulated in
the United States.

We began to develop a methodology in 2001 to bring our worldwide charge-off
practices more into line with industry practices in the United States and had
anticipated that the timing of our charge-offs would accelerate. In 2001, entities
regulated. outside the United States began to implement this change, which
resulted in a higher level of charge-ofis relative to that which would have
oceourred under the prior practice.

Our problem loans are comprised of nonaccrual loans, loans 99 days or more  Problem Loans
past due and still aceruing and troubled debt restructurings.
The following table presents the compenents of our 2002 and 2001 problem

loans:
_ . Dec 31, 2002 ) Dec 31, 2001
Impaired  Nonperforming Total  Impaired  Nonperforming ° Total
Loans'  Homogeneous Loans'  Homogeneous
in€bn. ) Loans _ o Loans
Nonacerual loans 85 16 10.1 10.0 15 115
Leans 80 days or more past
due and still _accru[n_gl o ] ) . 0.2 N ‘0.3 _ 0.5 o 0.5 04 0.9
Troubled debt resiructurings ' 0.2 - 02 0.3 - 03
Total problem laans 8.9 _ 1.8 10.8 10.8 1.9 12.7

¥ Loana for which wa deiereing that it is preboblo thot wo vall be unalila 19 eallast 81t grincipol and Intciest due aceording to Iha coptineusal terms of 1he foan ngreemento,
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The decrease in our total problem leans in 2002 is due to € 2.7 billion of gross
charge-offs, a € 1.4 billion reduction dye to the deconsolidation of various entj-
ties and a € 0.8 billion reduction as a result of exchange rate movements offsat
by € 3.0 billion of net new probiem toans. Included in the € 1.9 billion nonper-
forming hemogensous loans, as of December 31, 2002, are € 1.3 billion of loans
that are 80 days or more past due as well'as € 541 million of loans that are less
than 90 days past due.

The following table illustrates our total problem loans based on the domicile of
our counterparty {within or outside Germany) for the last five years. We have no
other material interest-bearing assets that are nonperforming:

Dec 31, Decd, Dec 31, Dec 3, Dec 31,

nem, - o200 2001 2000 1999 1998

Nonaccrual lnans o ’ ; .
German 4,587 6,538 3,730 3,899 4,560
Non-German 5511 4950 2824 2,104 1,024

Total nonaccrual Ioana - 10 oss 11,528 e584 soos' 5,574

Loans 90 days ar move past due
and still ageruing

German 439 ° 688 1,028 €85 1.028
Non- German L oo 18 470 1276 1,043
"Total loans 90 days ormore o S o o
past due and still accrufng g0g ] §47 ) 1,498 2,280 2,071‘
‘Troubled dlbt restructurlngs I
German 38 57 .14 242 55
Non- German _ 154_ - 222 141 154 144
.Total troubled e A - . . .
dabt restructurings 192 279 155 396 199

* Tenal ndnasezual foanc for 2001 :ncludes npresirsmusty € 34 Vilion of Prenirol looss that veern chgsilied ne potenial probiens lanng I 2000,

Nonaccrual Loans, We place a loan on nonaccrual status if either

- the loan has been in default as 1o payment of pringipal ar interest for 90 days
or meore and the lean is neither well secured nor in the process of
collection, or

- the loan is not yet 90 days past dus, but in the judgment of management the
accrual of interest should be ceased before 90 days because it is probable that
we will be unable to collect all principal and interest due according to the con-
tractual terms of the loan agreement,

When a loan is placed on nonaccrual status, any accrued but unpaid interest
previously recorded is reversed against current period interest revenue. Cash
receipts of interest on nonaccrual loans are recorded as either interest revenue
or a reduction of principal according to management’s judgment as to collec-
tability of principal.

As of December 31, 2002 our nonaccrual leans totaled € 10.9 billion, a2 net
decrease of € 1.4 billion, or 12%, from 2001 The net decrease in nonaccrual
ioans is mainly due to charge-offs, deconsolidations and exposure reductions,
partially offset by loans classified as nonaccrual for the first time.
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As of December 31, 2001 our nonaccrual loans totaled € 11.5 billion, a net
increase of € 4.9 billion, or 74%, from 2000. We estimate that the impact of the
previously disclosed ¢change in our nonaccrual practice was approximately € 3.4

billion. € 2.0 billion was due to additional nonaccruals in our U.S, entities, a fur-

ther € 745 million was due to our medium-sized corporate portfolio and real
estate businesses in Garmany, and € 290 million was due to a deterioration in
our smaller-balance homogeneous portfolio in Italy. These increases were par-
tially offset by movements in other portfolios and net charge-offs.

Loans Ninety Days or More Past Due and $1ill Accruing. These are loans in
which contractual interest or principal payments are 80 days or more past due
but on which we continue 1o recognize interest revenue. These loans are well
secured and in the process of collection.

In 2002, our 90 days or more past due and still accruing interest loans decreased
by € 338 million, or 40% to € 509 million. This decrease is mainly due to decon-
solidations (€ 217 miilion}, the placing of loans on nonaccrual status and charge-
offs. .

In 2001, our 90 days or more past dus and still accruing interest loans decreased
by € 851 million, or 44 %, to € 847 million, primarily reflecting the movernent of
some of our real estate portfalios in Germany (€ 410 million) and the smaller-
balance homogeneous portfolio in Italy (€ 2565 million) to nonacerual status.

Troubled Debt Restructurings. Troubled debt restructurings are loans which

we have restructured due to deterioration in the borrower's financial position. -

Woe may restructure these loans in one or more of the following ways:

reducing the stated interest rate for the remaining portion of the ariginal life of
the debt;

extending the maturity date (or dates) at an interest rate lower than the current
market rate for new debt with'a similar risk profile;

reducing the faca amount or maturity amount of the debt; and

reducing the accrued interest on the debt,

{

If a borrower performs satisfactorily for one year under a restructured loan
invalving a modification of terms, we no longer consider that borrower’s loan to
be a troubled debt restructuring, unless at the time of restructuring the new
interest rate was lower than the market rate for similar credit risks. These loans
are not included in the reported troubled debt restructurings amounts.

Our troubled debt restructurings totaled € 192 million as of December 31, 2002,
a decrease of 31% fram 2001, The decrease in our troubled debt restructurings
is mainly due to exposure reductions and loans now classified as nonaccrual.
Our troubled debt restructurings totated € 279 million as of Decembar 31, 2001,
an B0% increase from 2000. This increase is primarily attributable to restruc-
tured credits in Western Europe and Asia.
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The following table shows the approximate effect on interest revenue of nonac-
crual loans and troubled debt restructurings. It shows the gross interest income
that would have been recorded in 2002 if those loans had been current in accor-
dance with their original terms and had been outstanding throughout 2002 or
since their origination, if we only held them for part of 2002. It also shows the
amount of interest income on those loans that was included in net income for

2002:
in €m.
“‘éerh‘a‘n‘luens
Gross amount of interest that would have been recorded at original rate
Less interest, net of reversals, recognized in interest ravenue
Reduction of interest revenua
“Non-German loans
Gross am-ount of interest that would have been recorded at original rate
Less interast, net of reversals, recognized in interest revenue
-Rédu'ciio'r! ‘diqul‘.erej;:l' rg_vénue o

Total réélﬁll:tion.of lnfer(;ét févénue
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2i2
114
98

302
82
220
318




The following table sets forth the components of our allowance for loan losses

by industry of the borrower, and the percentage of our total loan portfolio Losses
accounted for by those industry classifications, on the dates specified. The
breakdown between German and non-German borrowers is based on the loca-

tion of the borrowers:

in € m. {except percentages)
German A i AT
Speclhc loan loss allowance
Banks and insurance
Menufacturing

Households
{excluding mortgages)

- Heouseholds—mortgages
Public sector
Wholesale and retail trade
Commercial real estate activities
Other
Specific German total
Inharent [os.';. allowance ’
German 1 tal '
Non-Ger‘nnﬁarT R
Spacific loan'[oss allowance
Inherent loss allowance
Non-German total

B LT o ALY CLPERN N ST

Total allowanca for Ioan !osses

Lo v marip

Total SpBCIfIC allowance
Toml mherem loss allowance
Total altowance for Ioan losses

n

Decl31,2002

‘37 1%

N7 - 5%

121 8%

5  16%

- 1%

130 3%

287 9%

479 9%
1,376
495

1..8:::'1 51%
1,768
678

Y 2448 a9%

4,317 100%"

s
s

“az17

Dec 31, 2001
7 3%
427 B%
02 5%
73 13%
- 8%
187 2%
643 1%
606 9%
2,045
1.098

3,143 58%

1675
%7
2 442 44%

5 585‘ 100%

3720
1,665
5,585

Dec 31, 2000
87 4%
669 5%
10 5%
58 12%
- 8%
389 3%
73 9%
840  11%
2,875
1,396
4.;'70 57%
1,702
73
2, 475 ‘ a%
s 745 100%
"4,577 )
2,168
6,745

Dec 31, 1999

6 2%
707 5%
64 6%
A7 13%
- 8%
407 4%
689 9%
980 13%
3,034
1435

3,489 E9%

1,575
1'237

2812 ars
7281 100%'

4 609
2,672

C7i8t

Movements in the Allowance for Loan Losses. We record increases to our
allowance for loan losses as an expense on our Consolidated Statement of
Income. If we determine that we no longer need provisions we have taken pre-
viously, we decrease our allowance and record the amount as a reduction of -
the provision on our Consolidated Statement of Income. Charge-offs reduce
our allowance while recoveries increase the allowance without affecting the
Consclidated Statement of Income.
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Allowance for Loan

Dec 31, 1998
10 3%
781 6%
83 6%
162 13%
- 9%
438 6%
568 10%
788  16%
2,830
1,768

4,588 69%

882
1,038

1913" 31%'
6516 100%

3712
2304
6,516
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The following table sets forth a breakdown of the movements in our allowance
for loan losses for the periods specified:

in €m, (gxcept percentages) 2002 2001 2000 1988 1998
‘ ‘Allo.\;vav;ce 'at' ﬁ_eginniﬁg' of vear 5.585 8,745 7,281 6,516 6,585
Charge-olis -
German
Banks and insurance 8 7 13 5 4
Manufaciuring . 196 280 123 127 107
Households
{excluding mertgages) 400 214 37 41 15
Houssholds - merigages 45 27 39 48 32
Public sector - - - - -
Whiclesale and retail trade 140 182 80 81 58
Commerciel real estate activities 127 209 148 1588 154
Lease financing - 1 3 2 1
Qther _ 667 426 220 147 128
Total German 1,483 1,356 643 609 498
Non-German .
Excluding lease financing 1.244 697 852 216 243
Lease financing only 1 2 A 15 1
Total Non-German 1,248 698 653 230 244
' Total charge-offs " T2728 2085 1296 833 743
Hecovenes . L T TN T LT .
" German )
Banks and insurance - - - 1 2
Manufacturing 4 4 10 -8 1
Households
{excluding mortgages) 24 15 3 2 2
Households = niorigages 2 2 - - -
Public sectar = - - - -
Wholesale and retail trade 3 1 - - -
Commercial real estate activities 3 - 3 5 2
Lease financing - - - - -
Other 42 " 35 5 18
Total German 78 a3 B n 28
Non-German
Excluding lease financing 34 34 24 23 10
Lease financing only - - - [ -
Total Non-German 34 34 24 29 10
Total recoveries 112 a7 75 50 36
Net charge-offs 2,616 1.988 1,221 789 707
Provision for loan losses | 2,00 1,024 478 728 q08
Cther changes (curtency transiaion
and allowance related to _
acquisittons/divestitures} [743) (196} 207 829 73
Allowance at end of year 4,317 5,585 6,745 7,281 6,516
Percantage ol 1otal net charge-olls
10 average loans for the year 115% 071% 039% 031% 035%
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The following table presents an analysis of the changes in the international
component of the allowance for loan losses. As of December 31, 2002, 57 % of
our total allowance was attributabie to international clients:

in €m. 2002 2001 2000 1999 1998
Allowance at beginmng of year 2, 441 2, 475 - 2,3{2 : 1 918 1 735
Charge oifs 1,245 BBB 653 ) 230 244
'Recovenes ' 34 34 ) 24.” ) 10
Net charfe-offs T 665 629 201 234
Provision fer loan losses 1,500 716 219 206 443

Other changes (currancy trans-
lation and allowanca related to -
acquu.,monsldlvesmures} (284) (79) 73 799 {26}

Allowanca atend of yaar . 2446 2441 ‘ '2,;1»1;5 o 2,}312 o 1918

Our allowance for loan losses as of December 31, 2002 was € 4.3 billion, 23 %%

lower than the € 5.8 billion at the end of 2001. This decrease in our allowance
balance was principally due to increases in our charge-offs, partially offset by
increases in our provisions due to adverse economic conditions that continued
to persist in 2002. The overalt reduction in our allowance for loan losses can also
be attributed to net deconsolidations of € 421 million and exchange rate move-
ments.

Our gross charge-offs grew to € 2.7 billion in 2002, an increase of € 673 million,
or 33%, over 2001 charge-offs. Of the charge-offs for 2002, € 1.9 billien were
related to our corporate credit exposure, mainly driven by our German and North
American portfolios, and € 777 million were related to our consumer credit expo-
sure,

Our prowsmn for loan losses in 2002 was € 2.1 billion, an increase of 104% from .

the prior year. This amount is composed 'of both net new speclfic and inherent
loan loss provisions. The provision for the year is primarily due to provisions
raised to address the downturn in the telecommunications industry and specific
loan loss provisions reflecting the deterioration in various industry sectors repre-
sented within our German portfolio and the Americas. :

Our specific loan loss allowance was € 3.1 billion as of December 31, 2002, a
decrease of € 576 million, or a 15% reduction from 2001, The change in our
allowance includes a net specific loan loss provision of € 2.0 billion, 74% of
which was for non-German clients. The provision was 111 % higher than the pre-
vious year. The increased provision, however, was hearty offset by net charge-
offs of € 1.8 billion. As the specific loan loss allowance is the largest component
of our total allowance for Joan losses, the net reduction in our specific loan loss
. allowance for 2002 is also due to the reasons outlined above for the overall
reduction in our total allowance for ioan iosses.
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Our inherent loan loss allowance totaled € 1.2 billion as of December 31, 2002,
a decrease of € 692 million, or 37 %, from the level at the end of 2001. A major -
driver of the net reduction was € 718 million net charge-offs in our homoge-
neous loan portfolio, partially offset by a net provision for smaller-balance stan-
dardized homogeneous exposures of € 178 million. The volume of charge-offs in
the homogeneous portfolio in 2002 was affected by the establishment of days-
past-due thresholds at which certsin hamogeneous loan types are completely
charged-off.

Our allowance for loan losses as of December-31, 2001 was € 5.6 billion, 17%
lower than the € 6.7 billion at the end of 2000, This decrease in our allowance
balance was principally due to increases in our charge-offs, offset by increases
in provisions-due to weakened economic conditions in 2001,

Qur charge-offs grew to € 2.1billion in 2001, an increase of € 759 million, or 58 %,
over 2000 charge-offs. This was principally due to a change in practice in our
entities regulated outside the United States. Out of the total charge-offs for 2001
€ 1.4 billion or two-thirds were in our German portfolio, of which € 957 million
applied to clients in the medium-sized' corporate portfolio and € 407 million
related to smaller~balance standardized homogeneous exposures, Approxi-
mataly 25% of the charge-offs in the German-Other category, which totaled
€ 426 million, related to a single medium-sized German corpoarate ciient in the

" construction industry. The remaining € 700 million were charge-offs in our non-

German portfalio, of which € 402 million, or 58 %, related to charge-offs in North
America, principally in our leveraged business.

Our total provision for loan losses in 2001 was € 1,0 billion, an increase of 114%
from the prior yaar. This amount is comprised of both new specific and inherent
loan loss provisions, reflecting the downturn in the global economy.

Qur specific loan loss allowance was £ 3.7 billion as of December 31, 2001, 2
19% decrease from 2000. The change in the allowance inciudes a specific loan
loss provision of € 951 milllan, 70% of which was for non-German clients. The
provision was 18% highar than the prior year and included increased provisions
related to a singlé American borrower in the utilities industry, various Argentine
exposures and our leveraged business. The increased provision was offset in
part by € 1.6 billion in net charge-offs.

Our inherent loss allowance totaled € 1.9 billion as of December 31, 2001, a
decrease of € 303 million, or 14%, from the level at the end of 2000, A major
driver of the net reduction was € 383 million of chearge-offs in our Private and
Personal Banking business in Germany, partially offset by a provision for smaller-
balance standardized homogeneous exposures of € 127 million. Furthermore,
our country risk allowance shows a net decrease of 16%, reflscting the sell
down of assets which previously attracted country risk allowance in Turkey and
throughout Asia excluding Japan, and an increase in collateral held against cross
border assets.

QOur allowance for loans losses as of December 31, 2000 was € 6.7 billion, 7%
lower than the € 7.3 billion at the end of 1898, This decrease in our allowance
balance was principally due 1o increases in our charge-offs, lower specific provi-
sions and a net release of our inherent loss provisions.
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Our charge-offs increased to € 1.3 billion in 2000, a € 457 million, or 54%,

increase over 1999 charge-offs. Of this increase, € 423 million was exclusively

attributable to our non-German customers. Approximately 70%, or € 296 million,
of this increase was due to charge-offs related to Russia and Irag. We also had
€ 34 million of charge-offs for our German clients in the medium-sized corporate
portfolio. Approximately 80% of the charge-offs captured in the German-Other
category related to a single medium-sized German corporate customer in the
construction industry,

Our total provision for loan losses in 2000 was € 478 million, a decline of 34%
from the prior year. This balance was composed of net new specific loan loss
provisions and a release of our inherent loss provision, Qur total net new specific
loan loss provision amounted to € 805 million, which was almost equally split
between German and non-German clients. Our specific loan loss provisions
declined between 1989 and 2000, reflacting the improvement of the quality of
our loan portfalio. Specific provisions were approximately 13% less in 2000 than
the prior year due in large part to provisions we took in 1999 with respect to a
significant exposure to a single German horrower in the real estate industry.
Our inherent loss allowance totaled € 2.2 billion as of December 31, 2000, 219%
drop from the level at tha end of 1999. This decline reflected the effect of the
€ 296 million of charge-offs described above and country provision releases
totaling € 184 million. Of the € 164 million country provision releases, € 88
million was due to reduced exposure {mainly in Brazil and Turkey), € 34 million
was due to a net reduction In provisioning rates applied to individual countries,
and the remaining amount related to other changes, primarily foreign exchange.
In addition to a small increase in our allowances on the homogeneous loan port-
folio, we released a net € 98 million from our other inherent loss allowance in
2000 due to two legal entities: EUROHYPO and Bankers Trust, Each of these
entities had a decrease In its loss factors in 2000 because of a decline in its his-
torical average charge-offs and an increase in its average loan exposures.

Our allowancs for loan losses at December 31, 1999 was € 7.3 billion, a 12%
increase from 1998. This increase in our allowance for loan losses was principally

due to substantial increases in our specific provisions, and the Bankers Trust

acquisition {€ 477 million}, partially offset by releases of country risk provisions,
a substantial decrease in the inherent loss provision and a slight increase in
charge-offs (€ 96 million).

Our total charge-offs increased 13% during 19989 to € 839 million. This increase
was primarily attributable to the German domestic portfolio. Approximately 30%
of the German-Other charge-off was related to the construction industry.,

During 1898, our provision for loan losses totaled € 725 million, a 20%
or € 183 million decrease from the preceding year. This decrease was mainly
attributable to higher specific loan loss provisions, offset in part by releases of

country risk provision. Our German specific provision increased to € b68 .

million, a 65% increase from the preceding year. This increase was mainly
attributable to higher provisions for the German borrower we refer to above.
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QOur non-German specific provision totaled € 358 million in 1999, a 30% increase
from the preceding year. This increase was due to the fact that we were able to
specifically identify those exposures, recorded in various Emerging Market
countries, which required a specific provision, At the sams time, we released
country risk provisions, particularly in Indonesia and Turkey.

Our allowance for loan losses at December 31, 1998 was € 6.5 billion, a 2%
increase from 1997. This increase was primarily due to the effects of the Asian
and Russian financial crisis. .

The following table presents an analysis of the changes in our allowance for
credit losses on lending-related commitments:

i €m. 2002 2001 2000
Allowance at beginning of year | ase 453 60
Provision for creditlosses 17 s @)
'Nelcharge-offs R 22} {34)
Olher éh;ﬁgiés (;:erre.ncx‘o' tr.ans{'alticn and allowance . . .

related to acquisitions/divestitures) ‘ . 8 (49}
Ailoaam;e a't ;m'i‘;f year S a ’ 485 496 ‘453

Settlement Rislc

Our extensive 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 counter-
party to honor its obligations to deliver cash, securities or other assets as con-
tractually agreed.

For many types of transactions, we mitigate settlement risk by closing the trans-
action 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 setilement system exists, as is commanly the case with foreign
exchange trades, the simultaneous commencement of the payment and the
delivery parts of the transaction is common practice between trading partners
{free settlernent). 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 requiras approval from our credit risk
personnel, either in the form of pre-approved settlement risk limits, or through
transaction-specific approvals, We do not aggregate settlemant risk limits with
ather cradit exposures for credit approval purposes, but we take the aggregate
exposure into account when we consider whether a given settlement risk would
be acceptable.
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we feel is exposed to default and cross border transfer risk. We exclude exposures that we
treat as subject to risks other than default and cross border transfer risk {e.g., exposure for
which we assign economic capital under market risk pclicies). The following table shows our
default and cross border transfer risk exposure, and expected loss and economic capital, by
Group Division, as we calculate it for expected loss and economic capital purposes.

As of December 31, 2002

Corporate Private
and Clients and
Investment Asset
Bank Management Other'” Total Group
: : _ {in € millions)
Loans ......oeii i € 101,672 € 66,120 € 33828 € 171,620
OTC derivatives. . ......ovvinivnnnn.. 60,277 18 — 60,295
Contingent lighilittes .. .. ............. 27,690 1,492 622 29,704
Irrevocable loan commitments
{including letters of credit})......... B 103,146 4,186 465 107,797

Repurchase and reverse repurchase
agreements and securities lending

and borrowing. . .......viv . 9,031 1 — 9,032
Interest-earning deposits with banks. . .. 19,366 223 6,112 25,691
Total credit exposure ..............., € 321,072 € 72,040 € 11,027 € 404,139
Expectedloss....................... € 1083 € 241 € 12 € 1,316
Economic capital for default and cross

border transferrisk................ € 7,564 € 1,008 € 69 € 8,64

(1} Primarily relates to the Corporate Investments Group Division,

Credit Loss Experience and Allowance for Loan Losses

We establish an allowance for loan losses that represents our estimate of probable
losses in our loan portfolio. The responsibility for determining our allowance for loan losses
rests with credit risk management. The components of this allowance are:

s  Specific Loss Component: Allowances we maintain to cover the default risk of
specific exposures.

. Inherent Loss Component:

. Country Risk Allowance: Allowances we maintain to cover credit losses
inherent in our pool of cross border loans to borrowers located in certain
countries solely as a result of transfer and currency convertibility risks.

. Smaller-Balance Standardized Homogeneous Loan Loss Alfowance: Allowances
we maintain at a portfolio level to cover credit losses inherent in these types
of loans.

. Other Inherent Loss Allowance: Allowances we maintain as an estimate of
credit losses which we have not otherwise identified.

Specific Loss Component _

The specific loss compenent relates to all loans deemed to be impaired, following an
assessment of the counterparty’s ability to repay. A loan is considered to be impaired when
we determine that it is probable that we will be unable to collect all interest and principal
due in accordance with the terms of the loan agreement, We determine the amount, if any,
of the specific provision we should make, taking into account the present value of expected
future cash flows, the fair value of the underlying collateral or the market price of the loan.

We regularly re-evaluate all credit exposures which have already been specifically
provided for, as well as all credit exposures that appear on our watchlist.
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Inherent Loss Component

The inherent loss component relates to all other loans we do not individually provide
for, but which we believe to have some inherent loss on a portfolio basis.

Country Risk Allowance

We establish a country risk allowance for loan exposures in countries where we have
sarious doubts about the ability of our counterparties ta comply with the repayment terms
due to the economic or political situation prevailing in the respective countries of domicile,
that is, for transfer and currency convertibility risks. We determine the percentage rates for
our country risk allowance on the basis of a comprehensive matrix that encompasses both
historical loss experience and market data, such as economic, political and other relevant
factors affecting a country’s financial condition. In making our decision, we focus primarily
on the cross border transfer rigsk ratings that we assign to a country and the amount and
type of collateral.

Smaller-Balance Standardized Homogeneous Loan Loss Allowance

Our smaller-balance standardized homogeneous portfolio includes smaller-balance
personal {oans, residential and nonresidential mortgage loans, overdrafts and loans to self-
employed and small business customers of our private and retail business. These loans are
evaluated for inherent loss on a collective basis, based on analyses of historical loss
experience from each product type according to criteria such as past due status and
collateral recovery values. The resulting allowance encompasses the loss inherent both in
current and performing loans, as well as in delinquent and nonperforming anns within the
homogeneous loan portfolio,

Other Inherent Loss Allowance

This component of the allowance represents an estimate of our inherent losses resulting
from the imprecisions and uncertainties in determining credit losses. This estimate of
inherent losses excludes those exposures we have already considered in the specific loss
component as described above or considered when establishing our allowance for smaller-
balance standardized homogeneous loans. We have historically used a ratio of an entity's
_historical average losses (net of recoveries) to the historical average of its loan exposures,
the result of which we applied to .our corresponding period end loan exposures and adjusted
the result for relevant environmental factors. As a consequence of our improved risk
management processes and capabilities, in 2002 we refined the rheasure for calculating our
other inherent loss allowance. This refinement was made in order to make the provision
more sensitive to the prevailing credit environment and less based on historical loss
experience, The new measurement incorporates the expected loss results which we generate
as part of our economic capital calculations outlined above. Therefore, the new measurement
considers, among other factors, our internal rating information which results in a better
reflection of the current economic situation and consequently provides better guidance for
losses inherent in the portfolio that have not yet been individually identified.

Charge-off Policy

We take charge-offs based on credit risk management’s assessment when we determine
that the loans are uncollectable. We generally charge off a loan when all economically
sensible means of recovery have been exhausted. Our determination considers information
such as the occurrence of significant changes in the borrower’s financial position such that
the borrower can no fonger pay the obligation, or that the proceeds from collateral will not
be sufficient to pay the loan.

Prier to 2001, our entities regulated outside the United States, which accounted for
approximately 87% of our net charge-offs in 2000, consistently charged off loans when all
legal means of recovery had been exhausted. This practice resuited in charge-offs occurring
at a later date than for our entities regulated in the United States.
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We began to develop a methodology in 2001 to bring our worldwide charge-off
practices more into line with industry practices in the United States and had anticipated that -
the timing of our charge-offs would accelerate. In 2001, entities regulated outside the United
States began to implement this change, which resulted in a higher level of charge-offs
relative to that which would have occurred under the prior practice.

Problem Loans

Our problem loans are comprised of nonaccrual loans, loans 90 days or more past due
and still accruing and troubled debt restructurings.

The following table presents the components of our 2002 and 2001 problem loans:

At December 31,

2002 {in € billions) 2001
Nonperforming Nanperforming
Impaired Homegeneous Impaired Homogeneous
Loans! Loans Total Loana'™ Loans Total
Nonaccrual loans. ... .. € 8.5 €16 €101 € 10.0 €15 €115
Loans 90 days or more
past due and stil}
accruing ............ 0.2 0.3 0.5 0.5 0.4 0.9
Troubled debt
restructurings. ....... 0.2 —_ 0.2 0.3 —_ 0.3
Total problem loans . ... €89 €19 €108 € 10.8 €19 €127

{1} Loans for which we determine that it is probable that we will be unable to collect all principal and interest due
according to the contractual terms of the loan agreements.

The decrease in our total problem loans in 2002 is due to € 2.7 billion of gross charge-
offs, a € 1.4 billion reduction due to the deconsolidation of various entities and a € 0.8
billion reduction as a result of exchange rate movements offset by € 3.0 billion of net new
problem loans. Included in the € 1.8 billion nonperforming homogeneous loans, as of
December 31, 2002, are € 1.3 hillion of [oans that are 90 days or more past due as well as
€ 541 million of loans that are less than 90 days past due.

The following table illustrates our total problem loans based on the domicile of our
counterparty {within or outside Germany) for the last five years. We have no other material
interest-bearing assets that are nonperforming.
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As of December 31,
2002 2001 2000 1999 1998
{in € millions}

Nonaccrual ioans: :
German ........covuvurnenn € 4,687 € 6,538 € 3,730 € 3,899 € 4,550

Non-German ............... 5511 4,990 2,824 2,104 1,024
Total nonaccrual loans ... €10,098 €11,528"" € 5554 € 6,003 € 5,574

Loans 90 days or more past due
and still accruing:
German .............. .00 € 439 € 688 € 1,028 € 9385 € 1,028
Non-German ............... 70 189 470 1,275 1,043

Total loans 90 days or more :
past due and still aceruing .. € 509 € 847 € 1,498 € 2,260 € 2,07

Troubled debt restructurings: '
German ................... € 38 € 57 € 14 € 242 € 55

MNon-German ... .. e 154 222 141 154 144
Total troubled debt
restructurings. ............ € 192 € 279 € 1586 € 396 € 199

{1) Total nonaccrual loans for 2001 includes approximately € 3.4 billion of impaired loans that were classified as potential
problem loans in 2000.

Nonaccrual Loans .
We place a loan on nonaccrual status if either

s the loan has been in default as to payment of principal or interest for 90 days or
more and the loan.is neither well secured nor in the process of collection, or

. the loan is not yet 80 days past due, but in the judgment of management the
accrual of interest should be ceased before 90 days because it is probable that we
will be unable to collect all principal and interest due according to the contractual
terms of the loan agreement.

When a loan is placed on nonaccrual status, any accrued but unpaid interest previously
recorded is reversed against current period interest revenue. Cash receipts of interest on
nonaccrual loans are recorded as either interest revenue or a reduction of principal according
to management’s judgment as to collectability of principal.

As of December 31, 2002, our nonaccrual loans totaled € 10.1 billion, a net decrease of
€ 1.4 billion, or 12%, from 2001. The net decrease in nonaccrual loans is mainly due to
charge-offs, deconsclidations and exposure reductions, partially offset by loans classified as
nonaccrual for the first time.

As of December 31, 2001, our nonaccrual loans totaled € 11.6 billion, & net increase of
€ 4.9 billion, or 74%, from 2000. We estimate that the impact of the previously disclosed
change in.our nonaccrual practice was approximately € 3.4 billion. € 2.0 biilion was due to
additional nonaccruals in our U.S. entities, a further € 745 million was due to our medium-
sized corporate portfolio and real estate businesses in Germany, and € 290 million was due
to a deterioration in our smaller-balance homogeneous portfolio in ltaly. These increases
were partially offset by movements in other portfolios and net charge-offs.

Loans Ninety Days or More Past Due and Still Accruing

These are loans in which contractual interest or principal payments are 20 days or more
past due but on which we continue to recognize interest revenue. These loans are well
secured and in the process of collection.
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In 2002, our 80 days or more past due and still accruing interest loans decreased by ‘ |
€ 338 million, or 40% to € 509 million. This decrease is mainly due to deconsolidations
(€ 217 million), the placing of loans on nonaccrual status and charge-offs.

In 2007, our 90 days or more past due and still accruing interest loans decreased by
€ 651 million, or 44%, to € 847 million, primarily reflecting the movement of some of our
real estate portfolios in Germany (€ 410 million) and the smaller-balance homogeneous
portfolio in ltaly {€ 255 million} to nonaccruai status.

Troubled Debt Restructurings

Troubled debt restructurings are loans which we have restructured due to deterioration
In the borrower’s financial position. We may restructure these ioans in one or more of the
following ways:

. reducing the stated interest rate for the remaining portion of the original life of the
debt; ‘

*  extending the maturity date (or dates) at an interest rate lower than the current
market rate for new debt with a similar risk profile;

. reducing the face amount or maturity amount of the debt: and
s reducing the accrued interest on the debt.

If a borrower performs satisfactorily for one year under a restructured loan involving a
modification of terms, we no longer consider that borrower's loan to be a troubled debt
restructuring, unless at the time of restructuring the new interest rate was lower than the
market rate for similar credit risks. These loans are not included in the reported troubled
debt restructurings amounts. Lo ‘

Our troubled debt restructurings totaled € 192 million as of December 31, 2002, a
decrease of 31% from 2001. The decrease in our troubled debt restructurings is mainly due
to exposure reductions and loans now classified as nonaccrual.

Our troubled debt restructurings totaled € 279 million as of December 31, 2001, an 80%
increase from 2000, This increase is primarily attributable to restructured credits in Western
Europe and Asia.

The following table shows the approximate effect on interest revenue of nonaccrual
loans and troubled debt restructurings. It shows the gross interest income that would have
been recorded in 2002 if those loans had been current in accordance with their original
terms and had been outstanding throughout 2002 or since their origination, if we only held
them for part of 2002. It also shows the amount of interest income on those loans that was
included in net income for 2002.

Year ended
December 31, 2002

{in € millions)

German loans;

Gross amount of interest that would have been recorded at original rate €212

Less interest, net of reversals, recognized in interest revenue. ........ 114
Reduction of intérest reVenUE. . ......oovuoneennenenn . e 98
Non-German loans: .

Gross amount of interest that would have been recorded at original rate 302

Less interest, net of reversals, recognized in interest revenue. . ..... .. a2
Reduction of interest revenue. ... ... ... ... . 220

Total reduction of interest revenue. . ................ ... i .. € 318
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Allowance for Loan Losses
The following table sets forth the components of cur allowance for loan losses by
industry of the borrower, and the percentage of our total loan portfolio accounted for by
those industry classifications, on the dates specified. The breakdown between German and
non-German borrowers is based on the location of the borrowers.
As of December 31,
2002 2001 2000 1999 1998
Amount % Amount % Amount % Amount % Amount %

(in € millions, 'except percentages)

German:
Specific loan loss allowance:
Banks and insuranca. € 37 1% € 7 % € 67 4% € 6 2% € 10 3%

Manufacturing .. ... 317 5 427 5 668 5 707 5 781 6
Househelds ‘
{excluding mortgages} ... 121 8 102 5 110 B 64 5 83 6
Househeolds-mortgages 3 18 73 13 58 12 171 13 162 13
Public sector. . . .... — 1 — 8 — 8 — 8 — 9
Wholesale and retail :
trade ............ 130 3 187 2 359 3 407 4 438 6
Commercial real . ‘
estate activities. , . ., 287 9 643 11 773 9 669 g 568 10
Other...... FITTIPIN 479 9 606 ] 840 1 980 13 788 16
Specific German total. . 1,376 2,045 2,875 3,034 2,830
Inherent loss allowance " 495 1,008 | 1,395 1,435 : 1,768
Germantotal ......... 1,871 51 3,143 56 4,270 57 4,469 59 4,508 69
Non-German:
Specific loan loss :
allowance .. ........ 1,768 1,675 1,702 1,675 882
Inherent [oss allowance 678 767 773 1,237 . 1,036
Non-German'total. .. ... 2,446 48 2,442 44 2,475 43 2,812 41 1,918 31
Total allowance for loan
© losses............. €4,317 100% €65585 100% €674% 100% €7,281 100% €6,516 100%
Total specific allowance . €3,144 €3,720 € 4,577 - € 4,609 € 3712
Total inherent loss '
sllowance . ......... 1,173 1,865 - 2,168 2,672 2,804

Total ailowance for loan : '
losses ............. € 4,317 € 5,685 € 6,745 €7,281 € 6,516

Movements in the Allowance for Loan Losses

We record increases to our allowance for loan losses as an expense on our
Consolidated Statement of Income. If we determine that we no longer need provisions we
have taken previously, we decrease our allowance and record the amount as a reduction of.
the provision on our Consolidated Statement of Income. Charge-offs reduce our allowance
while recoveries increase the allowance without affecting the Consolidated Statement of
Income. )
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The following table sets forth a breakdown of the movements in our allowance for loan

losses for the periods specified.

Allowance at beginning of year.......
Charge-offs:
German:
Banks and insurance ............
Manufacturing .................
Households {excluding mortgages)
Households-mortgages . . ........
Publicsector...................
Wholesale and retail trade .......
Commercial real estate activities . .
Lease financing ................
Other...... ... iiiin, .

Total German. . ...ocvvevrnnrvenes
Non-German:
Excluding lease financing ........
Lease financingonly ............

Total Non-German................

Total charge-offs ....... e
Recoveries:
German:
Banks and insurance ............
Manufacturing ......... e
Households (excluding mortgages)
Households-mortgages . .........
Public sector...................
"Wholesale and retail trade .......
Commercial real estate activities . .
lease financing ................
Other...... ke e

Total German....................
Non-German:
Excluding lease financing ........
Lease financing only . ...........

Total Non-German................
Total recoveries. ...................

Netcharge-offs ....................

Provision for loan losses ............

Other changes {currency translation
and allowance related to
acquisitions/divestitures) ..........

Allowance atendofyear............

Percentage of total net charge-offs to
average loans fortheyear.........

Year ended December 31,
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2002 2001 2000 1999 1993
{(in € millions, except percentages)

€558 €6,745 €7,281 €8518 €86,388
8 7 13 g 4
196 280 123 127 107
400 214 37 41 15
45 27 39 48 32
140 192 60 81 58
127 209 148 158 154
— 1 3 2 1
567 428 220 147 128
1,483 1,356 643 609 499
1,244 697 652 215 243
1 2 1 15 1
1,245 699 653 230 244
2,728 2,055 1,296 839 743
— — — 1 2

4 4 10 8 1

24 15 3 2 2

2 2 s — —

3 1 - — —

3 — 3 5 2

42 T 35 5 19
78 33 51 21 26
34 34 24 23 10
— — — 6 —

34 34 24 29 10
112 87 75 50 36
2,616 1,988 1,221 789 707
2,091 1,024 478 725 908
(743) {196) 207 - 829 (73)
€4,317 €5585 €6,745 €728 €6,516
1.15% 0.71% 0.39% 0.31% 0.35%




The following table presents an analysis of the changes in the international component
of the allowance for loan losses, As of December 31, 2002, 57% of our total allowance was

attributable to international clients.
Year ended December 31,

2002 2001 2000 1999 1998
{in € millions})

Allowance at beginning of year....... € 2,441 €245 €2812 €1918 €1,735
Net charge-offs:

Charge-offs...................... 1,245 699 653 230 244

Recoveries ...................... 34 34 24 29 10

Net charge-offs. ................ 1.211 665 629 201 234

Provision for loan losses ............ 1,500 710 219 296 443
Other changes {currency translation

and allowance related to

acquisitions/divestitures) .......... (284) {79} 73 799 (26)
Allowance at end of vear............ € 2,446 € 2,441 € 2,475 € 2,812 € 1,918

Our allowance for loan losses as of December 31, 2002 was € 4.3 billion, 23% lower
than the € 5.6 billion at the end of 2001, This decrease in our allowance balance was
principally due to increases in our charge-offs, partially offset by increases in our provisions
due to adverse economic conditions that continued to persist in 2002. The overall reduction
in our allowance for loan losses can also be attributed to net deconsolidations of € 421
million and exchange rate movements. '

Our gross charge-offs grew to € 2.7 billion in 2002, an increase of € 673 million, or
83%, over 2001 charge-offs. Of the charge-offs for 2002, € 1.9 billion were related to our
corporate credit exposure, mainly driven by our German and North American portfolios, and
€ 777 million were related to our consumer credit exposure. .

Our provision for loan losses in 2002 was € 2.1 billion, an increase of 104% from the
prior year, This amount is composed of both net new specific and inherent loan loss
provisions. The provision for the year is primarily due to provisions raised to address the
downturn in the telecommunications industry and specific loan loss provisions reflecting the
deterioration in various industry sectors represented within our German portfolio and the
Americas.

Our specific loan loss allowance was € 3.1 billion as of December 31, 2002, a decrease
of € 576 miillion, or a 15% reduttion from 2001. The change in our allowance includes a net
specific loan loss provision of € 2.0 billion, 74% of which was for non-German c¢lients. The
provision was 111% higher than the previous year. The increased provision, however, was
nearly offset by net charge-offs of € 1.8 billion. As the specific loan loss allowance is the
largest component of our total alowance for loan losses, the net reduction in our specific
loan loss allowance for 2002 is also due to the reasons outlined above for the overall
reduction in our total allowance for loan losses.

Our inherent loan loss allowance totaled € 1.2 biilion as of December 31, 2002, a
decrease of € 692 million, or 37%, from the level at the end of 20071. A major driver of the
net reduction was € 716 miilion net charge-offs in our homogeneous loan portfolio, partially
offset by a net provision for smaller-balance standardized homogeneous exposures of € 179
million. The volume of charge-offs in the homogeneous portfolio in 2002 was affected by the
establishment of days-past-due thresholds at which certain homogeneous loan types are
completely charged-off.

Our allowance for loan losses as of December 31, 2001 was € 5.6 hiilion, 17% lower
than the € 6.7 billion at the end of 2000. This decrease in our allowance balance was
principally due to increases in our charge-offs, offset by increases in. provisions due to
weakened economic conditions in 2001,
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QOur charge-offs grew to € 2.1 billion in 2001, an increase of € 759 million, or 59%, over
2000 charge-offs. This was principally due to a change in practice in our entities regulated .
outside the United States. Out of the total charge-offs for 2001 € 1.4 billion or two-thirds
were in our German portfolio, of which € 957 million applied to clients in the medium-sized
corporate portfolio and € 407 million related to smaller-balance standardized homogeneous
exposures. Approximately 25% of the charge-offs In the German-Other category, which
totaled € 426 million, related to a single medium-sized German corporate client in the
construction industry. The remaining € 700 million were charge-offs in our non-German
.portfolio, of which € 402 million, or 58%, related to charge-offs in North America, principally
in our leveraged business, ‘

Qur total provision for loan losses in 2001 was € 1.0 billion, an increase of 114% from
the prior year. This amount is comprised of both new specific and inherent loan loss
provisions, reflecting the downturn in the global economy.

Our specific loan loss allowance was € 3.7 billion as of December 31, 2001, a 19%
decrease from 2000. The change in the allowance includes a specific loan loss provision of
€ 951 million, 70% of which was for non-German clients. The provision was 18% higher than
the priaor year and included increased provisions related to a single American borrower in
the utilities industry, various Argentine exposures and our leveraged business. The ingreased
provision was offset in part by € 1.6 billion in net charge-offs.

Our inherent loss allowance totaled € 1.9 billion as of December 31, 2001, a decrease of
- € 303 million, or 14%, from the level at the end of 2000. A major driver of the net reduction
was € 383 million of charge-offs in our Private and Personal Banking business in Germany,
partially offset by a provision for smaller-balance standardized homogengous exposures of

€ 127 million. Furthermore, ‘our country risk allowance shows a net decrease of 16%,
reflecting the sell down of assets which previously aftracted country risk allowance in Turkey
and throughout Asia excluding Japan, and an increase in collateral held against cross border
assets.

Our allowance for loans losses as of December 31, 2000 was € 6.7 billion, 7% lower
than the € 7.3 billion at the énd of 1999. This decrease in our allowance balance was
principally due to increases in our charge-offs, lower specific provisions and a net release of
our inherent loss provisions, '

Our charge-offs increased to € 1.3 billion in 2000, a € 457 million, or 54%, increase over
1989 charge-offs. Of this increase, € 423 million was exclusively attributable to our non-
German customers. Approximately 70%, or € 296 million, of this increase was due to charge-
offs related to Russia and Iragq. We also had € 34 million of charge-offs for ocur German
clients in the medium-sized corporate portfolio. Approximately 60% of the charge-offs
captured in the German-Other category related to a single medium-sized German corporate
customer in the construction industry.

Our total provision for loan losses in 2000 was € 478 million, a decline of 34% from the
prior year. This balance was composed of net new specific loan oss provisions and a
release of our inherent loss provision. Our total net new specific loan loss provision
amounted to € 805 million, which was almost equally split between German and non-
German clients. Our specific loan loss provisions declined between- 1999 and 2000, reflecting
the improvement of the quality of our loan portfolio. Specific provisions were approximately
13% less in 2000 than the prior year due in large part to provisions we took in 1999 with
respect to a significant exposure to a single German borrower in the real estate industry.

Our inherent loss allowance totaled € 2.2 billion as of December 31, 2000, a 19% drop
from the level at the end of 19989. This decline reflected the effect of the € 296 million of
charge-offs described above and country provision releases totaling € 154 million. Of the
€ 154 million country provision releases, € 88 million was due to reduced exposure (mainly
in Brazil and Turkey), € 34 million was due to a net reduction in provisioning rates applied
to individual countries, and the remaining amount related to other changes, primarily foreign
exchange. In addition to a small increase in our allowances on the homogeneous loan
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portfolio, we released a net € 98 million from our other inherent loss allowance in 2000 due
to two legal entities: EUROHYPC and Bankers Trust. Each of thése entities had a decrease in
its loss factors in 2000 because of a decline in its historical average charge-offs and an
increase in its average loan exposures.

Our allowance for loan losses at December 31, 1999 was € 7.3 billion, a 12% increase
from 1988. This increase in our allowance for loan losses was principally due to substantial
increases in our specific provisions, and the Bankers Trust acquisition (€ 477 million),
partially offset by releases of country risk provisions, a substantial decrease in the inherent
loss provision and a slight increase in charge-offs (€ 96 million).

 Our total charge-offs increased 13% during 1999 to € 839 million. This increase was
primarily attributable to the German domestic portfolio. Approximately 30% of the German-
Other charge-off was related to the construction industry.

During 1999, our provision for lcan losses totaled € 725 million, a 20% or € 183 million
decrease from the preceding year. This decrease was mainly attributable to higher specific
loan loss provisions, offset in part by releases of country risk provision. Our German specific
provision increased to € 568 million, a 65% increase from the preceding year. This increase
was mainly attributable to higher provisions for the German borrower we refer to above.

Our non-German specific provision totaled € 358 million in 1999, a 30% increase from
the preceding year. This increase was due to the fact that we were able to specifically
identify those exposures, recorded in various Emerging Market countries, which required a
specific provision. At the same time, we released country risk provisions, particularly in
Indonesia and Turkey.

Our allowance for loan losses at December 31, 1998 was € 6.5 billion, a 2% increase
from 1997. This increase was primarily due to the effects of the Asian and Russian financial
crisis. )

The following table presents an analysis of the changes in our allowance for credit

losses on lending-related commitments. ‘
N . Year ended December 31,

. 2002 2001 2000
{in € millions) _

Allowance at beginningofyear. ........... .. . ... ... € 496 € 453 € 569
Provision forcreditlosses ........ . ot 17 (30} (33)
Net charge-offs .. ................. e U — (22} (34)

Other changes {currency translatlon and allowance related to _
acquisitions/divestitures} .............. . ... . ... {28} 95 (49}
Allowanceatendofyear....... ... i, € 485 € 496 € 453

Settlement Risk

Our extensive 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, oniy settling
the trade once both parties have fulfilied their sides of the bargain.

Where no such settlement system exists, as is commonly the case with foreign
exchange trades, 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 pre-approved settlement risk
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56 Management Report

Basel ||

Credit and counterparty risks

Credit quality
assessment methodology

B -3
Dresdner Bank AG
2002 FERREE

v

The regulalofy requirements are & key lactor in determining the stralegy
behind Dresdner Bank's risk policy. The revised version of the Basel Capilal
Accord (Basel 1) entails a major overhaul of the existing regulations govern-
ing capital adequacy in the case ol credit risks, as well as including opera-
lional risks for the first ime. The goal of the banking regulators is to ensure
that the capital adequacy requirements reflect the risks involved in a more
adequate way, and {hat the regulations are in line wilh “besi praclice" risk

- measurement in the banking secter. Although some revision of the current

drafls is still necessary, Dresdner Bank expressly welcomes these improve-
menits 1o the Basel Capital Accord.

Basel ||, which is scheduled to come inlo ferce in 20086, will set out funda-
mental guidelines for risk-oriented price determination at banks.

Dresdner Bank's participation in the committees of both national and inter-
national banking associations means thal it is actively involved in the discus-
sion on the Basel | draits. In addition, Dresdner Bank supports the regulatory
authorities in cairying out surveys and collecting dala on subjecis retevant

to Basel 1|, such as in relation to the Third Quaniitative Impact Study of the
Basel Commillee on Banking Supervision (QIS 3),

The aim of Dresdner Bank's Basel Il project is to calculate the regulatory
capital for credit and counterparty risks from 2006 cnwards using the
Advanced-Internal-Raling-Approach, and that for operational risks on the
basis of the Advanced Measurement Approach.

Dresdner Bank defines credit and counlerparty risk as the potential loss
resulling from the default of a business partner, or write-downs resulting from
an unforeseen deterioration in his or her creditworthiness. In more detail, this
definition comprises credit risks in the lending area, including country risks;
issuer risks in the case of securities offerings; and counterparty risks from
frading activities.

In 2002, priority was given to the further developmeni of credil processes
and the expansion of the credit risk control infrastruciure, Key components
including the operational portfolioc management in the Corporales & Mar-
kels division were implemented. With a view to the requiremenis set out by
Basel 1], the organisational and methedical foundations were put in place for
the optimal utilisation of risk capital and expected loss as ceniral elements
ot credit risk managemeni and risk-oriented performance measurement. .

The central element of he authorisation, monitering and control process

in our lending and derivatives business is the individual credit rating of cus-
fomers and their loan commitments, We employ modern rating procedures
tailored to individual customer segments.
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The result of this credit assessment Is the individual classification of each
customer in a raling class. In order to provide even grealer detail of informa-
tion and to form the basis for more precise pricing, Dresdner Bank has
increased the number of rating classes from VIl 1o XVI, Classes I to V| cor-
respond to the exlernal investment-grade ratings, while classes Vil to XIV cor-
respond to the non-investment-grade ratings. The two lowest categories (XV
and XVI) are for commilments classified as impaired or defaulted, Dresdner
Bank determines the default probabillities for individual rating procedures and
classes on the basis of annual calibralion processes,

We ensure the quality of our rating procedures via continuous development
and have intensified our activities in this area in the past year. The combina-
tion of our many years of rating experience with the lalest statistical methods
has allowed us to further improve our raling procedures. These modifica-
fions are in line with the Basel |l requirements relating to the IRB Advanced
Approach that Dresdner Bank intends to adopl. ‘

The quality of the rating forecasts and the raling process itself (consistency
of the procedures applied, lopicality and porifolio coverage) are monitored
independently, primarily by Risk Control, on a regular basis.

Automated, statistics-based assessment methods (application and behaviour
scoring) are used in the high-volume business of our Private and Business
Glients division. For business clients in particular, credit qualily assessment is

also supplemented by qualitative factors,

The less homogeneous portfolio in the Corporates & Markets division
demands a series of specific rating procedures. Common to all of these pra-
cedures is a consistent structure combining the automatic calculation of the
quanlitalive rating component with the structured assessment of qualitative
factors and a clearly defined process for individual adjustments. This ensures
the highest possible level of objectivily and uniformily throughout the entire
Dresdner Bank Group. The Group-wide concept for the risk-oplimised pricing
of new businass, taking into account expected and unexpected losses, was
further refined. Expected losses from credit or fransfer risks and an adequale
return on the capital required 1o cover unexpecled risks are taken into
account when fixing the lerms and conditions for loans. The central control
parameter in loan decisicns is the expected loss, which is caleulated on the
basis of histarical credit risk parameters such as defaull rates and revenue
quolas. Il is also 2 key parameter in the planning process and in performance
measuremeni. This ensures thal inlernal planning and control processes are
based on the same credit risk paramelers that are also applied to external

~ i.e, accouniing and regulalory - requiremenis.
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Portlolio overview

Lending pgrtfolio and trading activities
by Industry sector

T R R
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¥ 374 Banks and linanclal service providers
19% Public authorilies and organisalions
14 % Service providers
15% Industrial companies
10% Private individuals
4% Wholesale and retall lrade
1% Others

B

The breakdown of our rated Group exposure by infernal ratings shows that
rating classes [ to VI (i.e. invesiment-grade loans) account for around 70 % of
the total expeosure.

Percentage share of rated Group exposure

30%

25%

20%

16%

10%

5%

| ] m v v vVt v X XX XH XU Xy XV Xyl
Rating classes

The volume of the fotal portiolio is largely determined by the Bank's trading
activities; in this contexi, it should be noted that the most important trans-
actions in this area (transactions with the public seclor and banks/financial
service providers) have substantially lowsr default probabilities. For example,
rating class ! accounts for around 85 % of the volume with public authorities/
non-profit organisations, while rating ¢lasses Il o V account for 80 % of the
volume with banks/financial service praviders. These two seclors represent
56% of the Bank's total portfolio.
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Credit risk from The rating distribution in the Bank's lending business, almosl two-thirds of

lending activities which is transacied in the Corporates & Markels division and over one-third
of which is transacted in the Privale and Business Clients division, is pre-
senied in the following overview,

Percentage share of rated lending exposure

1246

10%

6%

4% . . . '

2%,

! Il v v v M VIE X X X X X XVOXV XV
Rallng classes

Lending portfolie by industry sectar - 75% of the Group's lending exhosure with private individuals consists of
construction finance secured by morigage loans. The bulk of transactions in
the Corporales & Markets division are performed with service providers and
industrial companies.

£ 159 Banks and linancial services
1% Public autherities and ¢rgenisalions
27 % Service providers
29% Industrial companies
20% Privale Individuals
7% Wholesale and retail Irade
1% Olhers
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Landing portfolio by regional unlt in the
Dresdner Bank Group

& 75% Germany
14% Weslarn Europe
5% Norlth Amarica
4% Lalin America
2% Other

Loan loss allowances and
provislons for credit risks

The business of the domeslic regions, Dresdner Bank subsidiaries and the

. headoffice account for three-quarlers of the lending business. In fiscal year

2002, lending business at associated companies located outside of Weslern
Europe declined and now lotals 11 % of the total lending volume.

Loan loss allowances comprise specific loan loss allowances, general loan
loss allowances and country risk aliowances.

Specific loan loss allowances are sel up for risks arising from [oans identi-
fied and quantified during the fiscal year; they are established either as
asset-sided provisicn or for contingant liabilities (amongst others: guaran-
tees) taking into consideration existing collateral,

General loan loss allowances are set up for loan related risks which may
already have arisen but which had nol yet been identiiied by the balance
sheet date. The amount of these loan loss allowancss Is determined by em-
pirical calculation of historical default probabilities and loss ratios for the

" lending portfolio (provided that other risk provisions have not already been
set up). This calculation is based on statistical methods of credit risk. meas-

urement and considers current development of economic cycle as well as
overall econcmic condilions.

Country risk allowances cover the risk 1o the Bank that a country will be
unable or unwilling to provide sufficient funds in the underlying currency io
service its.cross-border debt as agreed, or that it will employ appropriaie
measures (such as a moratorium) 1o freeze the seltlement of corresponding
liabililies by the Bank's borrowers domiciled in the respective country
{("lransler risk").
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The following overview presents the amounts of the respéctive toan loss
allowances as at the balance shest date 31 December 2002 (31 December
2001);

€mn " Counlerparly Counlry risks Polentlal risks Totai
risks {General loan
loss allowances)
2002 2001 2002 2007 2002 20t 2002 2001
31 December 6069 6760 367 488 613 804 7249 8052

Counterparly risks contain €4,720 million for domestic risks and €1,349 mil-
lion for foreign risks. Of this tolal amount, loans and advances to customers
account for €5,735 million and loans and advances to banks for €334 mil-

lion,

The net increase in loan loss provisions In the past fiscal year amounted to
€2,218 miilion. A breakdown by division is provided in the segment reporting
section.

The development of the total loan [oss allowance over the course of ihe year
is presented in greater detail in the Notes (see Nole 17 on page 114).

Client demand for our worldwide trading activities in financial derivatives is
primarily focused on lailor-made instruments for the individual management
of market, credil and counterparty risks, as well as on the utiisation of
derivative components as part of slruclured financial transactions. We also
use derivatives to manage the risk of our proprietlary trading positions and
for assel/liability management.

The counterparty risks associated with derivative trading activilies main)y
arise with over-the-counter (OTC) transactions. However, the resulting poten-
tial risk cannot be seen from the published notional volumes for the latter.
Rather, these nolional volumes serve merely as a reference when deter-
mining mutually agreed selilement payments {e.g. inlerest claims and/or
ltabilities arising from inlerest swépg), As a result, they are nol directly com-
parable with the assets and liabilities reperted on the balance sheet. From
the Bank's point of view, the decisive criterion when calculating counterparty
risk at any given time are the positive replacement costs, These correspend
to the additional expense or reduced revenue that would result from the
replacement of the transaction by an equivalent posilion if the counterparty
were to delaull. At the end of the year, aggregale posilive replacement cosls
for all OTC traded derivatives amounted to €84,412 million (gross, belore
nelting).
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Loans and advances to banks and
loans and advances to cusliomers

Consolidated Financlal Statements - Notes

v

ments continue to be reported in the Group’s balance sheetl as trading assels
or investment securities, as appropriate, The proceeds from the sale of these
securilies are reporled as Liabilities to banks or Liabilities 1o cuslomers, as
appropriate.

A reverse repurchase agreement involves the purchase of securities with
the simultanecus agreement {o resell the same securities at a certain later
date and at an agreed price. If the control over the securities remains with
the seller, ihe securities are reporied in the balance sheel items Loans and .
advances lo banks or Loans and advances to customers, as appropriate.

Inlerest earned on reverse repurchase agreements and interest incurred on
repurchase agreements are recognised in Net trading income.

Securitles lending and borrowing transactions are performed both for the
account of customers and to meet the Bank's own delivery and acceptance
obligations,

In securities lending and borrowing transactions, securities are borrowed
from a market participani (the lender} by a counlerparty (lhe borrower) for a
certain perlod. Thése transactions are accounied for in the same way as
repurchase and reverse repurchase agreements. If control remains with the
lender, they are reported on the latter's balance sheet; borrowed securlties
are not reported. If the securities are subsequently sold on, the amounts for
both purchases and sales are reported on the balance sheet and the gain
or loss is recognised in Net trading income. The abligation to return the
borrowed securities s reported at fair value under Trading liabilities. Secu-
rities loaned to third parties are reported under Trading assets or Investment
securities, as approptiate. '

Income and expenses from securilies lending and borrowing transactlons are
accrued and recognised in Net interest and current income or Net trading
income.

Held-to-maturily loans and advances to banks and {o customers, including
finance leases, are measured at amortised cost, less any impairment losses;
promissory notes acquired are reported at fair value. Interest incoms and
loan origination fees are recognised using the effective Interest method. Any
differences belween the amount paid oul and the nominal amount that are
equivalent to interest are amortised to income using the effeclive interest

. method. Loans are placed on non-accrual status when, based on lhe avail-

able information or events, the orderly payment of interest or principal by the
client is doubtful, taking the collaleral furnished inlo account, Irrespective of
any legal claim to inlerest payment, inlerest income is no longer recognised
where the collectability of such claim is highly unlikely. Where there is doubt
regarding the ultimate colleclability of principal, all cash-recsipts are reported
as reductions of principal.
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Loan impairments and
loan loss provisions

Property and equipment

The total amount of loan loss provisions includes allowances for loan losses
deducted from assels and specific provisions for risks associaled with con-
tingent liabilities such as guaraniees, loan commilments, or olher obligations,
which are recognised as liabilities. When setting up loan loss provisions, we
distinguish between specific loss allowances, general loss aliowances and
couniry risk provisions.

Specific loss allowances are established to provide for specifically identified
counterparty risks. The amount of the allowance represenls the difference
between the outstanding receivablg, including accrued interest and the pres-
ent value of the relevant fulure cash flows, after allowing for the fair valug .
oi recoverable collateral.

General loss allowances are established to provide for incurred but un-
identified losses that are inherent in the loan portiolio as of the balance sheet
date. The amount of the gensral loss allowance is based on historical loss
experience for the average identification period, and appropriate evaluation
of current events and economic conditions,

Country risk allowances are established for transfer risks. Transfer risk is a
reflection of the likely ability of borrower in a certain country 10 repay its debl
denominated in forelgn currency in light of the economic or political situation
prevailing in that couniry. Country risk allowances are based on an Internal
raling systemn that incorporates cuirent and historical economic, political and
other datfa o categorise countries by risk profile.

As soon as a loan becomes uncolleclable, it is written off against any existing
specific loan loss allowance or directly recognised as expense in the income
stalement, Subsequenl recoveries ars recognised by crediting the Net loan
loss provisions in the income siatement.

Property and equipment is reported at amortised historical cost less accumu-
lated depreciation and impairment, if any. Subsequent costs or additions are
capilalised lo the exient that they increase the fulure economic benefit of the
related assetis, Costs for repairs, mainienance, or other measures 16 maintain
the property or equipment are charged to the income statement when the
expenditure is incurred.

Siraighl-line deprecialion is based on the uselul life terms set oul beldw in .
accordance with the expected benelit periods:

Buildings ‘ - 25-50 years
QOifice lurnilure and equipment 4-10 years
Seli-developed software ' 3 or7 years
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114 Consolldéted Financlal Statements - Notes

Lending volume

.

In contrast to the reporting of loans and advances, the lending volume does

not include reverse repurchase agreements or olher advances. However, this
item does comprise loans extended on bills that are not reporied under loans
and advances o banks or customers, as appropriate.

€mn 31 Dec 2002 3t Dec 2001
Germany Other counlries Tatal Germany Olher countries Tolal
Ioans exlended an bills ) 277 1 278 SBO 2 agz
Corporate customers T 36,296 34,996 71,232 52,34 50,181 102,485
Publlc authorilies 606 2,088 2,674 28,776 5229 34,005
Privale cuslomers 43,041 1,217 44,258 61,991 1,835 63,926
Custemer lending 80,160 38,282 118,442 143,461 57,347 200,808
Loans to banks 1,528 3,122 4,647 12,982 5420 18,402
Lending volume 81,685 41,404 123,089 156,443 62,767 218,210
Less loan loss allowance 5,141 1,479 6,620 5,573 1,982 7,555
Lending volume after loan loss allowance 76,544 39,925 116,469 150,870 60,785 211,655
1,308 9 1,399 41,608 2,361 43,970

Including: Promissory noles al fair value

(17) Net loan loss allowance

‘) Loans exiended on bills nel shown under advances.

The overall volume of loan loss allowance includes loan loss allowance de-
ducted from the asset side of the balance sheet in the amount of €6,620 mil-

lion (200: €7,555 million) and allowance for contingent liabilities - in-

cluded in Provisions and other liabililies - in the amount of €629 million
{2001: €497 million).

€mn Counlerparly risks Cauniry risks Potenilal risks (General Total
lcan loss atlowance)}

2002 2001 2002 2001 2002 2001 2002 2001
1 January 6,760 5,740 A58 524 804 585 8,062 6,859
e —— e - - - —
Additions lo allowances/provisions recognised
In lhe income stalament 2,828 2,332 111 55 106 262 3,043 2,649
Reductions T
Charge-olig 1,883 883 - 3 - - 1,883 856
Amounts reteased 544 562 203 58 28 48 775 669
Changes In cunsolldaled"c;;;ﬁanies ~ 928 - - - -“égh R - 899 -
Olher addilians/reductions 56 63 -12 - 34 o T 44 %
Currency transiation diflerences - 218 20 -7 5 -5 7 -2 -zl 43
81 December U TUTUemes™ Three ser  asa a1 804 7,209 8,082

The loan portfolio includes non-accrual loans amounting lo €10,005 mil-
lion (2001: €10,537 miilion). This amount includes €7,895 million (2001:
€7,662 million) represeniing loans thal were placed on nen-accrual siatus,
and €2,310 million (2001 €2,915 million) of loans which have a specific
allowance against the interest accrued. Interest amounling lo €447 million
{2001: €448 millian}, which would have been recognised had these loans
been accruing inlerest, was not included in net inleres! income,
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Risk Elements
Nonperforming loans

The following table sets forth the cutstanding balance of our nonperforming loans. The
allocation between German and non-German components is based on the location of the
borrower,

At December 31,
2001 2000 1999 1998 1997

(€ in millions)
Nonaccrual lcans: ,
German ... i i e s 8,751 7891 7516 6,322 5,790
Non-German .................. i . 2404 1,928 1,618 869 443
Total nonaccrual loans .......ocovviiiii s 11,155 9,919 9,134 7,191 6,233
Loans past due 90 days and still accruing interest:
GEIMAN ...ttt ti e e eea e ieeen it P 1640 1,238 1,526 1,876 @ 1,499
NON=GEIMAT .\t iiier s inneninnenn, 309 300 305 198 154
Total loans past due 90 days and still accruing _
interest. ... i e 1,949 1,538 1,831 2,072 1,653
Troubled debt restructurings: _
L€ =107 215 253 261 307 350
NON-German ... iiir vt iiiieeiieinirranreans 336 323 289 294 271
Total troubled debt restructurings ................. 551 576 550 601 621

Nonaccrual loans

Nonaccrual loans are loans on which Interest income Is no longer recognized on an accrual
basis and loans for which a specific provision Is recorded for the full amount of accrued interest
recelvable. We place loans on nonaccrual status when we determine, based on management's
Judgement, that the payment of interest or principal is doubtful.

When-a loan is placed on nonaccrual status, any accrued and unpaid Interest receivable is
reversed and charged against interest Income, We restore loans to accrual status only when
interest and principal are made current in accordance with the contractual terms and, in
management’s judgement, future payments are reasonably assured. When we have doubts about

 the ultimate coliectibility of the principal of a loan placed on nonaccrual status, ail cash receipts

are recorded as reductions in principal. Once the recorded principal amount of the loan is
reduced to zero, future cash receipts are recognized as interest income. For all remaining loans,
interest income is recognized when received.

Loans past due 80 days and still accruing interest

Loans past due 90 days and still accruing interest are loans that are contractually past due
90 days or more as to principal or interest on which we continue to recognize interest income on
an accrual basis.

Troubled debt restructurings

Troubled debt restructurings are loans that we have restructured due to a deterioration in the
borrower’s financial position and in relation to which, for economic or legal reasons related to the
borrower's deteriorated financial position, we have granted a concession to the borrower that we
would not have otherwise granted,
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Interest Income on Nonperforming Loans

The following table sets forth the gross interest income that would have been recorded
during the year ended December 31, 2001 on nonaccrual loans and troubled debt restructurings
if such loans had been current in accordance with their original contractual terms and the interest
income on such loans that was actually included in interest income during the year ended
December 31, 2001.

Year ended December 31, 2001
In In

German - non-German
offices offlces Total
(€ in millions)
Interest income that would have been recorded in accordance with .
the original contractualterms .........cooiiiiiii i, 561 202 763
Interest income actually recorded......... ..o il 69 368 105

Potential Problen‘_: Loans

Potential problem loans are loans that are not classified as nonaccrual loans, loans past due
90 days and still accruing interest or as troubled debt restructurings, but where known
information about possible credit problems causes us to have serious doubts as to the abllity of
the horrower to comply with the present loan repayment terms and which may result in
classifylng the loans in one of the three categories of nonperforming loans described above. The
outstanding balance of our potential problem loans was €2,876 million at December 31, 2001,

Each of our potential problem loans has been subject to our normal credit monitoring and
review procedures. Of these loans, approximately €1,071 million have a specific 10ss allowance.
The remaining loans have also been reviewed for impairment, however, based on our estimated
measurement of the Impairment, no specific loss allowance has been recorded on such loans.

Approximately 10% of our potential problem loans are to private individuals in Germany. The
remaining loans are to corporate borrowers in manufacturing, wholesale and retail trade, service
and other industry sectors. Our potential problem loans to corporate botrowers are diversified
across the following geographic regions: )

At December 31, 2001

Percent of
total potential
problem loans

L= 11 - 52%
Europe (outside Germany) ...... P e 14%
North America ...oviii ittt i ecaiaisnss et ir e, 12%
ASIa PACHI . .t e e i e 8%
Latin America . ..ovcir e vvienininnn e e e e i - 4%

Foreign Outstandings

Cross-border outstandings consist of loans, net of allowances for loan losses, accrued
interest receivable, acceptances, interest-bearing deposits with other banks, other interest-
bearing investments and other monetary assets that either are recorded in an office that is not in
the same country as the domicile of the borrower, guarantor, issuer or counter-party, or are
denominated in & currency that is not the local currency of the borrower, guarantor, issuer or
counter-party or are net local country claims. Net local country claims are domestic claims
recorded in offices outside Germany that are denominated in local or foreign currency and that
are not funded by liabilities in the same currency as the claim and recorded in the same office.
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Our cross-border outstandings are allocated by country based on the country of domicile of
the borrower, guarantor, issuer or counter-party of the ultimate credit risk. At head-office level
we set limits on and monitor actual cross-border outstandings on a country-by-country basis
based on transfer, economic and political risks. '

The following table sets forth our cross-border outstandings by geographic location for
countries that exceeded 0.75% of the total assets of our banking operations. At December 31,
2001, there were no cross-border outstandings that exceeded 0.5% of the. total assets of our
banking operations in any country currently facing debt restructurings or fiquidity problems that
we expect would materially impact the borrowers' ability to repay their obligations.

Country

United States
United Kingdom . .....
France...............
italy ....... e

Japan ...... ...,

Country
United States

........

Raly ...,

Japan
Switzetland ..........
Luxembourg .........
Spain............... .
Cayman Islands .....,

...............

- At December 31, 2001

Government  Banks and Net local Total Percent

and official financial country cross-horder of tola) Cross-border

institutions  [nstitutions  Other(1) claims outstandings  assets(2)  commitments(3)
(€ in milllons, except %)

1,266 8,200 7,135 1,178 17,779 3.4% 14,301
354 9472 2,495 — 12,321 2.3% 7,137
556 6,834 4,020 —_ 11,410 2.2% 124

11,320 1,344 361 1,088 14,113 2.7% 2,409
1,408 4,561 2,108 — 8,074 1.5% —
361 1,334 422 644 2,761 0.5% 3,132
86 2,995 1,887 —_ 4,968 0.9% 218
5 3,415 441 — 3,861 0.7% 1,686
2,509 1,530 1,004 32 5,075 1.0% 133
_ 2,624 719 — 3,343 0.6% .266
. - At December 31, 2000
Government  Banks and Net local Total Percent
and official financial country cross-border of total Cross-border
institutions Institutions  Other{1) claims ouistandings  assets(2) commiiments {3}
(€ In millions, except %)

1,130 11,944 5,632 1,421 21,127 4.2% 18,568
2186 12,398 2,891 — 15,505 3.1% 6,685
730 6,454 - 3,513 — 10,697 2.1% © 89

6,548 3,098 314 77 10,037 2.0% 1,041

1,131 4,809 2,510 — 8,450 1.7% —_
966 2,316 424 696 4,402 0.9% 3,204
116 3,531 2,181 455 6,283 1.3% 248

5 2,236 526 — 2,767 0.6% 1,184

2,281 1,430 712 182 4,605 0.9% 775

— 2,283 642 - 2,925 0.6% 289
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At December 31, 1999

Government Banks and Net local Total Percent
and official financial country cross-border of total Cross-border
Institulons institutions  Other{1) claims outstandings  assets{2}  commitments(3)

(€ In milllons, except %)

4 Country

United States ........ 1,059 8,089 3,977 1,493 14,508 3.5% 17,277
United Kingdom . ..... 470 10402 2,322 26 13,220 3.2% 7,854
France.............., 532 6,036 3,364 — 9,932 2.4% —
aly ..ovevviiirinnnns 6,324 1,176 284 - 7,784 1.9% 681
Netherlands .......... . 695 3,181 1,681 —_ 5,557 1.3% -
Japan ............... 1,599 997 620 663 3,879 0.9% 3,244
. Switzerland .......... 81 2,200 1,196 59 3,545 0.9% 252
Luxembourg ......... 5 1,050 234 3 1,292 0.3% 1,424
Spain................ 1,577 1,126 668 111 3,482 0.8% 794
Cayman Islands ....., — 2,303 943 . - 3,246 0.8% 237

{1) Other includes insurance, commetcial, industrial, service providers and other corporate
counter-parties.

(2) Percent of total assets is defined as total cross-border outstandings divided by total assets
of our banking operations. The total assets of our banking operations were €526 billion and
€501 billion and €414 biilion at December 31, 2001, 2000 and 1999, respectively,

(8) Cross-border commitments have been presented separately as they are not included as
cross-border outstandings unless utilized.

At December 31, 2001, total cross-border outstandings disclosed above included €668 million
and €114 million of gross loans outstanding to borrowers in the United States that are also
disclosed within the categories of nonperforming loans and potentlal problem loans, respectively.

Summary of Loan Loss Experience

We establish allowances for loan losses in our loan portfolio that represent our manage-
ment's estimate of probable losses in the portfolio at the balance shest date, The components of
these allowances are:

* Speclfic loss allowances. A specific loss allowance is established to provide for
specifically Identified counter-party risks. Loans.are Identified as impaired If it is probable
that borrowers are no longer able to make their contractually agreed-upon interest and
principal payments. Specific allowances are established for impalred loans. The amount of
the impairment is measured based on the present valug of expected future cash flows or
based on the fair value of the collateral if the loan is collateralized and foreclosure is
probable. If the amount of the impairment, subsequently increases or decreases due to an
event occurring after the initial measurement of impairment, a change in the allowance is
recognized in earnings by a charge or a credit to net loan loss provisions,

* General loss alfowances. General loss allowances are established to provide for Incurred
but unidentified losses that are inherent in the loan portfolio as of the relevant balance
sheet date. General allowances for loan losses are established for loans not specifically
Identified as Impaired. The amount of the allowance is based on historicai loss experience
and management's evaluation of the loan portfolio under current events and economic
conditions.

* Country risk aflowances. Country risk allowances are established for transfer risk,
Transfer risk is a measure of the likely ability of a borrower in a certain country to repay
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its foreign currency-denominated debt in light of the economic or political situation
prevailing in that country. Counfry risk allowances are based on our country rating system
that incorporates current and historical economic, pelitical and other data to categorize
countries hy risk profile.

The following table sets forth an analysis of the specific loan loss allowances by industry
sector and geographic category of the borrowers, and the percentage of our total loan portfolio
accounted for by those industry and geographic categories, on the dates specified. The allocation
between German and non-German components is based on the location of the borrower,
At December 31, !

2001 2006 1958 1998 1997
Percent Percent Percent ' Percent Percent
of tatal of total of total of total of total

loans loans loans loans loans
in each In each in-each in each in each
catego category category catego category

to tota to total to total 10 1ota to total
Amount loans Amount loans Amount loans Amount loans Amount loans

(€ In millions, except %)

German:
Corporate: .
Manufacturing Industry....... gad 5.7% a7 6.0% 840 5.8% 738 1.5% 705 8.0%
Construction ........0v0even 853 1.0% 381 1.1% 389 1.2% arz 2.0% 312 2.3%

Wholesale and retalf trade ... 448 3.8%, 606 35% . 5685 4.0% 867 6.0% 483 6.5%

Financlal hsttutlens
(excluding banks) and

Insurance comparies ...... 133 2.6% 135 2.2% 110 0.5% 128 2.5% 108 2.6%
Banks ......... P 5 0.3% 1 0.3% - 1.3% - 0.4% 7 0.1%
Service providers............ 982 12.2% 1,030 11.1% 887 12.6% 654 9.1% 609 7.9%
Other.........oovveverennne. 89 21% _ ¥ 18% 130 24% 97 18% _ 80 2.5%
Corporate total . ....ovvvvnnns 2,864 21.7% 2,83 26.2% 294 27.9% 2,544 20.3% 2311 31.5%
Public authorlties ......... . — 0.4% - 0.3% 1 0.1% 2 0.7% 8 1.0%

Private individuals (including
self-employed

professionals) .....c.evvis 2,090 338% 1,730 34.4% 1,342 6% 1,170 38.3% 965 37.8%
German total . , ... diversienes 4,954 61.9% 4,565 B80.9% 4,284 G2.6% 3,718 66.3% 3,282 70.1%

Non-German:
Corparate:
Manufacturing industry,
wholesale and retall trade,
. §ervice providers and :
construction ... .. Parereees 1,201 20.4% 998 229% 1,183 209% 1,00 14.8% 643 13.2%
Financlal institutions
{excluding banks} and

Insurance companies ...... 96 5.5% 109 5.3% 107 4.3% 17 4.4% — 7.2%
Banks ......oivieinns Ceeeies 118 2.7% 92 3.3% 142 3.5% 195 5.3% 60 5.9%
(01157 S [PTPIN 247 2.1% 118 1.8% 85 1.8% 98 2.7% a8 19%
Corporate total .............. 1,662 307% 1,317 333% 1,517 30.5% 1,311 27.2% 741 28.2%
Public authorities ............ 15 1.8% 14 0.5% 30 1.6% 15 0.7% - 0.5%
Private individuals ........... 211 5.6% 224 5.3% 231 5.3% 216 8.8% 41 1.2%
Non-German total ...... veee. 1,888 38.1% 1,585 381% 1,778 37.4% 1,542 33.7% 782 29.9%

Total specific loan loss
allowances ........ veieiaeee. 6,842 100.0% 6,120 100.0% 6,062 100.0% 5258 1000% 4,084  100.0%
Country risk allowances ......... 443 480 659 529 560
General loss allowances ........ 753 523 . 386 344 331
Total loan loss allowances ...... 8,038 7,123 7,107 6,131 ) 4,955
124

~—210—




The following table sets forth the movements in the loan loss allowance according to the
industry sector and geographic category of the borrower. The allocation between German and

non-German components is basad on the location of the borrower,
Year ended December 31,

2001 2000 1999 1988 1997
{€ in millions)
Total allowances for loan losses at beginning of the year 7,123 7,107 6,131 4,955 4,543
Gross charge-offs:
German:
Corporate:
Manufacturing INdUStry .......vveeieeiereerrrennnn.. 66 211 71 47 48
Constructon . ...ouuiv i e e e 16 53 33 11 8
Wholesale and retailtrade .................c.ovvnnt. 54 163 71 26 44
Flnancial institutions (excluding banks) and insurance
COMIPANIES . ..ttt ve et iie et iatr e ineiirrnrensenan 17 19 4 1 2
Service Providers .. .. ivt i i 103 131 B2 78 39
01T 16 36 5 5 20
Corporatetotal ........cooiiiiiiiiniii i 272 613 266 168 159
Public authorities. .. oo v it i i i i e —_ 1 — — —
Private individuals (including seif-employed
professionals) ....oovviiiii it i e 211 337 173 115 80
Germantotal ......ooiviiiiciiiiiiiiiniann.. P 483 951 439 283 249
Non-German:
Corporate:
Manufacturing industry, wholesale and retail trade, .
service providers and coénstruction ................. 516 594 93 116 78
Financial institutions (excluding banks) and insurance
S <o 53] o1 11T TR 23, 48 8 5 35
= 3 13 14 19 3 18
Other .. v e P 2 72 -1 4 9
COrPorate total .. .\.vveeiniereeiniiieeerinnenns, 554 728 119 128 140
Private individuals.............. e e 49 32 9 11 4
Non-German total .................. ferveseeiesio...., 803 760 _128 139 144
Total gross charge-offs ..................o0iiiiiiiiiine, 1,088 1,711 567 . 422 393
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Year ended December 31,
2001 2000 1999 1998 1997
(€ in millions)

Recoveries:
German:
Corporate: o
Manufacturing industry ..o vere L1 9 1 1 4
ConstrUCtion ..o v v e e e e — — 1 — 1
Wholesaleandret_ailtrade....,...............;" ...... — — 1 — 3
Financia! institutions (excluding banks) and Insurance
companies....... PR — — —_ 1
Service providers ..ot - — 10 1 3
L0 T — — — 1 1
Corporate total ............ e 1 9 13 3 13
Private individual (including self-employed
professionals) ............ R 25 21 17 17 10
German total ...t i e e 26 30 30 20 23
Non-German:
Corporate:
Manufacturing Industry, wholesale and retail trade,
service providers and construction ,..............0 3 1 1 3 6
Financial institutions (excluding banks) and Insurance I
(o7 ] =1 11 - S 7 —_— — —
BaNKS .. vttt i it i ey 4 1 — — 1
L0 (- R P 2 1 — 37 —
Corporate total ......... e 16 3 1 40 10
Public authorlties.............ovvenn s PP — 1 —_ — —
Private individuals . ................ i 6 2 5 8 —
NOR=GEIMAN tO18] 4\ttt ettet et eesbreiianaennens 22 6 6 46 10
Total recovVeries ... .o i e e e 48 36 36 66 33
Netcharge-offs............co it 1,038 1,675 531 356 360
Additions to allowances charged to operations ............ 1,901 1,585 1,237 1,024 749
Increase in allowances due to mergers and acquisitions and o
other increases/ (decreases) ............coiiviieninnts 12 41 1568 555 —
Foreign exchange translation adjustments................. 40 55 112 _ (47) 23
Total allowances for loan losses at end of the year....... 8,038 7,123 7,107 6,131 4,955
Ratio of net charge-offs during the year to average loans
outstanding during the year ............... .coovinn, 0.46% 0.78% 0.27% 0.15% 0.18%

When we determine that a loan is uncollectible, the loan is charged off against any existing
specific loss allowance or directly recognized as expense in the income statement. Subsequent
recoveries, if any, are recognized in the income statement as a credit to the net loan loss
provisions. Since 2000, we have charged off loans when, based on management's judgement, all
economically sensible means of recovery have been exhausted. Our determination considers
information such as the age of specific loss allowances and expected proceeds from liquidation
of collateral and other repayment sources. Prior to 2000, we charged off loans only when all legal
means of recovery had been exhausted, for example only after completion of bankruptey
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proceedings. The change in practice has affected both the timing and amount of charge-offs |
since 2000, '

Deposits

The following table sets forth the average balances and the average interest rates on deposit
categories in excess of ten percent of average total deposits of our banking operations. The
allocation between German and non-German components is based on the location of the office
that recorded the transaction.

Year ended December 31,

2001 2000 1999
Average Average Average Average Average Average
balance rate balance rate balance rate

{€ in millions, except %)
In German offices:

Non-interest-bearing demand deposits 1,854 1,874 - 3,323
Interest-hearing demand deposits. .... 31,608 1.5% 33,849 21% 46,8377 1.4%
Savings deposits ... ..ciiiiiiiiiae, 10,352 3.4% 14,457 2.6% 15,570 2.4%
Time deposits ..........ooevvienient, 128,749 3.6% 91686 3.3% 68741 27%
Germantotal ...........ccoiiiiiine, 172,563 141,866 134,011
In non-German offices:
Non-interest-bearing demand deposits 6,098 8,405 7,807
Interest-bearing demand deposits..... 11,351 3.8% 10,392 4.2% 10,040 3.2%
Savings deposits .......0. 0 ieiienes 1,078 3.98% 612 3.1% 1,226 4.0%
Time deposits .........oveveeranns., 57,432 53% 44,358 75% 33,720 8.8%
Non-Germantotal ...........c..cvnt.. 75,054 63,767 52,792
Total depPosits .. ..\.vureeeeeeeeeennns, 248,517 205,633 186,803

The aggregate amount of deposits by foreign depositors in our German offices was
€63,663 million, €565,268 million and €42,999 million at December 31, 2001, 2000 and 1999,
respectively.

Time Deposits

The following table sets forth the balance of time certificates of deposit and other time
deposits in the amount of €100,000 or more issued by our German offices by time remaining to
maturity at December 31, 2001.

At December 31, 2001
Time deposits of
€100,000 or more

(€ In milllons)

Maturing in three months orless ................. e et 61,236
Maturing in over three months through sixmonths ...t 6,872
Maturing in over six months through twelve months....................... 5,033
Maturing in over twelve months ............oiiiiiiiiiiii i, 19,110
Total L e e e e e 82,251

The amount of time deposits of €100,000 or more issued by our non- German offices was
€45,166 million at December 31, 2001.
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