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Corporate Governance Statement pursuant to
Sections 289f and 315d of the German Commercial
Code (HGB) / Corporate Governance Report

Declaration of Compliance in accordance with
Section 161 of the AktG

The Management Board and Supervisory Board of Aareal Bank AG declare, in accordance with
section 161 of the AktG, that:

I. Aareal Bank AG has complied with the recommendations of the Government Commission "German
Corporate Governance Code” (as amended and published in the German Federal Gazette on
24 April 2017) — except for the restriction set out below — since the last Declaration of Compliance
was issued in December 2019:

Pursuant to section 25d of the German Banking Act (Kreditwesengesetz — "KWG”), the Executive

and Nomination Committee of Aareal Bank AG’s Supervisory Board is required to assume additional
tasks which are not supposed to be prepared by shareholder representatives on the Supervisory Board
alone. Hence, the Executive and Nomination Committee also includes employee representative mem-
bers, in contravention of the recommendation in section 5.3.3 of the German Corporate Governance
Code (the "Code”). However, the Committee will ensure that the nomination of candidates for elec-
tion by the Annual General Meeting will be determined exclusively by shareholder representatives on
the Committee.

2. Since 20 March 2020, all recommendations of the Government Commission "German Corporate
Governance Code” (as amended and published in the German Federal Gazette on 20 March 2020)
have been complied with — except for the restriction set out below:

Pursuant to recommendation G. 10 sentence 2, Management Board members shall have access to
granted long-term variable remuneration components only after a period of four years. In contrast to
the draft version dated 22 May 2019, the Government Commission refrained from defining the term
”"long-term variable remuneration” in its final version.

According to the definition in the version dated 22 May 2019, typical performance indicators for
long-term variable remuneration were, inter alia, "long-term financial success (profitability and growth
with multiple-year measurement basis), non-financial success as prerequisite for subsequent financial
success [..], implementation of the corporate strategy [etc.].”

Within Aareal Bank’s remuneration system, all targets are derived from the strategy and measured over
a period of three years. In line with the definition provided in the draft version dated 22 May 2019,
Aareal Bank’s entire variable remuneration would classify as long-term. The three-year target deter-
mination yields an imputed amount of which only 20 % is paid out directly, whereas the remaining
80 % is paid out in several tranches and over a period of six years.
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This means that most of the long-term variable remuneration is accessible at the earliest after four
years and at the latest after nine years, thus complying with the Code’s draft version. However, in the
absence of the definition having been adopted and the associated imprecise recommendation it is
not clear whether Aareal Bank’s remuneration structure meets the Code expectations. As a result, and
as a precautionary measure, we declare a deviation from rec-ommendation G. 10 sentence 2.

Wiesbaden, December 2020

The Management Board

Hermann J. Merkens Marc’Hess

(absent due to illness)
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Corporate Governance at
Aareal Bank Group

Aareal Bank Group is managed by the parent
company Aareal Bank AG. Aareal Bank is a listed
bank, which by virtue of being classified as "sig-
nificant”, is supervised directly by the European
Central Bank. Although the Management Board
and the Supervisory Board of Aareal Bank AG

are required to observe a large number of specific
corporate governance rules, their common under-
standing does not end at compliance with these
rules. They also discuss on a regular basis the
application of voluntary standards that are recom-
mended by the Code, the supervisory authorities,
Aareal Bank shareholders or due to international
best practice, or that arise for the Supervisory Board
and the Management Board in their day-to-day
work.

The top priority of the Management Board and the
Supervisory Board is to act in the interests of the
Company and hence to meet their responsibility
vis-3-vis the employees, customers, shareholders
and the public alike.

Disclosures regarding Corporate
Governance standards

To discharge its responsibility, senior management
aligns corporate governance with legal and regu-
latory rules, as well as a comprehensive set of
internal rules and regulations, which provide con-
crete guidance on the conduct and processing

of the Bank’s business, in line with our ethical re-
sponsibility. These documents comprise the Memo-
randum and Articles of Association, the Rules of
Procedure for the Supervisory Board and the Man-
agement Board, the strategies, the Risk Appetite
Framework, the Internal Governance Policy, and the
Code of Conduct; all members of staff have access
to the documents, via common internal commu-
nications channels such as the Bank’s Intranet.
Memorandum and Atticles of Association, Code of
Conduct, and Rules of Procedure for the Super-
visory Board are also accessible via Aareal Bank’s
website.

Aligning with the German Corporate
Governance Code's guiding principle

The Management Board and the Supervisory Board
follow their own value structure and that of Aareal
Bank, as well as the "honourable businessperson”
concept and the German Corporate Governance
Code’s principles of good corporate governance.
The Declaration of Compliance pursuant to section
161 of the AktG lays out to what extent the recom-
mendations were complied with, or shall be com-
plied with.

Furthermore, since 1 January 2021 the Management
Board and Supervisory Board have also reported
whether they comply with the Code’s suggestions,
stating the reasons for failing to do so if applica-
ble. Other than the following exception/restriction,
the Management Board and the Supervisory Board
comply with the suggestions:

e Contrary to the suggestion made in G. 14 of the
Code, Management Board members’ service
contracts continue to contain rules governing
severance pay in the event of a change of con-
trol. Any severance payment made shall not
exceed twice the annual remuneration (sever-
ance cap) and shall not constitute remuneration
for more than the remaining term of the employ-
ment contract.

¢ In line with D. 8 sentence 2, participation in
Supervisory Board meetings by video or tele-
phone conference should not be the rule. To
protect Supervisory Board members, employees
and Management Board members of Aareal
Bank from a potential SARS-CoV-2 infection,
most Supervisory Board meetings in 2020 were
held virtually. As soon as developments con-
cerning the coronavirus pandemic reasonably
allow it, the Supervisory Board intends to resume
personal attendance for members at meetings.

According to Code recommendation F. 4, com-
panies shall specify, in the Corporate Governance
Statement, what Code recommendations were
not applicable due to overriding legal stipulations.
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e This applies to Code recommendation D. 5,
according to which the Nomination Committee
shall be composed exclusively of shareholder
representatives. The Nomination Committee of
a credit institution is regulated separately in
the KWG. Pursuant to section 25d of the KWG,
the Nomination Committee of Aareal Bank AG’s
Supervisory Board is required to assume addi-
tional tasks which are not supposed to be pre-
pared by shareholder representatives on the
Supervisory Board alone. Hence, the Executive
and Nomination Committee of Aareal Bank AG
also includes employee representative members.
However, the Committee will ensure that the
nomination of candidates for election by the
Annual General Meeting will be determined
exclusively by shareholder representatives on
the Committee.

Sustainability approach

Contributing to sustainable economic development
is a priority for Aareal Bank Group. As a partner
to the property industry, Aareal Bank Group is thus
pursuing a business strategy appropriate to the
requirements of the sector and the stakeholders.
The Group is aware of the responsibility associated
with its sustainability mission statement and the
need to focus on the needs of society, and aims
to preserve the foundations on which future gener-
ations can base and shape their lives.

The sustainability mission statement, which is
supported by an integrated sustainability manage-
ment system, is an integral part of the corporate
strategy, providing a summary of the corporate
responsibility principles of Aareal Bank Group that
are aligned with our objective of doing business
sustainably:

e Our thinking is integrated and future-oriented,
taking ethical, societal and ecological topics
into account.

e We analyse trends holistically, evaluate the re-
sulting opportunities and risks, and align our for-
ward-looking sustainability programme with this.

e We focus on all relevant stakeholder groups,
seek to engage in active dialogue with them in
a variety of ways and show how we make use
of the insights we have gained.

¢ We make sure that business decisions take
account of ecological, social and governance
factors, and communicate our progress and the
challenges we face transparently and credibly.

e We set priorities and implement our decisions,
thereby reinforcing corporate sustainability values
such as reliability, innovative ability, integrity and
compliance, our appeal as an employer, and
an emphasis on building and maintaining high-
trust client relationships.

In doing so, we are guided by national and inter-
national frameworks, we commit to initiatives or
have joined organisations that represent generally
accepted ethical standards and whose values we
share. Relevant organisations here include:

¢ United Nations Global Compact

¢ International Labor Organization

e German Corporate Governance Code
e Diversity Charter

e Work-Care Balance Charter

At an organisational level, Aareal Bank Group has
assigned responsibility for sustainability manage-
ment to the Chairman of the Management Board.
In this way, Aareal Bank Group emphasises the
strategic importance of sustainability for its corpo-
rate philosophy and steers its practical implemen-
tation at the highest level. Established now since
2012, the Sustainability Committee supports the
Management Board in the ongoing development
of the sustainability programme and in coordinating
the Group-wide sustainability activities. It includes
representatives from all key divisions.

Further details can be found in the latest Sustain-
ability Report: www.aareal-bank.com/en/investors-
portal/finance-information/sustainability-reports/
archive


https://www.aareal-bank.com/en/investors-portal/finance-information/sustainability-reports/archive
https://www.aareal-bank.com/en/investors-portal/finance-information/sustainability-reports/archive
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Code of Conduct

We believe that the principles of integrity and
responsible conduct must be observed by the
members of the Management Board and the Super-
visory Board, and by all our employees across the
Company, regardless of their functions and duties.
Our internal Code of Conduct therefore contains
binding rules governing the legal and ethical con-
duct of employees vis-a-vis clients, business part-
ners, and colleagues. Aareal Bank Group’s efforts
in this context are also motivated by the desire to
affirm and further strengthen the confidence placed
by stakeholders — our clients, investors, and staff:
www.aareal-bank.com/fileadmin/downloadlist/
DAM_Content/Code_of_Conduct_en.pdf

Principles of diversity

The Management Board and the Supervisory
Board are openly committed to diversity through-
out the entire Aareal Bank Group.

Aareal Bank defines diversity as:

e The appreciation that every individual is
unique, and the respect for this uniqueness

e Equal opportunities at all levels

e The prevention of discrimination of any kind

e The belief that diversity enriches corporate
culture and also represents a success factor in
reaching strategic goals.

The goals are to promote Aareal Bank Group’s
image as a modern employer, to strengthen
employee commitment and increase employee
motivation, to ensure skills and competencies
are fostered individually in a way that promotes
employee performance, to react to demographic
change and an ageing workforce, and to take
into account individual circumstances and stages
of life.

In order to highlight the significance of diversity,
and to document the fact that the concept of
diversity is very important to Aareal Bank Group,
the Bank signed the Charter of Diversity (an

initiative launched by the German industry in
2006) in 2013.

Aareal Bank employs people from more than

30 different countries. At Aareal Bank’s foreign
locations, we take care to ensure that positions
are primarily filled by local staff if possible. Aareal
Bank Group attaches great importance to the
equal treatment of women and men, whether in
the context of filling vacant positions, with regard
to continuous professional development, or in
terms of remuneration. Specifically, any vacancies
below senior executive level are generally pub-
lished throughout the Company, in the form of job
advertisements that all members of staff — male

or female — may apply for. When setting the remu-
neration of employees, we do not differentiate

by gender but rely exclusively on aspects such as
qualification, professional experience or training.

In accordance with the German Act on Equal
Participation of Men and Women in Executive
Positions in the Private and Public Sector (Gesetz
fur die gleichberechtigte Teilhabe von Frauen und
Ménnern an Fuhrungspositionen in der Privatwirt-
schaft und im offentlichen Dienst), the Manage-
ment Board sets specific targets — including con-
crete implementation deadlines — for the share of
women holding executive positions on the first
two management levels below the Management
Board of Aareal Bank AG. On the first management
level below the Management Board, by 30 June
2022 at least 13.5% of executive positions are to
be held by women; on 31 December 2020, the
share of female managers on this level was 14.7 %
(2019: 16.2%). On the second management level
below the Management Board, by 30 June 2022
at least 21.1 % of executive positions are to be
held by women; on 31 December 2020, the share
of female managers on this level was 23.1 %
(2019: 23.7 %).

Across Aareal Bank Group, the share of women in
executive positions stood at 24.6 % (2019: 23.8 %);
at Aareal Bank AG, it was 21.6 % (2019: 21.9 %),
and at Aareon, it was 25.5% (2019: 24.1 %), with
women accounting for 37.6 % of Aareal Bank
Group’s entire workforce as at 31 December 2020


https://www.aareal-bank.com/fileadmin/downloadlist/DAM_Content/Code_of_Conduct_en.pdf

Aareal Bank Group — Annual Report 2020

Transparency Corporate Governance Statement

(2019: 36.8 % — Aareal Bank AG: 42.5% (2019:
41.9 %); Aareon: 34.4 % (2019: 33.1 %).

In Germany, Aareal Bank and Aareon apply the
German General Equal Treatment Act (Allgemeines
Gleichbehandlungsgesetz — "AGG”), with specially-
appointed Anti-discrimination Officers overseeing
compliance. At the same time, AGG training is held
for all employees. In the US, the employee manual
contains rules designed to avoid harassment at the
workplace ("Anti-Harassment Rules”).

Inclusion

Severely disabled persons made up 5% of Aareal
Bank’s staff base in 2020 (2019: 4.8 %). This
employee group is represented in the Group’s
German entities by a disability representative.

Working practices of the
Management Board and the
Supervisory Board

The Management Board is responsible for manag-
ing the Company and for its strategic orientation,
material transactions and proper organisation. This
also includes the implementation of effective moni-
toring systems. It focuses its business activities
upon the Company’s long-term and sustainable
development. lts decisions incorporate the long-
term consequences of its actions and are guided by
the ethical principles of Aareal Bank Group (see
relevant corporate governance principles).

Supervisory Board

The Supervisory Board exercises its control using
different instruments. On the one hand, it sets

out the reporting requirements of the Management
Board in its internal Rules of Procedure, to ensure
comprehensive and prompt reporting. These reports
include the financial reports prior to being pub-
lished, the reports of Internal Audit, Risk Controlling
and Compliance, as well as the external auditor’s
reports. It also determines the transactions of the

Management Board in its internal Rules of Proce-
dure, where its approval is required.

Furthermore, the Supervisory Board contributes

to the sustainable success of Aareal Bank Group —
in the interest of investors, clients, staff, and the
general public — by selecting suitable Management
Board members (as set out in the Guidelines for
the Selection of Members of the Supervisory Board
and Management Board), a Management Board
remuneration system which is aligned with the Com-
pany’s long-term and sustainable interests (as set
out in the Remuneration Report), and the effective
supervision of this remuneration system.

The Supervisory Board has established five com-
mittees in order to perform its supervisory duties

in an efficient manner: the Executive and Nomina-
tion Committee, the Remuneration Control Com-
mittee, the Risk Committee, the Audit Committee,
and the Technology and Innovation Committee.
An overview of the respective committee members
can be found in the Notes: www.aareal-bank.com/
en/investors-portal/finance-information/financial-
reports/archive

Executive and Nomination Committee

The Executive and Nomination Committee pre-
pares the plenary meetings of the Supervisory Board,
together with proposed resolutions. In particular,

it supports the Supervisory Board in advising and
monitoring the strategy via a regular strategy dia-
logue. The Committee’s area of responsibility also
includes assessing the internal condition of the
Group, corporate governance, and issues concern-
ing personnel planning for the Management Board
(also regarding the contracts with individual Manage-
ment Board members, based on the remuneration
system prepared by the Remuneration Control
Committee and adopted by the plenary meeting of
the Supervisory Board). The Executive and Nomi-
nation Committee compiles profiles defining the
requirements for members of the Management
Board and the Supervisory Board and supports the
Supervisory Board in selecting suitable candidates,
considering personal and professional requirements
as well as its targets for the composition of both


https://www.aareal-bank.com/en/investors-portal/finance-information/financial-reports/archive
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bodies, including the diversity concept. Based on
an at least annual evaluation, it determines the
extent to which the members of the Management
Board or Supervisory Board have a need for further
training, or whether other adjustments are required.
Furthermore, the Executive and Nomination Com-
mittee monitors, and resolves if necessary, deci-
sion proposals regarding loans to senior managers
and other related party transactions. The Executive
and Nomination Committee is also responsible
for the assessment and handling of conflicts of inter-
est in line with the Conflicts of Interest Policy.

The Executive and Nomination Committee,
excluding the employee representatives, discusses
the nomination of shareholder representatives for
election by the Annual General Meeting.

Remuneration Control Committee

The Remuneration Control Committee monitors
whether the structure of the remuneration systems
for Management Board members and employees
is appropriate, taking into account the impact of
remuneration systems on Aareal Bank’s overall
risk profile. The Remuneration Control Committee
prepares corresponding proposals concerning
remuneration (including for members of the Man-
agement Board) for the plenary meeting of the
Supervisory Board. The Remuneration Control
Committee receives the information provided

by Aareal Bank’s Remuneration Officer, as well as
the information on the remuneration system in-
tended for disclosure. For further details, please
refer to the section on remuneration governance
in the Remuneration Report.

Risk Committee

The Risk Committee deals with all material types
of risk Aareal Bank is exposed to in its business
activities. Along with the Supervisory Board in its
entirety, it is also the recipient of the risk reports
(please refer to the Risk Report). The material risk
types comprise financial and non-financial types
of risk alike, including IT-related risks. The Com-
mittee is also responsible for reviewing the contents
of the risk strategies in accordance with the MaRisk,

for checking conformity with the business strategy,
and preparing the corresponding resolutions of
the Supervisory Board. It furthermore advises the
Management Board on how to design an appropri-
ate and effective risk management system, making
sure that the Bank’s risk-bearing capacity is ade-
quate. To achieve this, the Committee monitors the
Management Board, especially as regards deter-
mining risk appetite and the corresponding limits.

Audit Committee

The Audit Committee is concerned with all ac-
counting issues, as well as regarding the audit of
Aareal Bank AG and Aareal Bank Group. The
Committee is responsible for the preparation and
conduct of the audit of the financial statements
and the consolidated financial statements; it pre-
pares the decisions to be taken by the Supervisory
Board on the basis of the Committee’s analysis

of the external auditors’ reports. For this purpose,
the Committee reports to the plenary meeting of
the Supervisory Board on the results of its analysis
and the assessments derived. Preparing the audit
of the financial statements also comprises the
preparations for instructing the external auditors
(by virtue of the corresponding resolution passed
by the Annual General Meeting), verifying the inde-
pendence of the external auditors, including the
approval of permissible non-audit services, nego-
tiating the auditors’ fees, determining focal points
of the audit, and regularly selecting new external
auditors. The Audit Committee also discusses
quarterly and half-yearly financial reports with the
Management Board, and obtains the external
auditors’ report on their review of the half-yearly
report. Furthermore, the Audit Committee is re-
sponsible for examining the projections submitted
by the Management Board. In addition, Compliance
and Internal Audit address their reports to the
Committee. The Committee is also responsible for
monitoring the effectiveness of the internal control
and monitoring system.

Technology and Innovation Committee

The Committee deals with issues concerning
information technology used within the Company,
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and with issues related to IT products created and
distributed by Aareal Bank Group entities. This
comprises the Bank’s as well as Aareon’s products.
As part of these duties, the Committee monitors
the implementation of Aareal Bank Group’s digi-
talisation strategy which calls not only for a tech-
nical transformation, but also for modern and agile
working practices and project methods.

Working relationship between
the Management Board and
Supervisory Board

The working relationship between Management
Board and Supervisory Board is characterised by
trust and a constructive, yet critical dialogue —
during Supervisory Board meetings and outside of
them. Discussions during meetings are held in an
adequate and target-oriented working atmosphere.
Meetings also take place without the Management
Board present, for example when talking about
personnel matters, Management Board remunera-
tion, evaluation results, and individual business-
related or strategic aspects.

Outside meetings, it is mainly the Chairman of the
Supervisory Board and committee chairmen that
communicate with the competent Management
Board members. The Chairman of the Supervisory
Board regularly discusses questions regarding the
strategy, business development, risk situation, risk
management, compliance, as well as personnel-
and remuneration-related matters with the Chairman
of the Management Board. The Chairman of the
Risk Committee goes into detail — especially with
the Chief Risk Officer — on topics such as risk
situation, risk management, and risk strategies.
The Chairman of the Audit Committee also regu-
larly exchanges views with the Chief Risk Officer,
but also with the Chief Financial Officer and the
external auditors; finally, the Chairman of the Tech-
nology and Innovation Committee keeps in touch
with the Chief Digitalisation Officer outside meet-
ings. The chairmen inform the other Supervisory
Board members about the key points of these dis-
cussions at the next committee meeting.

Communications

Aareal Bank assigns great importance to extensive
communications with all of the Bank’s stakeholders.
It has set itself the target of actively, transparently
and openly communicating with all stakeholders,
taking into account the interests of all stakeholders.

All press releases, ad-hoc disclosures, corporate
presentations, as well as annual, sustainability and
quarterly reports published by Aareal Bank are
available on the Bank’s website to any interested
person, and may be downloaded from there. In
addition, the financial calendar is updated regularly,
and provides information about upcoming events.

Aareal Bank publishes details on its financial
position and performance five times annually. On
these occasions, the Management Board gives a
personal account of results, within the scope of
press and analysts’ conferences, as well as issuing
press releases.

All information can be found on Aareal Bank’s
website: www.aareal-bank.com/en/investors-
portal/

Relationship to shareholders

To facilitate direct communication, Aareal Bank has
set up a separate division within its organisation,
which serves as a first point of contact for share-
holders, other investors and analysts. The contact
persons in Investor Relations can be found on

the Aareal Bank website www.aareal-bank.com/en/
investors-portal/equity-investors/contact/

Aareal Bank addresses shareholders and other
stakeholders in a targeted manner via roadshow
activities, actively seeking their opinions. The Chair-
man of the Supervisory Board is also available
for talks with shareholders and other stakeholders,
using her own roadshow activities to gather exter-
nal opinions on the Bank’s governance.

The Bank also holds an ordinary Annual General
Meeting once a year. Shareholders are thus given


https://www.aareal-bank.com/en/investors-portal/
https://www.aareal-bank.com/en/investors-portal/
https://www.aareal-bank.com/en/investors-portal/
https://www.aareal-bank.com/en/investors-portal/equity-investors/contact/
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the opportunity to actively participate in the devel-
opment of the Company.

At the Annual General Meeting, the shareholders
decide, in particular, on the formal approval of the
members of the Supervisory Board and Manage-
ment Board for the financial year under review, on
the appropriation of any net retained profit, amend-
ments to the Memorandum and Atticles of Asso-
ciation, and authorisations on capital adjustments.
The Annual General Meeting also elects the exter-
nal auditors for the Company and decides who
joins the Supervisory Board as shareholder repre-
sentative.

The Company’s shareholders may submit state-
ments or proposals in writing, by fax or e-mail, to
the Company. They may also request to speak at
the Annual General Meeting. The shareholders may
also submit counter or supplemental motions to
the agenda items at the Annual General Meeting,
so that they participate in structuring and influencing
the meeting. The Management Board and the
Supervisory Board refer to shareholders’ comments
made during the general debate, or to motions
submitted by shareholders in advance, to respond
to questions, or to comment on other contributions.

In certain situations, such as the current pandemic,
the aforementioned may be legally limited or
adapted to allow for an Annual General Meeting
to take place adjusted to the respective situation.

Guidelines regarding the Selection
of Members of the Management
Board and the Supervisory Board

The Supervisory Board of Aareal Bank AG is satis-
fied that the Management Board and the Super-
visory Board are adequately staffed, if all members
are in a position to perform their duties (profes-
sional qualification), commit the time necessary
to perform these and possess the integrity to be
guided by the ethical principles of Aareal Bank
when performing their duties (with respect to per-
sonal reliability, including conflicts of interest and
independence aspects). The composition of the

Supervisory Board and the Management Board,
respectively, shall facilitate, in its entirety, coopera-
tion and the widest possible diversity of opinions
and knowledge (the concept of diversity).

The Supervisory Board has defined concrete require-
ments and processes to incorporate these criteria
for the evaluation of Management Board and Super-
visory Board members, as well as when selecting
candidates for appointment to the Management
Board, or for shareholder representatives to the
Supervisory Board. When establishing these pro-
cesses, it has taken into account the legal require-
ments of the German Public Limited Companies
Act (Aktiengesetz — "AktG”), the German Banking
Act (Kreditwesengesetz — "KWG”) and of the
German Corporate Governance Code. In addition,
the regulatory guidelines of the European Central
Bank and the European Banking Authority on
adequacy and internal governance are also incor-
porated, as are corporate governance guidelines
of consultants on share voting rights and major
shareholders that are relevant to Aareal Bank. Be-
sides the Supervisory Board, the European Central
Bank also reviews the suitability of the respective
candidates prior to taking up their duties, using the
so-called "fit & proper” assessment.

Personal reliability

The principles of personal reliability apply equally
for all members of the Management Board and the
Supervisory Board. All members of the Manage-
ment Board and the Supervisory Board should
demonstrate honesty, integrity and independence
of mind. They should live by the ethical principles
of Aareal Bank, as set out in the Code of Conduct,
and commit sufficient time to perform their duties.
The Supervisory Board calculates the time commit-
ment of every member of the Management Board
and the Supervisory Board, and reviews on an
annual basis whether they also dedicate sufficient
time to exercising the mandate. In this connection,
the Supervisory Board takes care to ensure com-
pliance with the requirements for the maximum
number of additional offices, pursuant to sections
25c (2) and 25d (3) of the KWG.
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Conflicts of interest & independence

Acting in the interests of the Company means being
able to make significant judgements unbiased by
considerations irrelevant to the matter at hand. The
Supervisory Board therefore attaches particular
importance to the handling and disclosure of con-
flicts of interest or potential conflicts of interest that
could, for example, call into question the inde-
pendence of the Supervisory Board.

In its Conflicts of Interest Policy, the Supervisory
Board has laid down procedures on how to prevent
or handle potential conflicts of interest affecting
members of the Management Board or the Super-
visory Board. Specifically, the Policy provides that
individual Management Board and Supervisory
Board members must establish transparency even
where there is only a potential conflict of interest.
The members of the Supervisory Board and the
Management Board have declared in writing that
no conflicts of interest pursuant to recommendation
E. I of the German Corporate Governance Code
arose during the financial year under review. Any
individual whose circumstances may give rise to

a material conflict of interest that cannot be miti-
gated will be ineligible as a candidate.

The Supervisory Board also determines when the
independence of one of its members is not ensured
and carries out an annual review of whether the
independence of individual members is no longer
ensured, or may be compromised. In the event of
the following circumstances, the Supervisory Board
generally assumes that independence is not
ensured:

¢ At the commencement of the fourth term of
office as a member of the Supervisory Board of
Aareal Bank AG ("general limitation to a mem-
ber's maximum term of office”). The term of
office begins with the election by the Annual
General Meeting, excluding any judicial appoint-
ments.

e The period between membership in Aareal
Bank AG’s Management Board and membership
in the Supervisory Board is less than five years.

e The period between being a senior manager at
the first management level below the Manage-
ment Board and membership in the Supervisory
Board of Aareal Bank AG is less than three
years.

e The period between working as or on behalf of
a material consultant, auditor, or other service
provider or client of Aareal Bank and member-
ship in the Supervisory Board of Aareal Bank AG
is less than three years.

¢ A Supervisory Board member is simultaneously
associated with a major competitor, as a staff
member, member of the Management or Super-
visory Board; consultants to major competitors
may also not be considered independent.

Furthermore, all Supervisory Board members are
subject to the statutory limitations laid out in sec-
tion 100 (2) nos. 2 to 4 of the AktG. Unlike the
criteria listed above, the statutory limitations are
mandatory, which means that they prevent the
nomination of a potential candidate, or require the
resignation of the affected board member.

Effective 31 December 2019, the Supervisory Board
believes, taking the above criteria into account,
that all shareholder representatives (Marija Korsch,
Jana Brendel, Christof von Dryander, Richard Peters,
Sylvia Seignette, Elisabeth Stheeman, Dietrich
Voigtldnder and Prof. Dr Hermann Wagner) are
independent.

Professional qualification

Every member of an executive body must possess
the knowledge, ability and experience to properly
perform their duties. This means that they must

at least be able to understand and assess the Com-
pany’s material business activities and the asso-
ciated material risks, the control and monitoring
system established in this regard, as well as the
corresponding accounting and financial reporting
systems. This also requires being familiar with the
underlying material legal requirements. The mem-
bers of the Management Board are responsible for
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the duties of the entire Management Board as well
as those of the sections assigned to them. Each
member of the Supervisory Board must be in a
position to perform the duties incumbent on the
Supervisory Board in its entirety.

When chairing a committee, Supervisory Board
members should possess extensive expertise in the
topics covered by that committee. The Chairman
of the Audit Committee, for example, must be an
expert on financial reporting issues and internal
control and monitoring systems, while the Chair-
man of the Risk Committee must be an expert

in monitoring risks. Both committee chairmen may
not hold the position of Chairman of the Super-
visory Board.

Overall, with regard to its collective composition,
the Supervisory Board further decided that the
following additional expertise be adequately repre-
sented:

e Experience in sectors and financial markets
which are material to Aareal Bank Group

e Digitalisation and transformation

e Strategic planning

e Design and assessment of risk management
systems, internal control systems and corporate
governance frameworks

e Accounting and audit matters

The curricula vitae of the members of the Man-
agement Board: www.aareal-bank.com/en/about-
us/company-profile/the-management-board/
and the members of the Supervisory Board:
www.aareal-bank.com/en/about-us/company-
profile/supervisory-board/ can be found on the
website.

Concept of diversity

In principle, the Management Board and the Super-
visory Board pursue the objective in their bodies
of ensuring maximum variety with regard to gen-
der, age, internationality and professional diversity.
Where there are several suitable candidates, further
selection takes these aspects into account, to draw

together the broadest possible spectrum of different
perceptions in the interest of making the best
possible decision for Aareal Bank. The Manage-
ment Board ensures that these aspects of diversity
are also taken into consideration at the management
levels it controls, to facilitate succession oriented
around this concept of diversity (please refer to
relevant management duties/diversity). The Super-
visory Board has set individual objectives for the
aforementioned diversity aspects, for both itself
and the Management Board, the implementation
of which it presents annually. It understands these
objectives as being minimum objectives; there is
no reason why they cannot be exceeded.

Gender diversity

In accordance with the German Act on Equal Partici-
pation of Men and Women in Executive Positions
in the Private and Public Sector, the Supervisory
Board sets specific targets — including concrete
implementation deadlines — for the share of female
members on the Supervisory Board and the Man-
agement Board. Likewise, the Management Board
defines such targets for the first two management
levels below the Management Board. On the Super-
visory Board, by 30 June 2022 at least 25 % of
positions are to be held by women. The status quo
is 41.66 %, unchanged from the previous year. On
the Management Board, by 30 June 2022 at least
20 % of positions are to be held by women. The
status quo is 33.33 %, unchanged from the previous
year. Therefore, the minimum objectives set by the
Supervisory Board have been achieved.

Age diversity

The Supervisory Board has set out targets for the
age structure of the Management Board and the
Supervisory Board, in order to safeguard the con-
tinuous development of both executive bodies.

At the time of (re)election to the Supervisory Board,
candidates should be less than 70 years old. Further-
more, the Supervisory Board should not consist
exclusively of members who are older than 60 years.
Members of the Management Board should not
exceed the upper age limit of 65 years while serv-
ing on the Management Board. These objectives
are currently met.
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International profile

In addition, given Aareal Bank’s international busi-
ness activities, the Supervisory Board has set itself
and the Management Board the goal of having the
broadest possible international experience, which
can be proven by foreign nationality or considerable
professional experience gained in another country.
For the Management Board, the figure is currently
at 33 %, unchanged from the previous year, whilst
the figure has increased to 33 % (2019: 25 %) for
the Supervisory Board.

Diversity of professional skills

The Supervisory Board pursues the objective of
maximum professional diversity when selecting the
members of the Management Board and the Super-
visory Board. However, the demanding professional
requirements for members of the management
board and the supervisory board of so-called "sig-
nificant credit institutions” limit the opportunities
for achieving this objective: for instance, regulatory
rules require in principle that the members of the
Management Board have extensive experience

in the lending business and in risk management.
In accordance with section 100 (5) of the AktG,
the Management Board members in their entirety
shall be familiar with the sector in which the Com-
pany operates. The Supervisory Board’s aim of
ensuring that not all members have gained most of
their professional experience at a credit institution
is currently met.

Election periods and dates
("staggered board”)

To avoid a simultaneous outflow of considerable
know-how, the Supervisory Board has set different
election dates at which decisions are made about
three groups of Supervisory Board members. The
terms of office of Ms Korsch, Mr von Dryander,

Mr Peters, and Ms Seignette run until the ordinary
Annual General Meeting in 2023. All the other
shareholder representatives’ terms of office do not
expire before the ordinary Annual General Meeting
in 2024. Shareholder representatives’ terms of
office are only four years long, as a result of which

a new resolution concerning some of the share-
holder representatives must be taken at the latest
every three years, bringing with it a possibility of
renewing the Supervisory Board.

The terms of office for employee representatives
continue to run for five years: the current repre-
sentatives are therefore in office until the ordinary
Annual General Meeting in 2025.

Regular evaluation of suitability
and performance

The Executive and Nomination Committee evalu-
ates the Management Board and Supervisory Board
at least once a year. The evaluation consists of two
components: the suitability test and the efficiency
test. The evaluation is supported by external partners.

Within the scope of the evaluation, the Committee
checks whether the Management Board and Super-
visory Board members possess the necessary per-
sonal and professional requirements on the one
hand, and whether requirements for the collective
composition, including skills profiles and diversity
concepts, are fulfilled on the other hand. Should
this not be the case, the Executive and Nomination
Committee submits proposals to the Supervisory
Board as to how individual or collective suitability
can be achieved. The Executive and Nomination
Committee also assesses future trends and develop-
ments, and, at a minimum, suggests adequate
training programmes for the two bodies, enabling
them to deal with such trends and developments.
This applies, for example, to information on digi-
talisation and on sustainability and non-financial
risks (cf. the Report of the Supervisory Board),
tailored to the needs of the Management Board
and Supervisory Board.

Furthermore, the Executive and Nomination Com-
mittee takes the structure, size, composition, and
performance of both bodies into consideration,
including the results of a benchmark comparison
conducted precisely for this reason. The assessment
of structure, size, and composition is not restricted
to the bodies as such, but also includes the Super-
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visory Board committees; it comprises an efficiency
and effectiveness review of the cooperation within
the Supervisory Board, between the committees
and with the plenary meeting of the Supervisory
Board, as well as between the committees, the
Supervisory Board and the Management Board.

In addition to the regular annual evaluation, event-
driven assessments may be conducted, should,

for example, suspicions arise regarding insufficient
individual or collective suitability, or should ade-
quate composition of the Management Board and/
or the Supervisory Board need to be reviewed due
to a change in strategy.

Succession planning

The Executive and Nomination Committee is re-
sponsible for the succession planning of the Man-
agement Board and the shareholder representatives
on the Supervisory Board. On an annual basis, the
Committee reviews the established competence
profile, and whether this is compatible with Aareal
Bank’s business and risk strategies, proposing any
necessary adjustments. Furthermore, the Com-
mittee reviews, as part of the annual evaluation,
whether the current members of the Management
and Supervisory Boards fulfil the presently appli-
cable criteria, taking the latest amendments into
account. If this is not the case, the Committee sug-
gests measures to the Supervisory Board to ensure
that all criteria are fulfilled going forward. Such
measures may include continuing education courses
for individual or multiple Management or Super-
visory Board members as well as changes in the
composition of the Management or Supervisory
Board.

Furthermore, at the beginning of every year, the
Executive and Nomination Committee discusses
personnel decisions due within the next two years,
such as projected retirements, potential re-appoint-
ments, etc. Therefore, if the re-appointment of a
Management or Supervisory Board member is not
an option, the Executive and Nomination Commit-
tee concerns itself with a suitable successor more
than one year in advance.

If changes in the composition of the Management
or Supervisory Board have to be made, the Execu-
tive and Nomination Committee aims to fulfil the
personal criteria, while at the same time promoting
the fulfilment of the goals established in terms of
board composition (collective competence profile
and diversity). Succession planning for the Manage-
ment Board is made in close cooperation with the
Chairman of the Management Board. The Executive
and Nomination Committee considers both internal
and external candidates.

Aareal Bank has taken various measures to be able
to respond to short-term personnel fluctuations (for
example, due to resignation for personal reasons),
and to identify suitable internal successors. For
instance, the Bank can provide tailor-made devel-
opment measures to senior managers in order to
fundamentally prepare them to become a member
of the Management Board. This includes, in par-
ticular, business development, risk management and
accounting know-how as well as leadership skills.
In addition, all Management Board members have
first- and second-level responsibilities. This means
that if the Management Board member with first-
level responsibility is not available, his/her duties
will be assumed by the respective Management
Board member with second-level responsibility.

As a general rule, every competence required for
the activities of Aareal Bank’s Supervisory Board
and its committees is represented by at least two
Supervisory Board members. Hence, the Audit
Committee comprises not only the respective Chair
as a financial expert, but also at least one other
person holding the same qualifications. In addition,
in order to make sure there is a quorum even in
the event of short-term changes in the composition
of the respective committee, every committee
comprises more than three members.

Composition of the Management
Board and Supervisory Board

The members of the Supervisory Board and its
committees, the respective chairmen and members
of the Management Board and their relevant areas
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of responsibility, are presented below. As per the
Supervisory Board’s decision, the Management Board
is comprised of six members. The Supervisory Board
appoints one of the members as Chairman of the
Management Board. In accordance with Aareal Bank
AG’s Memorandum and Articles of Association,
the Supervisory Board consists of twelve members.
Once elected by the Annual General Meeting, the
members of the Supervisory Board elect a Chairman
and two Deputy Chairmen from amongst them, for
the duration of their term of office. Eight members
are elected by shareholders at the Annual General
Meeting. Four members are elected by employees,
through the Group Works Council.

The committees comprise at least four members,
while the Audit Committee and the Risk Commit-
tee comprise six members. The Chairman of the
Supervisory Board belongs to every committee and
assumes the position of risk management expert
in the Remuneration Control Committee. According
to the provisions of recommendation D. 4 of the
German Corporate Governance Code as well as
Aareal Bank’s Guidelines for the selection of mem-
bers of the Management Board and the Supervisory
Board, the Audit Committee and the Risk Com-
mittee are chaired by independent experts. Addi-
tionally, care is also taken to avoid any interlinking
of the committee members’ positions, to ensure
the mutual exchange of information.

Purchase or sale of the Company’s shares

In 2020, members of the Company’s executive
bodies did not carry out any transactions involving
the Company’s shares, which would have required
publication in accordance with the requirements
of Article 19 of the EU Market Abuse Regulation
(596/2014/EW), in conjunction with section 26
of the German Securities Trading Act (Wertpapier-
handelsgesetz — "WpHG”). As set out on Aareal
Bank AG’s website, only one transaction by a family
member of a Supervisory Board member took place.
At the end of the financial year, aggregate share-
holdings of members of executive bodies in the
Company’s shares were less than 1% of the issued
share capital of Aareal Bank AG.

Please refer to Aareal Bank’s website under
www.aareal-bank.com/en/about-us/corporate-
governance/managers-transactions/ for the
notifications.

Accounting policies

Aareal Bank AG prepares the Group’s accounts
according to the International Financial Reporting
Standards (IFRSs) as applicable in the European
Union. The single-entity financial statements of
Aareal Bank AG are prepared in accordance with
the provisions of the German Commercial Code
(Handelsgesetzbuch — "HGB”). The Management
Board prepares the financial statements and man-
agement reports of Aareal Bank AG and Aareal
Bank Group. The external auditors submit their
report on the audit of the financial statements and
the consolidated financial statements to the Super-
visory Board, which also monitors their independ-
ence. The fees paid to the external auditors are
shown in Note (38) to the financial statements.
Permissible non-audit services provided by the
external auditors must be approved beforehand by
the Audit Committee of the Supervisory Board.

PricewaterhouseCoopers GmbH Wirtschaftspri-
fungsgesellschaft (PwC), the auditors of the 2020
financial statements — as elected by the Annual
General Meeting 2020 and instructed accordingly
by the Supervisory Board — have exercised their
audit activities under the management of Messrs
Ralf Schmitz and Christian Rabeling. In line with
the audit firm’s internal regulations, their staff
members rotate their audit mandates periodically —
every five year in this case.

Mr Schmitz has audited Aareal Bank since 2018;
Mr Rabeling, the responsible auditor, since 2019.

Please note that, due to the statutory rotation of
external auditors, this was the final time (for now)
that PricewaterhouseCoopers GmbH were ap-
pointed as external auditors for Aareal Bank AG.
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