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Dear Readers,

In 2019, we succeeded once again in writing
a new chapter in the success story of Siemens
Bank. We can now look back on another very
successful fiscal year, a year in which we
generated the best operating result in the
bank’s history.

The continuous increase in income before
income taxes and profitability results from
our credit business, which generated a sig-
nificant amount of growth even though the
economy cooled off.

The foundation of this success is our system-
atic risk management. No excessive credit
risks were taken to achieve higher volumes
and margins. On top of that, we largely
avoided credit hits and kept the quality of
our portfolio on a consistently high level.

This is a particularly significant achieve-
ment in light of the increasingly challeng-
ing market conditions we face. During 2019,
the economic slowdown also continued to
spread through the core markets of Siemens
Bank. This trend was intensified by the pro-
tectionist tendencies of the U.S. govern-
ment and the global trade dispute that has
been triggered by them, by the economic
uncertainties associated with the unre-
solved withdrawal of Great Britain from the
EU (Brexit) and by geopolitical conflicts. In
addition, interest margins remained under
extreme pressure as a result of the high
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level of liquidity in credit markets — a conse-
quence of the intense, ongoing competition
in many regional markets for project financ-
ing and corporate lending.

Siemens Bank supported Siemens AG, its
subsidiaries and affiliated companies by
providing financing to a large number of
flagship projects. One of these is the Yunlin
offshore wind-power project in Taiwan for
which Siemens Gamesa Renewable Energy
(SGRE) won the contract in May 2018. Tai-
wan has been planning for years to abandon
nuclear power and is focusing in particu-

lar on expanding the use of offshore wind
power. The Yunlin offshore wind farm will
have an output of more than 640 MW and is
scheduled to be completed in 2021. Siemens
Gamesa is supplying 80 turbines, each of
which has an output of 8 MW. The financing
of the €2.7 billion project is being provided
by a group of Taiwanese and international
banks, including Siemens Bank and three
export credit agencies.

It is also worth highlighting Siemens Bank's
participation in the Al Taweelah project in
Abu Dhabi (UAE), one of the largest sea-
water desalination plants in the world. This
project will entail major participation from
the Siemens Group and aims to be complet-
ed by 2022, at which point it will cover the
water requirements of more than 350,000
households. Due to its size and efficiency,
the plant will set new standards in water
supply. The project will be implemented by
a consortium of local investors led by ACWA
Power. The Public Private Partnership (PPP)
project will be financed by a group of six
lenders. With its long and extensive experi-
ence in project finance and PPPs, Siemens
Bank acts as Mandated Lead Arranger (MLA)
in this project.
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Thanks to our positive business perfor-
mance during the past fiscal year and our
proven, long-term strategy that is designed
to generate profitable growth, we are now
positioned better than ever to support the
strategic goals and challenges of Siemens
AG, its subsidiaries and affiliated compa-
nies and, thus, to meet the financing needs
of our customers. For this reason, Siemens
Bank is and will remain an important source
of stability and a partner in the success of
the Siemens Group.
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This version of the annual financial statements and the management report of Siemens Bank GmbH, Munich, has been prepared for the
convenience of English-speaking readers and is a translation of the German original. For purposes of interpretation, the German text shall be
authoritative and final.
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1 Business performance overview

1.1 Business activities of
Siemens Bank GmbH

Siemens Bank GmbH, Munich (hereinafter: Siemens

Bank) is part of the Service Company Financial Services

in the Siemens Group. Through the business activities of
Siemens Bank, Siemens AG, Berlin and Munich (hereinaf-
ter: Siemens AG), as the sole shareholder of Siemens Bank,
broadened the range of sales-financing products in its
Service Company Financial Services, increasing flexibility
in group finance and optimizing its risk management.

There continue to be three pillars to the Siemens Bank
business model, as was the case in previous fiscal years:

» Lending and guarantee business: This is the core business
of Siemens Bank, focusing on the provision of medium-
to long-term financing for corporate clients, project com-
panies and public-sector borrowers. The product portfolio
currently comprises, in particular, corporate loans, project
finance, promissory note loans, and revolving loan facili-
ties. Siemens Bank operates in both the primary mar-
ket and the secondary market for loans. Guarantees are
issued in particular in the context of project financing,
but currently play a subordinated role.

X

Deposit and treasury business: The deposit business
focuses on the receipt and investment of overnight
money and time deposits from companies in the Siemens
Group and selected third-party institutions. The treasury
business encompasses Group financing activities and
asset liability management, including the management of
a portfolio of highly liquid assets. Asset liability manage-
ment ensures that the credit business is funded by equity
and deposits.

X

Fee business: Key resources for managing financial risk
and processing financial transactions in the Siemens
Group are pooled within Siemens Bank. These resources
not only support the company’s own banking operations,
they are also offered to Siemens AG, its subsidiaries, and
selected third parties.

Siemens Bank does not undertake retail banking or
maintain a trading book.

1.2 Economic environment

In its lending business, Siemens Bank offers its products
primarily to customers in Europe, Asia and Australia. In
view of this strategic focus, economic trends in these
regions have a special significance for the business perfor-
mance of Siemens Bank.

The slowdown in the economic upswing expected in last
year's forecast actually occurred in fiscal 2019. Many risk
factors identified last year have materialized and had a
negative impact on the economic development of the
world economy, but also on the demand for equipment
investments.

Nevertheless, economic development was, as expected,
heterogeneous in the various relevant markets. Accord-
ing to data published by the OECD, gross domestic product
in OECD countries rose by 0.6% in the first quarter and by
0.4% in the second quarter of the 2019 calendar year, in
both cases in comparison with the previous quarter (last
year: 0.5% and 0.6% respectively). In the U.S.A., economic
growth weakened despite support from a strong domes-
tic economy. In Asia, on the other hand, high growth rates
continue to be achieved. According to OECD data, GDP in
the ASEAN 10 countries grew by 5.2% in 2019 (previous
year: 5.3%). Although the global economy grew faster in
Asia than in any other region, these rates were well below
the very high growth rates of the past. A number of factors
of uncertainty had a dampening effect on growth, such as
the trade conflict between China and the U.S.A. or political
conflicts.

According to information from the German Federal Ministry
of Economics and Technology, GDP growth in the eurozone
weakened in the 2019 calendar year: GDP compared with
the previous quarter grew by only 0.4% in the first quarter
and by 0.2% in the second quarter (in the relevant prior-
year period: 0.4% in each case). This growth lagged signifi-
cantly behind developments in other regions of the world,
as economic momentum slowed or continued to stagnate,
particularly in Germany, France, Spain and Italy. Outside the
eurozone, GDP in the United Kingdom fell by 0.2% in the
second calendar quarter of 2019, according to information
from the OECD, after a slight growth of 0.5% in the first
quarter (previous year: growth of 0.1% in the first calendar
quarter and 0.4% in the second). This economic develop-
ment reflected the continuing uncertainty surrounding
Britain’s potentially contractually unregulated withdrawal
from the European Union (“hard Brexit”).
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According to Siemens Bank’s overall assessment, a clear
slowdown in economic development within and outside
the eurozone could be observed in fiscal 2019, the extent
of which was in line with the previous year’s forecast. Only
in Asia did the expected positive development continue.

At the same time, Siemens Bank continues to observe
intense competition in the market for project and invest-
ment financing, as interest rates remain at historically low
levels and the lending market is very liquid, particularly in
the eurozone. Siemens Bank sees a similar situation regard-
ing market and competition in many Asian markets. The
high level of liquidity in the market and the emergence of
new competitors beyond the traditional banking segment
as investors in project financing and corporate financing in
the form of insurance companies, pension funds or alter-
native investment funds means that companies are tak-

ing advantage of favorable capital market conditions to
refinance through bonds or to replace existing financing
with more favorable lending terms, thereby further increas-
ing the pressure on margins in the lending markets. As a
result, the level of early terminations of existing financing
remained very high and exceeded last year’s level and
Siemens Bank’s expectations.

Although the planning cycles that are relevant for the
financing of projects and equipment investments usually
have longer terms and are therefore less dependent on eco-
nomic trends, Siemens Bank continues to observe very high
competitive pressure and thus a very challenging market
environment. Increased uncertainty about future economic
developments also led to greater restraint in investments in
plant and equipment. In this environment, it remains dif-
ficult to generate attractive risk-return profiles. Neverthe-
less, the broadly based geographical positioning at Siemens
Bank enabled the Bank to offset weak trends in individual
markets or industries by exploiting opportunities in other
markets.

1.3 Regulatory developments

Under the Basel Ill framework, which was drawn up at inter-
national level in response to the financial crisis of the last
decade, regulatory requirements for banks were redrafted
and tightened up with the objective of improving the resil-
ience of the overall system in the event of a crisis by higher
capital requirements to cover risk and greater liquidity buf-
fers for the banks.

At the European level, the core legal provisions relating to
the agreed reforms, the Capital Requirements Regulation
(CRR) and the Capital Requirements Directive (CRD IV), came
into effect on January 1, 2014. The CRD IV provisions were
transposed into German law with the CRD IV Implementa-
tion Act (CRD IV-Umsetzungsgesetz), which involved far-
reaching changes to national legal provisions in Germany.

The resulting regulatory requirements for Siemens Bank
have been implemented in recent years. The following
topics were in the foreground in the last fiscal year:
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» The change in the requirements for the national million
loan reporting as of January 2019.

» The implementation of EBA Guideline 2017/15 as of Janu-
ary 2019. This changed the requirements for determining
both the control-based and the economic Groups of
Connected Clients (GCC).

» Adjusted reporting requirements and forms in accordance
with EU Regulation 2017/1538 for Financial Reporting
(FinRep) as of January 2019.

» Extended obligations under the Own Funds Reporting
with regard to “Prudent Valuation” from December 31,
2018 onwards.

The new CRR Il and CRD V were adopted by the EU Com-
mission during fiscal 2019, which includes the final imple-
mentation of the Basel Committee on Banking Supervision’s
requirements for the introduction of binding minimum
ratios for the leverage ratio and the net stable funding
ratio. In addition, the first contents of Basel IV must be
implemented, such as new requirements for determining
risk-weighted assets, new large exposures regulations and
new disclosure obligations. The implementation of these
new or adjusted requirements will be the focus in the next
two fiscal years until their introduction in June 2021.

Subsequently, the requirements for the implementation
of the Basel IV package with the central elements of the
changed calculation elements for lending, market and
operational risks are expected to be specified.

In order to be able to implement the requirements of
the reform packages promptly, Siemens Bank will set up
corresponding projects in the new fiscal year.

On July 31, 2019, the German federal government adopt-
ed a draft law to implement the amending directive to the
Fourth EU Anti-Money Laundering Directive. The draft law
serves to transpose EU Directive 2018/843 into national law
and essentially contains regulations in the areas of obligat-
ed parties, high-risk countries, access to the transparency
register and linking of the national transparency registers.
Siemens Bank is implementing these innovations as part
of a project. The new Anti-Money Laundering Act (Geld-
wdschegesetz) will come into effect on January 1, 2020.

In addition, there were continuous activities in the past
fiscal year to analyze the increasing regulatory require-
ments placed on the IT of banks and their implications for
implementation.

Siemens Bank has formed a project group for the expected
transposition of the “Guidelines on Outsourcing Arrange-
ments” of the European Banking Authority (EBA) into
national law.

Further developments in European and national legislation
are continuously monitored as part of Siemens Bank’s
Compliance Program.

The effects of a possible Brexit on Siemens Bank and the
regulatory requirements are also closely analyzed by a
working group.

In March 2017, Siemens Bank opened a branch office in
Singapore. The new branch is required to comply with local
regulatory requirements and reporting obligations in the
Monetary Authority of Singapore (MAS) reporting system.
The local regulatory requirements are based on the Basel Il
framework and are essentially comparable to the European
requirements. The monitoring and development of changes
and adjustments to local regulatory requirements is also
part of Siemens Bank’s Compliance Program.

In May 2018, MAS published the final “Notice Revised MAS
610/1003". The monthly report 1003 serves MAS as a statis-
tical basis for the balance sheet evaluation and is extended
substantially under the new standard. The Notice is appli-
cable from October 2020 onwards, with a prior six-month
mandatory test phase.

1.4 Business performance

2019, like the previous fiscal year, was characterized pri-
marily by two factors: The significant growth in the lend-
ing business — particularly in Asia — even though it was
lower than last year had a positive impact on profitability
before risk provisions and led to a significant increase in net
interest income. This positive development dominated the
increasingly challenging economic environment as well as
the high liquidity in key markets and the associated pres-
sure on interest margins and achievable returns. At the
same time, the provisions for credit risks remained constant
despite the significant growth in business, as the Bank con-
tinued to consistently avoid entering into excessive credit
risks.

Due to the growth in business volume, the very good devel-
opment of the operating result before risk provisions and
the constant addition to provisions for credit risks, manage-
ment is very satisfied with the business performance in fis-
cal 2019. This positive development overall exceeded Sie-
mens Bank’s expectations.
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Net assets

Siemens Bank’s net assets developed very positively in fiscal
year 2019 due to strong growth in its core lending business.

Following an increase by 28% in the previous year, the
business volume in the core lending business segment
(including guarantees) again grew significantly by 14% in
fiscal 2019.
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Figure 1: Development of loans and advances to customers in the
lending business (€million)

Following moderate growth in fiscal 2017, Siemens Bank
recorded a very significant increase in its lending port-
folio in fiscal 2018. In addition to the economic recovery of
important markets served by Siemens Bank, this was due
in particular to the opening of the Singapore branch on
March 1, 2017, whose business volume grew significantly
in fiscal 2018.

In fiscal 2019, Siemens Bank succeeded in continuing this
growth course. Due to the slowdown in economic momen-
tum and the increasingly difficult market environment,
Siemens Bank has consistently focused its growth on
attractive opportunity/risk profiles and the avoidance of
excessive credit risk. As a result, the lending portfolio did
not grow to the same extent as in the previous year. In its
growth, Siemens Bank continued to place great emphasis
on broad diversification of its lending portfolio by industry
and region, for instance by further expanding its regional
presence in Asia and Australia. This — in view of the difficult
market environment — very positive development exceed-
ed Siemens Bank’s expectations and is also reflected in the
persistently high level of irrevocable lending commitments
of €893 million (previous year: €936 million). Contingent
liabilities from guarantees existed only to a limited extent
at the end of the fiscal year (€33 million; previous year:

€0 million) and are part of project financing granted.
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The focus of the lending portfolio in fiscal year 2019, as in
the previous year, was on activities in the areas of energy
(renewables, energy management), infrastructure and
health. In addition to project financing, Siemens Bank has
a corporate lending portfolio.

Siemens Bank focuses on offering financing solutions to the
customers of Siemens AG and its subsidiaries. A large pro-
portion of financing agreements was signed with existing
customers of Siemens AG and its subsidiaries, thereby sup-
porting the activities of the Siemens Group. Siemens Bank
also enters into financing agreements with Siemens’ target
customers, in emerging Siemens markets, and even in situ-
ations where there is no Siemens connection at all as long
as there are business opportunities with an attractive risk-
return profile in the lending market concerned.

In addition to its own lending portfolio described above,
Siemens Bank also holds loans on a fiduciary basis whose
risks are fully collateralized by cash.

In the deposit and treasury business, the Group financ-
ing portfolio, which forms an integral part of the loans and
advances to customers, decreased from €335 million to
€235 million since the end of the previous fiscal year. The
provision of collateral in cash means that Siemens Bank
does not bear any credit risk in connection with this busi-
ness. Compared with the lending business, this lending
portfolio clearly is of minor significance within the business
model of Siemens Bank as a whole.

Within the deposit and treasury business, the development
of liquidity investments — which are reported under loans
and advances to banks, credit balances with central banks,
private bonds as well as under loans and advances to cus-
tomers — is closely linked to the economic and regulatory
requirements relating to liquidity control. In recent years,
Siemens Bank has built up a highly liquid assets portfolio as
a liquidity reserve and for liquidity control. A major part of
this asset portfolio is in short-term promissory note loans
from investment-grade issuers. With this asset portfolio,
Siemens Bank intends to achieve positive income contribu-
tions and a high level of security in addition to compliance
with commercial and legal requirements regarding liquidity
control.

Intra-year fluctuations during the 2019 fiscal year were

due to maturities of liquidity-related investments and the
decline in short-term deposits. Compared with the previous
year, the portfolio of highly liquid assets for purposes of
liquidity reserve and liquidity control increased by only 9%
(previous year: reduction by 2%). Overall, this was in line
with Siemens Bank’s expectations.
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Figure 2: Change in liquidity-related investments in the deposit and
treasury business (€million)

Financial position

The business activities of Siemens Bank are largely refi-
nanced by deposits and equity. Here, 13% (previous year:
14%) of the recorded business volume of Siemens Bank is
financed by equity. Siemens AG as the sole shareholder of
Siemens Bank has paid in a share capital of €5,000 thou-
sand (previous year: €5,000 thousand) and capital provi-
sions in the form of other payments into equity amounting
to €995,000 thousand (previous year: €995,000 thousand).

Although by far the largest proportion of deposits is made
by Siemens AG and its subsidiaries, Siemens Bank also
holds deposits of customers from outside the Group. How-
ever, Siemens Bank does not accept retail banking depos-
its. Where deposits are used directly for the purposes of
refinancing the lending business, they are matched as far
as possible with the lending currencies, in accordance with
the expected repayment profiles so that the exposure of
Siemens Bank to currency and maturity transformation

risk is very limited.

Siemens Bank’s liquidity situation is characterized by a large
portfolio of assets with short-term availability. Siemens
Bank also has refinancing options available in particular via
Deutsche Bundesbank and Siemens AG. Liquidity is thus
always ensured from the point of view of Siemens Bank.

Currently, Siemens Bank has not issued any bonds on
capital markets, nor has it placed any promissory note loans
or other bonds.

Furthermore, Siemens Bank has not made any substantial
capital investments or financial investments in the 2019
fiscal year.

Results of operations

On the one hand, the 2019 fiscal year was characterized
by a further expansion of business activities, which was
reflected in equal measure in the growth of net inter-
est income, net fee and commission income and general
administrative expenses. On the other hand, the level of
additions to provisions for credit risk remained constant
compared with the previous year despite continued port-
folio growth.

Overall, Siemens Bank was able to continue the positive
development of the 2018 fiscal year, posting its highest net
operating income before risk allowances since the Bank’s
formation.

(€ million) 2019 2018 2017
Net interest income 153.9 1355 116.8
Net fee and commission income 29.3 258 2238
General administration expenses -67.8 -62.0 -55.7
Other income and expenses, net -1.6 -0.5 -2.8
Operating income before allowances for 113.8 98.8 81.1
losses on loans and advances

Allowances for losses on loans and -21.8 -219 -73
advances

Net operating income 92.0 769 7338

Figure 3: Components of Siemens Bank income

Net interest income at Siemens Bank arises from the
spread between interest income on loans and investments
on one side and refinancing-related interest expense on the
other. Interest terms also reflect the effect of inflation. The
net interest margin contribution from the lending business
generates most of the net interest income. Liquidity invest-
ments in the deposit and treasury business normally gen-
erate lower interest margins. As the portfolio in the core
lending business, in line with expectations, grew constantly
and significantly in the 2019 fiscal year, net interest income
also grew significantly. However, net interest income is

also heavily dependent on the volatility of exchange rates
during the year, as a significant portion of the portfolio

is denominated in USD, GBP and AUD. Overall, Siemens
Bank was able to continue to generate attractive risk-return
profiles in the lending business, as, also against the back-
ground of a persistently low interest level in important

core markets, new loan transactions were only entered into
selectively, and the pursued business strategy was not pure-
ly volume-driven. Net interest income developed essentially
in proportion to the development of the lending portfolio,
which is attributable to continuous growth over the course
of the fiscal year. Currency effects largely offset each other
in the major currencies. Nevertheless, net interest income
growth was slightly below Siemens Bank’s expectations, as
interest margins tend to decline due to high competitive
pressure in the lending markets.
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In spite of a continuous growth by 14% (previous year:
13%), net fee and commission income still is of minor sig-
nificance for Siemens Bank’s results of operations. Siemens
Bank earns fee and commission income primarily by provid-
ing risk-management and processing services for Siemens
AG and its subsidiaries. The costs incurred in providing the
services are reported under general administrative expens-
es. In fiscal year 2019, Siemens Bank took over risk man-
agement activities for the Siemens Group from Siemens
Treasury GmbH and at the same time to a lesser extent
transferred risk management activities for Service Company
Financial Services to Siemens Financial Services GmbH. The
resulting continuous increase in net commission income
was in line with Siemens Bank’s expectations.

A slightly smaller portion of 54% (previous year: 60%) of
general administrative expenses at Siemens Bank is
attributable to personnel expenses. Siemens Bank employ-
ees are not only responsible for carrying out the banking
operations as such, but also for providing risk-management
and processing services for Siemens AG, its subsidiaries and
selected third parties. The other administrative expenses
are largely accounted for by the purchase of services from
Siemens AG and its subsidiaries as well as from third par-
ties. This purchase of services also includes all IT services
required by Siemens Bank. The constant increase in general
administrative expenses during the last three fiscal years

is due to the continuous expansion of the Siemens Bank
business activities and the opening of the Singapore branch
in the 2017 fiscal year as well as salary increases and higher
costs for some service providers. Applying strict cost dis-
cipline, Siemens Bank was able to limit the effects of the
additional structural costs caused by the business expan-
sion of the last few years, so that net interest and net fee
and commission income increased at a significantly higher
rate than general administrative expenses. Overall, the
increase in administrative expenses was slightly lower than
expected by Siemens Bank.

Other net operating income is for the most part deter-
mined by income from currency valuations. The impact of
currency effects on the Bank’s profitability is in particular
limited through the refinancing of loans in foreign cur-
rencies in the same currency. In fiscal 2019, Siemens Bank
reports a slightly positive currency income in relation to the
total portfolio; last year, Siemens Bank reported a slightly
negative currency income in relation to the portfolio.
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Expenses for additions to allowances for losses on loans
and advances were constant in fiscal 2019 compared

with the previous year and were significantly lower than
Siemens Bank had expected. The relative growth in allow-
ances was in line with the growth of the portfolio in the
core lending business. In particular, the volume of problem
loans increased only slightly. During the 2018 fiscal year,
Siemens Bank further developed and refined its provision-
ing methodology for latent credit risks in order to take
greater account of expected losses and default rates. Due to
the adjusted valuation methodology, allowances for latent
credit risks were significantly higher in comparison to fiscal
2017, thus also taking into account the much higher level
of uncertainty in Siemens Bank’s key markets. Due to the
continuing high credit quality of Siemens Bank’s loan port-
folio, reported allowances for losses on loans and advances
overall are still very moderate for large parts of the lending
portfolio, also in the 2019 fiscal year.

The net operating income equates to the net income in
accordance with the German Commercial Code (HGB) that
Siemens Bank transfers, after deduction of income taxes,
to Siemens AG under the existing profit-and-loss transfer
agreement.

14

As in the previous fiscal year, the net operating income
before tax reported here is Siemens Bank’s key financial
performance indicator. The significant increase in this per-
formance indicator exceeded Siemens Bank’s expectations,
as the development of allowances for losses on loans and
advances and administrative expenses more than compen-
sated for the slightly lower than expected increase in net
interest income.

Siemens Bank also determines the return on risk-adjusted
capital as an additional financial performance indicator.
Here, the net operating income after standardized income
taxes and before additions to and/or dissolution of provi-
sions for general banking risks (in fiscal year 2019: €73.5
million; previous year: €57.9 million) is considered in rela-
tion to the average economic capital, which amounts to
€465.5 million in fiscal 2019 (previous year: €362.6 mil-
lion). As of September 30, 2019, this indicator was almost
unchanged at 15.8% (previous year: 16.0%), and was thus
within the target range of between 15% and 20% for the
2018 fiscal year which remained unchanged compared with
the previous year.

2 Risk report
2.1 Risk strategy

Corporate management at Siemens Bank adheres to the
targets and requirements of the Bank's business strategy.

It is not possible to implement the Bank’s business strategy
and to achieve the specified target returns without con-
sciously taking on risk. Siemens Bank’s risk strategy is based
on the requirements of the business strategy and consti-
tutes the framework for identifying, assessing, managing
and monitoring risk within Siemens Bank.

2.1.1 Objective

The risk strategy defines details of the requirements under
the business strategy in relation to the strategic alignment
and the individual types of risks, while at the same time
taking into account the overall objectives of the business
strategy and the risk appetite of Siemens Bank. This forms
the basis on which Siemens Bank determines its guidelines
for risk management and the target system for risk strategy
at the Bank. The most important risk principle is compliance
at all times with both internal capital adequacy and liquid-
ity requirements. Top priority is also given to avoiding con-
centration risk and ensuring compliance with statutory and
regulatory requirements. An essential element of the risk
strategy implementation is to specifically identify, measure,
manage, monitor and report risks that Siemens Bank has
already taken on, together with any future risks that may
occur. This is also the basis of the integrated management
of risk and return targets within the framework of the inte-
grated risk-return management.

Siemens Bank follows a clearly defined process for develop-
ing its risk strategy. Based on the business strategy, the risk
strategy is adjusted either as required or at regular inter-
vals. The basis for the risk strategy is a detailed analysis of
risk factors within Siemens Bank using a risk inventory. The
risk inventory defines and analyzes the principal types of
risk and specifies how these risk types are to be modeled.
The results of the risk inventory are used as a basis for the
determination of the objectives and measures relating to
the risk strategy that are monitored as part of the overall
risk report.
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2.1.2 Regulatory requirements

The regulatory requirements for risk management, capital
adequacy and liquidity together form the regulatory frame-
work for the risk management system at Siemens Bank.

In particular, Siemens Bank ensures that it complies at all
times with the requirements of the Capital Requirements
Regulation (CRR) and the Capital Requirements Directive

IV (CRD 1V) as well as the related regulations and circulars.
This includes continuous compliance with and monitor-

ing of the equity, large obligor, liquidity and compensation
standards as well as the German Minimum Requirements
for Risk Management at Banks (MaRisk_BA). Also, the Bank
ensures continuous compliance with the regulatory require-
ments for the operations of its branch offices.

2.2 Risk management and
organization

Siemens Bank has put in place a comprehensive risk
management system in order to ensure that the measures
aimed at achieving the objectives in the business strategy
and risk strategy are properly implemented. Key compo-
nents of the risk management system include the internal
capital adequacy concept, liquidity risk management and
the implementation of an efficient internal control system.

2.2.1 Organizational structure

The processes, controls and responsibilities with respect
to risk management are governed by the written rules and
regulations for Siemens Bank. These rules and regulations
document, in particular, the processes for granting loans,
further processing of loans, monitoring of loan processing,
intensified and problem obligor management, risk clas-
sification and review of credit ratings together with the
processes for asset liability management. Decision-making
authority is governed by the Siemens Bank authority rules
and regulations.

The general frameworks for internal capital management,
management and monitoring of individual types of risk
and for the methods, processes and limit structure within
Siemens Bank are documented in the Bank’s risk and orga-
nizational manuals. The risk and organizational manuals
are available to all employees of Siemens Bank.

Management report 2 Riskreport
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Segregation of functions

Within the organizational structure of Siemens Bank, there
is a strictly defined segregation of front office and back
office in terms of both functions and disciplinary arrange-
ments, and this segregation applies right up to the Manage-
ment Board level. The areas covered by the Chief Financial
Officer (CFO) and the Chief Risk Officer (CRO) are organized
entirely within the back office, whereas the areas covered
by the Chief Executive Officer (CEO) are assigned in full

to the front office. This strict segregation also applies to
the London and Singapore branches. The authority rules
and regulations specify that the back office may not be
overruled.

Operational management of risk at Siemens Bank is carried
out within the risk strategy framework and subject to the
limits specified by the back office. The risk strategy frame-
work and risk management limits are defined by the back
office, whereas the front office is responsible for the opera-
tional implementation of risk management. Operational
risk management is controlled by a risk monitoring unit
that is independent in terms of both functional and disci-
plinary arrangements and forms part of the back office in
the organizational structure. The responsibilities of the risk
monitoring unit include comprehensive analysis and moni-
toring of the risks accepted by Siemens Bank. Risk analysis
includes identifying risks taken on by the Bank, developing
suitable methods for measuring and quantifying risk, and
analyzing the current risk situation. The analysis of the risk
situation is based on the requirements of economic inter-
nal capital adequacy management. Risk monitoring com-
prises activities to quantify and validate the risks taken on
by the Bank, activities to monitor the authorized limits and
internal capital adequacy and activities associated with risk
reporting.

Committees

The Siemens Bank Risk Committee is the central commit-
tee responsible for implementing integrated risk-return
management and risk management within the meaning
of section 25a (1) of the German Banking Act (KWG). In
particular, the Risk Committee supports the Management
Board in developing and adopting the risk strategy as well
as determining the internal capital adequacy concept. The
Risk Committee is responsible for the guidelines on lend-
ing portfolio management in that it specifies appropriate
action and sets out the requirements for managing opera-
tional risk. In particular, the Risk Committee is responsible
for managing and monitoring the credit portfolio. Voting
members of the Risk Committee are the CEO, CFO and CRO
of Siemens Bank.

Authority in relation to credit decisions on significant loan
exposures is vested in the Credit Committee in accordance
with the authority rules and regulations. The Committee is
responsible for exercising this authority in accordance with
these rules and regulations and with due consideration
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of the Siemens Bank risk strategy. Voting members of the
Credit Committee are CEO, CFO and CRO as well as the
Head of Debt at Siemens Bank.

The Asset Liability Management Committee (ALM Commit-
tee) is responsible for managing and limiting market, liquid-
ity and funding risk. Ultimate decision-making authority in
all issues related to asset liability management, and there-
fore also related to the management of market, liquidity
and funding risk, lies with the ALM Committee. The opera-
tional management of market, liquidity and funding risk is
carried out by the Treasury department at Siemens Bank.
This function forms part of the front office in the organi-
zational structure. Voting members of the ALM Committee
are the CEO, CFO and CRO of Siemens Bank and the man-
agement of the Singapore office for matters relating to the
Singapore office.

Risk monitoring

The Risk Controlling & Analytics unit, which reports to the
CFO, has been assigned principal responsibility for risk
monitoring. Within this unit, the Credit Risk Controlling
department is responsible for monitoring credit risk, and
the Pricing & Integrated Risk Controlling department is
responsible for monitoring market, liquidity and operational
risk as well as for matters relating to integrated risk-return
management. The Head of Risk Controlling & Analytics sits
on the Risk Committee, the ALM Committee and the Cred-
it Committee and also participates in the meetings of the
Outsourcing Committee and of the Compliance Committee
and is therefore comprehensively involved in all aspects of
decision-making processes relevant to risk policy. Siemens
Bank Risk Controlling supports and comprehensively advis-
es the Management Board in the development and imple-
mentation of the risk strategy. This includes all phases of
creating the risk strategy, including the risk inventory, as
well as designing the internal capital adequacy concept.
Based on the risk strategy and the internal capital adequacy
concept, Risk Controlling supports the Management Board
in implementing an effective and efficient limit structure
and general limits for risks. The key responsibilities of the
departments comprised in Risk Controlling include identi-
fying risks that are relevant to Siemens Bank (operation-

al risks are identified in consultation with the respective
department managers, who identify and deliver the rel-
evant information about their departments to Risk Control-
ling) and measuring and assessing risks on a daily or regu-
lar basis. Also, Risk Controlling monitors the utilization of
defined limits, including escalating limit breaches, as well
as reporting to the Management Board, and preparing the
overall risk profile. In addition, Risk Controlling is assigned
the authority to decide on the models and methods used in
these controlling tasks, including their ongoing refinement
and validation. The Risk Committee must be informed of
material changes to these methods.

A key instrument for ascertaining the appropriateness of
the risk management system and the corresponding inter-
nal control system is the internal audit function. The Man-
agement Board has appointed an internal audit officer, who
reports directly to the Management Board and is respon-
sible for ensuring that the internal audit function fulfills

its responsibilities properly. The framework of the internal
audit function’s tasks is described in a rolling three-year
audit framework plan that is prepared using a risk-based
approach and updated yearly. The operational execution of
audits for which the internal audit function is responsible
is outsourced to the internal audit function of Siemens AG.
The findings of the audits are summarized in quarterly and
annual reports prepared in consultation with the internal
audit officer and then presented to the Management Board
and the Supervisory Board.

A further essential element of the internal control system
is the compliance function of Siemens Bank. Siemens Bank
has pooled the functions of the compliance officer and of
the anti-money-laundering officer in one central function.
This central function, which includes anti-money-laun-
dering, fraud prevention and compliance, reports directly
to the Management Board of Siemens Bank and has the
authority to issue binding instructions — without restric-
tion regarding the issues within its area of responsibility.
The function assesses compliance with the internal regula-
tions relating to anti-money-laundering and other criminal
offenses as well as further compliance-relevant, company-
specific provisions. It also monitors compliance with these
provisions, regulations and other requirements and sup-
ports and advises the Management Board and the busi-
ness units regarding this compliance. Regarding further
compliance-relevant internal provisions such as regulatory
questions or implementation of MaRisk, the compliance
function is assisted, in particular, by Risk Controlling and
Regulatory Reporting. Regardless of the superordinate role
of the compliance function, the members of the Manage-
ment Board and the business units remain fully responsible
for compliance with all legal requirements and other regu-
lations. The central function reports to the Management
Board on a quarterly basis as well as in a yearly comprehen-
sive compliance report, listing its activities and, where rele-
vant, highlighting any identified deficiencies and measures
implemented for rectifying those deficiencies. The central
unit also prepares the annual money-laundering report.

Risk reporting

Within Siemens Bank, risk reporting to the Management
Board, Supervisory Board and the Risk Committee consti-
tutes part of risk controlling; reports are submitted both on
a regular basis and ad hoc as required.

The central risk reporting tool is the quarterly overall risk
report, which includes a comprehensive internal capital
adequacy assessment and detailed reports on individual

Annual Report 2019 | Siemens Bank

risks as well as the risk capital planning. The report on
internal capital adequacy is based on a comprehensive
internal capital adequacy assessment, which includes an
analysis of the current internal risk capital requirement in
both normal and stress scenarios.

The overall risk report is complemented by regular, stan-
dardized reports on default risk, market risk, liquidity risk,
funding risk and operational risk as well as quantifiable,
nonmaterial risks.

Default risk is largely reported within the context of the
monthly credit risk report. Reports focus on the economic
and regulatory capital requirement for the credit risks taken
on by the Bank and on a detailed portfolio analysis regard-
ing concentration risk incurred by the Bank. The analysis of
concentration risk includes country risk, industry risk, con-
centrations in particular credit-rating categories and con-
centrations in individual obligors.

Market risk is reported monthly as well as daily. The focus
of the monthly reports is on the economic capital require-
ment for the market risk taken on by the Bank. The daily
reports focus on the monitoring of the operational value-at-
risk limits.

The reporting of liquidity risk is performed monthly and
through the daily liquidity gap profile. Funding risk is also
reported daily. Risk reporting is focused on the economic
capital requirement for the funding risk taken on by the
Bank, on monitoring the operational liquidity and refinanc-
ing limits and on the regulatory key indicators relating to
the liquidity coverage ratio and the minimum liquid assets.

The reporting of operational risks is part of the quarterly
overall risk report. Losses in excess of €50,000 are reported
on an ad hoc basis to the Management Board. Addition-
ally, a detailed report is prepared showing the results of the
yearly self-assessment as well as the resulting action plans.
Implementation of the measures is monitored on a quar-
terly basis.

The reporting for nonmaterial, quantifiable risks, such as
prepayment risk or business risk in the context of swings in
the present value of interest margins, occurs monthly and
is embedded in other reports such as the market risk report.

Management report 2 Risk report
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2.2.2 Internal control system for
accounting processes

Objective

The objective of external financial reporting is both to
determine the measurement of dividends and to provide
information in the proper manner and by the specified
deadline dates to the users of the annual financial state-
ments and management report. Siemens Bank has estab-
lished an internal control system for its accounting process-
es, the purpose of which is to ensure that external financial
reporting is conducted in the proper manner and breaches
of accounting standards are avoided.

Responsibilities

Regulatory & Finance is responsible for external financial
reporting and for the internal control system related to
accounting processes. This department reports to the CFO
of Siemens Bank.

Processes and controls are also included in the auditing
activities of the internal audit unit.

Procedures

The procedures and the internal control system for account-
ing processes are fully documented in process descriptions
and work instructions. Accounting and valuation methods
are described in the Siemens Bank Accounting Policy.

Generally accepted accounting and valuation principles are
applied when preparing the annual financial statements
and management report. The appropriateness of these
principles is regularly reviewed.

As far as possible, automated IT-based accounting proce-
dures are used in order to reduce operational risk when
preparing financial statements. Any modifications in IT
systems relevant to accounting are subject to standardized
authorization and verification procedures. Suitable reconcil-
iation activities and controls ensure the quality of the data
processing. Manual entries are subject to additional process
checks. A contingency plan has also been put in place to
cover accounting processes.

Further development and quality assurance

The internal control system for accounting processes

and the underlying guidelines and work instructions are
reviewed for their appropriateness once per year and addi-
tionally if triggered by a particular event. A review is also
carried out as part of the authorization process for new
products to establish whether and to what extent the
existing rules and regulations need to be modified.

Training plans have been defined for the employees in
Regulatory & Finance. These plans are revised and updated
each year.
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2.2.3 Integrated risk-return management
and internal capital adequacy

Integrated risk-return management

The management of internal and regulatory capital adequa-
cy requirements, the management of liquidity risk, monthly
performance controlling and the management of costs aris-
ing in connection with internal and regulatory capital
requirements form an integral part of integrated risk-return
management at Siemens Bank. The management of inter-
nal capital is based on an economic capital adequacy
approach in which economic capital is the key risk variable.

The monitoring and control of economic and regulatory
capital adequacy enables the Bank to ensure on an ongoing
basis that the risk taken on by the different fields of activity
at Siemens Bank is at all times consistent with the available
capital both at the overall bank level and within individu-

al types of risk. The Management Board of Siemens Bank
specifies the capital resources necessary for the Bank based
on the business and risk strategies and in accordance with
the defined target returns and strategic risk requirements.
As part of the Bank's internal capital adequacy activities,
the Management Board ensures on a continuous basis that
there is an appropriate ratio between the Bank’s risk profile
and its available risk-taking potential.

Within the overall context of integrated risk-return manage-
ment, economic risk capital management is complement-
ed by the monitoring and control of liquidity risk. Siemens
Bank may only take on liquidity risk within the risk toler-
ance parameters specified by the Management Board. The
critical factor when specifying the risk tolerance and the
associated limits is to ensure the solvency of Siemens Bank,
even in the event of a serious crisis.

The costs of economic capital adequacy requirements are
factored into pricing and are integrated into performance
measurement. Key performance indicators of pricing are
the Economic Value Added (EVA) and the Return on Equity
(RoE) based on the economic capital (Return on Risk Adjust-
ed Capital, RoRaC).

Internal capital adequacy

Siemens Bank has drawn up a concept for monitoring its
internal capital adequacy in order to ensure that it has suffi-
cient capital and liquidity at all times as required by section
25a KWG. The Bank’s Management Board reviews the inter-
nal capital adequacy concept on an annual basis and in the
intervening period if warranted by a change in circumstanc-
es and modifies the concept where required and in compli-
ance with the business and risk strategy. The modified
concept is then approved by the Bank’s Supervisory Board.

Siemens Bank applies a creditor-protection perspective
("gone concern” method) in its internal management and
limitation of risk. The gone concern method is based on
a comprehensive risk approach combined with a high

confidence level, the primary objective of which is to pro-
vide effective protection for creditors. The confidence level
is in this case based on Siemens Bank's current target rating
of AIA-. This target rating means the target probability of
surviving is 99.95% with a risk horizon of one year. In addi-
tion to the creditor protection perspective, Siemens Bank
also pursues the objectives of the “normative perspective”
as defined in BaFin's Guidelines Capital Adequacy — Regula-
tory Assessment of Capital Adequacy Concepts (“Leitfaden
Risikotragfdhigkeit — Aufsichtsrechtliche Beurteilung von
Risikotragfdhigkeitskonzepten”) in 2018. The normative per-
spective combines the requirements of regulatory capital
adequacy and internal capital adequacy with the objective
of ensuring regulatory capital adequacy and integrated risk
capital planning at all times.

Siemens Bank determines its risk-taking potential with a
value-based approach in accordance with the BaFin circular
Guidelines Capital Adequacy — Regulatory Assessment of
Capital Adequacy Concepts (“Leitfaden Risikotragfdhigkeit
— Aufsichtsrechtliche Beurteilung von Risikotragfdhigkeits-
konzepten”) from 2018. The risk-taking potential comprises
partly regulatory tier 1 and tier 2 capital (together referred
to as core risk-taking potential) and partly an adjustment
for the hidden reserves and charges from the portfolio of
Siemens Bank. Expected losses, potential costs from elimi-
nating liquidity gaps and administration costs for the port-
folio are also taken into account in the calculation. If the
result is a negative amount, the core risk-taking potential is
reduced by that amount. If the result is a positive amount,
the amount is reduced by a risk buffer and is included in
the internal risk adequacy calculation as additional risk-
taking potential.

As of September 30, 2019, the risk-taking potential of
Siemens Bank consisted of the following:

(€ million) 2019 2018
Tier 1 capital 1,000.0 1,000.0
Tier 2 capital 46.0 40.0
Additional risk-taking potential 480.6 356.4
Total risk-taking potential 1,526.6 1,396.4

Figure 4: Composition of the risk-taking potential
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Internal capital adequacy is measured by comparing the
economic capital requirement with the available risk-taking
potential.

The Management Board allocates the available risk-taking
potential to the individual types of risk based on the Bank's
business and risk strategies. This process of allocation is
supported by a regular risk inventory. The risk inventory
includes a comprehensive analysis of the risk factors in the
respective business segments as well as a review of the
related methods and models that are used. The individu-
al risks are classified according to their materiality on the
basis of these analyses as well as further appraisals.

Siemens Bank currently classifies the following types of risk
as material:

» Default risk

» Market risk

» Liquidity risk (in the sense of risk of insolvency)
» Funding risk

» Operational risk

Additionally, the following nonmaterial risks are quantified
separately.

» Prepayment risk

» Business risk in terms of net present value of future
margins

These risks have an impact on the amount and fluctuation
of the additional risk-taking potential and are therefore con-
sidered together with the other nonmaterial risks under the
stress scenarios. Under the stress scenario, the risk-taking
potential is reduced by losses of €44.3 million expected in
the stress case.
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As of September 30, 2019, the allocation of the risk-taking
potential and the risk capital requirements are as follows:

(€ million) 2019 2018

Risk-taking potential in stress scenario 1,482.3 1,356.0

of which additional risk-taking potential in stress scenario 436.3 316.0

of which core risk-taking potential 1,046.0 1,040.0

Risk-taking Required Risk-taking Required
potential risk capital potential risk capital

Risk capital for operational risk 25.0 21.8 25.0 20.5
Risk capital for default risk 600.0 450.8 600.0 364.0
Risk capital for market risk 20.0 13.3 20.0 9.4
Risk capital for funding risk 30.0 21.5 30.0 14.5
Normal case 675.0 507.4 675.0 408.5
Risk capital for operational risk 24.4 20.9
Risk capital for default risk 671.8 547.9
Risk capital for market risk 20.0 13.8
Risk capital for funding risk 47.9 31.7
Risk capital for business risk 121.7 58.5
Risk capital for prepayment risk 0.0 7.7
Buffer for other nonmaterial risks 20.0 20.0
Stress case total 1,482.3 905.8 1,356.0 700.6

Figure 5: Allocation of the available risk-taking potential and risk capital requirement by risk type

The risk-taking potential in a stress scenario results from
the risk-taking potential less additional losses in the stress
scenario. The additional risk-taking potential in a stress sce-
nario serves as extra risk-taking potential in order to cover
nonmaterial risks as well as risks in a stress scenario. Only
the core risk-taking potential is used to cover the mate-

rial risks. To quantify the internal capital requirement for
default risk, market risk, funding risk and business risk,
Siemens Bank applies value-at-risk approaches with a con-
fidence level of 99.95% and a risk horizon of one year. For
prepayment risk, Siemens Bank uses a stress scenario which
simulates that all variable-interest transactions from the
lending business are prepaid on the reporting day. Opera-
tional risk is quantified using the basic indicator approach
in accordance with CRR.

When determining the economic capital requirement,
Siemens Bank does not assume that there will be any diver-
sification effect between the individual risk types. Liquid-
ity risk (in the sense of risk of insolvency) is not covered by
risk capital as part of the internal capital adequacy analysis
because there is no meaningful way in which this can be
achieved. Instead, liquidity risk (in the sense of risk of insol-
vency) is managed by using a liquidity gap profile including
a system of limits specified by the ALM Committee. These
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limits are derived from Siemens Bank’s liquidity risk toler-
ance. Here, the system of limits is monitored, analyzed
and reported holistically together with the CRR capital and
liquidity requirements.

Other risk types currently classified by the Bank as non-
material — such as strategic risk, and model risk — are
together covered by an overall safety buffer.

Utilization of the risk-taking potential in the stress scenar-
io increased from €700.6 million to €905.8 million during
the fiscal year, while the risk-taking potential under stress
increased by €126.3 million. The highest utilization of the
risk-taking potential was recorded on the balance sheet
date at the end of the fiscal year.

The Management Board is very satisfied with risk develop-
ment during the completed fiscal year, as the risk capital
requirements increased at the expected rate in relation

to the expanding lending portfolio. For fiscal year 2020,
Siemens Bank is forecasting that, based on the business
and risk strategy, internal capital adequacy will be assured
at all times both in the normal case and if the stress scenar-
ios are taken into account.

Stress testing

In the context of internal capital adequacy, Siemens Bank
has defined appropriate stress test scenarios for each mate-
rial risk. The stress tests are aligned with the objectives and
action plans defined in the business and risk strategies as
well as the regulatory requirements in MaRisk. The imple-
mentation of stress tests is based on the Stress-Testing
Policy agreed on by the Management Board. This Policy is
reviewed and, if required, modified in response to circum-
stances, but in any case at least once a year. Internal meth-
ods for measuring material risks are used in implementing
the stress tests. The input parameters for the various mod-
els are adjusted on the basis of both hypothetical and his-
torical stress scenarios. The Bank analyzes both risk-specific
scenarios and comprehensive scenarios that involve some
or all of the risk types. Stress testing is integrated into the
analysis of internal capital adequacy to enable the Bank to
identify any need for action at an early stage and ensure
internal capital adequacy even when tough market condi-
tions prevail.

The required risk capital relating to the buffer for other,
nonmaterial risks is reported as utilizing the full amount of
the corresponding available risk-taking potential.

The most significant risk is default risk, which is also the

main driver behind risk-taking potential utilization in the

stress case. This reflects Siemens Bank’s business and risk
strategies.
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Regulatory capital adequacy

In addition to economic capital management within the
context of internal capital adequacy and the management
of liquidity risk, there is a second component of capital
adequacy management within Siemens Bank, namely the
monitoring and control of regulatory capital adequacy and
of key liquidity ratios in accordance with the CRR.

As of September 30, 2019, the composition of regulatory
capital at Siemens Bank was as follows:

(€ million) 2019 2018

Tier 1 Capital

Paid-up capital instruments 5.0 5.0

Adjustments due to the requirements for

prudent valuation -2.3 -0.6

Capital reserves and other eligible reserves 995.0 995.0
997.7 999.4

Tier 2 capital

Total tier 2 capital before capital
adjustment items pursuant to

section 10 (2b) KWG 46.0 40.0

Adjustment items for tier 2 capital

pursuant to section 10 (6) and (6a) KWG 0.0 0.0
46.0 40.0

Total modified available capital pursuant
to section 10 (1d) KWG 1,043.7 1,039.4

Figure 6: Composition of regulatory capital according to the final
financial statements as of September 30, 2019

The regulatory capital corresponds to the core risk-taking
potential for determining internal capital adequacy but
without the adjustment for prudential valuation.

Siemens Bank uses the standardized credit risk approach
(KSA) for the purposes of measuring and covering the regu-
latory capital requirements with respect to default risk. It
uses the standardized approach for measuring market risk
and the basic indicator approach (BIA) for measuring opera-
tional risk.
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The following table shows the regulatory capital
requirements for the individual risk types:

(€ million) 2019 2018
1. Default risk

Standardized credit risk approach

Central governments 0.0 0.0
Institutions 0.7 0.4
Corporates 553.4 483.8
Retail business 0.0 0.1
Other 0.5 0.2
Overdues 1.0 0.6
Sum of default risk 555.6 485.1

2. Market risk

Standardized approach 1.9 0.0
- of which: currency risks 1.9 0.0
Sum of market risk 1.9 0.0

3. Operational risk

Basic indicator approach 21.8 20.5
Sum of operational risk 21.8 20.5
Total capital requirements 579.3 505.6

Figure 7: Regulatory capital requirements as of September 30, 2019

Siemens Bank must ensure a total capital ratio of 11.06%
according to CRR in conjunction with the relevant provi-
sions of the KWG. The total capital ratio also includes the
capital preservation buffer and the anti-cyclical buffer,
which must be furnished from common equity tier 1 capi-
tal. The total capital ratio is the ratio of the total amount
from risk-weighted assets to Siemens Bank’s regulatory
capital. As of September 30, 2019, the total capital ratio
(Pillar 1) for Siemens Bank was 14.41% according to the
final financial statements (previous year: 16.44% according
to the approved financial statements). As Siemens Bank’s
equity comprises predominantly tier 1 capital components,
the total capital ratio is only slightly higher than the tier 1
capital ratio (Pillar 1) of 13.78% according to the final finan-
cial statements (previous year: 15.81% according to the
approved financial statements). Both ratios are therefore
markedly higher than the capital ratios specified by the
regulatory requirements.

The difference between the required regulatory capital

of €579.3 million (previous year: €505.6 million) and the
required economic risk capital in the normal scenario of
€507.4 million (previous year: €408.5 million) is the result
of Siemens Bank using its own risk models in the calcula-
tion of the required economic capital.
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2.3 Default risk

Siemens Bank understands default risk to mean possible
loss of value resulting from partial or complete default or
from a deterioration in the credit rating of customers of
Siemens Bank. Within default risk overall, Siemens Bank
makes a distinction between credit risk, counterparty risk
and issuer risk.

The framework of rules and regulations for identifying,
managing and monitoring default risk comprises the Credit
Policy and its associated guidelines for default risk manage-
ment. The Credit Policy is a comprehensive description of
procedures, tools, roles and responsibilities for all persons
involved in the process. The Policy is reviewed at least once
a year to ensure that it is up to date.

Credit risk

Credit risk refers to the risk that a borrower will fail to meet
its obligations to Siemens Bank under a loan agreement,
either partially or in full. Credit risk also includes transac-
tion risk under loan agreements, the risk of default in con-
nection with deposits made by Siemens Bank and coun-

try risk. Country risk is the risk of constraints on monetary
transfers or currency conversions as a result of official deci-
sions or political restrictions in a particular country. Country
risk also includes sovereign risk, i.e. the credit risk in rela-
tion to governments or central banks. Credit risk is the prin-
cipal form of default risk to which Siemens Bank is exposed.

Counterparty risk

Counterparty risk refers to the risk that a counterparty in a
forward or derivative transaction will fail to meet its obli-
gations to Siemens Bank, either partially or in full. In the
last fiscal year, Siemens Bank was not exposed to any sig-
nificant risk amounts in connection with counterparty risk
because of the low number of derivative risk positions held
by the Bank.

Issuer risk

Issuer risk is the risk of deterioration in the credit rating of
an issuer or the risk that an issuer will default, either par-
tially or in full. On September 30, 2019, Siemens Bank was
only exposed to issuer risk positions through short-term
bonds (treasury bills) with maturities of less than one year.

2.3.1 Risk classification

The classification of risk and the associated credit rating for
Siemens Bank customers play a key role in the process for
granting loans, assessing new business and determining
the internal risk capital requirement. Siemens Bank has a
number of rating procedures at its disposal for determining
customer credit ratings. The rating procedures are based
on the attributes of the different customer groups and on
specific product features; for example, there are separate
criteria for determining ratings in connection with project
finance entities. Rating procedures are based on statistically
validated models and are optimized on an ongoing basis.
Regular backtesting forms the core of this optimization
process in order to ensure that the Bank achieves the best
possible level of forecast quality and discriminatory power
within its rating procedures.

Siemens Bank has defined 10 rating classes to enable it to
achieve a meaningful differentiation between credit rat-
ings. There are up to three further subclasses within each
rating class (e.g., 3+, 3, 3-). This system therefore consists
of a total of 19 different credit rating categories overall. The
rating categories can be reconciled with external credit rat-
ings using a conversion table. If credit ratings are available
from an external provider in any particular instance, these
external ratings can be used as an input for a credit rat-

ing procedure. All external credit ratings used by the Bank
in its risk classification procedures are obtained exclusively
from S&P, Fitch or Moody's. Even if an external credit rating
is used, Siemens Bank still carries out a credit rating analy-
sis using its own knowledge and information. Credit rating
classes 1to 7 are used for unproblematic customers.

If a borrower is classified with a credit rating of 8+ or
worse, the borrower concerned is made subject to intensi-
fied obligor management. Intensified obligor management
may also take place without a downgrade to a rating of 8+
or worse if other criteria for intensified obligor manage-
ment are met — e.g., a request by the customer for loan
restructuring or a high probability of imminent default.

If a borrower is classified with a credit rating of 9 or worse,
the borrower concerned is transferred to the problem obli-
gor management unit. Rating category 9 covers all borrow-
ers who are subject to loan restructuring; category 10 com-
prises all borrowers already in default and in the process of
winding-up.

The risk classification process also always takes into account
the country risk associated with a borrower. The credit rat-
ing for a borrower must always be considered in relation to
the rating for the borrower’s country and is generally sub-
ject to an upper limit based on the country risk.

A borrower’s credit rating is reviewed at least once a year
on the basis of the latest available information. Credit
ratings are reviewed immediately if there are changes in
specific borrower circumstances or significant changes in
the economic environment.
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2.3.2 Portfolio management and
modeling

The lending portfolio is managed using an integrated
approach comprising management of expected and unex-
pected losses, procedures for early detection of risk, stress-
testing procedures and a comprehensive assessment
approach of new business.

Expected loss

To determine the expected loss, the Bank forecasts the
average loss it expects based on the current credit rating
and the current expected recovery rate for each and every
borrower. The expected loss is a key figure in portfolio
analysis and a key input variable for pricing new business.
When determining risk as part of the portfolio analysis,
the expected loss is calculated for a period of one year; the
maturity of the exposure is used for the purpose of pricing
new business.

Unexpected loss

A credit value-at-risk approach is used to analyze lending
portfolio risk and determine the economic capital require-
ment. The credit value-at-risk serves to quantify an unex-
pected loss and is a key risk variable in portfolio modeling.
In this calculation, Siemens Bank uses a risk horizon of one
year and a confidence level of 99.95%. The confidence level
is derived from Siemens Bank's target rating of A/A-. Credit
risk modeling at the portfolio level uses a simulation-based
asset-value model. The asset-value model simulates the
probability of default of the borrower using the borrower’s
return on company value. To determine the return on com-
pany value, Siemens Bank uses a multifactor model com-
prising both macroeconomic and borrower-specific factors.
Customers with similar economic characteristics are aggre-
gated into risk units in order to calculate the unexpected
loss. The stronger the correlation between a risk unit and
macroeconomic factors, the greater the fluctuation in this
unit’s probability of default in the event of changes in the
macroeconomic factors. The fluctuation in the macroeco-
nomic and the borrower-specific variables, and therefore
the probability of default, is simulated using a Monte Carlo
approach. A loss distribution for the lending portfolio is
generated from the resulting changes in the probability

of default. In addition to the correlations of the risk units,
another key input variable for the Monte Carlo simulation
is the probability of a credit rating migration. To obtain this
data, the Bank draws up a table based on historical credit
rating migrations. At each stage in the Monte Carlo simu-
lation, the table provides the probability of migration to a
better or worse rating category for each risk unit. The simu-
lated loss distribution takes into account not only losses
due to a migration to a default class, but also economic
losses by a risk unit caused as a result of the deterioration
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in credit rating. The exposure for a risk unit comprises the
loan amount paid out and any weighted amount related to
open external credit lines. In addition to losses due to rat-
ing migration, the portfolio model also takes into consider-
ation fluctuations of the recovery rate and asset recoveries.
While negative recovery fluctuations lead to higher loss in
the event of rating migration, asset recovery fluctuations
lead to direct loss in market value. The credit value-at-risk
and the risk contributions for the risk units are then derived
from the loss distribution. In addition to the credit value-at-
risk, the risk contributions from the largest portfolios and
segments are also calculated in order to measure concen-
tration risk.

Country risk

Country risk is measured by analyzing concentration risk for
individual countries in terms of economic capital require-
ment and credit exposure. Country risk is limited both by
preventive action in which exposure limits must be adhered
to during the course of the credit process and by the ongo-
ing analysis of concentration risk in individual countries.
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Backtesting

Siemens Bank carries out monthly backtesting of the risk
classification and probabilities of default as well as an anal-
ysis of rating migrations in order to ensure and refine the
level of quality in its modeling of expected and unexpect-
ed loss (credit value-at-risk). In addition, other parameters
used in determining risk are examined as part of an annual
review of risk models and rating procedures. Backtesting

of rating procedures in terms of discriminatory power and
forecast quality takes place monthly. In the event of anoma-
lies, the results are used as the basis for adjusting the struc-
tures and the methodology of the rating procedures.

Pricing

As part of the credit process, new business is assessed
using measurement methods and pricing tools. These
methods and tools factor in refinancing costs, expected
losses and tax effects as well as administrative expenses
and the costs in connection with economic risk capital. All
essential aspects of risk and return are therefore taken into
account in the assessment of new business. The param-
eterization of the pricing tool is based on the parameter-
ization defined within the portfolio management process
and thereby ensures consistency with the Bank’s integrated
risk-return management. Key figures determined from the
pricing process are the EVA and the RoE based on the RoRaC
of such new business.

Early detection of risk

The credit rating process at Siemens Bank is based on
established reporting and monitoring processes, ensuring
that credit ratings are up to date. Qualitative and quanti-
tative information is regularly monitored, classified and
promptly included in any credit rating assessment.

Stress testing

Lending-portfolio modeling and management using credit
value-at-risk is complemented by targeted sensitivity analy-
ses and stress tests. The stress tests and sensitivity analyses
for credit risk are carried out regularly for the overall risk
reporting as well as ad hoc. The purpose of sensitivity anal-
yses is to consider individual risk factors in isolation. Stress
tests, on the other hand, provide a holistic view for the
purposes of assessing credit risk. By integrating stress test-
ing into the analysis of internal capital adequacy, the Bank
is able to identify any areas in which action is required.
Inverse stress tests also play a specific role. Although these
inverse tests do not form part of the analysis of internal
capital adequacy, they nevertheless constitute important
indicators in the early detection of risk and in the identifica-
tion of possible risks to internal capital adequacy.

The model scenarios used for the stress tests take into
account both historical scenarios and the strategic direction
currently being pursued by Siemens Bank. At the core of
the scenarios is a macroeconomic approach that simulates
the impact of a recession on the lending portfolio and the
internal capital adequacy. Within the scenarios, Siemens
Bank makes a distinction between a shallow, a moderate
and a severe recession.
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2.3.3 Risk mitigation techniques

The risk classification and the accompanying credit rat-

ing of the borrower form the basis for the credit decision
and for the analysis of the expected and unexpected loss.
The borrower’s credit rating itself is determined indepen-
dently of any individual transactions and, as a result, also
independently of available collateral. However, collateral
still represents an important component in assessing risk
and calculating economic capital requirements in a lending
transaction.

Types of collateral

In its management of credit risk, Siemens Bank makes a dis-
tinction between two fundamental categories of collateral:

» The first category comprises assets in the form of finan-
cial or other collateral that the Bank can realize in the
event of a default, thereby allowing the Bank to limit the
incurred loss. This category includes, in particular, physi-
cal assets in the case of capital investment loans or proj-
ect finance as well as cash collateral.

» The second category comprises collateral in the form of
guarantees furnished not by the borrower but by inde-
pendent third parties, for example government export
credit insurance.

Collateral management

Both categories of collateral form an integral part of credit
risk management at Siemens Bank provided that such col-
lateral meets internal requirements for collateral that can
be accepted by the Bank. Specifically, collateral in the sec-
ond category is only acceptable if the credit rating of the
guarantor is better than the rating of the original borrower,
the guarantee is directly legally enforceable, all documen-
tary requirements are met and the guarantor is not an indi-
vidual. In the case of syndicated loans, management of col-
lateral may be transferred to another bank that is a member
of the loan syndicate.

Collateral in the first category results in a reduction in the
expected and in the unexpected loss because the recov-
ery rate for the transaction has been increased or because
an asset recovery has been claimed. Collateral in the sec-
ond category also leads to a reduction in the expected and
unexpected loss in that the credit rating of the guarantor is
also factored into the calculation.
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2.3.4 Risk allowances

Siemens Bank recognizes individual allowances for loans
classified as subject to problem obligor management. These
allowances are intended to cover the expected loss after
taking into account any expected proceeds from the real-
ized collateral. Siemens Bank also recognizes general loan
loss provisions to cover the latent credit risk in the portfo-
lio of loans and advances. In doing so, loan loss provision
rates based on the rating, the expected maturity and the
internal estimate of loss in the event of default are applied
to the unsecured exposure. The rating also factors in an
assessment of country risk, with the result that any general
loan loss provision recognized by the Bank also covers the
assumed latent country risk. The assumptions that underlie
the valuations are continuously monitored and validated.

As of September 30, 2019, Siemens Bank had total recog-
nized individual and general loan loss provisions of €39.5
million (previous year: €30.9 million). The increase is
mainly due to higher specific loan loss provisions and the
growth of the lending portfolio. Specific loan loss provi-
sions include transaction-specific assessments of future
cash flows, probabilities of default and expected loss
rates, taking into account collateral and, where applicable,
restructuring effects. The increased provisions for latent
credit risks are attributable to the increased business vol-
ume and the current rating structure of the portfolio.

2.3.5 Analysis of the lending portfolio as
of September 30, 2019

The required economic capital for default risk as of Sep-
tember 30, 2019, was €450.8 million. This capital require-
ment was covered by an allocated risk-taking potential of
€600.0 million. The amount of capital required is largely
determined by the lending portfolio volume, borrower
credit ratings, collateralization and borrower industrial sec-
tors and countries. The increase in risk capital requirements
compared with the previous year was caused mainly by
increased exposure.

The lending portfolio focuses on corporate and project
financing and is in line with Siemens Bank’s business
strategy.

As of September 30, 2019, the lending portfolio from lend-
ing business and the Treasury's investments as part of
liquidity risk management and asset liability management
(excluding short-term money market investments and trea-
sury bills) had a nominal value of €7,298.5 million (previous
year: €6,573.5 million), of which €6,747.4 million (previous
year: €6,052.5 million) was attributable to corporate and
project financing and €551.1 million (previous year: €521.1
million) to public-sector borrowers.

The main emphasis is on the energy, manufacturing and
healthcare sectors.
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A breakdown of the Siemens Bank lending portfolio by
credit rating as of September 30, 2019, is shown in the
following table:

(€ million) 2019 2018

Rating category Out- Out-

standing standing

Investment grade 2,726.2 2,291.9

Non-investment grade 4,572.3 4,281.6

of which exposures with high 13.6 19.1
likelihood of default

of which defaulted exposures 17.5 5.0

Total 7,298.5 6,573.5

Figure 8: Lending portfolio by rating category

As of September 30, 2019, the investment-grade exposure
(rating 1 through rating 5+) totaled €2,726.2 million (previ-
ous year: €2,291.9 million) and the non-investment-grade
exposure (rating 5- through rating 10) totaled €4,572.3 mil-
lion (previous year: €4,281.6 million). There was a total of
€13.6 million of credit exposure with a high likelihood of
default (rating 9) as of September 30, 2019 (previous year:
€19.1 million). Exposure to default in the lending portfolio
(rating 10) was €17.5 million (previous year: €5.0 million).
Non-collateralized loans are in general only granted to
customers with an investment-grade rating.

The breakdown of the lending portfolio by geographical
area (based on the country of risk) as of September 30,
2019, highlights the Bank’s business strategy of focusing on
customers in Europe, Asia and Australia.

(€ million) 2019 2018
Out- Out-

standing standing

EU excluding the eurozone 1,801.0 1,719.1
Eurozone excluding Germany 1,298.4 1,014.8
Asia 1,219.8 972.2
Germany 1,197.4 1,204.8
Europe excluding the EU 750.5 835.0
Australia/Oceania 732.3 553.0
America 211.5 195.1
Africa 87.6 79.4
Total 7,298.5 6,573.5

Figure 9: Breakdown of lending portfolio by geographical area

Country group “EU without eurozone” is mainly attributable
to the United Kingdom.

2.4 Liquidity risk

Siemens Bank only takes on liquidity risk to the extent that
this is necessary to implement its business strategy. The
Bank is only permitted to take on liquidity risk within tightly
defined limits.

The framework of rules and regulations for identifying,
managing and monitoring liquidity and market risk compris-
es the Asset Liability Management Policy (ALM Policy) and
its associated guidelines. The ALM Policy is a comprehensive
description of procedures, tools, roles and responsibilities
for all persons involved in the process. The Policy is reviewed
at least once a year to ensure that it is up to date.

2.4.1 Risk management

Liquidity risk (in the sense of risk of insolvency)

Liquidity risk (in the sense of risk of insolvency) is the risk
that Siemens Bank will not be able to meet its payment
obligations (in euros or in a foreign currency) on time or

in full. Siemens Bank uses a detailed, multicurrency liquid-
ity gap profile to manage liquidity risk. In this profile, the
balances of all deterministic, optional and modeled cash
flows are reported on a daily basis. A subsequent gap analy-
sis for the individual time brackets then ensures that any
emerging liquidity shortfall is detected at an early stage
and that Siemens Bank can meet its payment obligations at
all times. In a procedure similar to that used for the multi-
currency liquidity gap profile in euros, individual liquidity
gap profiles are generated and analyzed daily for each key
currency.

In order to ensure that liquidity is maintained during the
course of the day, the latest account balances are continu-
ously monitored.

If a liquidity shortfall arises nevertheless, Siemens Bank
has a liquidity contingency plan that defines communica-
tion channels and a comprehensive range of contingency
measures.

Monitoring and measurement of the liquidity coverage ratio
and the minimum liquid assets (for the Singapore branch)
is integrated into daily liquidity management.

Funding risk

Funding risk is the risk that Siemens Bank will only be able
to close gaps in its liquidity gap profile by obtaining funds
at increased market interest rates. The maximum present
value loss arising from changes in refinancing terms and
conditions is calculated daily in the form of liquidity value-
at-risk (LVaR) based on the net cash flows determined in a
spread-sensitive liquidity gap profile.
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Prepayment risk

Prepayment risk is the risk that, as a result of a prema-

ture repayment of a variable interest loan by the borrower,
Siemens Bank must then pay prepayment compensation
on the corresponding refinancing when it is terminated
early. Because the loans are variable interest loans, only
the changes in the refinancing spreads are relevant for

the prepayment compensation calculation. For loans with
fixed interest rates, market value compensation clauses are
agreed upon. Prepayment risk arises therefore due to over-
estimation of the expected maturity of the credit business.

Limit structure

Siemens Bank defines its liquidity risk tolerance over a
period of 12 months and thereby limits the gaps determined
in the liquidity gap profile. Liquidity risk controlling con-
tinuously monitors compliance with these limits. For the
time period of up to one month, the limit is represented by
a minimum liquidity buffer, which is always determined as
a result of the stress tests for the liquidity risk and adjusted
on a monthly basis. Limits in place for other time periods
of up to one year are adjusted yearly and are based on the
total asset volume. If a limit is exceeded, the ALM Commit-
tee has to be informed without delay and action has to be
initiated to restore compliance with the limit.

Funding risk is managed through operational value-at-risk
limits at a bank-wide level. Liquidity risk controlling con-
tinuously monitors compliance with these limits. If a limit is
exceeded, the ALM Committee has to be informed without
delay and action has to be initiated to restore compliance
with the limit. The operational management is the respon-
sibility of the Treasury department of Siemens Bank.
Siemens Bank takes on refinancing positions that result

in liquidity risk only within the framework of its asset-
liability management. Derivatives are currently only
allowed in order to reduce risk and not as a means of
creating new funding risk positions.

Operationally meaningful management of prepayment risk
is not possible through a limit structure because this would
create incentives to increase the risk from maturity transfor-
mation. Therefore, prepayment risks are preemptively mini-
mized as far as possible through the management of the
expected maturity of the underlying transactions.
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2.4.2 Modeling
Modeling

In order to ensure the liquidity gap profile is a full and com-
plete presentation of the current liquidity position, Siemens
Bank includes optional and modeled cash flows as well

as deterministic cash flows in the profile. These optional
and modeled cash flows include, for example, outstanding
project finance drawings, committed but undrawn lines of
credit, the notified lending and deposit business, possible
drawings from the guarantee exposure as well as possible
and imminent losses in the lending portfolio. The assump-
tions made allow Siemens Bank to draw up a complete,
risk-adjusted and comprehensive presentation of its liquid-
ity position.

Siemens Bank uses an internal liquidity value-at-risk model
(LVaR) to measure funding risk. Economic capital is deter-
mined by calculating the value-at-risk with a confidence
level of 99.95% and a risk horizon of one year. Operational
value-at-risk limits are then derived from this calculation.
If the operational value-at-risk limits are determined and
monitored using a different confidence level or risk hori-
zon, the Bank ensures that there is always reconciliation to
internal capital adequacy.

Prepayment risk is modeled through a stress case and cal-
culated monthly. The stress case assumes that all transac-
tions from the lending business are prepaid on the report-
ing date, and the resulting costs are included in the internal
capital adequacy assessment.

Liquidity buffer

For unexpected liquidity shortfalls, Siemens Bank holds

a buffer consisting of high-quality, liquid assets eligible

for use as central bank collateral as well as cash. A core
component of this strategy is Siemens Bank's participa-
tion in Deutsche Bundesbank’s loan submission program
KEV (Krediteinreichungsverfahren). The minimum reserve
at Deutsche Bundesbank is not included in the buffer. To
ensure compliance with the liquidity coverage ratio and
with the minimum liquid assets (for the Singapore branch),
Siemens Bank has a portfolio of highly liquid assets.

Stress testing

Siemens Bank has defined hypothetical stress test scenarios
for liquidity risk. These scenarios include both market and
institution-specific liquidity risks. In addition, the Bank also
regularly analyzes a combined scenario. The results of the
stress test scenarios always determine the minimum level
of the required liquidity buffer. The results of the stress
tests are reported in the overall risk report and to the ALM
Committee in the monthly market and liquidity risk report.

The funding risk stress case is calculated with the assump-
tion of increasing volatilities of the funding spreads as well
as through a simulated reduction in available liquidity.
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Backtesting

The modeling assumptions regarding future cash flows
included in the liquidity gap profile and the assumptions
used in the calculation of the LVaR are regularly validated
by risk controlling.

Risk controlling also reviews the defined stress test
scenarios.

The early warning indicators defined to highlight a liquid-
ity shortfall are validated on a regular basis — but in any
case at least once a year — to ensure that they are up to
date and complete. On a similar cycle, liquidity risk control-
ling reviews the action specified in the event of a liquidity
shortfall to assess whether this action is effective and can
be implemented within the required period of time.

2.4.3 Liquidity analysis as of
September 30, 2019

The liquidity gap profile comprising deterministic, optional
and modeled cash flows shows negative cumulative cash
flows in 1.25-year to 6-year time brackets as of September
30, 2019. All cumulative cash flows up to 12 months are
positive. All operative liquidity limits were being complied
with at all times. The operational refinancing limit was
slightly exceeded on one day of the year. Measures were
implemented on the same day so that the limit was com-
plied with again on the following day. Otherwise, the oper-
ational refinancing limit was also always being complied
with. In order to monitor the limits, optional and modeled
cash flows are included in these figures and are already
adjusted for risk. Siemens Bank maintains a liquidity buffer
of assets eligible as collateral with central banks and depos-
its with central banks. As of September 30, 2019, this buffer
amounted to €912.0 million (previous year: €706.2 million).

Within strict limits, deposits are also used for refinancing
lending business. Given the largely maturity-matched refi-
nancing of the lending business, Siemens Bank had, as of
September 30, 2019, a liquidity value-at-risk of €21.5 mil-
lion (previous year: €14.5 million) with a confidence level
of 99.95% and a risk horizon of one year because of the
negative cumulative cash flows in the medium to long-term
liquidity structure. As last year, this capital requirement
was covered by an allocated risk-taking potential of €30.0
million.

There were no accounting losses during the fiscal year
arising from prepayment risks.

2.5 Market risk

Siemens Bank understands market risk as possible loss of
value resulting from fluctuations in market prices and from
volatility in financial instruments.

Siemens Bank does not have a trading book. Currently,

the Bank’s business and risk strategy only allows it to enter
into trading deals for the purpose of mitigating risk. To the
greatest possible extent, Siemens Bank therefore avoids
market risk positions and only enters into such transactions
within tightly specified limits. Currently, market risk at
Siemens Bank comprises interest-rate risk and currency risk.

Market liquidity risk is managed in an integrated approach
in conjunction with the management of market risk
because Siemens Bank is only exposed to market liquidity
risk as a result of ordinary interest-rate and currency deriva-
tives that it enters into to reduce the risk arising from open
risk positions.

2.5.1 Risk management

The ALM Committee at Siemens Bank is responsible for
asset liability management and therefore also for the man-
agement of market risk. In particular, the ALM Committee
specifies the operational limits for the management of mar-
ket risk based on the risk-taking potential allocated in the
internal capital adequacy concept.

Responsibility for operational management within the sys-
tem of limits specified by the ALM Committee lies with the
Siemens Bank Treasury function. Siemens Bank takes on
market risk positions solely in the context of its asset liabil-
ity management. Currently, the Bank may only enter into
derivatives in order to reduce risk and not to take on new
market risk positions.

Risk positions are monitored daily by market risk control-
ling. These activities include both the monitoring of compli-
ance with operational limits and an analysis of the finan-
cial profit and loss on a daily basis. If a limit is exceeded,
the ALM Committee has to be informed without delay and
action has to be initiated to restore compliance with the
limit.

2.5.2 Modeling

Risk model

Siemens Bank uses a value-at-risk model, based on a vari-
ancel/covariance approach, to measure market risk. Eco-
nomic capital is determined by calculating the value-at-risk
with a confidence level of 99.95% and a risk horizon of one
year. Operational value-at-risk limits are then derived from
this calculation. If the operational value-at-risk limits are
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determined and monitored using a different confidence
level or risk horizon, the Bank ensures that there is always
reconciliation to internal capital adequacy.

In addition to measuring present value market risk, Siemens
Bank also calculates a monthly value-at-risk to measure

net interest income (NII) in accordance with the European
Banking Authority (EBA) guidelines for managing interest
rate risk in the banking book (IRRBB). This NIl value-at-risk
is integrated into Siemens Bank’s quarterly internal capital
adequacy assessment.

Backtesting

The one-day value-at-risk is backtested in order to ensure
the quality of the forecast produced by the value-at-risk
model. The change in value in the underlying positions
(hypothetical income statement) is compared with the cal-
culated value-at-risk. If the hypothetical income statement
exceeds the calculated value-at-risk more than seven times
within a year, Siemens Bank makes adjustments to the
modeling. This may involve either a general modification
of the model or the introduction of a penalty factor.

Stress testing

The measurement of market risk using value-at-risk is com-
plemented by targeted sensitivity analyses and stress tests.
These analyses and stress tests simulate extreme fluctua-
tions in individual risk factors or particular crisis situations
that are not possible to encompass in the value-at-risk mea-
surement approach. The scenarios used in these analyses
and tests are based on both hypothetical portfolio-specific
scenarios and historical data relating to actual extreme
fluctuations in risk factors. The integrated stress tests in the
economic risk adequacy assessment use, in particular, light,
moderate and severe recessions as the basis for the tests.

2.5.3 Market risk analysis as of
September 30, 2019

As of September 30, 2019, the required economic capital for
market risk was €13.3 million (previous year: €9.4 million).
The increase in risk capital requirements compared with the
previous year was caused mainly by more active ALM man-
agement. As last year, this capital requirement was covered
by an allocated risk-taking potential of €20.0 million.
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2.6 Operational risk

Operational risk (OpRisk) is defined as the risk of losses
resulting from inappropriate or failed processes or technical
systems or inappropriate behavior or failures on the part of
individuals or resulting from external events. This definition
includes legal and reputational risk.

The framework of rules and regulations for identifying,
managing and monitoring operational risk is provided by
the OpRisk Policy. This Policy is a comprehensive description
of procedures, tools, roles and responsibilities for all per-
sons involved in the process. The Policy is reviewed at least
once a year to ensure that it is up to date.

The organizational structure of OpRisk management
comprises both central and decentral components. Basic
responsibility for the management of operational risk lies
at the decentral level with the relevant Siemens Bank
departments and units. This management is coordinated
by an OpRisk manager appointed by the Management
Board. The OpRisk manager acts as a central point of
contact for all matters concerning OpRisk management.
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2.6.1 Risk classification and management

Siemens Bank conducts an annual self-assessment in which
it systematically collects and analyzes data on operational
risk. The various risks are then prioritized based on the risk
potential determined in the analysis. Thereafter, the Bank
initiates appropriate measures that are subject to continu-
ous monitoring in order to mitigate any critical risks that
have been identified.

Any losses actually incurred above a defined threshold
value are recorded without delay in the Bank’s own data-
base of losses and analyzed to establish the cause of the
losses. The Risk Committee decides on any action that
needs to be initiated, and the OpRisk manager monitors
the implementation of such action.

Siemens Bank also has a comprehensive contingency plan
to ensure that the business can continue to operate in the
event of process or system failures. This plan is regularly
reviewed to verify that it is fit for this purpose.

An early warning system has been implemented on the
basis of key risk indicators. These indicators are monitored
monthly and are regularly screened by the Risk Committee.

Siemens Bank uses the basic indicator approach (BIA) as
specified in CRR in order to measure and cover the regula-
tory capital requirement for operational risk.

To measure the required economic capital, Siemens Bank
reduces the available risk-taking potential by the amount
determined for regulatory purposes under the BIA. The
Bank also conducts regular stress tests on its economic
capital adequacy requirements as part of the internal capi-
tal adequacy assessment in order to minimize the risk in
this static approach caused by possible fluctuations in the
results of operations.

2.6.2 Risk reporting

Operational risk forms an integral part of the overall risk
report and is subject to regular quarterly and annual risk
reporting. The key risk indicators (KRIs) are monitored and
reported monthly.

Ad hoc reports are also used to report any material losses
to the Management Board without delay. These reports
include any reputational damage or losses due to fraud.

2.6.3 Operational risk analysis as of
September 30, 2019

The total value of operational losses in the past fiscal year
was below €0.1 million.

The required economic capital for operational risks as of
September 30, 2019, was €21.8 million (previous year:
€20.5 million). The required capital is based on the regula-
tory calculation specified in the CRR and is adjusted yearly
by the Management Board based on the approved financial
statements. As last year, this capital requirement was cov-
ered by an allocated risk-taking potential of €25.0 million.
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2.7 Business and strategic risk

Business and strategic risk is managed by the Management

Board of Siemens Bank at an overarching level for the entire
Bank rather than as part of the day-to-day business of indi-

vidual departments or segments.

Business and strategic risk is assessed during the course of
the process for determining the Bank’s business and risk
strategies. Business risk is managed by identifying potential
business and specifying target markets as part of business-
strategy planning and by subsequently deriving business-
strategy targets and action plans. Using the business strat-
egy as a basis, a risk inventory is performed for business
and strategic risks. The risk inventory includes an inven-
tory of the methods used for the risk quantification and
risk management as well as an analysis of the relevant risk
factors and a forecast of the required capital for Siemens
Bank. After the completion of the risk inventory, targets and
measures for the individual risks are defined. The targets
and measures are continually monitored by the back-office
functions.

Business risk in the sense of a net present value margin

risk represents the quantifiable portion of the business risk.
This is taken into account separately in the internal capital
adequacy assessment and is related to the amount of the
additional risk-taking potential.

Siemens Bank uses a value-at-risk model, based on a
variance/covariance method, to measure business risk. Eco-
nomic capital is determined by calculating the value-at-risk
with a confidence level of 99.95% and a risk horizon of one
year. Operationally meaningful management of business
risk in terms of net present value margin risk is not possible
through a limit structure; therefore, the Management Board
manages this risk on a bank-wide level. In the past fiscal
year, capital requirements for this risk rose from €58.5 mil-
lion to €121.7 million. The increase was mainly due to the
growth of the lending portfolio and increased interest rate
and FX volatilities, in particular for the USD and GBP yield
curves and the EUR/GBP exchange rate.

Changes in the overall risk situation, and therefore also in
strategic risk, are analyzed quarterly by the Risk Committee.
Particular emphasis is given to analysis of the lending port-
folio in terms of strategic alignment and trends.
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3  Further information

Siemens Bank maintains branches abroad in London, Unit-
ed Kingdom, and in Singapore. These branches operate in
the lending business and, to a limited extent, also in the fee
business. In addition to the headquarters in Munich, the
office at the London banking center was established as a
second essential pillar for the acquisition of new business
in Europe and the Middle East, while the Singapore branch,
founded in 2017, serves to generate new business in Asia
and Australia and to establish local lending risk manage-
ment. There are no other branches abroad.

As in the previous year, Siemens Bank was involved in a
large number of Group-wide programs and initiatives in
2019 under the auspices of Siemens AG, such as

¥

compliance programs to ensure compliance with legal
requirements as an indispensable basis for demonstrat-
ing the integrity of the Group’s business activities so that
Siemens is perceived by stakeholders as a trustworthy
partner;

X

sustainability management to promote responsible
conduct at economic, environmental and social levels
for the benefit of future generations;
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» diversity management to support gender diversity and
to support employees in various private and professional
situations and help them meet the challenges in both
their working and private lives; and

» initiatives to support a work-life balance, for example
tax-free childcare subsidies and childcare places linked
to employment contracts.

As in the previous year, no nonfinancial performance indi-
cators were used during the 2019 fiscal year to manage
the business.

An extremely important factor in Siemens Bank’s business
performance was the re-confirmation of its credit rating
by Moody’s credit rating agency in March 2019. In its credit
opinion, Moody’s affirmed an unchanged long-term rating
for Siemens Bank of A1 (stable outlook) and an unchanged
short-term rating of P-1.

(translation of the German original)
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4 Qutlook

Trends in the economic environment

The project group Joint Economic Forecast of the Federal
Ministry of Economics and Energy assumes in its economic
forecast for the fall of 2019 that the global economy will
continue to cool down. In its September 2019 economic
survey, the Association of German Banks does not expect
the global economic environment to improve in the short
term, but expects economic development to bottom out
from the 2020 calendar year onwards. The survey of the
Association expects that the global economy will grow by
3.1% both in 2019 and 2020 (after a growth rate of 3.6% in
2018).

The forecasts unanimously show that developments will
continue to be heterogeneous in Siemens Bank’s core
markets. Growth in Europe is expected to continue to be
subdued and gross domestic product will grow at rates of
merely 1% on average. This also applies to the United King-
dom, which is expected to leave the European Union in
2019 as part of Brexit. Significantly higher growth rates,
albeit lower than in the past, are expected for Asia and
Australia. Various forecasts expect average growth in gross
domestic product in the region ranging at around 5%.

All forecasts stress a multitude of uncertainty factors and
risks for the further economic development: Escalating
trade conflicts and protectionist tendencies — especially
the customs dispute between the U.S.A. and China — are
dampening economic development, especially in developed
and export-oriented economies. The resulting uncertainty
is having a negative impact on the market for equipment
investments. The lack of political agreement for a regulat-
ed withdrawal of the United Kingdom from the European
Union represents major political and economic risks for
Europe in particular. Further uncertainties stem from politi-
cal trouble spots such as Hong Kong or the Persian Gulf.
The volatile development of oil prices due to political con-
flicts and terrorism is also a disruptive factor in economic
development. In addition, Asian markets in particular are
frequently affected by natural catastrophes such as floods
and earthquakes. It is also becoming apparent that regula-
tory requirements for banks within and outside the Europe-
an Union will develop differently.

According to Siemens Bank’s assessment, current growth
forecasts tend to be lower than those of the previous year
and reflect a more skeptical mood than a year ago.

Opportunities and risks in the 2020 fiscal year

Siemens Bank shares the expectation that economic devel-
opment will slow down in fiscal 2020 and that the stimulat-
ing influence of the economy on business development will
diminish, in particular in Europe. However, Siemens Bank
believes that the demand for project finance and invest-
ment loans, in particular in Asia, will remain on a level that
is at least similar to that of the previous years, as the plan-
ning cycles for infrastructure projects and project financing
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are usually longer. This also applies to the Middle East if
political risks are strictly managed. With the increased pres-
ence in Asia and Australia through the Singapore branch,
the Bank sees additional development and growth oppor-
tunities in the further expansion of its business activities in
this region. Positive momentum is also expected to result
from the consistent continuation of the lending business
alignment towards attractive risk-return profiles and also
from the income from the lending portfolio created up

to now. Siemens Bank also expects positive development
impulses from the strategic realignment of the Siemens
Group and the associated development of new products
and markets. Here, as in the past, the Bank intends to avoid
exposure to excessive credit risk through a diversification
with regard to regions and industries, and through consis-
tent risk management.

Nevertheless, a series of elements of uncertainty and risk
remain that Siemens Bank believes may lead to significant
negative deviations from the current forecasts. A further
escalation of the U.S.-Chinese trade conflict represents a
major economic risk both for export-oriented economies in
Europe and for Asian economies. The resulting increased
uncertainty may have negative impact on the demand for
project and corporate financing and may restrict debtors’
ability to service their debt.

In Europe, a contractually unregulated withdrawal of Great
Britain from the EU (“hard Brexit”) has become very likely.
In order to analyze and manage the effects of Brexit,
Siemens Bank has initiated a separate project. Risks may
arise primarily from EU regulations governing the opera-
tion of EU business from the United Kingdom. Brexit may
indirectly lead to increased credit risk if Siemens Bank cus-
tomers are adversely affected by Brexit. In addition, rising
volatility in the British pound may have a negative impact
on interest margins. However, due to the business mod-

el of the London branch, which is limited to the lending
business, the Bank’s regional diversification and the broad
operational base in both London and Germany, Siemens
Bank does not expect Brexit to have material impact on the
Bank's business model and profitability.

Political and economic development in Turkey and the
Middle East may have adverse impact on the debt servic-
ing capacity of debtors. While Siemens Bank limits political
risks primarily through credit insurance, potential economic
risks are managed through strict credit risk management. In
addition to these risks, populism, protectionism and trade
conflicts as well as terrorism as significant factors of uncer-
tainty may have a negative impact on future economic
development. Siemens Bank believes that another risk fac-
tor lies in the persistently intensive competition in many
regional markets for project and investment financing that
is due to the historically low interest rate level and associ-
ated high liquidity. This environment makes it increasingly
difficult to generate attractive risk-return profiles.

However, given the Bank’s broad diversification of business
across industries and regions and its consistent and com-
prehensive risk management system, Siemens Bank contin-
ues to believe that it will be able to offset any adverse or
negative effects and uncertainties in some markets —

at least in part — with positive effects in other markets.

Business performance of Siemens Bank in 2020

After a successful 2019 fiscal year in a challenging environ-
ment, Siemens Bank expects further growth of its lending

portfolio for 2020, and, associated with this, a further sig-

nificant increase of its profitability before risk provisions.

For the coming 2020 fiscal year, Siemens Bank expects the
liquidity investments included in the loans and advances to
banks, customers and central banks, and, associated with
this, the short-term deposits of Siemens AG and its subsid-
iaries to remain on a comparable level. However, Siemens
Bank believes that further growth in loans and advances

to customers in the lending business — which, however, is
expected to be significantly below the growth rates of the
2019 fiscal year — will have stronger influence on business
volume and net interest income. The lending portfolio built
up to date and the planned further expansion of business
activities in Asia from the Singapore branch should have a
positive effect on Siemens Bank’s net interest income and
lead to a significant increase in net interest income. How-
ever, Siemens Bank sees risks in forecasting the future
development of net interest income as the interest margins
that can be generated continue to be under pressure due to
high liquidity in the lending markets and intense competi-
tive pressure. Siemens Bank expects that its refinancing in
the 2020 fiscal year will continue to be provided largely by
Siemens AG and its subsidiaries.

Siemens Bank is not planning any material changes to the
risk management services for Siemens AG and its subsidiar-
ies in the 2020 fiscal year. However, for technical reasons,
income from the fee business will increase disproportion-
ately, as Siemens Bank only took over risk management
activities from Siemens Treasury GmbH in the course of
fiscal 2019. Therefore, the Bank expects the business pillar
fee business, and thus net fee and commission income, to
grow again and clearly exceed last year’s level. However,
the earnings contribution will continue to be of secondary
importance for the earnings position of Siemens Bank.

Administrative expenses relate firstly to the core lending
business and the deposit and treasury business and thus
to banking business in the narrower sense of the term. On
the other hand, general administrative expenses relate to
the rendering of services, in particular for Siemens AG and
its subsidiaries. For the banking business in the narrower
sense, Siemens Bank intends to again limit the increase in
general administrative expenses for the 2020 fiscal year
through strict cost discipline. This part of general admin-
istrative expenses is expected to only grow as a result of
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general wage and price developments. In particular, gener-
al administrative expenses are planned to only grow at

a disproportionally low rate compared with the scope of
business activity and the growth in net interest income.
Siemens Bank does not expect any significant changes in
the fee business. However, the administrative expenses
attributable to the fee business will increase dispropor-
tionately for technical reasons, in line with the growth in
net commission income. Siemens Bank therefore expects
general administrative expenses to develop in line with net
interest income.

Even though Siemens Bank will continue to only selectively
enter into credit risk and does not intend to compensate
for the current margin pressure on the credit markets by
assuming excessive risks, the Bank believes that the con-
tinuing high level of uncertainty in key markets will result
in a higher absolute level of allowances for losses on loans
and advances compared with the 2019 fiscal year. This
development will be affected both by the growth in busi-
ness volume and by the risk structure of the portfolio.
Siemens Bank expects that additions to credit risk allow-
ances will increase again compared to fiscal 2019, but will
remain at a moderate level.

Overall, Siemens Bank expects that the positive effects
from the growth of the lending portfolio and fee business
will more than offset the increase in general administra-
tive expenses and the higher additions to risk allowances,
so that net operating income before income tax will again
increase — even though this increase will be moderate com-
pared with the previous year. For the return on risk-adjusted
capital, Siemens Bank once more expects a target range of
between 15% and 20%. However, as in previous years, the
major uncertainty with regard to both performance indica-
tors — also due to the Siemens Bank business model — is the
development in provisions for loans and advances.

Management report 4 Outlook

(translation of the German original)
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Notes to the 2019 2018
n ( O m e t a te m e n financial statements
1 Interest income from 1
a) Lending and money market business 278,570 212,717

Of Sie mens Ba n k G m b H , M un i Ch , of which: negative interest income €920 thousand

(previous year: €2,307 thousand)

for the f|Sca| year from OCtOber 1’ 2018 b) Fixed-income securities and registered debt 1,295 708
to September 30, 2019 (€'000) , :

2 Interest expense 1 - 125,963 -77,917

of which: positive interest expenses €4,325 thousand
(previous year: €4,979 thousand)

3 Fee and commission income 1,2 29,462 26,002
4 Fee and commission expense -192 -153
5 Other operating income 1,3 1,143 1,382
6 General administration expenses
a) Personnel expenses
aa) Wages and salaries - 32,081 -32,138
ab) Social security and expenses for pension and support obligations -4,176 -4,771
of which: in respect of pensions €(2,345) thousand - 36,257 - 36,909
(previous year: €(2,731) thousand)
b) other administrative expenses -31,510 - 25,052
-67,767 - 61,961
7 Depreciation and write-downs on intangible assets and property and -201 -91
equipment
8 Other operating expenses 3 -2,598 -1,923
9 Write-downs of receivables and certain securities and additions to provisions in -21,774 - 21,851
the lending business
10 Income from ordinary operations 91,975 76,913
11 Taxes on income 4 -10,538 -7,346
of which: deferred taxes €40 thousand (previous year: €0 thousand)
12 Other taxes, if not included under item 8 -16 -537
13 Profit transferred under a profit-and-loss transfer agreement 5 - 81,421 - 69,030

14 Annual net profit

15 Distributable profit 0 0

Annual financial statements Income Statement
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Balance Sheet

of Siemens Bank GmbH, Munich,
as of September 30, 2019 (€'000)

Assets Notes to the 2019 2018 Liabilities Notes to the
financial statements

financial statements

1 Cash 1 Amounts due to banks 15
Credit balance with central banks 30,579 21,556 a) Sight deposits 5 0
of which with Deutsche Bundesbank €29,916 thousand b) With agreed maturities or notice period 8,750 8,775
(previous year: €20,925 thousand) 8,755 8,775

=IO 220k 2 Amounts due to customers 16
2 D(.eb.t instruments of pu.bllc institutions and bills of exchange that are 6 Other amounts due
eligible as collateral with central banks
a) Sight deposits 1,354 9,036
Treasury bills and non-interest-bearing treasury bonds as well as similar debt ) Sig P
instruments of public institutions b) With agreed maturities or notice period 6,275,063 5,520,547
of which refinanceable at Deutsche Bundesbank €0 thousand 6,276,417 5,529,583
(previous year: €0 thousand) 76,375 44,385 I
3  Trust liabilities 10 275,387 275,444
76,375 44,385 B .
of which trust loans €275,387 thousand (previous year: €275,444 thousand)
3 Loans and advances to banks 7 T
4  Other liabilities 17 95,481 77,173
a) Sight deposits 43,954 23,818 ; ;
5 Prepaid expenses and deferred income 14 42,880 41,889
b) Other receivables 53,999 57,998 .
6 Deferred tax liabilities 40 0
97,953 81,816 .
7 Provisions 18,19
4 Loans and advances to customers 8 7,203,525 6,493,957 . . T T
a) Provisions for pensions and similar obligations 12,712 11,109
including secured by liens €0 thousand (previous year: €0 thousand) including b Provisi . 6.022 3974
municipal loans €534,763 thousand (previous year: €520,830 thousand) ) Provisions for taxes ’ ’

5 Bonds and other fixed-income securities 9 ©) Other provisions 14,449 10,378
Commercial paper and bonds from other issuers of which eligible as collateral s 220
with Deutsche Bundesbank €0 thousand (previous year: €0 thousand) 36,971 34,774 8 Equity 20

36,971 34,774 a) Subscribed capital 5,000 5,000

6  Trust assets 10 275,387 275,444 b) Capital reserves 995,000 995,000
of which trust loans €275,387 thousand (previous year: €275,444 thousand) 1,000,000 1,000,000

7 Intangible assets 11 1,627 0 T

Total liabilities 21 7,732,143 6,958,325
Goodwill
Property and equipment 12 127 117
perty quip 1  Contingent liabilities
Other assets 13 6,109 2,504 o
Liabilities under guarantees and warranty agreements 22 33,344 0
10 Prepaid expenses and deferred income 14 3,490 3,772
2 Other obligations
Total i 21 7,732,143 6,958,325 )
otalassets Irrevocable loan commitments 22 892,819 935,934
Annual financial statements Balance Sheet
40 (translation of the German original) 41
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Notes to the financial statements

of Siemens Bank GmbH, Munich,
for the fiscal year from October 1, 2018
to September 30, 2019

Basis of accounting in the annual financial
statements of Siemens Bank

Siemens Bank GmbH, Munich (hereinafter: Siemens Bank) is registered with the commercial
register at the Local Court (Amtsgericht) of Munich, Germany, under HRB 185214.

The annual financial statements of Siemens Bank for the fiscal year ending on September
30, 2019, have been prepared in accordance with the provisions of the German Commercial
Code (HGB) and the German Accounting Regulation for Banks and Financial Services Institu-
tions (RechKredV). The annual financial statements also comply with the provisions of the
German Private Limited Companies Act (GmbHG).

The annual financial statements have been prepared in euros in accordance with section
244 HGB. For the purposes of clarity, amounts are shown in thousands of euros (€'000).

Pursuant to section 265 (8) HGB, any line items on the standard RechKredV forms that have
remained blank have been omitted and the numbering has been adjusted accordingly to
improve readability.

Due to rounding, individual figures in the annual financial statements may not add up
exactly to the specified sum.

Accounting policies

Loans and advances to banks and customers

Loans and advances to banks and customers are carried at their principal amount or at cost,
whereby any difference between the amount paid out and the principal amount is recog-
nized as prepaid expenses or deferred income and reclassified to the income statement pro
rata temporis, provided that such a difference has the nature of interest. Loans, advances
and any other receivables are classified as current assets and are measured strictly at the
lower amount of cost and market.

Pursuant to section 11 RechKredV, interest receivables in connection with loans and advanc-
es to banks and customers are reported under loans and advances to banks and customers,
but are not included in the maturity-structure tables of assets and liabilities.

The risk allowances for losses in the lending business include both specific loan loss provi-
sions and general loan loss provisions related to latent credit risks. Specific loan loss provi-
sions continue to reflect, without modification, individual loan defaults expected in con-
nection with a loan exposure at risk of default. General loan loss provisions are based on
borrower credit ratings, residual maturities and rating-related probability of default, and the
loss ratio in the event of a default. In the 2018 fiscal year, Siemens Bank further developed
and refined the valuation parameters of the lending portfolio based on historical data and
against the backdrop of increased uncertainty in the lending markets, in particular in order
to take greater account of the expected portfolio losses. The adjustment of the valuation
parameters led to a more cautious and thus higher valuation of the general loan loss provi-
sion of €2,424 thousand in the previous year, which was recognized in the income state-
ment under depreciation and write-downs on receivables and certain securities as well as
additions to provisions in the lending business.
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Irrevocable loan commitments are reported in the balance sheet as other obligations and
valued at the maximum outstanding drawdown amount.

Debt instruments of public institutions and bills of exchange that are
eligible as collateral with central banks

This item comprises securities issued by foreign government bodies that serve to manage
liquidity and are measured strictly at the lower amount of cost and fair value.

Bonds and other fixed-income securities

The securities recognized under this line item are classified as current assets and are
measured strictly at the lower amount of cost and fair value.

Trust assets and liabilities

Trust assets and liabilities are reported in accordance with RechKredV at their nominal value
or repayment amount, in analogy to the respective balance sheet item.

Intangible assets

This item includes goodwill from the acquisition of a service business from Siemens
Treasury GmbH, Munich. The acquisition value is calculated as the difference betwee the
purchase price and the values of the assets and liabilities transferred. Depreciation is effect-
ed over 15 years in accordance with tax regulations in order to simplify the procedure.

Property and equipment

Property and equipment is measured at cost and reduced by depreciation on a straight-line
basis over the estimated useful life of the property and equipment concerned. Movable
fixed assets that can be used independently and whose individual cost is up to and includ-
ing €250 (up until December 31, 2017: €150) are immediately expensed. Additions whose
acquisition cost amounts to more than €250 (up until 31 December 2017: €150), but not
more than €800 (up until December 31, 2017: €450) are capitalized and fully depreciated in
the year of acquisition.

Cash and cash equivalents and other assets

Cash and cash equivalents, together with other assets, are carried at their nominal
amounts.

Liabilities

Liabilities are carried at their settlement amounts as of the balance sheet date. Pursuant
to section 11 RechKredV, interest obligations in connection with deposits from banks or

amounts due to customers are reported under amounts due to banks or customers, but
are not included in the maturity-structure tables of assets and liabilities.

Basis of accounting in the annual financial statements
of Siemens Bank

Annual financial statements Notes to the financial statements

Accounting policies
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Deferred taxes

On any differences between the valuation of assets, debts and prepaid expenses or deferred
income under trade law provisions and under tax law provisions respectively, taking into
consideration deductible losses and interest carried forward, a surplus of deferred tax
liabilities is recognized if it is to be assumed that there will be a tax burden overall in future
fiscal years. While a surplus of deferred tax liabilities is recognized separately in the balance
sheet, a surplus of deferred tax assets is not recognized.

Provisions for pensions

Pension benefit obligations are measured at the settlement amount determined in accor-
dance with the actuarial projected unit credit method based on biometric probabilities.
Estimated future increases in salaries and pensions are factored into the calculation of the
present value of the defined benefit obligation. The discount rate used in the calculation

is based on the relevant rate published by Deutsche Bundesbank for a maturity of 15 years.
In order to determine the interest rate for the discounting of the provisions as of September
30, 2019, Siemens Bank, as in previous years, uses a 10-year average. Based on the existing
profit-and-loss transfer agreement with Siemens AG, income from this adjustment is

not subject to the dividend payout restriction.

Pursuant to the German Occupational Pensions Act (BetrAVG) and the UK Pensions Act
1995, Siemens Bank continues to be liable at a subsidiary level for pensions that are provid-
ed via an indirect route. If the relevant assets of the pension fund (or the Pensionskasse

or Unterstiitzungskasse) fail to cover the settlement amount for the associated pension
commitments, Siemens Bank covers the shortfall by recognizing a provision under provi-
sions for pensions and similar obligations.

Netting of assets and liabilities, income and expense

Assets whose sole purpose is to satisfy pension obligations or residual partial retirement
obligations and that cannot be the subject of a claim by any other creditors are measured
at fair value. Income and expenses associated with these assets are netted with the interest
cost in connection with the unwinding of discounts on the corresponding obligations and
are reported under general administrative expenses, social security, post-employment

and other employee benefit costs and under other operating expenses. In addition, these
assets are offset against the corresponding underlying obligation. If this results in a surplus
obligation, this obligation is reported under provisions. If the value of assets exceeds the
obligations, the amount is reported as an excess of plan assets over pension liabilities.

Provisions for taxes and other provisions
Provisions are recognized in accordance with tax law to cover current taxes.

Provisions are reported at the settlement amount that is appropriate according to diligent
commercial judgement. Provisions include individual appropriate and adequate provisions
for all identifiable risks arising in connection with contingent liabilities and for imminent
losses arising from pending transactions, taking into account estimated future increases
in prices and costs. Non-current provisions (i.e. provisions with a maturity of more than
one year), if material, are discounted using the average market discount rate applicable to
amounts of equivalent residual maturity. This market discount rate is determined and pub-
lished by Deutsche Bundesbank. Interest income and interest expense in connection with
discounting and unwinding the discount on provisions are reported under other operating
income and expense because they are unrelated to banking operations.

46
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For all interest-rate-related financial instruments in the banking book, Siemens Bank pro-
vides evidence — in accordance with the principle of loss-free valuation — that no losses

will be incurred in the future from contracted interest-rate positions. This is done by com-
paring the net present value of the banking book with its net carrying amount, taking into
consideration expected losses and present-value general administrative expenses from the
resolution of the existing portfolio. If the net carrying amount is greater than the net pres-
ent value, there is a requirement for the recognition of a corresponding provision. As in the
previous year, there was no requirement as of September 30, 2019, for the recognition of a
provision for onerous contracts pursuant to section 340a HGB in conjunction with section
249 (1) sentence 1 HGB.

Currency translation

Amounts denominated in foreign currency are translated at the mean rate on the balance
sheet date in accordance with section 256a HGB in conjunction with section 340h HGB.
Current receivables and liabilities (i.e., due within one year) are translated with any differ-
ences being recognized in the income statement.

Siemens Bank also makes use of the concept of specific coverage for the measurement of
amounts denominated in foreign currency. If assets and liabilities denominated in a for-
eign currency are subject to specific coverage, any associated income or expense arising
from currency translation is recognized in the income statement. Assets that are not subject
to specific coverage and liabilities with a maturity of more than one year are measured in
accordance with the imparity principle.

Assets denominated in foreign currency are documented as specifically covered if they are
matched by a countervailing liability or derivative in the currency concerned. Maturity mis-
matches are deemed to be permissible as long as there is the possibility and intention of
entering into subsequent hedging deals. Only items eligible for specific coverage that are to
be settled in cash may be included in the specific coverage arrangements. Any surplus from
this measurement process is recognized under other assets or other liabilities. Any currency
translation gain or loss is reported under other operating income or expense.

Derivative financial instruments

Siemens Bank only enters into derivative financial instruments to cover risks arising in con-
nection with its banking business. Embedded floors result from minimum limits for interest
agreed in loan agreements with variable interest rates. As far as possible, currency-related
transactions are accounted for as part of the specific coverage arrangements. Short-term
interest-rate-related transactions are measured and recognized using the imparity principle
because no designation to accounting groups (Bewertungseinheiten) as defined by HGB can
be demonstrated. For loan terms of one year or more, interest-related hedging deals are
incorporated on a regular basis into HGB accounting groups.

All derivative financial instruments are measured at their fair values. Siemens Bank only
uses generally accepted measurement methods and measurement parameters observable
in the market for this measurement.

Annual financial statements Notes to the financial statements Accounting policies
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Income statement disclosures

1 Geographical breakdown and net interest income

The breakdown of the total amount for net interest income, fee and commission income,
and other operating income by customers based in Germany and by customers based
elsewhere is as follows:

in % 2019 2018
Germany 9 9
Elsewhere 91 91
of which EMEA region (Europe, Middle East, Africa) 71 75
of which AA region (Asia and Australia) 20 16

Negative interest included in the interest income and positive interest included in the
interest expenses are disclosed separately in the income statement in the form of a sub-
item, including prior-year figures. They result mainly from refinancing transactions with
the shareholder and from liquidity investments. For the Siemens Bank lending book, nega-
tive interest is of minor significance due to the structure of the terms and the geographical
diversification.

2 Fee and commission income

Fee and commission income is derived from the following services:

(€°000) 2019 2018
Risk management and processing services for affiliated companies 28,224 25,174
Risk management services and credit business services for third parties 1,238 827
Total 29,462 26,002
3 Other operating income and expense

Other operating income mainly includes the €1,140 thousand profit from currency transla-
tion (previous year: loss from currency translation of €1,267 thousand in other operating
expenses). In the previous year, other operating income resulted from the reversal of other
year-end provisions.

Other operating expenses largely comprise expenses from unwinding the discount on provi-
sions and in connection with additions to certain provisions. Expenses from unwinding the
discount on provisions amounted to €1,166 thousand (previous year: €795 thousand).

4 Taxes on income

For both income tax and VAT purposes, the German activities of Siemens Bank form an
integral part of the tax group of Siemens AG, Berlin and Munich (hereinafter: Siemens AG).
Taxes on income for German activities therefore only include capital gains and foreign
withholding taxes charged.

The London branch of Siemens Bank forms part of the income tax group of Siemens plc,
Frimley (United Kingdom). Due to the different design of the income tax group structure
in the United Kingdom, taxes on income include payments and additions to provisions for
current income taxes as well as €556 thousand for prior years.

The Singapore branch does not form part of an income tax group. In addition to deferred
taxes, taxes on income also include payments and additions to provisions both for current
income taxes as well as €582 thousand for previous years.

Deferred taxes for the London branch result mainly from valuation differences between the
annual financial statements according to the HGB and the tax balance sheet according to
English tax law for receivables, pension assets, provisions and liabilities. As of September
30, 2019, this results in a surplus of deferred tax assets. The option to recognize deferred
tax assets is not exercised by Siemens Bank.

The Singapore branch shows a surplus of deferred tax liabilities of €40 thousand as of
September 30, 2019, which results mainly from valuation differences between the annual
financial statements according to the HGB and according to the tax law in Singapore for
receivables, provisions and liabilities. In the previous year, the branch reported a surplus of
deferred tax assets that was not recognized in the balance sheet.

As of September 30, 2019, there is a surplus of assets for the parent company, which is
transferred to the controlling company Siemens AG.

The valuation of deferred taxes is based on a tax rate of 17.0% in the United Kingdom and
13.5% in Singapore.

5 Profit transferred under a profit-and-loss
transfer agreement

Siemens Bank has a profit-and-loss transfer agreement with Siemens AG, its sole share-
holder. Under this profit-and-loss transfer agreement, the entire net income after tax deter-

mined in accordance with HGB, amounting to €81,420,616.04, is transferred to Siemens AG.

Annual Report 2019 | Siemens Bank
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Balance sheet disclosures 11 Intangible assets
The changes in intangible assets over the 2019 fiscal year were as follows:
6 Debt instruments of public institutions and bills of
R H €'000 Cost
exchange that are eligible as collateral with central banks (S000)
Oct. 1, Sep. 30,
This item comprises unlisted, short-term treasury bills with a residual maturity of less than 2018  Additions Transfers Disposals 2019
one year.
Intangible assets 0 0 1,683 0 1,683
Goodwill 0 0 1,683 0 1,683
7 Loans and advances to banks
(€°000) Depreciation and value adjustments Carrying amount
Oct. 1, Sep. 30, Current  of which
(€'000) 2019 2018 2018 2019 year disposals 2019 2018
Loans and advances to banks with maturities of 53,999 57,998 Intangible assets 0 -56 -56 0 1,627 0
(excluding loan loss allowances and interest accruals) Goodwill 0 -56 -56 0 1,627
up to and including 3 months 53,999 57,998
more than 3 months and up to 1 year 0 0 . .
more than 1 year and up to 5 years o 0 12 Statement of changes in fixed assets
more than 5 years 0 0 The changes in property and equipment over the 2019 fiscal year were as follows:
8 Loans and advances to customers Cost
Oct. 1, Sep. 30,
2018 Additions Transfers Disposals 2019
(€000) 2018 2018 Property and equipment 289 150 -1 -67 370
Office furniture and
Loans and advances to customers with maturities of 7,261,803 6,538,936 equipment 289 150 -1 67 370

(excluding loan loss allowances and interest accruals)

up to and including 3 months 50,771 53,319 (GOI)) Depreciation and value adjustments Carrying amount
more than 3 months and up to 1 year 640,804 540,556 Oct. 1, Sep. 30, Current
more than 1 year and up to 5 years 2,445,699 2,387,221 2018 2019 year Disposals 2019 2018
more than 5 years 4,124,530 3,557,840 Property and equipment -172 -243 - 145 74 127 117
Office furniture and
. - . . equipment -172 -243 - 145 74 127 117
Loans and advances to customers include loans and advances to affiliated companies with autp
a value of €245,677 thousand (previous year: €339,534 thousand). As in the previous year,
this item does not include any receivables from the shareholder.
9 Bonds and other fixed-income securities
This item consists of listed corporate bonds acquired by Siemens Bank as part of its lending
business. The item has a residual maturity of more than one year.
10 Trust assets and liabilities
Trust assets and liabilities comprise loans and advances to customers and liabilities to
customers denominated in euros with agreed maturities or notice periods.
Annual financial statements Notes to the financial statements Balance sheet disclosures
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The changes in property and equipment in the previous year had been as follows:

Cost

Oct. 1, Sep. 30,
2017 Additions Transfers Disposals 2018

Property and equipment 181 116 -3 -5 289

Office furniture and
equipment 181 116 -3 -5 289

(€'000) Depreciation and write-downs Carrying amount

Oct. 1, Sep. 30, Current
2017 PANE:] year Disposals 2018 2017

Property and equipment -88 -172 -91 7 117 93

Office furniture and
equipment -88 -172 -91 7 117 93

Property and equipment is used exclusively in connection with banking operations.

13 Other assets

Other assets mainly comprise receivables arising from pending incoming payments in the
lending and fee business amounting to €2,171 thousand (previous year: €823 thousand),
accrued interest from interest-rate swaps of €510 thousand (previous year: €640 thousand)
and receivables arising from taxes on income amounting to €466 thousand (previous year:
€589 thousand).

14 Prepaid expenses and deferred income

(€'000) 2019 2018
Prepaid expenses 3,490 3,772
Premium on loans and advances 1,346 1,695
Other deferred income 2,144 2,077
Deferred income 42,880 41,880
Discount on loans and advances 13,986 17,170
Other deferred income 28,894 24,710

Other deferred income largely relates to deferred fee income in the lending business.

15 Amounts due to banks

(€°000) 2019 2018
Amounts due to banks 8,755 8,775
(excluding interest accruals)
up to and including 3 months 5 0
more than 3 months and up to 1 year 0 0
more than 1 year and up to 5 years 0 0
more than 5 years 8,750 8,775

16 Amounts due to customers

(€'000) 2019 2018

Amounts due to customers with maturities of 6,252,905 5,506,234

(excluding interest accruals)

up to and including 3 months 473,562 822,435
more than 3 months and up to 1 year 1,966,625 712,021
more than 1 year and up to 5 years 2,839,379 3,071,083
more than 5 years 973,340 900,695

Of the amounts due to customers, €6,156,418 thousand (previous year: €5,449,529 thou-
sand) is accounted for by transactions with affiliated companies. Within this total of
amounts due to customers, an amount of €5,931,056 thousand is due to the shareholder
(previous year: €5,198,060 thousand)

Siemens Bank has not pledged or transferred any assets as collateral for amounts due to
customers.

Siemens Bank is a participating institution in the German banks’ compensation fund
(Entschadigungseinrichtung deutscher Banken GmbH), Berlin.

17 Other liabilities

The breakdown of other liabilities is as follows:

(€'000) 2019 2018
Other liabilities 95,481 77,173
Liabilities to the shareholder 81,421 69,029
Withholding tax and duties to be paid 7,832 5,315
VAT liabilities and other items 3,950 2,232
Personnel-related obligations 2,278 597

Liabilities to the shareholder include the profit-and-loss transfer agreement. All other
liabilities have terms of up to one year.
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18  Provisions for pensions and similar obligations

Siemens Bank provides various forms of occupational pensions for the employees in
Germany and in the United Kingdom whose employment contracts were transferred to
Siemens Bank as part of the transfer of a business as well as for new employees. To fund
these occupational pensions, Siemens Bank has covered its obligations partly by assets
that are held externally in trust and subject to restricted access.

The majority of current employees at Siemens Bank in Germany participate in the Siemens
defined contribution plan (BSAV — Beitragsorientierte Siemens Altersversorgung) launched
in 2004. BSAV is a pension program covered by assets held in trust. For the most part, the
benefits depend on the company’s contributions made to the scheme and on the invest-
ment income from these contributions, although the company guarantees a minimum
return. A lower proportion of current employees still have legacy pension entitlements
(known as transitional payments) that are based on the salary of the employee concerned.

In addition, Siemens Bank offers employees the option of participating in a voluntary
deferred compensation scheme. The salary components deferred under this scheme are
invested in fund units. The fund units are only used to cover the resulting pension obliga-
tions and are protected against claims from other creditors. These assets, which had a fair
value determined using recognized valuation methods (stock market prices) of €842 thou-
sand as of September 30, 2019 (previous year: €955 thousand) and a cost value of

€691 thousand (previous year: €803 thousand), are therefore fully offset against the
pension obligations up to the amount of these obligations. Income and expenses each

in the amount of €146 thousand (previous year: €127 thousand) were netted.

In addition, on behalf of the employees at the London branch, Siemens Bank participates

in the pension scheme operated by the Siemens Group for employees in the United King-
dom. Here, contributions are paid into a pension plan without any additional obligations for
Siemens Bank. Where employees have been given further fixed pension entitlements in a
few individual cases, these pension entitlements are covered directly by the Siemens Pen-
sions Trust. Siemens Bank only has an indirect liability for these obligations if the resources
of the Trust turn out to be inadequate to cover the pension obligations. The assets assigned
to the Trust, which had a fair value determined using recognized valuation methods of
€2,233 thousand (previous year: €1,813 thousand), are therefore fully offset against this
pension obligation up to the amount of this obligation.

Siemens Bank has not assumed any pension obligations for the employees at the Singapore
branch.

For the 2019 fiscal year, the total settlement amount for the pension provisions amounted
to €15,120 thousand (previous year: €13,473 thousand), of which €2,408 thousand (pre-
vious year: €2,365 thousand) was accounted for by indirect obligations fully covered by
assets. The actuarial measurement of the settlement amount was based on a number of
variables including discount rates of 2.82% (10-year average) and 2.05% (seven-year aver-
age) respectively. Last year, the discount rates were 3.34% (10-year average) and 2.43%
(seven-year average) respectively. Other variables used as a basis were a salary growth rate
in Germany of 2.25% per annum (previous year: 2.25%) and a pension growth rate of 1.5%
per annum (previous year: 1.5%). For employees at the London branch, a salary trend of
3.5% per annum (previous year: 3.7%) and a pension growth rate of 2.9% per annum (previ-
ous year: 3.1%) was used as a basis. Mortality tables developed specifically for the Siemens
Group in fiscal year 2019 (Siemens Bio 2017) were used as the biometric calculation basis.
These replace the 2005G guideline tables from Klaus Heubeck, which had been used to
date and had been modified specifically for the Bank. The Heubeck RT 2018 mortality tables
are not used because the Siemens-specific tables contain a better estimate of the mortality
trend.

The adjustment of the discount rate from a 7-year average to a 10-year average results in
a difference of €1,629 thousand (previous year: €1,784 thousand). Based on the existing
profit-and-loss transfer agreement with Siemens AG, this income is not subject to the
dividend payout restriction. In the context of determining the liabilities from the deferred
compensation scheme, Siemens Bank exercised a lock-in option for accrued profits. The
exercising of this option constitutes an adjustment of the plan. The resulting income of
€58 thousand (previous year: €41 thousand) was offset against free capital provisions in
order to determine the dividend payout restriction.

19  Other provisions

The changes in other provisions over the 2019 fiscal year were as follows:

(€'000) Oct. 1, Trans-
2018 ferred Utilized
Other provisions 10,378 155 - 6,289
of which with maturities up to 1 year 8,297 691 - 6,289
(€'000) Sep. 30,
Reversed New 2019
Other provisions -904 11,110 14,449
of which with maturities up to 1 year - 839 7,326 9,186

The changes in other provisions in the previous fiscal year had been as follows:

(€'000) Oct. 1, Trans-
2017 ferred Utilized
Other provisions 10,470 -193 - 5,257
of which with maturities up to 1 year 7,329 631 -4,082
(€'000) Sep. 30,
Reversed New 2018
Other provisions -322 5,682 10,378
of which with maturities up to 1 year -322 4,741 8,297

Transfers mainly result from the assumption of personnel-related obligations taken over in
the course of transfers of employees within the Group, or from changed maturities of long-
term provisions.
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Other provisions are recognized mainly for personnel-related obligations, such as variable
income components, outstanding vacation entitlements and long-service bonuses.

(€'000) 2019 2018
Other provisions 14,449 10,378
Personnel-related provisions 10,420 10,117
Provisions relating to lending business 2,309 0
Provisions for year-end costs 1,721 262

Provisions related to lending business result from the recognition of obligations from

guarantees.

20  Equity

As last year, there were no changes to the components of equity in the 2019 fiscal year.

Due to plan adjustments of the pension plans from deferred compensation schemes,
€58 thousand of the capital provisions are subject to a payout restriction

(previous year: €41 thousand).

21 Assets and liabilities denominated in foreign currency

Siemens Bank has assets and liabilities denominated in foreign currency in the following

amounts:
(€'000) 2019 2018
Assets denominated in foreign currency 4,150,974 3,736,394
Liabilities denominated in foreign currency 4,136,119 3,731,737

Other disclosures

22  Off-balance-sheet transactions

Siemens Bank grants irrevocable loan commitments as part of project finance or lines of
credit in order to satisfy the financing needs of its customers. Commitments that have
not yet been drawn down by customers and that cannot be revoked by Siemens Bank are
reported below the line on the balance sheet.

Siemens Bank has contingent liabilities arising from lines of credit it has granted to custom-
ers for the issue of guarantees. Under these guarantee credit facilities, Siemens Bank must
make payments to the beneficiary if the Siemens Bank customer fails to meet its obliga-
tions. There is no way of knowing whether or when a payout might be required, or what
the amount of any payout might be. The maximum potential amount of claims is therefore
reported below the line on the balance sheet.

23 Derivative financial instruments

Siemens Bank held the following derivatives as of September 30, 2019:

Nominal amount

2019 Total amount

(€'000) =1 year >1 -5 years > 5 years 2019 2018

Interest-rate derivatives
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OTC interest-rate swaps 330,000 176,500 0 506,500 599,248

Embedded floors 15,673 0 0 15,673 15,023

Currency-related
transactions

FX swaps 5,306 0 0 5,306 0

The fair values of the derivatives as of September 30, 2019 were as follows:

Market values (including accrued interest)

Positive Negative

(€'000) 2019 2018 2019 2018

Interest-rate derivatives

OTC interest-rate swaps 2,031 903 - 1,897 -61
Embedded floors 51 118 0
FX swaps 0 0 -23
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In fiscal 2019, Siemens Bank fully hedged a fixed-interest deposit and several promissory
note loans with a total volume of €203,000 thousand against interest-rate-induced market
risks by means of interest rate swaps OTC for a period of up to three years, and designated
these hedges as an HGB accounting group. These accounting groups were used to hedge
valuation effects from interest-rate risks amounting to €2,910 thousand (previous year:
€391 thousand). The effectiveness of the accounting group is proved by a comparison of the
interest-induced changes in market value. For recognition, Siemens Bank has applied the
net hedge presentation method, according to which the ineffective part of the accounting
group is to be recognized using the imparity principle. For this, Siemens Bank recognized
provisions for onerous contracts amounting to €228 thousand (previous year: €0 thousand),
which are recorded under other provisions as a component of the provisions for year-end
costs. In the previous year, Siemens Bank had incorporated a fixed-interest deposit and an
interest rate swap in the amount of €78,000 thousand each into one accounting group; no
provision for onerous contracts had to be recognized. This accounting group was continued
in the 2019 fiscal year.

For short-term interest swap transactions OTC that are not incorporated into accounting
groups, Siemens Bank recognized provisions for onerous contracts amounting to €796 thou-
sand (previous year: €107 thousand), which are also recorded under other provisions as a
component of the provisions for year-end costs.

24 Other financial obligations

Other financial obligations for the following years amount to €28,958 thousand

(previous year: €19,527 thousand). These mainly relate to obligations arising from purchase
and outsourcing agreements as well as from rental agreements. This amount includes
obligations to affiliated companies in the amount of €25,868 thousand (previous year:
€19,038 thousand).
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25 Employees

Siemens Bank employs staff at its offices in Munich, Nuremberg, Erlangen, London and
Singapore. Average employee numbers were as follows:

Employees 2019 2018
Siemens Bank GmbH 218.5 217.0
Munich branch (including Nuremberg and Erlangen) 164.7 166.0
Employment contracts total 171.2 173.4
of which part-time 28.0 30.0
London branch 33.0 33.0
Employment contracts total 33.0 33.0
of which part-time 0.0 0.0
Singapore branch 20.8 18.0
Employment contracts total 20.8 18.0
of which part-time 0.0 0.0

26  Members of the Management Board and Supervisory Board
The following persons have been appointed as managing directors:
» Roland Chalons-Browne, Chairman and Chief Executive Officer of Siemens Bank

» Dr. Ingeborg Hampl, member of the Management Board, Chief Risk Officer, up until
July 30, 2019, also Chief Financial Officer of Siemens Bank

» Dr. Christoph Baumgarten, since July 1, 2019, member of the Management Board and
Chief Financial Officer of Siemens Bank

Roland Chalons-Browne did not receive any remuneration for his activities in the 2019 fiscal
year.

A Supervisory Board in accordance with the statutes has been established with the
following members:

» Veronika Bienert, member of the Management Board of Siemens Financial Services
GmbH, Munich, and Chief Financial Officer of the Service Company Financial Services of
Siemens AG,

» Dr. Peter Rathgeb, Chief Executive Officer of Siemens Treasury GmbH, Munich, and
Corporate Treasurer of Siemens AG.

Veronika Bienert is the chair and Dr. Peter Rathgeb is deputy chair of the Supervisory Board.
Neither acting nor retired members of the Supervisory Board received any remuneration or
pension entitlements from Siemens Bank for their activities as Supervisory Board members
in the 2019 fiscal year.

The Supervisory Board also performs the function of an audit committee.

In addition to his activities as CEO of Siemens Bank, Roland Chalons-Browne is also a
member of the following supervisory bodies pursuant to section 340a (4) no. 1 of the HGB.

» Chairman of the Supervisory Board of RISICOM Riickversicherung AG, Gruenwald

» Chairman of the Board of Directors of Siemens Financial Services Inc., Iselin, New Jersey,
United States
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27  Membership in a corporate group

Siemens Bank is a wholly owned subsidiary of Siemens AG, Berlin and Munich, and is
incorporated into the parent company’s consolidated financial statements. The consolidated
financial statements of Siemens AG are submitted for publication in the electronic German
Federal Gazette (Bundesanzeiger). Pursuant to section 285 no. 21 of the HGB, Siemens Bank
did not enter into any transactions in the year under review with related companies or
individuals on terms that were other than on an arm'’s length basis.

28 Auditor’s fee

The auditor’s fee for the 2019 fiscal year amounts to €322 thousand. The fee also includes
the audit of the Singapore branch and relates entirely to audit services for the financial
statements. In the previous year, the consolidated financial statements of Siemens AG
included disclosures on the total fees paid to the independent auditors pursuant to section
285 no. 17 of the HGB.

29 Events after the balance sheet date

There were no significant events to report following the end of the fiscal year.

Munich, on December 4, 2019

The Management Board

Roland Chalons-Browne Dr. Ingeborg Hampl Dr. Christoph Baumgarten
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Independent Auditor’s Report

To Siemens Bank GmbH, Munich

Report on the audit of the annual financial statements and the

management report

OPINIONS

We have audited the annual financial statements of
Siemens Bank GmbH, Munich — which comprise the balance
sheet as per September 30, 2019, and the income state-
ment for the fiscal year from October 1, 2018, to September
30, 2019,s as well as the notes to the financial statements,
including the presentation of the accounting and valuation
methods. In addition, we have audited the management
report of Siemens Bank GmbH, Munich, for the fiscal year
from October 1, 2018, to September 30, 2019.

In our opinion, based on the findings of our audit,

X

the attached annual financial statements comply in all
material respects with the requirements of German com-
mercial law applicable to business corporations and give
a true and fair view in accordance with German generally
accepted accounting principles and German commercial
law of the net assets and financial position of the Compa-
ny as of September 30, 2019, and of its results of opera-
tions for the fiscal year from October 1, 2018, to Septem-
ber 30, 2019; and

X

the attached management report as a whole provides a
correct view of the Company’s position. In all material
respects, this management report is consistent with the
annual financial statements, complies with German legal
requirements and correctly presents the opportunities
and risks of future development.

In accordance with section 322 (3) 1 HGB, we confirm that
our audit has not led to any objections regarding the legal
compliance of the annual financial statements and the
management report.

Basis for the audit opinions

We conducted our audit of the annual financial statements
and of the management report in accordance with section
317 HGB and the EU Audit Regulation (No. 537/2014; herein-
after: “EU Audit Regulation”) and in compliance with German
Generally Accepted Standards for Financial Statement
Audits promulgated by the Institut der Wirtschaftspriifer
(Institute of Public Auditors in Germany, IDW). Our respon-
sibility under these rules and principles is further described
in the “Auditor’s Responsibilities for the Audit of the Annual
Financial Statements and of the Management Report” sec-
tion of our audit opinion. We are independent of the Com-
pany in accordance with the requirements of European law
and German commercial and professional law and have
performed our other German professional responsibilities in
accordance with these requirements.

In addition, in accordance with Article 10 (2f) of the EU
Audit Regulation, we declare that we have not provided any
non-audit services prohibited under Article 5 (1) of the

EU Audit Regulation.

We believe that the audit evidence obtained is sufficient
and appropriate to provide a basis for our audit opinions
on the annual financial statements and the management
report.

KEY AUDIT MATTERS IN THE AUDIT OF THE
ANNUAL FINANCIAL STATEMENTS

Key audit matters are those matters that, in our profes-
sional judgment, were of most significance in our audit of
the annual financial statements for the financial year from
October 1, 2018, to September 30, 2019. These matters
were taken into account in the context of our audit of the
annual financial statements as a whole and in forming our
opinion thereon; we do not provide a separate opinion on
these matters.

We identified the following as a key audit matter:
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Identification and measurement of
impaired loans and advances to customers

Facts

At €7,204 million (previous year: €6,494 million) or 93%
(previous year 93%) of total assets, loans and advances to
customers represent the largest asset item at Siemens Bank
GmbH, Munich. The measurement of impaired loans and
advances to customers and the assessment based on this
of any necessary specific loan loss provisions is a key area
in which management makes discretionary decisions. The
identification of impaired loans and the determination of
the lower fair value are subject to uncertainties and involve
various assumptions and influencing factors, in particular
with respect to the assessment of the counterparty’s finan-
cial position, expectations of future cash flows, observable
market prices and expectations regarding the net selling
prices of loan receivables in the market as well as the deter-
mination of fair values for collateral provided. Minor chang-
es in the assumptions may lead to significant changes in
measurement, which may lead to a change in the need

for loan loss provisions, particularly in the case of loans
and advances to customers who are exposed to sustained
negative market conditions.

As part of the audit, we determined the "identification

and measurement of impaired loans and advances to cus-
tomers” to be a particularly important aspect of the audit
because loans and advances to customers account for a
very high proportion of the balance sheet total of Siemens
Bank GmbH, Munich, and the assessment of the recover-
ability of loans and advances to customers and the appro-
priate recognition of specific loan loss provisions are to a
large extent based on assessments and assumptions of the
legal representatives.

The Company’s disclosures on the identification and mea-
surement of impaired loans and advances to customers are
presented in the notes under “Accounting policies, loans
and advances to banks and customers”.

Auditor’s response

We have assessed the appropriateness and effectiveness
of the internal control system with respect to the material
lending processes with accounting relevance. The focus
here was on the processes for calculating impairment loss-
es, the processes for recognizing payment arrears and the
process of analyzing information on the financial position
of borrowers.

In addition, we performed audit procedures relating to
specific declarations on the basis of a risk-oriented selection
and of a supplementary sample check, and assessed the
appropriateness of the calculation of the specific loan loss
provisions. The risk-oriented selection included in particu-
lar the loans subject to intensified obligo management and
problem obligo management.
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In detail, we retraced the key assumptions in the context
of the process of determining loan loss provisions. This
included reviewing individual estimates of expected future
cash flows, including cash flows from the realization of loan
collateral. The effects of extension agreements were also
taken into account. In the course of our audit, we assessed
the competence, abilities and objectivity of the experts
employed by the Bank. We retraced the assumptions under-
lying the external measurement reports for collateral and
assessed their justifiability and the appropriateness of the
measurement method used. We compared the data of
Siemens Bank GmbH, Munich, with the underlying contrac-
tual data in order to assess the legal validity of real and
personal collateral provided.

OTHER INFORMATION

The legal representatives are responsible for the other
information. Other information includes:

» the report by the management on the course of business
in the introduction to the 2019 financial statement of
Siemens Bank GmbH, Munich.

Our opinions on the annual financial statements and on the
management report do not cover such other information
and, accordingly, we do not express an opinion or any other
form of audit conclusion thereon.

In connection with our audit, our responsibility is to read
the other information and, in doing so, to consider whether
the other information

» is materially inconsistent with the annual financial
statements, with the management report or our findings
obtained in the audit, or

» otherwise appears to be materially misstated.

Responsibilities of the legal representa-
tives and of the supervisory board for the
annual financial statements and the
management report

The legal representatives are responsible for the prepara-
tion of the annual financial statements in accordance with
German commercial law applicable to business corpora-
tions, and for these annual financial statements giving a
true and fair presentation in all material respects of the

net assets, financial position and results of operations of
the Company, in accordance with German generally accept-
ed accounting principles. In addition, the legal representa-
tives are responsible for the internal controls that they have
determined to be necessary in accordance with German
generally accepted accounting principles to enable the
preparation of annual financial statements that are free
from material misstatements — whether intentional

or unintentional.

In preparing the annual financial statements, the legal
representatives are responsible for assessing the Compa-
ny’s ability to continue as a going concern. They are also
responsible for disclosing matters relating to the continu-
ing operation of the entity, if relevant. In addition, they
are responsible for rendering accounts on the basis of the
going concern approach, except to the extent that this is
contrary to fact or law.

In addition, the legal representatives are responsible for the
preparation of the management report, which as a whole
provides a true and fair view of the Company’s position

and is consistent with the annual financial statements in

all material respects, complies with German legal require-
ments and correctly presents the opportunities and risks

of future development. The legal representatives are also
responsible for the precautions and measures (systems)
that they have deemed necessary to enable the preparation
of a management report in accordance with the applicable
German legal provisions and to provide sufficient suitable
evidence for the statements in the management report.

The supervisory board is responsible for overseeing the
Company's reporting process for the preparation of the
annual financial statements and of the management report.

Auditor’s responsibility for the audit of
the annual financial statements and the
management report

Our objective is to obtain reasonable assurance as to
whether the annual financial statements as a whole are
free from material misstatements — whether intentional or
unintentional — and as to whether the management report
as a whole provides a true and fair view of the Company’s
position and is consistent, in all material respects, with the
annual financial statements and the findings of our audit,
complies with German legal requirements and correctly
presents the opportunities and risks of future develop-
ment, and to issue an opinion that includes our audit report
on the annual financial statements and the management
report.

Reasonable assurance means a high level of assurance, but
does not constitute a guarantee that an audit conducted in
accordance with section 317 HGB and the EU Audit Regula-
tion and in compliance with German Generally Accepted
Standards for Financial Statement Audits promulgated by
the Institut der Wirtschaftsprifer (IDW) will always reveal
any material misstatement. Misstatements may result from
violations or inaccuracies and are considered material if it
can reasonably be expected that they will individually or
collectively influence the economic decisions of recipients
made on the basis of these annual financial statements and
the management report.
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During the audit, we exercise due discretion and maintain a
critical basic approach. In addition

» we identify and evaluate the risks of material misstate-
ment — whether intentional or unintentional — in the
annual financial statements and management report,
plan and perform audit procedures in response to those
risks, and obtain audit evidence sufficient and appropri-
ate to provide a basis for our audit opinions. The risk that
material misstatements will not be detected is greater for
violations than for inaccuracies, as violations may involve
fraudulent collusion, falsification, intentional incomplete-
ness, misrepresentation, or the overriding of internal
controls.

» we gain an understanding of the internal control system
relevant to the audit of the annual financial statements
and of the precautions and measures relevant to the
audit of the management report in order to plan audit
procedures that are appropriate in the circumstances.
However, this is not done for the purpose of expressing
an opinion on the effectiveness of those systems.

¥

we evaluate the appropriateness of the accounting
methods used by the legal representatives as well as the
reasonableness of accounting estimates made by the
legal representatives and of the related disclosures.

» we draw conclusions about the appropriateness of the
going concern accounting principle applied by the legal
representatives and, on the basis of the audit evidence
obtained, whether there is any material uncertainty in
connection with events or circumstances that may cast
significant doubt on the Company’s ability to continue
as a going concern. Should we reach the conclusion that
there is material uncertainty, we are obligated to call
attention in our audit opinion to the related information
in the financial statements and management report or, if
such information is inappropriate, to modify our relevant
audit opinion. We draw our conclusions on the basis of
the audit evidence obtained up to the date of our audit
opinion. Future events or circumstances may, however,
result in the Company no longer being able to continue
as a going concern.

X

we express an opinion on the overall presentation, the
structure and the content of the annual financial state-
ments, including the disclosures, as well as on whether
the annual financial statements present the underlying
transactions and events in such a way that the annual
financial statements give a true and fair view of the Com-
pany’s net assets, financial position and results of opera-
tions, in accordance with German generally accepted
accounting principles.
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» we assess the consistency of the management report
with the annual financial statements, its legal compliance
and the overall view of the Company’s position conveyed
by it.

» we perform audit procedures on the prospective informa-
tion presented by the legal representatives in the man-
agement report. On the basis of sufficient and appropri-
ate audit evidence, we particularly verify the significant
assumptions used by the legal representatives as a basis
for the prospective information, and assess the proper
derivation of the prospective information from these
assumptions. We do not issue an independent opinion
on the prospective information or on the underlying
assumptions. There is a substantial unavoidable risk that
future events will differ materially from the prospective
information.

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

We also provide those charged with governance with a
statement that we have complied with the relevant inde-
pendence requirements, and communicate with them
regarding all relationships and other matters that may
reasonably be assumed to affect our independence,

as well as regarding the related safeguards taken.

From the matters communicated with those charged with
governance, we determine those matters that were of
most significance in the audit of the annual financial state-
ments of the current period and are therefore the key audit
matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosures about
the relevant matter.

OTHER LEGAL AND REGULATORY REQUIREMENTS

FURTHER INFORMATION PURSUANT TO
ARTICLE 10 OF THE EU AUDIT REGULATION

We were elected as auditors by the annual general meeting
on January 10, 2019. We were appointed by the Chairman
of the supervisory board on March 13, 2019. We have been
the auditors of the financial statements of Siemens Bank
GmbH, Munich without interruption since fiscal 2018/19.

We declare that the opinions expressed in this auditor’s
report are consistent with the additional report to the audit
committee pursuant to Article 11 of the EU Audit Regulation
(audit report).
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In addition to the financial statement audit, we have pro-
vided to the Company or to entities it controls the follow-
ing services that are not disclosed in the Company’s annual
financial statements or management report:

» Confirmation services in connection with the audit
pursuant to part V. no. 11 (1) of the General Terms and
Conditions of the Bundesbank (confirmation relating to
the credit claims submission (KEV) procedure)
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RESPONSIBLE GERMAN PUBLIC AUDITOR

The German public auditor responsible for the audit is Daniel Schmiederer.

Frankfurt am Main, December 4, 2019

BDO AG
Wirtschaftspriifungsgesellschaft

signed Otte signed Schmiederer
Wirtschaftspriifer (German public auditor) Wirtschaftspriifer (German public auditor)

Auditor's Report

(translation of the German original)
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Disclosures pursuant to section
26a (1) 2 and 4 of the German
Banking Act (KWG)

Annex to the annual financial statements of Siemens Bank GmbH, Munich,
for the fiscal year from October 1, 2018, to September 30, 2019

Siemens Bank maintained the following branches in member states of the European Union
as of September 30, 2019:

» Germany: Siemens Bank GmbH, Otto-Hahn-Ring 6, 81739 Munich (head office) with
offices in Erlangen and Nuremberg

» United Kingdom: Siemens Bank GmbH, London Branch, 111 Old Broad Street, London,
EC2N 1AP

As of September 30, 2018, Siemens Bank had one branch office in a country outside the
European Union:

» Singapore: Siemens Bank GmbH, Singapore Branch, 60 MacPherson Road, Singapore,
348615

The breakdown of operations at these branches is as follows:

Germany United Kingdom Singapore
(* €000) 2019 2018 2019 PANE:] 2019 PANE:]
Business type Lending and Lending and Lending and
guarantee business  guarantee business  guarantee business
Deposit business Fee business Fee business

Fee business

Figures
Sales revenue * 39,764 52,776 83,134 77,986 60,274 30,594
Profit before tax * 42,939 42,487 33,032 28,185 16,004 6,240
Taxes on profit * - 300 -715 -7,829 -6,313 -2,426 - 854
Government assistance received * 0 0 0 0 0 0
Number of employees on payroll 163.9 166.2 31.0 34.0 23.0 20.0

Net interest income and net commission income are aggregated as sales revenues.

Return on investment pursuant to section 26a (1) 4 KWG was 1.1% (previous year: 1.0%).

Disclosures pursuant to section 26a (1) 2 and 4 of the German Banking Act (KWG)

(translation of the German original) 69
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