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A. Basic Principles

1. Organisation and structure

Landesbank Berlin AG (LBB) is a non-listed joint stock company [Aktiengesellschaft] and a
credit institution within the meaning of the German Banking Act (KWG). It is the
governmentally appointed sponsor of Berliner Sparkasse (BSK) and according to the Berlin
Savings Bank Act [Berliner Sparkassengesetz] it is deemed an own savings banks
association. The Berlin Savings Banks Association is a member of the German Savings
Bank Association [Deutscher Sparkassen- und Giroverband] (DSGV) and therefore one of
12 regional savings banks associations. It represents the interests of LBB/BSK within the
Sparkasse Financial Group and with regards to the state of Berlin. The BSK is a public

institution with partial legal capacities and is managed as a branch of LBB.

This management report refers to Landesbank Berlin AG including the Berliner Sparkasse
hence the designation Landesbank Berlin AG / Berliner Sparkasse (LBB/BSK) is used

below.

Section 2 (1) of the Berlin Savings Bank Act defines the public services that the Berliner
Sparkasse, which was founded in 1818, is expected to provide: “The Berliner Sparkasse is
responsible for promoting saving and satisfying local borrowing requirements, in particular
those of small and medium-sized enterprises and of the economically weaker groups of the
population.” With regard to the principles of business policy, Section 4 of the Berlin Savings
Bank Act is decisive: “The business of the Berliner Sparkasse is to be managed according
to commercial principles, taking general economic aspects into account.” In this sense, the
Berliner Sparkasse acts and carries out its work with the aim of fulfilling its public service
mandate at all times. The focus of its business activity is placed on the needs of the
customers. The Berliner Sparkasse regularly adjusts its products and services to the current

market conditions.

LBB/BSK conducts business with private customers in Berlin (Private Customer business
division) as well as Germany-wide credit card transactions under the “LBB” brand
(DirectBankService business segment). Its business dealings with companies consist of
corporate customer business in Berlin with small, medium-sized and large companies as
well as with selected large, nationwide corporate customers (Corporate Customer business
division). The commercial real estate financing (Commercial Real Estate Financing
business division) is also focused on regional business with housing associations,
professional investors, investment companies, real estate companies [Immobilien AGs],

project developers, property developers and wealthy private customers in Berlin.
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The Treasury business division is arranged in a manner typical of savings banks, with the
core functions of hedging and refinancing for customer business, liquidity management,
“Depot A” with credit substitution business within the scope of classical asset allocation and

strategic deadline transformation.

In addition, the central divisions and back office units provide services such as compliance,
loans, finance, risk controlling, organisation and productivity management, corporate

development, risk supervision and law, as well as auditing.

LBB/BSK is a member of the Sparkasse Financial Group's institution protection scheme,
which is officially recognised as a deposit protection scheme. The most important task of
the protection scheme is to provide an institutional guarantee. The aim is to ensure the
continued existence of each member so that the institutes’ commercial relationships with
their customers can continue as contractually agreed. The Sparkasse Financial Group's

protection scheme also fulfils the statutory deposit protection requirements.
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LBB/BSK in the group of companies as at 31 December 2019*

Regionalverbandsgesellschaft der S-Finanzgruppe mbH

General partner

Erwerbsgesellschaft der S-Finanzgruppe mbH & Co. KG

General partner

Beteiligungsgesellschaft der S- 89.37 %

Finanzgruppe mbH & Co. KG

10.63 %

Landesbank Berlin Holding AG

100 % 100 %
Landesbank Berlin AG/ Other participating
: Berlin Hyp AG .
Berliner Sparkasse interests
S-Servicepartner Berlin
66.67 % GmbH (70 %)
. BB
S-Kredltpartner Grundstiicksgesellschaft

bH (100 %
GmbH mPbH (100 %)

* This account is limited to the fundamental participating interests.
2. Supervision and regulatory provisions

LBB/BSK is therefore - as the group of Erwerbsgesellschaft der S-Finanzgruppe mbH & Co.
KG (S-Erwerbsgesellschafts-Group) on the whole - subject to direct supervision by the
European Central Bank (ECB). Ongoing monitoring is performed by what is known as the
“Joint Supervisory Team”, which is made up of employees from the ECB, the Federal
Financial Supervisory Authority (BaFin) and the Deutsche Bundesbank and coordinated by
the ECB.

As at 31 December 2019, the CET1 capital ratio in LBB/BSK amounted to 17,5 %. The
capital ratio of LBB/BSK profited substantially from the use of internal models, which are
recognised under supervisory law (IRBA-internal ratings based approach, AMA — advanced
measurement approach). Due to the finalisation of the package reforming the regulatory
framework for banks, as agreed by the Basel Committee on Banking Supervision in

December 2017 — frequently also referred to as “Basel IV’ — capital benefits from the
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application of internal models are expected to be limited or dispensed with completely in
future. Changes to the standardised approach to credit risk are also expected to lead to
higher capital requirements. LBB/BSK will take suitable measures in a timely manner to

maintain the capital ratios in order to counter this effect.
3. Business activity

As a modern universal bank, LBB/BSK advises its customers on all key financial matters.
The focus is on business with private and corporate customers as well as on regional
commercial real estate financing. Services range from payment transactions and financial
investment to the financing of private or commercial investments and structured asset
consulting and investment. LBB/BSK also offers services relating to pensions, insurance

and commercial real estate financing.

A mixture of sales channels is available for business with private customers. This consists
of classical branch business with personal advice in one of the sales offices as well as the
“Neighbourhood Advice Team” [‘Beratungsteam im Kiez"], which customers access at
regional contact points. It also includes modern means of contact such as video or chat, a
comprehensive range of online banking services — including for smartphones or tablets —

and full accessibility by telephone.

The Private Banking service provides wealthy customers with tailor-made advice on all
financial matters. In addition to classic securities investment and individual asset
management, particular highlights include inheritance and foundation management with
intergenerational consulting and the specialist advice provided to registered doctors by the

HeilberufeCenter.

LBB/BSK’s competence in real estate for private customers is bundled together in five
independent real estate centres and BSK Immobilien GmbH, with the latter acting as a
property broker. Customers looking for personal advice with a great deal of flexibility in
terms of place and time can get advice on their mobile, regardless of our opening times.
For day-to-day needs, LBB/BSK also offers the largest network of self-service machines in

the city of Berlin.

In the course of cooperation business conducted under the LBB brand, LBB/BSK has issued
2.8 million credit cards, making it one of the largest providers of chargeable co-branding
cards in Germany for many years. The credit card business, which consists of the portfolios
with the cooperation partners Amazon EU S.A.R.L. and ADAC Finanzdienste GmbH in
particular, is complemented by LBB’s own-brand credit card portfolio. The portfolio is

continuously reviewed and expanded based on market trends and customer requirements.
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Following the successful modernisation of the technical infrastructure, the focus is also on

attracting new cooperation partners.

In the field of business with corporate customers, LBB/BSK is a partner and service provider
for companies of all sizes and industries in the region of Berlin. This includes large corporate

customers as well as trade and business customers.

Even business founders and innovative start-ups based within the region, associations,
foundations, public companies and regional authorities consider LBB/BSK to be a reliable
financial services provider. Qualified BusinessLine advisers give corporate customers
support by telephone. Twelve decentralised company centres [FirmenCenter] are available
for larger commercial customers. Large corporate customers can obtain tailor-made advice

from four centralised company centres [FirmenCenter].

Specialist advice from experts is provided in the company centres “Foundation and
Succession” and “Future-orientated Industries”. Further specialist know-how is offered by
LBB/BSK in the competence centres “Leasing and Factoring”, “Funding and Subsidies” and
“Electronic Business”, as well as in the “International” department. LBB/BSK is also
expanding its channels and means of access in line with technological advancement, based

on its customers’ needs.

With many years of expertise and a regional focus, LBB/BSK is an active real estate
financier on the Berlin market. It is on hand to give all groups of customers advice on their
financing requirements, from investors and housing associations to wealthy private
customers. Finance is provided for commercial real estate up to a volume of EUR 50 million.
Large-scale projects are financed together with consortium partners from the Sparkasse

Financial Group or the sister company Berlin Hyp AG (Berlin Hyp).

LBB/BSK is also integrated into a close network of specialised alliance partners within the

Sparkasse Financial Group.

S-Kreditpartner GmbH (SKP) is an affiliated company of LBB/BSK and the more
specialised alliance partner for the car and consumer credit business in the Sparkasse
Financial Group. The aim of SKP is to jointly strengthen the position of the savings banks
in this strategically important business. It aims to expand its cooperation here with other
savings banks. The online service provided via the CHECK24 comparison portal
strengthens the savings banks’ market position in the growing online business. As at 31
December 2019, 336 (previous year: 321) savings banks were associated with SKP via a
cooperation agreement. In addition to LBB/BSK, Deutsche Sparkassen Leasing AG & Co.
KG is also a shareholder in SKP. LBB/BSK holds more than 66.67 per cent of the voting
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shares. Decisions made by the group of shareholders require a majority of votes of 75 per

cent.

SKP supplies its partner savings banks with the right products, with the aim of providing the
best possible consultancy support. All technical processes and personal support provided
by SKP are aimed at giving the savings bank adviser on site the freedom they need to give
their customers optimum advice on S-Privatkredit [private credit] and S-Autokredit [vehicle
financing]. Especially for the online business, SKP additionally offers its partner savings
banks a range of services under the S-loan-by-click brand. In addition, SKP makes solutions
available for corporate customers from the automobile and vehicle industry. At the same
time, the offers for the purchasing and sales financing strengthen the relationship between

the savings bank and the regional car trade.

LBB/BSK provides a proportion of the SKP refinancing, taking the profile of the consumer
loans into account. The terms and conditions (interest, collateralisation, terms) are in line
with the typical structures on the market. Where LBB/BSK used to act as the sole
refinancing institution in the past, SKP is increasingly obtaining refinancing from other

savings banks.

In the field of risk controlling, LBB/BSK and Landesbank Berlin Holding AG (LBBH) act in a

managerial role for SKP.

S-Servicepartner Berlin GmbH (S-Servicepartner) is a back-office alliance partner that
assists LBB/BSK so that it can concentrate on sales and therefore consistently pursue the
Sparkasse Financial Group’s strategic goals. S-Servicepartner offers a broad and balanced
range of back-office services in the fields of assets and liabilities, SEPA and foreign
payment transactions, as well as in the field of international business and securities

business.
4. Strategic goals

In terms of its strategic direction, LBB/BSK predominantly focuses on the joint business
strategy of the German savings banks. By doing so, it helps to achieve the savings banks’
joint strategic goals: fulfilling the public mandate, exploiting the market as much as possible
and attaining a stable risk position and the highest possible level of efficiency, i.e. a low

cost/income ratio.

In this way, LBB/BSK is positioned in four different dimensions, each with their own strategic

objective.
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In the “Customer” dimension, LBB/BSK strives to be the best bank for individuals and
companies in Berlin. This includes becoming the market leader as well as having a highly

visible presence in the city.

LBB/BSK wants to become a valuable company for its owners by ensuring constant

improvement compared to the 25 largest savings banks.

In the “Services/Offering” dimension, LBB/BSK aims to put its customers consistently at the
heart of everything it does and offer them attractive services and products. This will be
achieved on the one hand by providing even better digital services in future, as well as

through enhanced advice on the other hand.

In the fourth dimension, “Employees/Organisation”, LBB/BSK strives to be efficient and
adaptable and thus an attractive employer. To achieve this, it invests in modern IT, as well

as the in continued development of its employees.

In the fourth strategic dimension, strategic goals are realised, gauged and monitored over

a five-year period.
5. Controlling

LBB/BSK’s corporate policy is managed based on an annually recurring process of strategy
and planning, in accordance with regulatory requirements. It is therefore risk and earnings-
oriented and generally follows the procedural steps of planning, implementation, evaluation
and adjustment. The central controlling instruments include in particular the financial
statements, plans, financial and risk reports prepared according to commercial laws and
regulatory requirements, as well as liquidity, new business and portfolio reports. Potential

deviations and their causes are continuously analysed based on target/actual comparisons.
The following financial performance indicators are therefore important to LBB/BSK:

o Transfer of profit or loss to Landesbank Berlin Holding AG (LBBH)

o Administrative expenses

o CET1 capital ratio: ratio of CET1 capital allowable under supervisory law to total risk
amount

e Balance sheet total

e Receivables from customers

e Liabilities to customers

e Cost-Income-Ratio (CIR): Ratio from the administrative expenses and the revenues
(interest surplus, commission surplus and other operating income)

¢ Return-on-Equity: Ratio from the "earnings before taxes and profit transfer" plus the

amended special item for general bank risks according to Section 340g of the
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German Commercial Code (HGB) and the average balance sheet equity including

the special item for general bank risks according to Section 340g HGB
Moreover, there is the following non-financial performance indicator:

e Employee capacities

With regard to the 2019 financial year, LBB/BSK prepared a separate non-financial report
in accordance with Section 289 b and ¢ HGB (Sustainability Report). This is not part of the
management report, but it will be released together with it. In addition, LBB/BSK shall

publish its Sustainability Report on its website at https://www.berliner-

sparkasse.de/de/home/ihre-sparkasse/inre-sparkasse-vor-ort.html.

6. Social commitment

Besides providing the population with financial services and promoting savings and trade,

the common good is also at the heart of LBB/BSK’s work.

The three foundations of the Berliner Sparkasse are a key element of the company’s social

responsibility.

The Berliner Sparkasse Foundation (Stiftung Berliner Sparkasse) backs social projects with
a focus on education and equal opportunities for children and young people. The aim of the
Brandenburger Tor Foundation (Stiftung Brandenburger Tor) is to foster an appreciation of
art, culture and education through exhibitions, panels and talks. The Berliner Sparkasse
Medicine Foundation (Berliner Sparkassenstiftung Medizin) promotes research, particularly

into rare diseases that mostly affect children.

Together with the DSGV, the Berliner Sparkasse has previously awarded the Roman
Herzog Prize. The prize, in honour of the long-standing chairman of the Brandenburger Tor
Foundation’s Board of Trustees, is awarded to Berlin initiatives that are committed to social

development and cooperation.

More than EUR 1.4 million was given to projects for children and young people as well as
to institutions for the care of the disabled and senior citizens from the “PS Savings and
Profits” (“PS-Sparen und Gewinnen”) scheme in 2019. LBB/BSK granted these funds

together with the Senate of Berlin.

A widespread neighbourhood funding programme supports a multitude of small projects in

schools, sports clubs, and social and cultural institutions. In addition to financial donations,
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many LBB/BSK employees are involved in neighbourhood projects, for example, during our

traditional volunteering month in September.

LBB/BSK is a sponsor in the fields of sport, culture and social affairs, as well as at important
social events. It also acts as a premium partner, supporting work with young talent at the
handball club Fichse Berlin. LBB/BSK works together with the Berlin Sports Federation
(Landessportbund Berlin), promoting sport in the city at both top level and grassroots level
and supporting the work carried out by Berlin-based sports associations. Besides Berlin-
wide school projects, this commitment also involves working together with the Olympic

training centre in Berlin.

We work together with the Komische Oper Berlin to foster cultural diversity and inclusion

for people from all walks of life in the company’s opera performances.

Together with Berlin Zoo, LBB/BSK is involved in supporting the Zoo School, which provides
education for nurseries, schools and even adults. LBB/BSK has also sponsored several

species of animals at risk of extinction.

We have worked together with the Berlin Museum of Natural History (Museum fir
Naturkunde Berlin) since mid-2019. The partnership involves various types of events with
the aim of imparting knowledge, a podcast series from the museum and a large children’s

festival in the dinosaur exhibition.

LBB/BSK supports the Free University of Berlin in the fields of economics and science. The
collaboration spans from start-ups and a digitisation professorship to the Berlin-

Brandenburg business plan competition and the Berlin music industry network.

LBB/BSK’s work also includes promoting events of particular social importance to Berlin,

such as the 30th anniversary of the Peaceful Revolution and the fall of the Berlin Wall.
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B. Economic report

1. Basic economic conditions

Political factors, such as the USA-China trade dispute or the risk of a no-deal Brexit, have
curbed foreign trade activities and become a burden on investment. In Germany, the
resulting slowdown in growth was much more pronounced in the key sector of vehicle
manufacturing due to the great importance of the capital goods industry and increasing
structural change. In the second half of the year, however, the economy stabilised here at
a low level, with growth of 0.6 % still being recorded for the year overall. This result is down
to solid growth rates in consumption. At 3.8 %, growth in building investment was also above

average. Inflation remained moderate, with an annual average of 1.4 %.

According to the regional statistical offices and the Federal Statistical Office, Berlin’s
economic growth in the first half of 2019 was 1.9 % greater than in all the other federal
states. Economic growth may well have been above the national average for the year as a
whole too. Employment growth was once again the main driver of this, with an increase in
the first ten months of 3.6 % compared to the same period in the previous year. Only the
manufacturing sector experienced a decline. Growth in the service industry remained high,
however. Growth in employment in company-related services in particular continued
abated. Although growth in the number of visitors to Berlin slowed down again from the start

of 2019, the hospitality industry continued to profit from it.

Despite greater efforts to control rent on the Berlin housing market, the increase in property
prices continued in the first nine months of 2019. This was facilitated by lower interest rates
on one hand and by constant demand-side pressure combined with a low number of
finished dwellings on the other hand. However, quoted rents have remained stagnant since
the start of 2019. The city remains an attractive location for newcomers, even though
positive net migration in the first half of 2019 turned out to be lower than in previous years.

Above all, decreased migration resulted from relocations to the area surrounding Berlin.

There was a noticeable decrease in employment growth on the labour market, from 1.4 %
in 2018 to 0.9 %. Germany’s unemployment rate remained low as in the previous year,
however, at 4.9 % at the end of the year. In LBB/BSK’s business region, the unemployment
rate of 7.7 % at the end of 2019 was only slightly above that of the previous year. Despite
the positive developments of the previous year, the significant difference between that and

the national average did not decrease any further.

The European Central Bank ended its net asset purchases (Asset Purchase Programme,
APP) at the start of the year, but upheld its low interest rate policy. In the second half of the

year, it took a new approach to ease its monetary policy further; besides a decrease in the
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key interest rate by ten basis points to -0.5 %, this also included resuming the APP, among
other things. On the money market, interest rates decreased significantly over the course
of the year. Ten-year federal bonds reached a new low of -0.75 % in late summer, resulting
in a flatter yield curve throughout the year too. The loan portfolio of all banks in Germany
with respect to domestic companies and private individuals expanded by 4.1 % in the
reporting year, while growth in the residential construction loan portfolio remained at a

similar level, with an increase of 4.3 %.

2. Business development

Overall, LBB/BSK’s business development in 2019 was satisfactory. Despite the sustained
period of low interest rates, the result before profit transfer was slightly higher than what we
expected. LBB/BSK was able to cover higher expenses than planned and allocate
significantly more than planned to the general banking risks fund in accordance with Section
340g HGB. At the same time, it was able to transfer a higher amount than planned to the

parent company LBBH.

The key performance indicators for LBB/BSK developed as follows during the 2019 financial

year:
Performance indicators orecast for 2019 ACTUAL
0 30/06/2019 ! 31/12/2018 * 31/12/2018
Transfer of profit to LBBH (EUR million) 103 > 98 98 103
Administrative expenses (EUR million) 901 > 857 857 891
Employee capacities 3,170 > 3,129 3,129 3,210
CET1 capital ratio in % 17.5% 15.2% 15.2% 16.8%
Balance sheet total (EUR million) 40,928 44,900 44,900 43,074
Receivables from customers (EUR million) 23,888 24,300 24,300 21,700
Liabilities to customers (EUR million) 28,565 29,800 29,800 28,449
Cost-Income-Ratio in % 85.6% > 84.3% 84.3% 82.7%
Return-on-Equity in % 9.9% >5.1% 5.1% 4.5%

1 as reported on the relevant key date

LBB/BSK was able to transfer an operating result in the amount of 103 Mio. € to LBBH in
the reporting year. This slightly exceeded our own expectations. In particular, the lower
costs of credit risks together with the release of reserves that were no longer required as

part of the other operating result had a positive effect.

Administrative expenses totalled 901 Mio. € and were therefore higher than the forecast
amount, as previously forecast in the first half of 2019. In relation to personnel expenses,
the difference amounted to EUR 32 million. In particular, higher allocations to pension
provisions, which resulted from interest rate development, had an expense-increasing effect

here.
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Employee capacity continued to decline. The level forecast here was not fully achieved due

to greater employment of trainees, student trainees and interns.

The CET1 capital ratio as at 31/12/2019 of 17,5 % was above the forecast amount. This

resulted from lower risk-weighted assets.

With increasing customer volumes, the balance sheet total as at 31 December 2019 was
reduced further compared to the same key date in the previous year, by 2,1 billion € to
40,9 billion €. There was also a significant shortfall compared with plans because, besides
the continued reduction of portfolios that were no longer consistent with our strategy,

interbank business in the Treasury decreased significantly more than originally expected.

Receivables from customers by product S

in EUR million 31/12/2019 31/12/2018 Total in %
Mortgage loans 9,569 8,425 1,144 13.6
Municipal loans 1,296 1,715 -419 -24.4
Other advances 13,023 11,560 1,463 12.7
Total 23,888 21,700 2,188 10.1

The volume of customer receivables increased by 10.1 % in 2019, primarily as a result of
the growth in new business involving property loans (relating to mortgage loans and other
receivables). However, it was not possible to achieve the forecast value of EUR 24.3 billion

in full, as had already become apparent in the summer.
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Liabilities to customers by product

in EUR million 31/12/2019 31/12/2018

Daily due liabilities 23,099 22,318 781 3.5
Term deposits 286 71 -425 -59.8
Savings deposits 4,666 4,853 -187 -3.9
Registered Pfandbriefe 511 532 -21 -4.0
Promissory notes loan 3 35 -32 -91.4
Total 28,565 28,449 116 0.4

The liabilities towards customers in the reporting year exhibited a slight increase on

balance. The fall in savings and term deposits contrasts with higher daily due liabilities.

At 85,6 %, the cost/income ratio is slightly greater than originally expected due to higher
than expected administrative expenses, which had already became apparent midway
through the year. Due to the satisfactory result and the allocations to the fund for general
banking risks (Section 340g HGB), LBB/BSK’s Return-on-Equity of 9,9 % for 2019 exceeds
expectations significantly.
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3. Results of operations

Result Change
in EUR million 31/12/2019 31/12/2018 Total in %
Interest surplus 775 800 -25 -3.1
Commission surplus 252 271 -19 -7.0
Administrative expenses 901 891 10 1.1
Personnel expenses 389 386 3 0.8
Other administrative expenses 493 488 5 1.0
Depreciation and value adjustmentson
intangible assets and tangible assets 19 17 2 118
Other operating result 26 6 20 >100.0
Operating profit before risk provisions 152 186 -34 -18.3
Risk provisions -46 104 -150 <-100.0
Risk provisions in the loan business (net) -37 83 -120 <-100.0
II’?(_;:sel;vltefrom securities of the liquidity 9 21 30 <-100.0
Operating profit 198 82 116 >100.0
Results from financial assets 31 24 7 29.2
Fund for general bank risks 130 0 130 <-100.0
Earnings before taxes 99 106 -7 -6.6
Other taxes -4 3 -7 <-100.0
Profit transfer 103 103 0 0.0
Net profit for the year 0 0 0 -

Slight fall in interest surplus

At 775 Mio. €, the interest surplus was 25 Mio. € below the previous year’s figure of
800 Mio. €. The reason for the decrease was, as planned, lower income from Treasury
business. Higher income from commercial real estate financing and participating interests
could only partially compensate for these pressures. The refinancing of S-Kreditpartner
GmbH (SKP) also resulted in an imputed interest surplus in the sum of EUR 12 million
(previous year: EUR 13 million). At EUR 36 million, the distribution of profit from SKP was
significantly higher than in the previous year (EUR 19 million).

Commission surplus less than previous year

At 252 Mio. €, commission surplus was 19 Mio. € less than the previous year’s figure. Just
over half of the surplus was attributed to payment transactions and account management.
The decrease is due in particular to new contractual agreements in co-branding with credit
cards. The partial waiver of annual card fees and higher sales bonuses for certain groups
of customers combined with stronger growth in this portfolio at the same time resulted in a

decrease in the surplus.
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Administrative expenses higher than in 2018, as expected

The administrative expenses of 10 Mio. € were higher than the previous year's amount of
891 Mio. €. The increase in personnel expenses was mainly due to increased pension
expenditure, particularly in light of interest rate development. Higher building and premises
costs, greater spending on advertising and higher expenditure related to the security

reserve added to the other administrative expenses.
Other operating income increased significantly

The balance of other operating expenses and income was 26 Mio. €. It was therefore
20 Mio. € higher than in the previous year. In 2019, this was due in particular to the partial
release of restructuring reserves for rental properties of EUR 21 million and for purchase
obligations related to the real estate fund of EUR 11 million. In 2018, extraordinary income
from the sale of a former participating interest and a securities investment with a combined

total of EUR 22 million increased the result.
Risk provisions reduced by income from sale of receivables

Net income of 37 Mio. € was reported for risk provisions in the loan business. This included
income from the sale of value-adjusted retail receivables in the sum of EUR 27 million
(previous year: EUR 15 million). Contingency reserves were also dissolved in accordance
with Section 340f HGB to enable allocations in the sum of EUR 130 million to be made to

the fund for general banking risks.

Limiting the credit spread on the bond market led to the reversal of impairment losses in

relation to securities in the liquidity reserve.
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Financial investment income pleasing

The result from financial investment was characterised by income from the sale of securities
classed as fixed assets and by the reversal of impairment losses in relation to fund assets.
In addition to this, there was appreciation of EUR 14 million on previously written-down

participating interests.
Equity base strengthened

Through the conversion of reserves in accordance with Section 340f and at the expense of
current income, EUR 130 million was allocated to the fund for general banking risks and

equity capital was therefore increased.

4. Net assets

Assets Change

in EUR million  3112/2019 31112/2018 Total in %
Receivables from banks 3,955 9,373 -5,418 -57.8
Receivables from customers 23,888 21,700 2,188 10.1
Debentures 9,148 8,714 434 5.0
Shares and other non-fixed-interest securities 248 258 -10 -3.9
Participating interests, shares in affiliated companies 538 468 70 15.0
Tangible assets 79 84 -5 -6.0
Other assets 3,072 2,477 595 241
Total assets 40,928 43,074 -2,146 -5.0

Compared to the key date in the previous year, the balance sheet total as at 31 December
2019 fell by EUR 2,1 billion € to 40,9 billion €.

The receivables from banks of 4,0 billion € were 5,4 billion € below the level in the
previous year of 9,4 billion €. The fall resulted in particular from the reduction in money
market business on the interbank market and lower receivables from SKP, which amounted
to EUR 2.7 billion as at the key date (previous year: EUR 4.6 billion).

Receivables from customers increased compared to the key date of the previous year by
2,2 billion € and amounted to 23,9 billion €. This development can primarily be attributed to
the level of new business growth with regard to property loans, while the portfolio of

municipal loans was reduced further.

The portfolio of debentures and other fixed-interest securities grew slightly by
0,4 billion € to 9,1 billion €. The reduction of exposures carried out in previous years is now

complete.
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The item Shares and other non-fixed-interest securities mainly included shares in

investment funds from proprietary investment on the accounting date.

The growth in the item Participating interests/shares in affiliated companies mainly
resulted from the payment to the capital reserves of S-Kreditpartner GmbH in the sum of

EUR 36 million and the acquisition of other shares in property funds.

The increase in other assets is due to greater investment in relation to the German Federal
Bank.

Liabilities Change
in EUR million 31/12/2019 31/12/2018 Total in %
Liabilities to banks 2,701 4,241 -1,540 -36.3
Liabilities to customers 28,565 28,449 116 0.4
Securitised debt 3,730 4,020 -290 -7.2
Provisions 1,611 1,598 13 0.8
Subordinate liabilities 411 712 -301 -42.3
Equity 2,161 2,161 0 0.0
Share capital 1,200 1,200 0 0.0
Reserves 961 961 0 0.0
Other liabilities 1,749 1,893 -144 -7.6
Total liabilities 40,928 43,074 -2,146 -5.0

The fall in liabilities to banks by 1,5 billion € to 2,7 billions mainly a result of reduced

money market business.

The liabilities to customers only increased slightly by 0,1 billion to 28,6 billion compared
to the key date in the previous year. The fixed-term deposits were reduced overall. The

growth related to daily due liabilities.
The volume of securitised debts decreased slightly by 0,3 billion € to 3,7 billion.

The level of provisions increased in comparison to the key date in the previous year and
amounted to 1,6 billion €, which primarily resulted from increased requirements with regard

to pension provisions. Other provisions decreased.

On the accounting date, LBB/BSK’s equity of 2,2 billion€ remained unchanged compared
to the figure on the key date in the previous year. A balance sheet profit or loss was not

incurred owing to the profit and loss transfer agreement with LBBH.



Management Report Page 20 of 136

5. Financial position

The liquidity management that is relevant for banks and savings banks is based on the
principles stipulated in Section 11 KWG, the “minimum requirements for the risk
management (BA)” (“MaRisk” in the version of 27 October 2017) as well as on the provisions
of the Capital Requirements Regulation (CRR) (Part VI, Articles 411 to 428). The liquidity
management is carried out by the Treasury division. With the aim to also guarantee the
solvency in crisis situations the liquidity ratio under supervisory law was complied with at all
times in the reporting year. Over the course of 2019, the Liquidity Coverage Ratio (LCR)

was always above the target value of 100 %; it totalled 164 % as at 31 December 2019.

LBB/BSK operates a forward-looking liquidity planning and maintains a liquidity reserve to
ensure the daily readiness to make payments. It uses a balanced mix of instruments for the
refinancing of its lending business. This includes savings, sight and term deposits of
customers, covered bonds, other securitised debt as well as liabilities to banks.
Corresponding collateral is kept by LBB/BSK, for refinancing operations with the ECB, in
order to be able to use this disposition-related item. Corresponding balances are kept at the
Deutsche Bundesbank, head office Berlin and Brandenburg, in order to fulfil the minimum

reserve regulations.

The liquidity position of LBB/BSK can be regarded as solid against the backdrop of the
refinancing and investment structure with a high level of liabilities arising from the customer

business. LBB/BSK's solvency was ensured at all times.
More detailed statements relating to the liquidity situation are made in the risk report.

The balance sheet equity remained unchanged at 2,2 billion € on 31 December 2019 and
was therefore 5.3 % of the balance sheet total. It included the share capital (1,2 billion €)

and the reserves (1,0 billion €).

The equity of LBB/BSK under banking supervisory law according to CRR amounted to EUR
2.8 billion as at 31 December 2019 after the adoption of the annual financial statements
(key date of the previous year: EUR 2.5 billion). Based on the risk positions according to
CRR a total capital ratio is calculated from this for LBB/BSK of 20.7 % (previous year:
18.8 %). The CET1 capital amounted to EUR 2.4 billion as at 31 December 2019 after the
adoption of the annual financial statements. In relation to risk-weighted items, a CET1
capital ratio of 17,5 % is calculated for the key date of 31 December 2019 (key date in the

previous year: 16,8 %).
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6. HRreport

LBB/BSK offers its employees in the region of Berlin a variety of interesting, skilled work,
mostly involving direct contact with customers. Flexible working hours models, including
family-friendly part-time working hours, flexible working hours, varied formats and schemes
for personal and professional development aimed at target groups and tried-and-tested
methods of feedback and dialogue foster motivation and entrepreneurial attitudes among
employees. Berliner Sparkasse offers and provides things that exceed its collective

agreement obligations, making it even more attractive as an employer.

LBB/BSK’s employee capacity as at 31 December 2019 was 3,170. Female employees
made up 61 % of the total workforce. As of the key date of 31 December 2019, 1,041
employees worked part time, which corresponds to a percentage of around 30 % of the total

workforce.

LBB/BSK is one of the largest training companies in Berlin, with many different opportunities
for school leavers and university graduates. The training to qualify in banking, with
additional qualifications in real estate, features sales-related and technical content as well
as aspects of social education. In collaboration with the School of Economics and Law, we
offer both the combined study programmes “Bachelor of Arts — Banking” and “Bachelor of

Science — Business Information Systems”.

LBB/BSK also offers university graduates direct entry on to a trainee programme. Among
the employees were 211 apprentices, students on dual study programmes and trainees at

the end of the year. Young professionals therefore make up around 5.7 % of the workforce.

In collaboration with the Nord-Ostdeutsche Sparkassenakademie [North-East Germany
Sparkasse Academy] (NOSA), we give talented individuals the opportunity to join the
Sparkasse business administration and Sparkasse business management programmes. A
programme of study with partial/full scholarships was also launched in the reporting year in
order to strengthen commitment to the company in a consistent, sustained manner. The
Sparkasse financial group currently holds first place in the Trendence “Banking” category
and is ranked the “Most Attractive Bank Employer for Students 2018/2019”.

LBB/BSK encourages its employees to continue with life-long learning through a wide range
of qualifications for personal and professional development. It offers lasting effective, target

group-orientated and needs-based tools and methods.

Employees can choose between programmes leading to a career in management or a
specialist career path. New internal educational formats have been developed in order to

meet current requirements. The focus here was on the subjects of digital application
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knowledge, dynamic working methods, personal skills such as the ability to learn and adapt,

dealing with changes and personal responsibility, as well as specialist competence.

In Berlin, absences due to iliness are higher than the national average. In line with this trend,
Berliner Sparkasse’s rate of sick leave is also slightly above that of comparable large

municipal savings banks.

LBB/BSK actively protects and promotes the health of its employees. Among other things,
this includes occupational medical care, a company sports programme and ergonomic
workplaces. One key part of health management is the well-establishhed independent
psychosocial programme of care provided for employees facing difficult personal situations.
A healthy work/life balance is supported by various health-promoting provisions, including

in cooperation with the company medical doctor.

LBB/BSK complies with legal regulations on occupational health and safety. Full risk
assessments are carried out by way of workplace assessments, by the officer for

occupational health and safety and by way of employee surveys.
7. Equal participation of men and women in management positions

For LBB/BSK, ensuring equal treatment for all our employees is a matter of course within
HR policy. Promoting diversity is just as much a part of our corporate culture as creating a
working environment in which acceptance, tolerance and mutual trust are practised.
LBB/BSK meets the requirements of the Equal Treatment Act (Gleichbehandlungsgesetz,
AGG). We employ individuals with and without disabilities, of different ethnic origins, of
different sexual orientations, of different religions and from all age groups. LBB/BSK signed
the Diversity Charter in 2015 and is a member of the Alliance against Homophobia (Bindnis

gegen Homophobie).

The equal participation of men and women in management positions has been part of our
HR policy for a long time. A family-friendly corporate culture, including part-time positions,
flexible working hours and mentoring programme for women among other things, is helping
us to increase the number of women in management positions further. This is accompanied
by the implementation of the provisions of Berlin Regional Equality Act
(Landesgleichstellungsgesetz, LGG) on the advancement of women and the stipulation of
target figures according to the “Law for the equal participation of men and women in
management positions in the private sector and in public service” (Bundesteilhabegesetz),

which came into force in 2015.

The Management Board is the highest level of management, with division managers

forming the second management level and department managers the third. In accordance
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with Section 111 (5) of the German Stock Corporation Act (AktG), the Supervisory Board
has set targets for the proportion of women on the Supervisory Board and on the
Management Board. The Supervisory Board ensures that an appropriate proportion of
women are taken into account, both when considering potential candidates and nominating

them.

The target for the proportion of women on the Management Board by 30 June 2022 is 25
%.

In accordance with Section 76 (4) AktG, the Management Board has set a target of 35 %
for the percentage of women on the second and third management levels by the above
date.

8. General statement

Despite sustained low interest rates, the expected result was exceeded slightly in the 2019
financial year and operations in customer-serving divisions were largely successful.
Appropriate consideration was given to all recognisable risks in the loan business as well
as legal risks. Besides stringent cost controlling, particular attention is also paid to

increasing productivity and further exploiting market potential.



Management Report Page 24 of 136

C. Accounting-related internal control and risk
management system

Besides ongoing financial accounting, LBB/BSK’s accounting in the 2019 financial year
involved in particular the preparation of the annual financial statements, a half-year financial
report as well as the associated management reports. LBB/BSK’s Finance division is
responsible for accounting. The accounting processes are standardised and are regularly

monitored as part of the overall strategy for the limitation of the risks.

The accounting-related internal control system (ICS) comprises the principles, measures
and processes (regulations) for ensuring the correctness and reliability of accounting,
compliance with the applicable legal regulations and ensuring the effectiveness of controls
related to accounting. The measures within the accounting-related internal risk
management system (RMS) for the identification, assessment and limitation of risks ensure
that the preparation of annual financial statements and management reports is in line with

accounting standards.

The implementation of the controls is carried out based on the assessment of

appropriateness, efficiency and cost-effectiveness.

The aim of the accounting-related ICS is to enter, process and document the occurring
business transactions completely, promptly and correctly in line with the statutory
regulations, the statutes and other internal guidelines. Assets and liabilities should be
correctly recognised, disclosed and measured in the financial statements. Successes are
to be determined properly. The controls also serve the purpose of making this information
relating to the financial statements available as far as possible promptly, reliably and

completely.

Parts of the accounting-related ICS are process-integrated measures and measures
independent of the process. The process-integrated measures comprise organisational
security measures such as separation of functions, access restrictions, guidelines and
competence regulations as well as controls through target/actual comparisons and
programmed plausibility checks. Measures independent of the process exist in the form of
audits by the internal auditing department and superordinate reviews by the management.
In line with the overall risk strategy, the accounting-related internal RMS consists of
quantitative and qualitative methods of recording risks (risk event database, self-
assessment and risk indicators), measures for risk control and risk monitoring, and regular

reporting.
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For the measurement of the financial instruments the Finance division relies on respective
quotations from the risk controlling division. Credit risks are assessed in the credit, risk
supervision and legal divisions, and this is included when preparing the financial

statements.

The Finance division lays down centralised standard rules for the preparation of annual

financial statements, management reports and tax balance sheets.

LBB/BSK uses process and procedure documentation for the preparation of financial
statements and management reports, which also includes the controls to be carried out in
the process. Business transactions are processed and recorded using IT systems. The

trading books and other inventory evidence are kept in an electronic form.

One System Plus (OS Plus) is used as the central financial accounting systems in LBB/BSK.
The accounting is set up to the extent that an expert third party can obtain an overview of

the business transactions and the financial position within a reasonable period of time.

The controlling of the risks in the accounting is part of the controlling of operational risks.

The management of the operational risks is described separately in detail.

The accounting process includes controls involves system-based comparisons, single
controls, random samples and plausibility checks, as well as comparisons with existing data
sources. In the event of deviations from the standard process, the accounting processes
concerned, as well as the relevant controls, are evaluated and revised. An examination of
these processes and the effectiveness of the accounting-related ICS is also carried out in
the event of a change to the accounting-related systems used, as well as in the event of

changes in the tasks of the divisions concerned.

The internal auditing department, as an internal and independent authority, carries out
measures and assessments independent of the process in order to monitor compliance with
the accounting-related regulations and therefore the effectiveness of the controls
implemented. The internal audit takes this into consideration in its rolling annual planning
and regularly carries out audits in the divisions of finances and organisation and productivity
management. In addition, controls have been installed by the management (high-level

controls) in the form of a reporting and instruction system.
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D. Risk report

1st Risk management system

The risk management system is based on the framework concept of the minimum
requirements from the risk management (MaRisk) by additionally taking the specifications

arising from the supervision by the ECB into consideration.

The risk controlling function according to MaRisk is performed by the risk controlling division
of LBB/BSK. LBB/BSK carries out risk controlling in relation to counterparty default risks,
liquidity risks and market price risks. However, the reporting system and the overall bank
management, including risk controlling in relation to operational risks, have been
outsourced to Landesbank Berlin Holding AG (LBBH) as the agency. The management of
the risk controlling function is separated from the divisions, which are responsible for the

initiation and conclusion of business transactions, up to the level of the Management Board.

LBB/BSK is, as a subsidiary of LBBH, integrated into the supervisory group of
Erwerbsgesellschaft der S-Finanzgruppe mbH & Co. KG (Group). The superordinate group
company under supervisory law is LBBH. There are standard group risk policy principles
and a group-wide risk management system. The methods for measuring risks are also
standard group wide. The risk management system is composed of a host of interlocking
principles and regulations. It is the aim of the various stipulations in place — by complying
with all statutory and supervisory law requirements — to be a stable and reliable business
partner for customers and counterparties. The owners of LBB/BSK should consider it to be
an attractive investment with a high potential. With regard to the public the focus is placed
on fulfilling the public mandate of the savings bank [Sparkasse] according to the Berlin

Savings Bank Act.

As a superordinate policy, the business strategy creates the basic strategic conditions. It
stipulates that the controlled entry into risks within the scope of a risk strategy is an
elementary part of the banking business. The risk policy principles ensure that the risks
which are entered into do not endanger the substance of the company (risk bearing

capacity) and can be controlled at all times.

LBB/BSK and its organisational units have to ensure that all risks are transparent and

measurable within the scope of the standard group methods.

The risk bearing capacity and liquidity are ensured through the specific allocation of the risk

resources available to the Group.

The group’s risk strategy stipulates the basic conditions. It is specified in detail in an own

risk strategy for LBB/BSK and is the responsibility of the Management Board. Among
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others, risks are stipulated which do not conform to the strategy, i.e. that are principally to

be avoided. The compliance with the risk strategy is monitored regularly.

LBB/BSK takes the opportunities into account, in which the management promotes
business in profitable regions and business types or those which are considered to be
profitable in future in its strategic stipulations. At the same time too risky or less profitable
business divisions are limited by stipulating business which is principally to be avoided. The
risk management, for which the risk controlling division is responsible, deals with the

identification, analysis, control, documentation and reporting of the risks.

The risk manual, which stipulates the framework for operative risk controlling and applies
both to the group as well as to LBB/BSK, defines the detailed framework conditions,
responsibilities and methods of the individual phases of risk management. The used
methods refer to the risk measurement. The existing limit systems and escalation processes
for each risk type are also presented in the manual and the supplementary detailed

documentation.

As a rule, the risk inventory as an independent action determines the overall risk profile.
With the support of a multitude of stipulated processes, such as the updating of the
restructuring plan, it is examined whether possible risks exist or can occur, which have not
been taken into consideration so far. The results are documented and, if applicable,
necessary measures are derived. The essential risks for LBB/BSK are defined by way of

the risk inventory.

As independent authorities, the responsible risk controlling units have the task to identity
and assess the risks, to support the risk control in the company and to regularly inform the
management. The identification, measurement, assessment, control and also the qualified
and prompt monitoring and control of the risks are carried out according to the stipulations

of the risk strategy and the risk manual.

The risk management system includes both risk evaluations according to stipulations under

supervisory law as well as a risk analysis from an economical point of view.

As well as the internal audit the auditors of the financial statements regularly assess the risk

management system within the scope of the audit of the annual financial statements.

In 2019 the risk management of LBB/BSK was determined unchanged by the general
stipulations of the group. The business strategy, risk strategy and risk manual of the group
define the framework of the business activities as well as the risk measurement methods.
By taking the special features of LBB/BSK into consideration the Management Board of
LBB/BSK decided to also apply the stipulations of the group to LBB/BSK. The identification,
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analysis, documentation and reporting of the operational risks, the entire bank risk as well
as the risk bearing capacity calculations of LBB/BSK have been carried out based on an

agency business by the risk controlling of the superordinate LBBH.

Current developments

The final version of the “ECB Guide to the Internal Capital Adequacy Assessment Process
(ICAAP)”, which was applicable from 1 January 2019 onwards, was published in November
2018. The requirements and necessary measures for implementation were analysed, and
the necessary decisions on implementation, together with corresponding adjustments, were
made within the group and LBB/BSK. These measures also include, as stipulated in the
guide, no longer setting off subordinated capital items as risk coverage assets with effect
from 1 January 2019. The risk bearing capacity calculations as at 31 December 2019 are

performed as described below.

Given the probability of a no-deal Brexit, we have initiated an internal consultation process
with the business divisions that may potentially be affected. No particularly significant risks

have yet been identified.

1.1 Responsibility and organisational structures in the risk management
process

The Management Board bears responsibility for the risk profile, the risk strategy, the risk
bearing capacity concept including the distribution of risk potential, the definition of limits,
the proper organisation of risk management, the monitoring of the risk of all business
transactions and risk control. It is kept up-to-date by the Risk Controlling division through a
monthly Risk Report. A host of further reports are created in the risk management process

and submitted to the Management Board.

The Supervisory Board is regularly informed by the Management Board about the total risk
and capital profile. The credit committee formed from the members of the Supervisory Board
deliberates with the Management Board concerning the principles of the business policies
in the loan business under the aspect of creditworthiness risks and the risk management,

in particular the counterparty default, market price, liquidity and the operational risks.

The internal audit is an essential part of the entrepreneurial monitoring system independent
of the process. This includes a regular examination and assessment of the risk
management processes for all types of risks. In terms of organisation, the internal audit is

subordinate to the CEO and reports independently to the Management Board.



Management Report Page 29 of 136

The bodies named below were installed for controlling and monitoring the risk situation:

o The disposition committee controls the strategic interest rate risk situations of the
banking book.

¢ In the risk management committee, risk and capital strategy, capital and risk
allocation (risk bearing capacity, limit systems), risk measurement methods and their
validation, the estimate of the current risk situation, the restructuring plan and
reporting system topics that are to be controlled are treated on group level.
Recommendations are given to the decision-makers or corresponding bodies of
LBB/BSK.

e The credit risk committee is responsible for discussions and coordination
concerning the risk strategy as well as key topics in the credit and credit risk
controlling environment in light of the statutory framework conditions, including the
assessment and acceptance of analyses to validate the rating procedures in
particular.

e The new product committee coordinates the approval process when the trade of
new products, on new markets (including new distribution channels) and of new
product variants (including new currencies) is commenced.

o The OpRisk committee is responsible for the implementation of the risk
management and risk early detection system for operational risks.

¢ The RepRisk committee is responsible for managing reputational risks that may be

identified within the framework of an early detection system or as required.

The risk controlling division is the independent risk monitoring unit for all types of risks. Its
tasks include the methods and models which are to be applied for the identification,
measurement, aggregation and limitation of risks, as well as for the further development of

the risk management system. The division takes over the operative risk controlling.

The responsibility for the operative risk control in accordance with assuming a position is
allocated to the defined bearers of responsibility. The total bank risk control is, for example,
carried out by the joint Management Board, or the market price risk control by the Treasury
in complying with the binding stipulations of the disposition committee. The risk control in
the Credit division is, for example, carried out for individual borrowers by the respective
decision-makers according to the competence regulations, whereas the Treasury division

is responsible for the liquidity risks.

1.2 Total risk control

The Management Board will carry out a risk limitation and risk allocation in line with the

business policy orientation as well as by taking financial risk bearing capacity and the
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regulations under supervisory law into consideration, for example by limits or structural
stipulations. The risk reporting carried out according to MaRisk is performed by way of
monthly reporting in which all types of risk are illustrated in summary. It is on this basis that
the current overall risk situation will be discussed in the meetings of the Management Board

or the Supervisory Board and it is examined to what extent reactions are necessary.

An examination of the risks, which may substantially impair the net assets, results of
operations or the liquidity position (risk inventory), is regularly carried out in LBB/BSK
through various activities throughout the group. This includes strategic dialogue and
medium-term planning as well as regular audits on the group of internal consolidated
companies. Potential risks are also handled by different boards and/or committees, with
their potential impact and, where required, any necessary measures also being discussed.
In addition, a systematic analysis and identification of the risks takes place within the scope
of the regular reporting. During the limitation process or during coordination with the various
business divisions regarding risk strategy, planning or future activities, for example, the

possibility of whether this could give risk to new risks is discussed.

There is a review of materiality at least once a year. LBB/BSK defines as essential risks
within the meaning of the MaRisk the risks, whose implications may be serious enough to

jeopardise the continued existence of LBB/BSK in its entirety. These include:
e Counterparty default risks,
e Liquidity risks,

e Market price risks (interest change risks including cash flow and fair value, credit spread

risks) and
e Operational risks.

In the case of counterparty default risks, country-specific risks are taken into account as
part of market price risks, in addition to share price, option and exchange rate risks. Other
risks, such as shareholder risk, real estate risk and refinancing cost risk, are not managed
by LBB/BSK as substantial types of risk within the meaning of MaRisk owing to their mere
low significance. This decision was confirmed by the risk inventory for 2019; these risks are
disclosed under the separate position of residual risk and taken into consideration in the

total risk in the risk bearing capacity calculation.

For the purposes of risk-bearing capacity, a distinction is made between monetary and non-
monetary risks. Monetary risks are taken into consideration during quantitative aggregation

to determine total risk (internal risk-bearing capacity concept).



Management Report Page 31 of 136

The liquidity risk is allocated to the non-monetary types of risks as it concerns a point of
time problem and no asset loss risk. It can, therefore, not be avoided by the backing with
risk capital. The refinancing cost risk is disclosed in the risk bearing capacity with the

residual risks.

New letters of comfort have not been issued by LBB/BSK. There is not considered to be
any risk from the assertion of claims from old letters of comfort. This matter is reviewed
regularly. Further explanations regarding this can be found in the Notes under “Contingent

liabilities and irrevocable loan commitments”.

The internal risk bearing capacity concept includes a system of measurement processes
and limitations of all essential and non-essential risks that can be covered by risk capital
(monetary risks) that excludes the exceeding of a stipulated maximum asset value loss
apart from a slight residual probability. The assumptions to be used as a basis hereby are,
as well as the corresponding limits, examined regularly, albeit at least annually and, if
applicable, adjusted by a resolution of the Management Board. Like changes in the risk
measurement process, changes to the risk-bearing capacity concept are also subject to a
model change policy, which defines distinct assessment criteria for the materiality of model
changes and clearly assigns and documents roles and responsibilities for discussions and

decisions on model changes.

Based on the individual types of risk recorded, the total risk is determined by way of
aggregation of the scaled individual risks, where applicable, for the period under review of
one year. The assessment of the total risk situation is carried out by comparing the capital
available for covering the risks (risk coverage assets) with the total bank risk. The results of
various stress tests, which include both the risks as well as the capital side, are also taken

into consideration.

According to Section 27 of the Pfandbrief Act (Pfandbriefgesetz), each Pfandbrief bank
must have a risk management system that is suitable for the Pfandbrief [covered bond]
business. The risk management of the cover registers is integrated into the total bank risk
management system of LBB/BSK for counterparty default, market price and liquidity risks
as well as for operational and other risks. In addition, there are limits used to ensure
compliance with stipulations under supervisory law. The compliance with these limits for the
risk management of the cover registers is monitored daily and presented to the

Management Board within the scope of the Monthly Risk Report.
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2nd Overall picture of the risk situation and internal capital adequacy

The established processes, methods and systems of the risk management system were
tried and tested in the reporting year and placed LBB/BSK in the position at all times to

derive and implement reasonable measures for controlling risks.

The analysis of the risk bearing capacity at individual institution level for LBB/BSK is carried
out analogously to the procedure at group level. The total risk is compared with the risk
coverage assets for LBB/BSK. LBB/BSK had sufficient leeway in terms of its risk-bearing
capacity at all times, based on both internal benchmarks and from a regulatory point of view.
The total risk including S-Kreditpartner GmbH (SKP) totalled EUR 1,557 million at the end
of the year (2018: EUR 1,292 million), with EUR 300 million (2018: EUR 245 million)
attributed to SKP. The risk coverage assets of LBB/BSK including SKP amounted to EUR
2,730 million (2018: EUR 2,468 million).

The own funds of LBB/BSK under supervisory law according to the Capital Requirement
Regulation (CRR) amounted to EUR 2,786 million as at 31 December 2019 after the
adoption of the annual financial statements (key date of the previous year: EUR
2,523 million). With regard to the risk situations according to CRR a total capital ratio is
calculated from this for LBB/BSK of 20.7 % (key date of the previous year: 18.8 %) and a
CET1 capital ratio of 17.5 % (key date in the previous year: 16.8 %), each taking into
account LBB/BSK’s CRR transitional arrangement. The ratios thus substantially exceeded

the minimum stipulations under supervisory law.

This also applies to the liquidity coverage ratio (LCR) of LBB/BSK according to
CRR/delegated regulation: 164 % as at 31 December 2019 (key date of the previous year:
184 %).

The balance sheet risk provisions for LBB/BSK amounted to EUR 450 million (key date of
the previous year: EUR 589 million).

The following quantitative details relating to the risk situation are carried out based on the
management approach. This means that the risk situation is presented based on the data,
according to which the internal risk control is carried out. The risk situation is broken down
according to risk types and reported to the Management Board and the bodies. As a result,
the internal risk view partly deviates from the balance sheet approach. Essential reasons
for the differences between the internal control and external accounting lie in the definition
of the credit volume as “exposure” (defined as the drawdown or market values plus open

external commitments).
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In order to determine risk-bearing capacity, the desired prospect of continuation was taken
as a basis in accordance with the ECB guidelines on internal capital adequacy assessment
process (ICAAP) of November 2018. The calculation of the risk coverage assets is still
based on the regulatory tier 1 capital; in line with the continuation approach, subordinate
liabilities (supplementary capital) have not been taken into account since 1 January 2019.
The risks of S-Kreditpartner GmbH as the sole material subsidiary of LBB/BSK are taken

into consideration when calculating risk-bearing capacity.

In the reporting year, the risk coverage assets (LBB/BSK including SKP) rose from EUR
2,468 million in December 2018 to EUR 2,730 million as at 31 December 2019.

Following the entry into force of the ICAAP guidelines in January 2019 and the resulting
adjustment to the risk coverage assets method, the supplementary capital (approx. EUR
234 million) was initially accounted for as part of the risk coverage assets. This contrasts
with an increase in the tier 1 capital of approx. EUR 134 million and a decrease in

adjustments of approx. EUR 390 million.

With regard to adjustments, the change in attribution to minority interests (approx. EUR 177
million) was particularly noteworthy. This is due to changes in the method used to determine
the minority interests included in the risk coverage assets. Approx. EUR 223 million more
“340f" provisions were also included, because pension provisions are now reported
separately in the risk coverage assets reserve. This is in contrast to an increase in deferred

taxes and the economic shortfall of approx. EUR 18.6 million.

In addition, the results from the risk inventory for 2019 were included in the risk analysis;
for example, the results of the validation of the market price risk model were taken into

consideration.

The aggregation of the individual types of risks to form a total risk was carried out by means

of simple addition. Diversification effects are not taken into consideration.

The assertion of a claim depending on the type of risk, the total risk and the resulting leeway
in LBB/BSK as at 31 December 2019 was as depicted below. Substantial changes in the

risks are explained in the sections relating to the individual types of risks.
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Assertion of a claim by type of risk for LBB/BSK including SKP in EUR million as at
31/12/2019

0 1000 2000 3000
Counterparty default risk 917 —
Market price risk 306 [
Operational risk 86 [ |
Residual risks 247 _ [
Total risk 1557 __
Leeway 1173 | ]
Risk coverage assets 2730 —

For mathematical reasons, rounding differences of +/- one unit (EUR, % etc.) may occur.

Due to the increase in tier 1 capital and changes in method, the risk coverage assets
increased. There is increased room for manoeuvre, with a fall in total risk and an increase
in the risk coverage assets. Risk-bearing capacity was maintained throughout the entire
reporting period, both with regard to the assertion of a claim and in the event that the total

limit was reached.

In order to ensure the risk bearing capacity there is a limit system and escalation processes
derived from this. Should one of the limits be almost reached, i.e. as a rule there is a risk
capacity utilisation of more than 90%, the Management Board will decide about measures

in order to prevent limits being exceeded.
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3. Risk categories

3.1 Counterparty default risks

The counterparty default risk is defined as the risk of a loss owing to the default of a business
partner. This could mean that a contractual partner of the institution does not pay or not pay
within the deadline or the institution is obliged to make a payment itself owing to the non-
payment of a third party. In addition, this definition includes the shareholder risk, which is
derived from making equity available. The shareholder risk is evaluated separately, the

annual examination confirmed the immateriality.

In the commercial loan business the counterparty default risk in the event of the granting of
book loans is identical with the credit risk. Issuer, counterparty and borrower risks from
capital market business are based on the market prices of the underlying financial
instruments. One speaks of an issuer risk if a security is held instead of a book loan. With
the counterparty risks (risk of the potentially disadvantageous replacement of a derivative
transaction with the default of a business partner) add-ons are taken into consideration in
addition to the market price (product-specific Add-Ons) for the Potential Future Exposure
unless individual collateral agreements exist (collateralisation agreements). Borrower risks
relate to money market investments. Further risk categories, above all customary in trading
transactions, and which belong to the counterparty default risk, are the settlement risk (risk
that no consideration is provided during the processing of a trading transaction despite an

own service) as well as the country risk (transfer risk).

The measurement and control procedures of the Bank always include off-balance-sheet

transactions as well with regard to the credit risk.

Further credit risks arise due to the fact that LBB/BSK has issued loans to internal
borrowers, i.e. SKP, LBBH and Berlin Hyp. As at the key date of 31/12/2019, SKP’s credit
exposure was 3.068 Mio. €, LBBH'’s credit exposure was 535 Mio. € and Berlin Hyp's credit

exposure was 11 Mio. €.

All three borrowers are borrowers within the group to which LBB/BSK belongs under
supervisory law. Transparency within the reporting is provided for all of SKP's risk positions.
The internal borrower LBBH does not have its own banking licence and does not therefore
have any active loans, but does have participating interests in Berlin Hyp and LBB/BSK.
There is also transparency here with regard to the underlying transactions. This

transparency forms the basis for risk control purposes.

Based on the circumstances as described, loans to these internal borrowers have a special

position. For the sake of completeness, these risks from internal transactions within the
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group are presented at this point. They are not included in the subsequent quantitative

presentations of counterparty default risks.

Other credit risks: Credit Exposure'-presentation of internal borrowers of LBB/BSK

31/12/2019 31/12/2018 Change

in EUR in EUR in EUR

million % million % million %
Landesbank Berlin
Holding AG 535 15 605 11 -70 -12
Berlin Hyp AG 11 0 12 0 -1 -8
SKP 3,068 85 4,896 89 -1,828 -37
Total 3,614 100 5,513 100 -1,899 -34

LBB/BSK’s loan volume in relation to SKP decreased significantly in 2019; the reason for
this is the development of a treasury function in SKP and the expansion of the refinancing

base associated with this.

Creditworthiness/risk assessment

The creditworthiness of each borrower is regularly estimated by using internal rating and
scoring procedures. These procedures are orientated to default probabilities and lead to a
classification on a standard rating master scale with the classes 1 to 18, whereby a further

differentiation is carried out within individual classes.

LBB/BSK uses customer-group-specific rating and scoring procedures on a statistical basis,
which were developed in projects together with other regional banks [Landesbanken], the
German Savings Banks Association or specialised service providers. The quality of the
procedures is regularly examined and optimised. The credit risk controlling performs the
tasks of the “authority responsible for the credit risk monitoring” according to Article 190
CRR.

The scoring/rating class of the applicant is generally decisive for determining the
competency level, the lending guidelines and the intensity of the credit monitoring. The
credit division of powers includes the individual credit decision authorisations and the credit

decision authorisation table.

Credit portfolio model

The quantitative analysis of the counterparty default risks based on statistical methods is

carried out for credit portfolios by means of the self-developed credit portfolio model CVaR.

' Credit Exposure: including utilisations of open external limits and investment book values
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This model that is based on group-specific adaptation of standard models, allows the
aggregation of the borrower-related counterparty default risks to form a risk ratio on portfolio
level, the so-called Credit-Value-at-Risk (CreditVaR). This ratio is determined daily based
on the confidence level 99.9 % with a holding period of one year for the portfolios of
LBB/BSK and its business divisions. The unexpected loss, the result of the CreditVaR less
the expected loss, is reported. The unexpected loss at the confidence level 99.9%
amounted to 712 Mio. € as at 31 December 2019.

The credit portfolio model estimates the probability of major losses from correlated loan
defaults based on borrower-specific exposure, rating class, collateralisation and correlation
estimates. Owing to its structure, the model used reacts sensitively to risk concentrations

or industry concentrations and also takes risk of country transfer events into consideration.

The credit portfolio model additionally takes both the migration risks of capital market-

related financial instruments as well as of commercial business into consideration.

Risk limitation

Counterparty default risks are limited and controlled both on the level of the individual
borrowers as well as on portfolio level within the scope of a strategic credit portfolio

management.

Risk concentrations are limited operatively by upper limits per group of affiliated customers.
The upper limits are produced according to fixed regulations from the risk coverage assets,
the ratings of the borrowers and the collateralisation circumstances of the loan commitment.
The concept was approved by the bodies and is subject to regular review. The largest risk

concentrations are presented, among others, in the Monthly Risk Report (MRR).

Risk concentrations with regions and industries are to be minimised as far as possible.
However, this option is not available in certain places from a business model-specific
perspective, e.g as a result of the concentration of LBB/BSK’s business in Berlin. Country
risks are measured continuously by using a suitable exposure term and strictly limited. The

country limits are examined annually and, if applicable, re-stipulated.
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Individual borrower limits and their monitoring

The counterparty default risks in trading transactions are limited at individual borrower level
by individual limits for borrowers for the parameters amount, term and type of business.

These limits are recorded systematically and monitored daily.

In the retail lending business comprising standardised credits such as instalment credits
and overdraft facilities, IT-supported processes are used for the approval to a large extent.
In case of larger commitments a vote by the back office is additionally required. Individual
credit decisions are made for the business that is not to be processed in standardised
processes in clearly defined processes depending on the amount of the commitment and
the risk content. The decision concerning larger commitments and their treatment is

principally made by the back office sector.

In order to recognise credit risks at an early stage and actively manage these, the individual
risk of the borrowers is monitored by using various manual and automated processes. As a
rule the borrower ratings are updated at least annually. The regular examination of the
existence and intrinsic value of the collateral items, which undergo revaluation if necessary,
is also carried out within this framework. In case of deteriorations in rating, a decision is

made regarding the nature of continuation of the commitment.

Early warning systems are used to identify borrowers, with whom there are indications of
increased risks. Based on quantitative and qualitative early warning indicators
corresponding monitoring lists will be created, which list borrowers who are to be examined
separately. Early warning systems are used to identify borrowers, with whom there are
indications of increased risks. Based on quantitative and qualitative early warning indicators
corresponding monitoring lists will be created, which list borrowers who are to be examined
separately. Prominent loan commitments and, in particular, previously initiated or intended
measures for reducing risk are discussed during what is referred to as risk dialogue,
including early warning meetings. The loan, risk supervision, risk control and sales

departments all take part in these.

The quality of credit monitoring is constantly improved and refined in order to accelerate the
decision-making process and increase the quality of the information available for identifying
and assessing potential risks. The credit business, the used risk measurement methods
and the credit processes in particular are examined regularly by the internal audit. Measures
are derived from this for the further quality improvement in the credit analysis and

monitoring.
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Portfolio control

The new business and the loan portfolio are limited by portfolio limits based on the credit
portfolio model. For this purpose, there are limits for the unexpected loss with a 99.9 %

confidence level for the business divisions’ portfolios.

Unexpected Loss Limit for the Sl

2019 2018 Expected Loss (99.9%) Unexpected Loss Limit utilisation
in EUR million in EUR million 2019 2018 2019 2018 2019 2018 2019 2018
Private customers Private customers 24 57 97 210 154 270 63% 78%
DirektBankService 33 123 157 78%

Corporate customers | COrPorate 35 47 252 421 314 525 80% 80%

customers

Real estate financing 14 239 388 62%

Treasury Treasury 9 10 240 260 343 370 70% 70%
LBB/BSK 115 114 712 702 995 900 72% 78%

Risk minimisation

Various elements of the risk minimisation are used to reduce the counterparty default risks.
The business divisions formulate their collateral strategies within the framework of their

respective risk strategies.

Various risk minimisation techniques are used based on the various types of counterparty

default risk (issuer, counterparty, borrower risk).

Factual and personal collateral items with a total value of approx. EUR 17.0 billion as at 31
December 2019 formed the essential position with the credit risks. The volume of the
collateral is orientated to exposure amount and default probability. The collateral is
measured based on firmly stipulated criteria. A further risk minimisation is produced by

compensation agreements.

The responsibility for the collateral management with credit risks lies in the back office. The
back office is responsible for the recognition, the audit and the regular measurement of the
collateral as well as for the management of the credit risk minimisation techniques. For this
purpose the collateral items are recorded and managed by the back office in a central IT-

based collateral system.

When monitoring and reviewing real estate valuations, LBB/BSK differentiates between

monitoring based on market fluctuations and monitoring on a regular basis and as required.

BSK’s real estate portfolios that are used as collateral undergo monitoring each year on the
basis of a statistical procedure (market fluctuation concept, MSC). In the case of monitoring
based on observed market fluctuations, the Berliner Sparkasse uses the market fluctuation

analysis of the German Banking Industry Committee (Deutsche Kreditwirtschaft) and the
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Association of German Pfandbrief Banks (Verband Deutscher Pfandbriefbanken, vdp). The
LORA module market fluctuation analysis for real estate continues to be used in a
supporting role for the institute's own portfolio. The assessment must be reviewed if
stipulated fluctuation margins are exceeded. Insofar as impairment arises from this
monitoring or other monitoring (e.g. object rating update), a review of the market and lending
values will then be triggered by the responsible credit analyst. No need for action was

determined in relation to this in the Berliner Sparkasse in 2019.

For the object types that cannot be monitored using the market fluctuation concept, a
corresponding individual review must be performed by the valuation experts in accordance

with the list of object types. This review must be arranged by the credit analyst too.

In addition to the annual review of real estate collateral based on the MSC, the valuation of
real estate must be reviewed by the valuation experts in accordance with the published

property type list.

LBB/BSK has defined criteria in its regulations related to the monitoring and review of real

estate valuations on a regular basis and as required.

In case of issuer risks a minimisation of risks will be carried out by offsetting long and short
positions. In addition guarantee relationships are taken into consideration. Collateral is no

longer provided through credit derivatives.

In the case of counterparty risks, risk minimisation occurs as a result of offsetting opposing
risk situations through netting agreements. In LBB/BSK the so-called Close-Out-Netting is
used hereby, which is usually carried out with the credit deterioration of a counterparty up
to the insolvency. Receivables and liabilities are offset against each other. This results in
the fact that the ensuing claims are determined for both parties by a claim for compensation
in the amount of the net market value of these business transactions or the resulting non-
realised profit or loss and the amounts are netted. In addition, individual collateral
agreements (collateralisation agreements) can be concluded with OTC derivatives,
securities loans and repo transactions beyond the already concluded netting contracts.
Counterparty risks were reduced by netting agreements in the amount of around EUR

2,708 million and collected collaterals by around EUR 680 million.

Transfer risks

LBB/BSK limits country and transfers risks through volume-based country limits. The

country risk is disclosed as a total of the country exposure.
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The respective country limits are passed by the Management Board by taking the risk
content of the respective economy as well as the development of the individual credit

portfolio into consideration.

The country exposure is presented below. The assignment of customers to regions is

performed via the risk country, with the estimate of the transfer risk performed via the rating

class.
Exposure foreign volumes
in EUR million m
EU States 5,742 6,044
Western Europe (without EU) 664 868
Eastern Europe (without EU) 28 34
American States including USA 807 823
Other 35 31
LBB/BSK international volume 7,276 7,800
Foreign volumes weighted by
low transfer risk 7,233 7,752
medium transfer risk 25 26
increased transfer risk or without rating 18 22
LBB/BSK international volume 7,276 7,800

Organisations with maximum creditworthiness such as, for example, the European
Investment Bank are not regulated by country limits. Owing to their national activities they
cannot be directly allocated to a region, for example Europe. The exposure of the
organisations amounted to EUR 0.8 billion on the accounting date. The exposure including

organisations amounted to EUR 8.1 billion.

Treatment of problem loans

Jeopardised commitments will principally fall into the processing competence and
responsibility of the risk supervision division, in which these loans are reconstructed or

processed.

The “Current Credit Exposure” (CCE) and in particular the outstanding payments of the
defaulted problem loans (Non-performing Loans) are protected to a large extent at LBB/BSK

by individual value adjustments and provisions and as a result of the offsetting of collateral.

Formation of the credit risk provisions

The competence of the risk supervision divisions comprises, among others, the formation

of individual value adjustments. In excess of defined amount limits individual Management
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Board members or the entire Management Board will decide about the amount of the

individual value adjustment.

The proposals for the amount of the individual value adjustments are based on firmly
defined criteria, which among others depend on the type of collateral or on the status of the

commitment (reconstruction or processing).

The credit risk provision requirement (in particular general value adjustments) will also be
determined for non-defaulted commitments, which do not receive any individual value
adjustment, within the meaning of a portfolio analysis. The risk parameters default

probability, exposure at default and loss ratio will flow into its calculation.

Reporting

Individual borrower-related counterparty default risks on various aggregation levels as well
as key ratios of the credit portfolio model will be reported to the Management Board in the
Monthly Risk Report (MRR). In order to recognise risk concentrations promptly, these are
divided up according to industries and countries. In addition, evaluation lists relating to risk
concentrations are included according to the concentration risk concept on the level of the

group of affiliated customers (GvK).

A detailed group credit risk report, which contains a commented presentation of the largest

risk concentrations at GvK level, is created quarterly.

In addition to the monthly and quarterly reporting the Management Board will be informed

daily according to MaRisk about any possibly occurred limit overruns from a defined volume.

Key ratios of the internal reporting relating to the counterparty default risk

The measurement and control of the counterparty default risks is based on a presentation
of the business transactions which bear the credit risk adequate for the risk. Credit risks as
well as counterparty, issuer and borrower risks are measured in a product-specific manner

and quantified based on the “Current Credit Exposure” (CCE).

Besides the CCE, the Credit Exposure (CE) is also analysed in the internal control, which
additionally comprises non-drawn limits which were however promised to the customers.
These limits can be committed both revocably as well as irrevocably. The internal reporting
of the counterparty default risks to the management is essentially based on this factor.

Therefore, the following presentations are shown based on the Credit Exposure.
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LBB/BSK’s entire Credit Exposure, not including the internal borrowers SKP, LBBH and
Berlin Hyp, as at 31 December 2019 amounted to approximately EUR 49.5 billion (key date
in the previous year: approximately EUR 47.4 billion).

Of this, approximately EUR 25.9 billion was attributed to the CCE of credit risks from

commercial lending (key date in previous year: approximately EUR 22.4 billion).

The CCE of issuer, counterparty and borrower risks from capital market transactions are
included in the credit exposure in the sum of around EUR 11.3 billion (key date in the
previous year: around EUR 13.3 billion). Depending on the aggregation level, netting or

offsetting effects can vary in terms of amount.

The credit exposure as at 31 December 2019 is presented by industry in the following table.
LBB/BSK allocates an industry to each customer in line with the statistical classification of
economic activities. These industries are grouped and combined to form main industries.
The credit volume in the credit trade and with regional authorities related, as in past years,
to a large extent to the Treasury business. Product-driven, the volume related to private

customers and real estate financing consisted of credit risks.
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LBB/BSK schedule of credit exposure by industry, not including the internal
borrowers SKP, LBBH and Berlin Hyp, as at 31/12/2019

Credit Exposure & whicl:i;:k(:E ezl ofcv;:m:r(;(a:ﬁ;sasnu: i
borrower risks

in_E_UR in_E_UR in_E_UR in %

million million million
E:?g;gnﬁgg)sgesellschaften (affiliated 712 1 538 2 127 1
Chemical industry 96 0 45 0 50 0
Services 4,990 10 3,790 15 259 2
Regional authorities 1,888 4 22 0 1,851 16
Health & social care 615 1 516 2 0 0
Trade & commerce 2,460 5 1,552 6 298 3
Real estate financing 14,352 29 12,054 46 41 0
Credit trade 11,402 23 2,598 10 8,681 77
Private individuals 12,749 26 4,668 18 0 0
Other 196 0 126 0 4 0
Insurance 32 0 26 0 0 0
Industries total’ 49,492 100 25,936 100 11,311 100

' For mathematical reasons, rounding differences of +/— one or two units (EUR, % etc.) may occur in the tables.
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Credit quality

The credit exposure broken down according to rating classes pursuant to the master scale
used is displayed in the following graph; the internal borrowers SKP, LBBH and Berlin Hyp

are not included.

Credit exposure in EUR million as at 31/12/2019
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3.2 Liquidity risks

The liquidity risk includes the insolvency risk and the refinancing cost risk, each taking the

market liquidity risk into consideration.

The market liquidity risk is the risk that financial securities cannot be traded on the financial
markets at a specific time or at the expected prices. It is regarded as part of the market risk

and is reported therein.

The insolvency risk, also referred to as the liquidity risk in the strict sense, is the risk of

being unable to fulfil payment obligations falling due either in full or on time.

The refinancing cost risk is the risk of being unable to obtain refinancing funds subject to

the expected terms and conditions.
Safeguarding liquidity and refinancing capability are of the highest priority to LBB/BSK.

The task of the Treasury division is to guarantee the supply of liquidity to LBB/BSK. Liquidity
planning and control must ensure the solvency and the maintenance of the key liquidity
ratios under supervisory law at all times, including in crisis situations. Accordingly, a wide
range of tools, which is continuously being developed, is available for the recording, control

and monitoring of liquidity risks.

In 2019 LBB/BSK was solvent at all times for all observed scenarios. The liquidity key ratios

under supervisory law were complied with.

Measurement and limitation of liquidity risks

The insolvency risk is measured and limited using a liquidity progress review and 365 day
perspective. The results of the insolvency risk stress tests are defined as the survival period

and are also limited.
A standard method and system is used within the Group to measure the liquidity risk.

The refinancing cost risk is incorporated into the risk bearing capacity calculation.
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Control of the liquidity risks

The liquidity risk policies of LBB/BSK are based on the holding of sufficient stocks of assets,
which can be liquidated, in order to be able to cover actually existing or liquidity burdens

calculated from stress tests.

The liquidity management for the LBB/BSK institution takes part of the refinancing
requirements of S-Kreditpartner GmbH into consideration. It is the aim of the liquidity
management to also always dispose over sufficiently secured liquidity according to the
described method with short-term bottlenecks as well as with ongoing general or institution-

specific liquidity crises.

Reporting of the liquidity risks

A schedule of the liquidity risk situation is produced daily. It is provided to the Senior
Management of the divisions responsible for risk controlling and the Treasury and the
responsible head of department (Chief Risk Officer). The entire Management Board is given
a monthly update in the form of the Monthly Risk Report (MRR). Internal reporting includes

the monitoring of early warning levels, which trigger defined escalation measures if met.

The utilisation of these limits was deemed acceptable in the course of 2019.

Risk concentrations/refinancing

A concentration of refinancing exists if refinancing funds are too concentrated in certain
divisions. In the event of defaults in individual divisions, diversification that is too low can

lead to refinancing difficulties and therefore directly to an increased liquidity risk.

LBB/BSK uses a balanced mix of instruments for the refinancing of its lending business.
This includes in the first place savings, sight and term deposits of customers and in the
second place Pfandbriefe [covered bonds]. In addition there are other securitised debts as
well as liabilities to banks. The regional origin of the refinancing funds mainly concentrates
on the German speaking countries with a special concentration of the deposits of customers

located in the core region Berlin and its catchment area.
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Shares of essential balance sheet items in the balance sheet total (liabilities) of LBB/BSK

in % 31/12/2018
Liabilities to banks 9.8
Liabilities to customers 69.8 66.0
Securitised debt 9.1 9.3
Trading portfolio 0.0 0.0
Provisions 3.9 3.7
Subordinate liabilities 1.0 1.7
Equity 5.3 5.0
Other liabilities 4.3 43
Total liabilities LBB/BSK 100.0 100.0

For mathematical reasons, rounding differences of +/- one unit (EUR, % etc.) may occur.

Quantitative liquidity risk

The stipulations under supervisory law regarding the liquidity key ratios of LBB/BSK were
complied with at all times. As of the end of the year the Liquidity Coverage Ratio (LCR)
amounted to 164 % (key date of the previous year 184 %).

Residual term breakdown

The following table shows the financial obligations of LBB/BSK as at 31 December 2019,
broken down according to their contractually agreed residual terms. The presentation is
based on the AMM report (Additional Monitoring Metrics for Liquidity Reporting) without

other cash flows, such as guarantees and credit lines.
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in EUR million
Collateralised refinancing
<=1 month 545
> 1 month and <= 1 year 50
> 1 year and <= 5 years 0
> 5 years 0
Total 595
Own issues
<=1 month 5
> 1 month and <= 1 year 756
> 1 year and <= 5 years 1,630
> 5 years 1,912
Total 4,303
Liabilities derivatives
<=1 month 39
> 1 month and <= 1 year 425
> 1 year and <=5 years 1,047
> 5 years 1,710
Total 3,221
Liabilities financial customers
<=1 month 1,271
> 1 month and <= 1 year 247
> 1 year and <=5 years 245
> 5 years 640
Total 2,403
Liabilities customers
<=1 month 22,720
> 1 month and <= 1 year 295
> 1 year and <= 5 years 302
> 5 years 4,778
Total 28,095

3.3 Market price risks

Market price risks consist of a potential loss of value, which is caused by disadvantageous

changes in market prices or price-influencing parameters.

Market price risks are in particular entered into with the form of Credit Spread, interest,
share, option and exchange rate risks in the Treasury division. The market price risk is
calculated, limited and controlled holistically. This means both general as well as special
interest risks are included in the determined Value at Risk (VaR). Industry/sector-specific

categories of credit spread risks are taken into consideration.



Management Report Page 50 of 136

The focus of the interest change risk control is placed on the compensation of interest
change risks from customer business and long-term refinancing as well as the long-term
generation of income from deadline transformation as a result of the interest structure.

Interest change risks from pension obligations are also reported.

Method of risk measurement in the case of market price risks

Methodically the applied processes for the risk measurement (VaR capacity utilisation) are
based on an analytical Delta-Gamma approach by integrating all market price risk factors
including option risks based on a holding period of ten days and a confidence level of 99 %.
To estimate volatility and correlation parameters for risk assessment, recent observations
were more heavily weighted in market data series until June 2019. This changed to an

equally weighted risk model in June.

The correlations of the approximately 2,000 risk factors at present (for example, exchange
rates, yield curve points, volatility points, etc.) are taken into consideration in full for each
business division and for the total bank return. Besides the processes mentioned, the risk
content of the positions is examined daily by means of stress tests in a multitude of various
scenarios (historic, fixed as well as exposure-related scenarios) and the results are reported

to the Management Board members.

The forecast quality of the model is reviewed by means of clean backtesting (determination
of the one-day value changes of a constant portfolio retrospectively). At 15, the number of
backtesting outliers, i.e. the number of days on which this change in value in which LBB/BSK
fell short of the loss threshold determined at the above confidence level, was in the “red
range” 2019 at the end of the year. Outliers occurred in 2019 in connection with event-
driven market fluctuations, particularly in units with interest change risks in the long-term
maturity range. Global political uncertainty and the response to announcements by central
banks led to a significant increase in interest rate volatility in this maturity range throughout
the course of the year. A modification of the market price risk model, which is currently still
being discussed, is therefore planned for 2020, in order to counter the backtest outliers

observed. In the meantime, a model risk premium will be allowed for within residual risk.
LBB/BSK acts as a non-trading book institution.

Since approval was granted for the return of the internal market risk model at the end of
March 2016, the determination of the capital backing of the market risk situation under
supervisory law is performed in the standard approach in accordance with Article 351 et

seq. CRR and includes the foreign currency position of the banking book. The amount of
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the foreign currency position is determined in the daily monitoring process, and its
plausibility is also checked. Due to the shortfall of the de minimis limit for the foreign
currency item of 2 % of the total amount of own funds, there was no equity backing for

foreign currency risk in 2019.

In addition to the primary present value control, the monthly simulation of the interest surplus
for the entire bank for the following 12 months is performed under the assumption of a
constant balance sheet. When doing so, both the scenario of the continued existence of the
current interest rate situation and interest rate change scenarios are simulated. Deviations

from the status quo are also considered in relation to the risk coverage assets.

Control of market price risks

The activities of the Treasury are integrated into risk strategy that is fixed in writing. Based
on the risk bearing capacity concept and the annual planning the strategic framework is

implemented into specific market price risk limits and passed by the Management Board.

Market risk control is carried out by the Treasury based on the market price risk
limits/capacity utilisations, the stress test results and the sensitivity analyses per business
division. It is supplemented by annual loss limits and other, depending on the business
activity, different reports customised to fit the respective departments (e.g. deadline and risk

profiles).

The interest rate portfolio is controlled by the steering committee of the Management Board.
It advises every four weeks about a business policy re-assessment and, if necessary,
realignment of the interest change risk. The stated methods for controlling the market price
risks are also used for this purpose. In addition, the control is made possible under cash

value and term aspects as well as with a view to the interest surplus.

The committee will meet regularly or also as required for the new product process in order
to assess risks and organisational implications from new business types and to monitor the
necessary steps until these are launched. The final approval of a new product is carried out
by the respective Management Board at the mutual proposal of the committee for the new

product process. Comparable methods will apply to activities on new markets.
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Control of the market price risks

The market price risks are controlled independently from the Treasury in the Risk

Controlling division.

The monitoring of the market price risks consists of a system of risk- and loss-restricting
limitations and thus associated process regulations. The regular reporting of the market
price risks is elementary as the information flow is ensured hereby. This way, any necessary

control measures can be taken at short notice, if necessary.

Reporting of market price risks

The results of the daily risk as well as P&L analyses are reported to all Chairmen of the
Management Board as well as the Management Board members responsible for the risk

controlling and Treasury divisions.

The differentiated risk reporting of the market price risks includes:
o the daily report to the Management Board according to MaRisk,
e the monthly asset/liability management (ALM) report for the deliberations in the
disposition committee,
¢ the reporting with explanation of the development over the course of the month within
the scope of the Monthly Risk Report (MRR).

The Treasury division fulfils the classical functions of the liquidity managements, the
securities account-A-investment business within the scope of the asset allocation and the
strategic deadline transformation. The dismantling of the historical portfolio structures to a
dimension typical for a savings bank is carried out in the management of the phase-out

portfolios.
Market price risk limit and assertions of claims

The key date values are presented in the following table.

LBB/BSK Value-at-Risk (holding period 10 years, confidence level 99%)
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VaR
in EUR million m 31/1212018
Share risk 1 1
Currency risk 0 0
Interest risk 38 11
Credit-Spread risk 9 10
LBB/BSK 42 14

Owing to diversification effects the LBB/BSK value is not calculated as a total from the individual activities.

The total VaR of LBB/BSK was restricted by a limit in the amount of EUR 70 million over
the whole course of the year. The limit was reviewed on schedule at the start of the year
and decided on by the Management Board. The partial risks in the individual assets classes

are not limited separately by VaR limits.

The market price risk as at the end of 2019 increased compared to the previous year,

primarily due to increased interest rate volatility.

Interest change risks

The uncertainty about the change in the market interest and a thus associated possible loss
represents a significant risk for banks. This risk is also determined in LBB/BSK within the
scope of the VaR calculations and the interest surplus simulation and is therefore subject
to the limitation and regular monitoring. The interest change risk in the interest book is

controlled holistically and takes all incurred cash flows into consideration.

As at the end of 2019, LBB/BSK reported interest rate fluctuations for terms of up to nine
years on the assets side and for longer terms on the liabilities side on the basis of pension

obligations.

Exchange rate risks

LBB/BSK does not enter into any essential positions in foreign currencies. The rounded
exchange rate risk presented in the LBB/BSK Value-at-Risk overview in the sum of EUR 0
million (previous year: EUR 0 million) essentially stems from incongruences at present value

between assets and liabilities in foreign currencies.
Share and fund risks

Share risks primarily result from fund shares, which, for reasons of materiality, are not
scrutinised but are instead treated in the same way as shares for risk controlling purposes.

Specific stress tests are also carried out for various types of funds for the purpose of further
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risk monitoring, in order to take the composition of the fund portfolio — essentially bond
funds — into account. Share risks resulting from overhangs in the issue of structured share
products were almost reduced in their entirety within the scope of the termination of the
customer-related capital market business. The position is largely neutral with regard to

market fluctuations.

Market liquidity risks
The market liquidity risk is monitored within the scope of the market price risk.

A special scenario for the expansion of the bid-ask-spreads simulates the special resulting
change in value of the analysed portfolio. It is assumed hereby that all market data will move
strongly, however not extremely, in the “wrong” direction. Depending on the algebraic sign
of the delta (first derivation from the valuation function based on a risk node), the market
value of the risk node is increased (delta<0), decreased (delta>0) or left unchanged

(delta=0). The amount of the change depends on the risk node class.

At EUR 7 million, the scenario remained the same and did not exhibit any significant loss

potential as of the reporting date (key date in the previous year: EUR 12 million).

Hedging relationships

Unless they form part of the entire bank controlling and are therefore considered as part of
the application of IDW RS BFA 3, economic hedging relationships are presented as a

valuation unit according to Section 254 HGB.

3.4 Operational risks

The operational risk is defined as a risk of losses, which occur as a result of the
inappropriateness or the failure of internal processes and systems, people or as a result of
external events. Operational risk takes into account, among other things, employee and

social concerns, the observance of human rights and efforts to combat corruption and
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bribery. This definition includes legal risks, but does not include strategic risks and

reputational risks.

As part of the reputational risk management process, it is the Compliance division’s

responsibility to assess the reputational risks for LBB/BSK.

The goals and measures for risk mitigation purposes, which are to be defined at business

division level, are determined by the responsible decentralised risk managers.
Organisational structure

The responsibility for the controlling of operational risks is assumed centrally by the Risk

Controlling division.

According to the strategy for operational risks the implementation of the framework
stipulations and the daily management of operational risks are the responsibility of company

divisions within the framework of their responsibility for the results.

The OpRisk committee is a body for all questions relating to the controlling and
management of operational risks. It supports the Management Board with the performance

of its monitoring function.

Risk control and monitoring

The operational risk is included in the risk bearing capacity concept for the total risk control
of LBB/BSK. The operational risk profile is stipulated compared to the risk appetite of
LBB/BSK; moreover measures and also priorities are defined for minimisation of risks. The

current situation of operational risks is reported to the Management Board monthly.

Special detailed reports regarding operational risks for the individual business divisions are
prepared each year and made available to the decentralised OpRisk officers (Risk

Managers).

Various instruments are used for the efficient control of operational risk, which to a large
extent are also part of the computation model for operational risks. Essential instruments
are:
o the self-assessment (qualitative OpRisk inventory), which is carried out according to
the Bottom-up approach,
e the scenario analysis, which is used to determine the loss potential of the critical
scenarios of LBB/BSK,
e the damaging event collection (internal/external),

e the early warning system (risk indicators are recorded and monitored),
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e the controlling of measures (identified measures from damaging events or risk
indicators and self-assessment are recorded and monitored) and

e the risk transfer by insurance cover.

LBB/BSK makes use of the tools developed by the central OpRisk Controlling team to

collect, manage and report on the aforementioned data.

Measurement of the operational risks

The calculation of the economic and regulatory chapter for operational risks is carried out
by means of an Advanced Measurement Approach. In applying this approach, an amount
was determined in 2019, both for the regulatory equity backing for LBB/BSK as well as for
the recognition in the risk bearing capacity, in the amount of EUR 84 million (previous year:
EUR 83 million). This value is the 99.9 % quantile of the cumulative annual loss distribution

and is estimated in a suitably conservative manner.

Personnel risks

The personnel risk is controlled based on risk factors and differentiates between fluctuation,
availability, qualification and motivation risks. The aim is to identify negative trends and to

initiate suitable measures in order to prevent or minimise risks.

IT and system risks

No IT and system risks, which may jeopardise the existence of the company, are currently

expected with a high degree of probability.

The IT risk management is defined centrally and holistically and includes a constant
sensitisation to risks of the employees as well as a regular risk analysis with the aid of
established procedures. Periodically defined risk indicators are examined for the risk

identification.

Security and emergency management, outsourcing

LBB/BSK has a written emergency plan for critical business processes. For the
coordination, control and management of information security, LBB/BSK is guided by DIN

ISO27001/2013. In order to implement the requirements arising from this standard,
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LBB/BSK uses the “Sicherer IT Betrieb” (SITB) tool by SIZ GmbH, a company belonging to
the German savings bank organisation. A crisis task team, which performs decision-making

and management functions in a crisis, has been established.

All MaRisk-related outsourcing is controlled and monitored by the Group partner and service
provider management team in the organisation and productivity management division at
LBB/BSK. This central service provider management does not have any technical
responsibility for ensuring the separation of functions for the outsourced activities and
processes. This is the responsibility of the respective competent division and/or technically
competent process owner at LBB/BSK, who can also call on the services of a performance
monitoring body (LUS). The Group partner and service provider management team works
in close consultation with the LUS and monitors it. As part of the risk analysis, the risk of

outsourcing for the business activities is determined and the materiality is defined.

Legal risks

The legal department performs the function of a legal risk control. The focus is placed here
on ensuring risk-limiting standards, as well as on relevant legal and contractual issues and

the handling of them.

The legal aspects of essential projects (e.g. the implementation of EU Directives, launch of
new products) are coordinated with the legal department. For risk prevention, the legal
department provides samples of contracts and other declarations of legal significance. In
case of deviations or innovative regulations the legal department is to be involved. Insofar
as the help of external lawyers is used at home and/or overseas, the principle control also

lies with the legal department.

In its accompanying legal advice the legal department designs the contracts, business
terms as well as other legally important declarations in cooperation with the other divisions.
Insofar as legal texts are submitted by a third party, the legal department is always to be

involved.

If unforeseen developments occur (e.g. as a result of a change in case law) or mistakes
have been made, the legal department assists with the identification, remedy and future
avoidance of such detriment or mistakes. The legal department carries out the examination
and assessment of incidents based on the legally relevant facts and manages the conduct

of the process. This will in particular apply to the defence of asserted claims.
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The reporting of the legal department about legal risks is carried out by Management Board
templates and the documentation of the ongoing court proceedings by institutionalised

reports to sectors concerned.

Sufficient reserves were formed to cover existing legal risks.

3.5 Other risks
Business policy and strategic decisions

The strategic risk refers to the risk of a failure to reach the long-term corporate goals as a
result of strategic decisions based on incomplete, false or inaccurate information. The
control of the strategic risk is carried out by the entire Management Board; certain decisions

moreover require the approval of the Supervisory Board.

The strategy passed by the Management Board of LBB/BSK and updated regularly
summarises the strategies of all business areas, back office areas and central functions

and strategy document.

The monitoring and control of the strategic targets are carried out once a year based on the
defined target achievement indicators and target values (target/actual comparison). In
addition, a monitoring of selected financial and risk targets is carried out during the year

based on standardised reports.

With regard to strategic and general business risks, a survey of the business divisions and
an evaluation of them is carried out once a year by the Risk Controlling division. Any
activities that may be necessary are derived from this and addressed. The results are

integrated into the risk inventory.

Strategic leadership is provided by the Management Board.
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E. Opportunities and forecast report

1. Outlook of the basic and competitive conditions

Berlin’s economy continues to grow faster than in Germany as a whole. The difference in
growth from Germany as a whole tends to become even greater during economic
slowdowns, meaning that despite lower expectations for the German economy as a whole,
Berlin is expecting growth of approximately 2 % in 2020. The effect of these economic
conditions, characterised by stable growth in consumption, on our area of business was
greater than average, while weaknesses in the industry had less of an impact due to our
structure. On the supply side, further positive stimuli from business-related services,

particularly the information and communication sectors, are expected to be recorded.

2. Opportunities and risks

As a universal bank, LBB/BSK offers financial services for a broad spectrum of groups of
the population, and also fulfils a public mandate as a savings bank for the Federal State of
Berlin. In this capacity, Berliner Sparkasse focuses on business with customers, stands for
quality and avoids complexity. Increasingly, it is able to offer its customers services and
products digitally too. LBB/BSK is fully integrated into the network of the Sparkasse

Financial Group; strategically, it focuses on the region.

The industry-specific as well as regional influencing factors present both opportunities and
risks that are taken into account by LBB/BSK.

As a result, the industry-specific influencing factors in particular pose risks to income and

expenditure. These are:

e Negative interest
The persistent low-interest phase is having a negative impact on the interest result
and cannot be fully compensated for by other income. The ECB has once more
intensified its expansive approach, with a strong focus on an extensive, rigid version
of its monetary policy (“forward guidance”). Consequently, a departure from this low
interest rate policy is not expected in the next couple of years. A period of low
interest rates that lasted any longer than this or was more intense would have
additional negative effects on income. The interest surplus from the deposit
business and LBB/BSK’s strategic investments in particular would be affected. The

interest rate-induced effect from pension obligations would continue to have a great
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effect on administrative expenses. In the event that interest rate development was

more moderate, the negative effects on income would, accordingly, be lower.

e Regulations
Increasing regulatory and statutory requirements limit the potential for banks to
make changes, and have a negative impact on profitability and liquidity as a result
of increased equity and management costs. The high level of capital and personnel
needed to meet regulatory requirements drives costs up. The situation is expected
to intensify further due to upcoming Basel IV reforms and will entail additional

implementation costs.

o Digitalisation
Customers naturally expect a comprehensive range of online services. Demand for
innovative products is growing. On one hand, customer behaviour is changing; on
the other hand, exploiting digital opportunities requires new organisational
processes, a more flexible distribution network and a steady transition to digital
channels for service-related matters. This entails both opportunities and risks. For
example, the targeted onboarding of customers in the digital world can result in the

barriers to switching to competitors being dismantled further.

e Third-party card transactions
In third-party card business, our co-branding partner Amazon is pursuing a growth
strategy. This gives rise to risks, particularly as a result of a change in the customer
base. Furthermore, customer behaviour in the new segments in the collaborative
credit card business is difficult to forecast and may have a burdening effect on
commission income. Additionally, global regulatory restrictions involve changes to

payment transactions, part-payment agreements and payment protection.

o Property market
On one hand, the development of the property market offers the opportunities
described below; on the other hand, the planned Berlin rent cap poses political and
economic risks, the extent of which for different market participants is not yet fully

clear.

On the Berlin banking scene, the regional influencing factors stated below offer

opportunities and potential for growth for LBB/BSK:
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e Customers’ needs
Increasing competition and technological advancement mean that customers expect
more innovative, cost-effective banking products, as well as convenient, conclusive
service-related, product-related and advisory processes. Building on its competitive
advantage as a large affiliated bank, LBB/BSK has extra opportunities for securing
and expanding market shares through needs-based offers, a high level of cost-

effectiveness and good quality advice.

e Population growth
Young people continue to be drawn to Berlin for training, to study or for their first
job. However, the influx of older people has given LBB/BSK the opportunity to

acquire potential new customers.

o Property market
Population growth has led to a tense situation on the Berlin housing market. New-
builds are not enough to meet the increasing demand for housing. The resulting
growth in rent and purchase prices for property in Berlin is an opportunity for
investors. This results in potential for LBB/BSK in respect of both private and

commercial real estate finance.

e Start-ups
A community of start-ups and investors has established itself in Berlin in recent
years. LBB/BSK is exploiting this development by expanding its local network
further, in order to attract and retain start-ups at an early stage with a needs-based

range of products and services.

e Economic and scientific growth
The existing network of scientific and research institutes with good links with the
Berlin economy will be expanded further, securing LBB/BSK’s access to key

customer groups.

3. Forecast

With regard to macroeconomic development, the forecast for the 2020 financial year is
based on the framework data from LBB/BSK’s medium-term plans for 2020 to 2024. These
assumptions are derived by the economics unit in the corporate development division within

the context of continuous monitoring of the economy. Specifically, they are:
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e Growth rate of gross domestic product in Berlin: 2.6 %

e Growth rate of gross domestic product in Germany: 1.8 %

¢ Inflation rate Germany: 1.4 %

e Savings ratio Berlin: 8.9 %

¢ Unemployment rate Berlin: 7.0 %

e Collective agreement pay scale interest in the banking sector: 2.0 %
e 3-month Euribor: -0.53 %

e 10-year SWAP rate: 0.20 %

The resulting growth potential results in a higher level of ambition for strategic sales targets.
All of these framework conditions form the basis for the following key performance indicators

within the context of highly aggregated key figures for medium-term plans for 2020 to 2024.

The development of the most important performance indicators is shown below based on a

comparison of the 2020 forecast with the actual values for the 2019 financial year:

For 2020, LBB/BSK expects earnings before taxes and/or profit transfer to LBBH in the
amount of EUR 93 million, a figure that would therefore be EUR 10 million lower than the
result for 2019. The result will be affected detrimentally in terms of the interest surplus,
among other things, by the persistent interest rate scenario compared with last year’'s

medium-term plans.

The administrative expenses for 2020 are expected to be lower than the previous year
with a figure of EUR 839 million (31 December 2019: EUR 901 million) as a result of, among
other things, lower personal costs due to interest rates, lower advisory expenses and the

initial effects of the implementation of strategic cost reduction measures.

With regard to employee capacities, LBB/BSK expects no changes to the further reduction
to 3,145 jobs by the end of 2020 (31 December 2019: 3,170), which will be primarily be

achieved through termination agreements.

For the end of 2020, a CET1 capital ratio of 15.0 % is expected (31 December 2019:
17.5%). The growth in customer business expected for 2020 is pivotal for the decrease in

the ratio.

The balance sheet total of LBB/BSK is forecast to increase for the end of 2020 with a
figure of EUR 44.4 billion (31 December 2019: EUR 40.9 billion). This increase primarily

results from a higher volume of customers, particularly in the lending business.
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With regard to receivables from customers, we are expecting an increase to EUR 26.8
billion (31 December 2019: EUR 23.9 billion), resulting primarily from the growth in regional
customer business. Plans are in place here for an expansion of commercial real estate

financing as well as asset transactions with private customers, among other things.

With regard to liabilities to customers, LBB/BSK is expecting a moderate increase in the
portfolio to EUR 30.6 billion for 2020 (31 December 2019: EUR 28.6 billion). Due to current
interest rate developments and the increase in deposit fees, the deposit business is

becoming less and less attractive.

The planned Cost-Income-Ratio for 2020 is 83.3%, which is therefore expected to be lower
than the value as at 31 December 2019 (85.6%). The improvement is expected to be

achieved through decreasing administrative expenses.

The return on equity is forecast to be 3.8%. The Return-on-Equity reported as at 31
December 2019 (9.9 %) was characterised by the conversion of contingency reserves in

accordance with Section 340f HGB in the fund for general banking risks.

4. General statement

The three industry-related influencing factors of low and negative interest, regulation and
digitalisation have an impact on LBB/BSK’s business model. The greatest long-term effect
comes from low interest rates, whose detrimental effects on the interest result cannot be
fully compensated for by other income contributions. Regardless of this, customer
behaviour will change and demand for innovative products will increase, with business

processes being transformed by the exploitation of digital opportunities.

Regional factors, such as increasing competition due to the presence of all major high street
banks, online banks and fintechs, also have an impact on traditional customer relationships
and present challenges for LBB/BSK. At the same time, however, this presents an
opportunity to strengthen customer service and retain new customers through needs-based

offers and good quality advice.

LBB/BSK is a valuable company. It is efficient, adaptable and productive. It expects that it
will be able to continue and enhance its successful operative development in the customer

business.

In view of persistent low interest rates and digitalisation, LBB/BSK is striving to achieve an
adequate return on capital. It expects a continuation of the orderly liquidity situation for the

2020 financial year and therefore the continued full refinancing of the business volumes in
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the collateralised and non-collateralised money and capital markets. For the 2020 financial
year, LBB/BSK is planning for earnings before taxes in the sum of EUR 93 million, which
will be transferred in full to LBBH. LBB/BSK’s overarching financial goal is sustainable

independent profitability.
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Previous
Assets Notes year
Notes kEUR kEUR kEUR kEUR kEUR
Cash
a) Cash on hand 422,458 432,170
b) Balances at Central Banks 1,176,053 271,237
including: at the Deutsche Bundesbank 1,176,053 (271,237)
1,598,511 703,407
Receivables from banks 1,19
a) Mortgage loans 0 0
b) Municipal loans 331,027 1,392,434
c) Other receivables 3,624,063 7,980,119
including:
due daily 424,842 (473,810)
against mortgaging of securities 0 (0)
3,955,090 9,372,553
Receivables from customers 2,19
a) Mortgage loans 9,569,505 8,425,236
b) Municipal loans 1,295,545 1,715,266
c) Other receivables 13,022,574 11,559,748
including:
against mortgaging of securities 11,477 (14,302)
23,887,624 21,700,250
Debentures
and other fixed-interest securities 3,9,19
a) Money market instruments
aa) from public issuers 100,207 0
including:
eligible as collateral at the Deutsche Bundesbank 100,207 (0)
ab) from other issuers 0 0
including:
eligible as collateral at the Deutsche Bundesbank 0 0)
100,207 0
b) Bonds and debentures
ba) from public issuers 1,641,399 1,616,932
including:
eligible as collateral at the Deutsche Bundesbank 1,617,449 (1,594,478)
bb) from other issuers 7,405,933 7,086,855
including:
eligible as collateral at the Deutsche Bundesbank 6,928,305 (6,814,825)
9,047,332 8,703,787
c) own debentures 0 10,407
Nominal amount 0 (10,000)
9,147,539 8,714,194
Shares and other
non-fixed-interest securities 4,9 248,326 257,512
Participating interests 59 156,073 148,925
including:
in banks 31,527 (24,327)
in financial service institutions 32,484 (32,484)
Shares in affiliated companies 5,9 381,934 319,388
including:
in banks 336,196 (300,278)
in financial service institutions 0 (0)
Trust assets 18 26,005 24,947
including: Trust loans 9,134 (0)
Intangible assets 6
a) self-created industrial property rights
and similar rights and values 28,414 18,583
b) concessions acquired against payment, industrial
property rights and similar rights and values
as well as licences to such rights and values 22,184 17,432
c) goodwill 0 0
d) advance payments made 0 0
50,598 36,015
Tangible assets 6 78,553 83,583
Other assets 7 910,684 1,034,548
Accrued and deferred items 8
a) from the issuing and loan business 12,303 13,471
b) other 474,616 665,392
486,919 678,863
Total assets: 40,927,856 43,074,185
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Previous
Liabilities Notes year
Notes kEUR kEUR kEUR kEUR kEUR
Liabilities to banks 10
a) issued mortgage registered Pfandbriefe 120,819 166,415
b) issued public registered Pfandbriefe 5,017 10,168
c) other liabilities 2,574,933 4,064,623
including:
due daily 876,210 (1,439,467)
to secure raised loans to the lender
presented mortgage registered Pfandbriefe 0 (0)
and public registered Pfandbriefe 0 0)
2,700,769 4,241,206
Liabilities to customers 11
a) issued mortgage registered Pfandbriefe 510,753 520,842
b) issued public registered Pfandbriefe 0 11,277
c) Savings deposits
with agreed period of notice
ca) of three months 4,655,693 4,841,407
cb) of more than three months 10,381 11,311
4,666,074 4,852,718
d) other liabilities 23,387,807 23,063,722
including:
due daily 23,098,846 (22,318,192)
to secure raised loans to the lender
presented mortgage registered Pfandbriefe 0 0)
and public registered Pfandbriefe 0 (0)
28,564,634 28,448,559
Securitised debt 12
a) issued debentures
aa) mortgage Pfandbriefe 3,258,529 3,217,828
ab) public Pfandbriefe 157,461 301,725
ac) other debentures 313,796 500,453
3,729,786 4,020,006
b) other securitised debts 0 0
including:
Money market instruments 0 (0)
3,729,786 4,020,006
Trust liabilities 18 26,005 24,947
including: Trust loans 9,134 0)
Other liabilities 13 1,020,969 1,082,012
Accrued and deferred items 14
a) from the issuing and loan business 29,829 28,099
b) other 407,122 621,975
436,951 650,074
Provisions 15
a) Provisions for pensions and similar obligations 1,244,889 1,131,265
b) Tax provisions 2,959 8,306
c) Other provisions 362,969 458,706
1,610,817 1,598,277
Subordinate liabilities 16 411,124 712,303
Fund for general bank risks 265,558 135,558
thereof special items according to Section 340e (4) HGB 7,223 (7,223)
Equity 17
a) Requested capital
Issued capital
aa) Share capital 1,200,000 1,200,000
less non-requested outstanding capital contributions 0 0
1,200,000 1,200,000
b) Capital reserve 920,038 920,038
c) Retained earnings
ca) statutory reserve 0 0
cb) reserve for shares in a controlling company or company with a majority participation 0 0
cc) reserves according to the statutes 0 0
cd) other retained earnings 41,205 41,205
41,205 41,205
d) Balance sheet profit/balance sheet loss 0 0
2,161,243 2,161,243
Total liabilities: 40,927,856 43,074,185
Contingent liabilities 29
b) Liabilities from guarantees and from warranty contracts 773,588 779,534
773,588 779,534
Other obligations 29
c) Irrevocable credit commitments 3,133,744 2,815,537
3,133,744 2,815,537
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Income statement of Landesbank Berlin AG for the period from 1 January to 31 December 2019

Expenses Notes Previous
year
Notes kEUR kEUR kEUR kEUR kEUR
Interest expenses 16, 20, 27
a) Interest expenses without consideration of positive interest 68,856 81,802
b) Positive interest -30,069 -37,148
38,787 44,654
thereof: Compounding of the bank-specific provisions 37 (13)
Fees and commission expenses 21, 27 185,188 159,097
General administrative expenses 22
a) Personnel expenses
aa) Wages and salaries 231,665 236,613
ab) Social contributions and expenses for
retirement pensions and for support 157,424 149,152
including: for retirement pensions 119,535 (112,230)
389,089 385,765
b) other administrative expenses 493,194 488,292
882,283 874,057
Depreciation and value adjustments
on intangible assets and tangible assets 6 18,684 17,032
Other operating expenses 23 79,188 105,451
thereof: Compounding of the non-bank-specific provisions 40,777 (45,764)
Depreciation and value adjustments on
receivables and certain securities as well as
transfers to provisions in the credit business 24 0 104,121
Depreciation and value adjustments on
participating interests, shares in affiliated companies
and securities treated as fixed assets 59 3,889 7,750
Expenses from the take-over of losses 0 197
Other taxes insofar as not disclosed under "other
operating expenses"” -3,582 3,079
Transfer to the fund for general bank risks 130,000 0
Profit transferred on the basis of income from profit pooling,
a profit and loss transfer or a partial profit
and loss transfer agreement 103,000 103,000
Net profit for the year 0 0
Total expenses: 1,437,437 1,418,438
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Income Notes Previous
year
Notes kEUR kEUR kEUR kEUR kEUR
Interest income from 20, 27
a) lending and money market business
aa) Interest income without consideration of negative interest 796,239 828,049
ab) Negative interest -24,881 -31,344
771,358 796,705
b) Fixed-interest securities and
debt register claims -6,323 16,607
765,035 813,312
Regular income from 20, 27
a) Shares and other non-fixed-interest securities 1,816 1,913
b) Participating interests 8,352 10,893
b) Shares in affiliated companies 38,855 18,782
49,023 31,588
Income from profit pooling, 20, 27
profit and loss transfer or
partial profit and loss transfer agreements 118 148
Fee and commission income 21, 27 437,204 430,414
Income from write-ups on receivables
and certain securities as well as from the
reversal of provisions in the credit business 24 45,825 0
Income from write-ups to participating interests, 59
shares in affiliated companies and
securities treated as fixed assets 34,830 31,722
Other operating income 23 105,402 111,254
thereof: Discounting of the non-bank-specific provisions 0 3)
Net loss for the year - -
Total income: 1,437,437 1,418,438
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Statement of changes in equity

Total equity

Capital increases 0 0 0 0 0

Capital reductions 0 0 0 0 0




Cash flow statement

Cash flow statement
for the period from 1 January to 31 December 2019

Page 70 of 136

As a capital market-orientated company that is not obliged to prepare consolidated financial
statements, Landesbank Berlin AG/ Berliner Sparkasse (LBB/BSK) has to extend the annual financial
statements to include a cash flow statement according to Section 264 (1) Sentence 2 HGB. The
presentation of the cash flow statement is carried out in line with Annex 2 of the German accounting

standard No. 21 (DRS 21).

The cash flow statement provides information about the status and development of the cash and
cash equivalents of the financial year, broken down into to the divisions of current operating activities,

investing activities and financing activities.

The informative value of the cash flow statement is to be seen as low for banks as it does not allow
any information to be derived regarding the actual liquidity situation. The cash flow statement neither
replaces the liquidity or financial planning for LBB/BSK, nor is it used as a controlling instrument.

EUR million 2019 2018
Net profit for the year 0 0
Depreciation and amortisation, value adjustments and reversals of impairment losses

on loans and advances and items of the fixed assets 91 111
Changes in provisions through profit or loss 187 233
Other non-cash expenses and income 1 2
Profit/loss from the disposal of items of the fixed assets -8 -30
Other adjustments (net) -49 -19
Increase/decrease in receivables from banks 5,375 1,501
Increase/decrease in receivables from customers -2,143 -1,387
Increase/decrease in assets held for trading 0 0
Increase/decrease in securities (provided no financial assets or assets held for trading) -331 477
Increase/decrease in other assets used in operating activities 315 286
Increase/decrease in liabilities to banks -1,553 -1,173
Increase/decrease in liabilities to customers 107 325
Increase/decrease in securitised debts -288 -609
Increase/decrease in liabilities held for trading 0 0
Increase/decrease in other liabilities used in operating activities -443 -390
Interest expenses/interest income -726 -769
Income tax expense/income 0 0
Received interest payments and dividend payments 805 910
Interest paid -20 -63
Extraordinary cash inflows 0 0
Extraordinary cash outflows 0 0
Income tax payments -5 4
Cash flow from current operating activities 1,315 -591
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Payments received from the disposal of financial assets 712 1,404
Payments for investments in financial assets -801 -694
Payments received from the disposal of fixed assets 0 0
Payments for investments in fixed assets -7 -12
Payments received from the disposal of intangible fixed assets 0 0
Payments for investments in intangible fixed assets -22 -24
Change in cash and cash equivalents due to other investing activities (net) 0

Cash inflows from extraordinary items 0

Cash outflows from extraordinary items 0 0
Cash flow from investing activities -118 674

Cash inflows from equity transfers 0 0
Cash outflows from reductions in equity 0 0
Cash inflows from extraordinary items 0 0
Cash outflows from extraordinary items 0 0
Dividends paid 0 0
Changes in cash and cash equivalents due to other capital (net) -301 -125
Cash flow from financing activities -301 -125
w3 745
Change in cash and cash equivalents 896 -42
Changes in cash funds due to exchange rate and measurement-related changes 0 0

Cash and cash equivalents as at 31 December 1,599 703

Within the scope of the cash flow statement, the cash and cash equivalents of LBB/BSK at the
beginning of the financial year are carried over by the depiction of the cash flows from the

e current operating activities,
e investing activities as well as the
e financing activities

to the cash and cash equivalents available at the end of the financial year. The total from these cash
flows corresponds with the change in the cash and cash equivalents in the reporting period. The
cash and cash equivalents comprise the cash in hand and the balances at the Deutsche
Bundesbank.

The cash flow from the current operating activities is presented according to the indirect method
based on the net profit for the year. After this the net profit for the year is adjusted by all non-cash
income and expenses. According to DRS 21 in particular, interest and dividend payments affecting
payments as well as tax payments in the cash flow from the current operating activities are disclosed
separately. Accordingly the net profit for the year is initially adjusted in the position "Other
adjustments (net)" among others by the interest result and the income tax expenses.

The cash flow from investing activities essentially results from cash inflows and outflows in
connection with the disposal or the acquisition of financial assets, tangible assets and intangible
assets.

In the change in cash and cash equivalents from the financing activities in addition to the relationships
to the equity providers in particular the changes from the provision or repayment of subordinate
liabilities are taken into consideration.
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Notes of Landesbank Berlin AG 2019

Landesbank Berlin AG, Berlin, (LBB) is a capital market-oriented credit institution. It is a
subsidiary of Landesbank Berlin Holding AG, Berlin, (LBBH) and is included in the
consolidated financial statements of Erwerbsgesellschaft der S-Finanzgruppe mbH & Co.
KG, Neuhardenberg, (Erwerbsgesellschaft) (smallest and largest group of consolidated

companies within the meaning of Section 285 No. 14 and 14a HGB).

The consolidated financial statements of the Erwerbsgesellschaft are published in the

electronic Bundesanzeiger [German Federal Gazette].

The registered office of LBB is based in Berlin. The company is entered under Number HRB
99726 B in the trade register of the District Court of Berlin-Charlottenburg.

The entire business operations of LBB are depicted in Berliner Sparkasse irrespective of
the market presence. Berliner Sparkasse (BSK) is an institution under public law with partial
legal capacity. It is managed as a branch of the non-listed joint stock company
[Aktiengesellschaft] Landesbank Berlin AG. Therefore, the designation Landesbank Berlin
AG / Berliner Sparkasse (LBB/BSK) is used below.

Disclosures relating to accounting and measurement

methods

The annual financial statements of LBB/BSK were prepared according to the principles of
proper accounting by complying with the accounting regulations of the German Commercial
Code (HGB) for large stock corporations and the German Stock Corporation Act
(Aktiengesetz), extended by the provisions of the regulation governing the accounting of

banks (RechKredV). The regulations of the statutes were additionally complied with.

The accounting and measurement methods were retained. One exception to this is the
reporting of accrued/deferred interest for security derivatives in valuation units in
accordance with Section 254 HGB. This is now done analogous to other non-trading book
derivatives under receivables and liabilities, not under the balance sheet item of underlying

transactions.

Furthermore, in order to ensure consistent accounting throughout the group, receivables
and liabilities from profit or loss transfers will, from these accounts onwards, be reported as

other assets or liabilities (previously receivables from and liabilities to banks or customers).
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The annual financial statements were prepared based on the going concern principle
(Section 252 (1) No. 2 HGB).

The measurement of the assets, liabilities and pending business was carried out according
to the regulations of Sections 252 et seqq. HGB in conjunction with Sections 340 et seqq.
HGB. The regulation governing the accounting of banks was complied with. Scheduled
depreciations are carried out with assets, which are measured pursuant to
Section 340e (1) Sentence 1 HGB according to the regulations applicable to the fixed

assets and whose use is limited in time.
Loans and advances and liabilities

Receivables are principally recognised with the nominal amount. Liabilities are generally
accounted for at the settlement amount. Liabilities issued at fair value are recognised at the
compounded value. Share premium and debt discount amounts on receivables and
liabilities are transferred to the prepaid expenses and deferred income and reserved as

scheduled.

Recognisable risks in the loan business were sufficiently taken into account by the formation
of single value adjustments. General value adjustments exist for deferred risks in the
portfolio of loans and advances. Internal group receivables are not included in the

calculation of the general value adjustment. Irrevocable interest is not collected.
Financial assets

Financial assets are measured at acquisition costs. The reversal of premiums and discounts
from fixed-interest securities in the fixed assets with an effect on the result is carried out
proportionate to interest over the term to maturity. In the case of variable interest rate
securities, premiums are reversed up to the next payment adjustment date, while the

collection of discounts is only implemented on disposal.

In the case of anticipated permanent depreciation, write-downs are performed in
accordance with the lower-of-cost-or-market principle. By way of deviation from this,
investment funds are valued at the lower fair value, even in the event of only temporary

impairment.

Securities in the liquidity reserve

Securities of the liquidity reserve are recognised on the valuation date at the original
acquisition costs and/or the lower of the stock exchange or market price (strict lower-of-

cost-or-market principle, Section 253 (4) HGB). If the stock exchange or market price has
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increased compared to the previous accounting date, the impairment loss is reversed, to no

more than the original acquisition costs (Section 253 (5) HGB).

Credit derivatives

Credit derivatives are accounted for in accordance with IDW RS BFA 1.

For Credit Default Swaps where LBB/BSK assumes the position of a collateral provider,
and which are not assigned to a valuation unit in accordance with Section 254 HGB, the
rules for loan collateral provided shall apply. If the occurrence of the credit event is seriously
to be expected on the reporting date, a provision is formed in the sum of the settlement

amount necessary based on a reasonable commercial assessment.

Credit default swaps where LBB/BSK assumes the position of a collateral taker, and which
are not assigned to a valuation unit in accordance with Section 254 HGB, are treated in
accordance with the recognition-of-loss principle according to the principles developed for

pending transactions.

Market valuation

Insofar as market values are available for securities, these will be used as fair values. In the
event of non-active markets the fair values will be determined based on discounted cash
flows, whereby interest that can be observed on the market, general Credit Spreads
(external category spreads according to industry, origin and rating) and individual Credit
Spreads (instrument- and issuer-specific) will be entered into the discount factors. For the
determination of the latter, the last observed plausible individual spreads or more recent
spreads of related bonds or credit default swaps as well as own estimates are used in a

differentiated analysis.

When valuing derivatives, stock exchange prices are also taken as a basis in principle. In
case of missing stock exchange prices the market value will be calculated based on financial
mathematical valuation methods, in particular cash value method and option price methods,
which are customary for the industry. The parameters entered in the measurement models
will be determined as of the accounting date based on available market conditions. The
Black-Normal model is used to determine the fair values for interest options within the
current environment of low to negative interest rates. In addition, the intensities model is
used for the assessment of instruments with Credit Spread exposure, such as bonds,

promissory notes and credit derivatives.

The control of the interest margin of all business allocated to the banking book is carried

out in its entirety. The book values of the allocated financial instruments are compared with
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their cash values in conjunction with the loss-free valuation of the banking book in
accordance with IDW RS BFA 3. No excess liability arises after taking into account the

refinancing risk, risk costs and administrative costs. A provision was not formed.

Valuation units

Unless they form part of the entire bank controlling and are therefore considered as part of
the application of IDW RS BFA 3, economic hedging relationships are presented as a

valuation unit according to Section 254 HGB.

Underlying transactions, which are directly associated with an amount-, currency- and term-
congruent hedging derivative and are therefore hedged against interest change and/or
exchange rate risks, shall therefore be considered as a valuation unit. Valuation units are
exclusively formed on micro-level, i.e. that the value changes from the hedged risk of the
underlying transaction are compared to individual hedging instruments. As proof for the
compensation of the contrary value changes from the underlying and hedging transaction
LBB/BSK applies the Critical Terms Match-Method for all valuation units. Within the scope
of this method it is documented that the essential parameters correspond between
underlying and hedging transaction. Against this background it is assumed that the value
changes between underlying and hedging transaction are completely balanced from the
start of the documented formation of the valuation unit until the maturity of the business
transactions, with regard to the hedged risk. No valuation units are being formed at present,

in which transactions that are highly expected will be included.

The effective part of a valuation is depicted on the balance sheet in line with the net hedge
presentation method. The recognition in the balance sheet for additionally existing
invalidities from the non-hedged risk is directed at whether these are to be attributed to the
underlying transaction (loan or security) or the hedging transaction (derivative). If the
negative invalidity is to be attributed to the derivative, a corresponding balance sheet
provision is carried out in the amount of the invalidity. In the case of securities, a balance
sheet provision is only made if this is necessary based on the application of the strict lower-
of-cost-or-market principle (liquidity portfolio). Positive invalidities are not taken into

consideration on the balance sheet in line with the principle of realisation.

Offsetting

Receivables and liabilities which result from repurchasing transactions with Eurex Clearing
AG are offset against each other, provided that cumulatively they are fulfilled and these

transactions are conducted in the same currency and have the same maturities.
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As of 31 December 2019, the offset amount totalled EUR 54.6 million (previous year:EUR
529.5 million).

Intangible assets and tangible assets

Tangible assets and intangible assets are valued at acquisition cost and/or manufacturing
cost, amortised — assuming they are depreciable assets — in most cases on a straight line
basis in accordance with their nominal useful life at the maximum rates permitted by tax

laws.

The manufacturing costs for self-produced software include development costs, insofar as
they can reliably be allocated to the respective capitalised asset, fulfil the recognition criteria
in accordance with Section 255 HGB and have not been recognised as expenses in

previous financial statements.

Intangible assets / tangible assets Useful life

Buildings 25/33/50 years
Tenant fixtures 15725/ 33 years
Operating facilities 5- 25 years
Furnishings 8 - 13 years
Telephone systems 8 - 11 years
Office machinery/IT systems 3 -8 years
Motor vehicles 6 years
Software 3 -5years

Low-value assets with acquisition costs of no more than EUR 60.00 to EUR 800.00 net are
written off in full in the year of their purchase and are shown as disposals in the fixed assets
movement schedule. For assets from EUR 800.01 net up to a maximum of EUR 2,000.00
gross, they are capitalised in collective assets depreciated over a period of between 3 and

13 years, differentiated by the asset group in question.
Provisions

The pension provisions are determined by external actuarial experts according to the
Projected Unit Credit Method (PUC) or according to the cash value method of the achieved
entitlement. In accordance with Section 253 (2) Sentence 1 HGB, they are discounted with
the average market interest rate of the past ten financial years, which is produced with an
assumed residual term of 15 years. An interest rate of 2.71 % (previous year: 3.21 %) is
used as a basis. 0.0 - 2.5 % (previous year: 0.0 — 2.5%) and 1.0 — 2.0% (previous year:1.0 -
2.0%) as the pension trend. The biometric calculation bases (reference tables Prof.
Heubeck 2018 G, IGSS mortality table) were used with the calculation.
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The other provisions are recognised with the settlement amount that is necessary according
to a reasonable commercial assessment. Provisions with a residual term of more than one
year according to Section 253 (2) HGB will be discounted. Income from changes in the
discounting rate or interest effects resulting from changes to the estimate of the residual

term are reported in the same income statement item as transfers and/or reversals.

Estimates and assumptions are made for the valuation of the restructuring provisions.
Experiences from previous years (including personnel data, average rental terms, costs for
maintenance agreements) and expected market developments are incorporated into the

estimates and assumptions.
Currency translation

The annual financial statements are prepared in euros.

The translation of the assets and debts denominated in foreign currency as well as of
pending transactions is carried out at the reference rates published at the end of the year
by the European Central Bank. Forward rates were derived from this. Determined rates of
30 December 2019 4:30pm were used for currencies, for which the ECB does not determine

any reference rates.

Insofar as assets, debts or forward transactions are especially covered by assets, debts or
other forward transactions in the same currency, the results will be realised according to
Section 340h HGB in conjunction with Section 256a HGB.

Supplementary report

There are no disposals of particular importance that arose following the conclusion of the
financial year and could have necessitated a completely different view of the net assets,

financial position and results of operations.
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Explanatory notes relating to the
balance sheet and the income
statement

Balance sheet

Assets

(1) Receivables from banks

in EUR million 31/12/2019 31/12/2018

Maturity breakdown (residual term)

up to three months 1,293 4,845
more than three months up to one year 1,585 2,160
more than one year up to five years 946 2,207
more than five years 131 161
Total 3,955 9,373
The following are included in this balance sheet item:
Receivables from affiliated companies 2,758 4,624
Receivables from companies with which an investment relationship exists 29 33
Subordinate loans and advances 104 101
Items intended to cover issued debentures and registered Pfandbriefe 0 135

The receivables from affiliated companies include refinancing loans to S-Kreditpartner
GmbH in the amount of EUR 2,739.3 million (previous year: EUR 4,607.1 million).

(2) Receivables from customers

in EUR million 31/12/2019 31/12/2018

Maturity breakdown (residual term)

up to three months 3,227 3,506
more than three months up to one year 1,621 1,513
more than one year up to five years 5,806 5,403
more than five years 13,234 11,278
thereof with an indefinite term (769) (1,170)
Total 23,888 21,700
The following are included in this balance sheet item:
Receivables from affiliated companies 474 697
Receivables from companies with which an investment relationship exists 56 68
Subordinate loans and advances 0 0

Items intended to cover issued debentures and registered Pfandbriefe 5,644 4,780
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(3) Debentures and other fixed-interest securities

31/12/2019
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in EUR million 31/12/2018
of securities contained in this balance sheet item the following are:
marketable 9,148 8,714
listed 9,041 8,643
not listed 107 71
thereof due in the following year 1,985 1,281
Items intended to cover issued debentures and registered Pfandbriefe 410 325

Depreciations on the fair value according to Section 253 (3) Sentence 5 HGB were waived

for the following securities of the fixed assets, because the impairment is not considered to

be permanent:

omitted depreciations

Book values Fair values 3
cumulative
in EUR million 31/12/2018
Debentures 181 181 0 2
Total 181 181 0 2

LBB/BSK has the intention and the ability to temporarily hold impaired securities of the fixed

assets until the final maturity. The positions are subject to a regular standardised monitoring

procedure. In LBB/BSK impairments on debentures are not considered to be permanent if

they are solely as a result of interest-, liquidity- or credit-spread-induced fluctuations in

value. As the impairments disclosed here are not a result of an essential deterioration of the

creditworthiness of the issuers and there are no doubts about the interference-free servicing

of the interest payments and redemptions in future, no permanent impairment was to be

assumed on the accounting date.

(4) Shares and other non-fixed-interest securities

31/12/2019

in EUR million 31/12/2018
of securities contained in this balance sheet item the following are:
marketable 53 68
listed 0 0
not listed 53 68
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The following shares or non-voting shares in domestic investment assets or comparable

foreign investment shares exceed a share ratio of 10 %:

31/12/2019 Book value Market value Difference P omitted
in EUR million (BV) (MV) MV/BV ol Sl et depreciations
Bond funds 233 237 2 0

(5) Participating interests and shares in affiliated companies

LBB/BSK has contributed EUR 7.2 million to free capital reserves in connection with its

interest in Deutsche Factoring Bank GmbH & Co. KG and EUR 35.9 million in connection

with S-Kreditpartner GmbH. Further shares in real estate funds in the sum of EUR 21.6

million were also acquired.

in EUR million

31/12/2019

31/12/2018

The following are included the balance sheet item “Participating interests”:

marketable

listed

not listed

companies”:

The following are included in the balance sheet item “Shares in affiliated

marketable

listed

not listed
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List of shareholdings according to Section 285 No. 11, 340a (4) No. 2 HGB, including

details in accordance with Section 285 No. 11a HGB

Deviati
Seri Capital ng SGUTWAT Result in
al |[Namel/place CHETCE voting RULIEELEEN thousands
no. ECR/ rights of EUR of EUR
as %
Affiliated companies
1. |BSK Immobilien GmbH, Berlin 7% 100.00 103 0
CidS! Computer in die Schulen gemeinnutzige Gesellschaft mbH,
2. |Berlin® 100.00 57 -27
3. | Grundstiicksgesellschaft Bad Freienwalde/Gardelegen GbR, Berlin 2% 10.15 -49,001 -1,986
4. Grundstlicksgesellschaft Lehrter Strake GbR, Berlin ¥ 99.93 -3,901 50
Grundstiicksgesellschaft Weichselstrale GbR - STADT UND LAND-
5. |Fonds 1 -, Berlin ® 98.74 -168 -75
Josef Meyer Immobilien Verwaltungs KG - Alexanderhaus Immobilien-
6. |Fonds, Berlin 2¥® 49.00 -38,576 9,783
Prinzregentenstral’e 25 Immobilien Verwaltungs KG -
7. |Verwaltungsgebaude Landesbank Berlin Immobilienfonds, Berlin 23 49.00 -3,912 1,648
8. |S-Kreditpartner GmbH, Berlin *® 66.67 539,389 53,878
9. |S-Versicherungspartner GmbH, Berlin "® 100.00 1,036 0
10. |Wilkendorf Bau- und Projektentwicklungsgesellschaft mbH, Berlin® 100.00 152 -19
Other companies
11. | AKA Ausfuhrkredit-Gesellschaft mbH, Frankfurt am Main ¥ 2.44 246,672 12,040
12. |BBB Biirgschaftsbank zu Berlin-Brandenburg GmbH, Berlin 22.07 11,893 366
13. |BURGSCHAFTSBANK BRANDENBURG GmbH, Potsdam® 0.76 29,836 748
14. |Deka Anteilseigner GmbH, Neuhardenberg 3.00 59 4
15. |Deka Erwerbsgesellschaft mbH & Co. KG, Neuhardenberg 3.13 1,846,603 77,792
16. |Deutsche Factoring Bank GmbH & Co. KG, Bremen % 12.00 204,620 27,075
17. |Deutsche Factoring GmbH, Bremen ° 12.00 417 -89
18. |Deutscher Sparkassen- und Giroverband OK, Berlin ® 3.79 878,655 -8,115
Deutscher Sparkassen Verlag Gesellschaft mit beschrankter Haftung,
19. |Stuttgart® 2.70 205,388 45,926
Deutsche Sparkassen Leasing AG & Co. KG, Bad Homburg v.d. Hohe
20. |® 3.86 652,453 50,404
21. |EURO Kartensysteme GmbH, Frankfurt am Main ¥ 2.17 12,036 202
22. |Finanz Informatik GmbH & Co. KG, Frankfurt am Main 7.85 7.80 84,294 2,493
23. |Finanz Informatik Verwaltungsgesellschaft mbH, Frankfurt am Main % 6.00 106 1
24. |LBS Norddeutsche Landesbausparkasse Berlin-Hannover, Hanover® 12.00 297,458 0
Mittelstandische Beteiligungsgesellschaft Berlin-Brandenburg GmbH,
25. |Potsdam® 15.56 21,836 1,774
NordEK Norddeutsche Einkaufskoordinationsgesellschaft der Berliner
Sparkasse und der Norddeutschen Landesbank Girozentrale,
26. |Berlin/Hanover® -| 50.00 236 11
Partner fur Berlin Holding Gesellschaft flir Hauptstadt-Marketing mbH,
27. |Berlin® 412 1,759 248
28. |PineBridge New Europe Partners, L.P., Grand Cayman 97 11.09 353 -76
29. |RSU Rating Service Unit GmbH & Co. KG, Munich ® 14.20 11,331 -2,245
30. |S CountryDesk GmbH, Cologne ¥ 2.50 2.56 499 50
31. |Visa Inc., San Francisco 9® 0.02 0.00| 30,874,132| 10,753,071
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Deviati
Seri Capital ng =CITWYALM Result in

al |Namel/place CHETCE voting RULIIEELLER thousands
no. EER/ZMN rights of EUR of EUR
as %
Participating interests in large Kapitalgesellschaften [joint stock corporations] (Section 285 No. 11b HGB in
conjunction with Section 340a (4) No. 2 HGB)

32. ‘SCHUFA Holding AG, Wiesbaden * ‘ 5.10‘ ‘ 101,550 34,599

" The company has a profit transfer and/or controlling agreement.
2 Further shares in the company are held within the group; it is therefore reported as an affiliated company in accordance
with Section 271 (2) HGB.

%  Subsidiaries, but no control despite the majority of the capital and voting rights owing to a deviating regulation in the
statutes with regard to higher majority requirements

4 Data as at 30 September 2019 is available (different annual reporting date).
5 Data as at 31 December 2018 is available.

6 Data as at 30 September 2018 is available (different annual reporting date).
" Conversion as at 31 December 2018: EUR 1 = USD 1.145

8  Conversion as at 31 December 2019: EUR 1 = USD 1.1234

(6) Intangible assets and tangible assets

Intangible assets
The research and development costs amount to EUR 13.3 million in the financial year
(previous year: EUR 17.1 million), thereof EUR 11.7 million (previous year: EUR 15.6

million) relate to self-created intangible assets of the fixed assets.

Tangible assets

in EUR million 31/12/2019 31/12/2018

The following are included in this balance sheet item:

Properties and buildings used within the framework of the own activity 22 22

Office and furniture equipment 56 61
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Development of the intangible assets and tangible assets
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b)
Concessions
acquired
a) Internally against
generated payment,
industrial industrial c) Advance
property property rights | payments gib
rights and and similar made
similar rights rights and
and assets | assets as well
as licences to
such rights
in millions of EUR and assets
Book value as at 31/12/2018 19 17 0 36 84
Acquisition/manufacturing costs as at
31/12/2018 21 184 0 205 260
Additions 2019 11 10 0 21 7
thereof capitalised interest for external capital 0 0 0 0 0
Disposals 2019 0 11 0 11 23
Re-bookings 2019 0 0 0 0 0
Effects from changes in exchange rates 0 0 0 0
Acquisition/manufacturing costs as at
31/12/2019 32 183 0 215 244
Cumulative depreciation as at 31/12/2018 2 167 0 169 176
Depreciation in 2019 2 5 0 7 11
Reversals of impairment losses 2019 0 0 0 0 0
Change in total depreciation in conjunction with 0 0 0 0 0
accruals
Qhange in total depreciation in conjunction with 0 1 0 1 22
disposals
Change. in total depreciation in conjunction with 0 0 0 0 0
re-bookings
Cumulative depreciation as at 31/12/2019 4 161 0 165 165
Book value as at 31/12/2019 28 22 0 50 79

) Write-downs in accordance with Section 253 (3) Sentence 5 HGB in the sum of EUR 0.0 million were made in the current year

(previous year: EUR 0.5 million).

Other assets

(7)

in EUR million 31/12/2018
Loans and advances from collateral 605 690
Loans and advances from option transactions, futures and swaps 269 307
Trade receivables 8 8
Other 29 30
Total 911 1,035

(8)

Prepaid expenses

in EUR million

31/12/2019 31/12/2018

The following are included in this balance sheet item:
Difference between nominal and disbursement amount of receivables 6 9
Difference between nominal and disbursement amount of securities
Difference between issue and repayment amount of liabilities 5
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Details relating to several asset items

(9) Development of the financial assets

Shares and other
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) 9 Shares in
non-fixed-interest affiliated
companies
in EUR million
Book value as at 31/12/2018 " 2,017 225 149 320
Acquisition/manufacturing costs as at
31/12/2018 1 2,029 260 212 349
Additions 2019 737 0 7 57
Disposals 2019 706 0 0 0
Re-bookings 2019 0 0 0 0
Effects from changes in exchange rates 1 0 0 0
Acquisition/manufacturing costs as at
31/12/2019 1 2,061 260 219 406
Cumulative depreciation as at 31/12/2018 12 35 63 29
Depreciation in 2019 0 0 0 0
Reversals of impairment losses 2019 0 8 0 14
Change in total depreciation in conjunction
. 0 0 0 0
with accruals
Change in total depreciation in conjunction 12 0 0 0
with disposals
Change in total depreciation in conjunction
. . 0 0 0 9
with re-bookings
Cumulative depreciation as at 31/12/2019 0 27 63 24
Book value as at 31/12/2019 " 2,061 233 156 382

" Pro rata interest is not included. This amounts to EUR 7.4 million in 2019 (previous year: EUR 0.8 million).
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Liabilities

(10) Liabilities to banks
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31/12/2019

in EUR million 31/12/2018
Maturity breakdown (residual term)
up to three months 1,413 2,767
more than three months up to one year 239 347
more than one year up to five years 430 549
more than five years 619 578
Total 2,701 4,241
The following are included in this balance sheet item:
Liabilities to affiliated companies 390 674
Liabilities to companies with which an investment relationship exists 11 11
(11) Liabilities to customers
in EUR million 31/12/2018
Maturity breakdown (residual term) Savings deposits with agreed period of
notice of more than 3 months
up to three months 2 2
more than three months up to one year 3 3
more than one year up to five years 5 6
more than five years 0 0
Total 10 11
Maturity breakdown (residual term) Liabilities to customers without savings
accounts
up to three months 23,377 23,019
more than three months up to one year 58 87
more than one year up to five years 20 66
more than five years 444 424
Total 23,899 23,596
The following are included in this balance sheet item:
Liabilities to affiliated companies 114 137
Liabilities to companies with which an investment relationship exists 8 10
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(12) Securitised debt

31/12/2019
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in EUR million 31/12/2018
The following are included in this balance sheet item:
Liabilities to affiliated companies 67 63
issued debentures due in the following year 728 546
(13) Other liabilities
in EUR million 31/12/2019 31/12/2018
Liabilities from collateral 548 656
Liabilities from option transactions, futures and swaps 251 292
Liabilities from deliveries and other services 21 34
Liabilities due to tax authorities 2 1
Other 199 99
Total 1,021 1,082
(14) Deferred income
in EUR million 31/12/2019 31/12/2018
The following are included in this balance sheet item:
difference between nominal and disbursement amount of receivables 3 2

(15) Provisions

Development of the pension provisions:

Consumption | Reversal Rebo:kmg Transfer Compounding
in EUR million 31/12/2018 31/12/2019
Provisions for pensions
and similar obligations 1,131 39 -1 118 36 1,245
Total 1,131 39 -1 118 36 1,245

) The “Rebooking” column contains changes in provisions with no effect on income.

Discounting the provisions for pensions using the average market interest rate of the past

ten financial years, when compared to discounting using the average market interest rate

of the past seven financial years, results in a difference in the sum of EUR 176.6 million

(previous year:EUR 190.1 million).
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Development of tax provisions and other provisions:

Consumption Reversal Rebc:t))klng Transfer Compounding

in EUR million 31/12/2018 31/12/2019
Tax provisions 8 5 2 0 2 0 3
Restructuring 162 19 21 -2 1 3 124
Personnel division 116 34 0 -22 26 1 87
Deliveries and services 44 29 11 -4 38 0 38
Purchase obligations from 30 13 1 0 0 1 7
real estate funds

Loan business 10 0 2 0 1 0 9
Other 97 9 26 3 33 0 98
Total other provisions 459 104 7 -25 99 5 363

" The “Rebooking” column contains changes in provisions with no effect on income.

The restructuring provisions include provisions for rented properties that are no longer used
for internal purposes, consisting of rent differences in the event of subletting and vacancies
in the amount of EUR 96.2 million (previous year:EUR 128.2 million) and
renovation/restoration obligations at the end of the tenancy agreement/sublease in the
amount of EUR 19.1 million (previous year:EUR 20.6 million), for the reduction in staff in
the amount of EUR 0.7 million (previous year:EUR 3.8 million) and the restoration of IT in

the amount of EUR 7.8 million (previous year: EUR 9.5 million).

The other personnel provisions include provisions for payment arrears from semi-retirement
agreements. For protection in accordance with Section 8a (1) Sentence 1 of the Semi-
Retirement Act (Altersteilzeitgesetz, ATG), the bank acquires shares in investment funds
(acquisition costs as at 31/12/2019: EUR 24.0 million). The assets are used solely to fulfil
obligations from semi-retirement agreements and are protected against access by other
creditors up to an amount equal to the credit balance requiring protection. In accordance
with Section 246 (2) Sentence 2 HGB, they were used to settle the underlying obligations

for the first time in this financial year, as follows:

in EUR million 31/12/2019

Reserves, not balanced: Settlement amount from semi-retirement agreements (including
employer’s social security contributions, future salary increases and salary claims beyond 6

weeks of illness) 29
less fair value of investment fund shares (plan assets) 24
Reserves, balanced 5

The other provisions include additional provisions related to the loan business in the amount
of EUR 49.1 million (previous year:EUR 52.0 million). They include other reserves for

vacancies in the sum of EUR 5.2 million (previous year:EUR 0.0 million) and
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renovation/restoration obligations in the sum of EUR 8.4 million (previous year:EUR 1.4

million) related to relocations.

(16) Subordinate liabilities

There is no obligation to repay the subordinate liabilities early at the request of the creditors.
In the event of liquidation, they may only be repaid after all preferential creditors’ claims

have been satisfied.

The subordinate liabilities are due to repaid at the end of 2039 (of which EUR 10.2 million

due in 2020). The original terms are between 10 and 30 years.

The subordinate liabilities include those due to affiliated companies in the amount of EUR
124.0 million (previous year: EUR 197.9 million). As in the previous year, there were no

subordinate liabilities owed to associated companies.

The interest expenditure for subordinate liabilities amounts to EUR 12.2 million (previous
year:EUR 15.5 million) by taking income from swap transactions into consideration in the

amount of EUR 23.5 million (previous year: EUR 28.4 million).

The pre-requisites for the attribution to the equity under supervisory law have been fulfilled

for a portfolio in the amount of EUR 350.3 million (previous year: EUR 195.2 million).

The following subordinate liabilities exceed 10 % of the total amount:

31/12/2019 Nominal values in . . - s o .
Serial no. millions of currency Nominal values in EUR million Interest rate in % Maturity
(1) EUR 200 200 1.7500 01/10/2029
(2) JPY 15,000 123 5.1500 30/04/2027
(17) Equity

According to Section 3 of the statutes of LBB the share capital amounted to EUR 1,200.0
million as at 31 December 2019 and is divided into 1,200,000,000 no par value bearer
shares. In addition there is a capital reserve in the amount of EUR 920.0 million (previous
year: EUR 920.0 million) and retained earnings in the amount of EUR 41.2 million (previous
year: EUR 41.2 million).

The retained earnings are blocked from distribution in the amount of the residual book value
of the capitalised, self-created intangible assets of EUR 28.4 million (previous year: EUR
18.6 million).

The Return-on-Equity is 9.9 % (previous year: 4.5 %).
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The fiduciary transactions reported concern debentures and other fixed-interest securities

in the sum of EUR 16.9 million (previous year:EUR 24.9 million) and receivables from

customers in the sum of EUR 9.1 million (previous year:EUR 0.0 million) as well as liabilities

due to customers in the sum of EUR 26.0 million (previous year:EUR 24.9 million).

(19) Assets assigned as collateral

Nominal value

31/12/2019

in EUR million 31/12/2018
pledged at the ESCB

Bonds and debentures 3,985 3,011

Loan receivables 1,320 1,576

Account balances 17 11
deposited at Eurex

Bonds and debentures 332 455
Provision of collateral for domestic banks as a rule of repos and
lending transactions

Bonds and debentures 18 18
Insolvency protection for partial retirement credits

Shares and other non-fixed interest securities 0 17
Total 5,672 5,088

" Market value, netted for the first time in 2019 (Section 246 (2) HGB)

Out of the total amount of EUR 5,671.9 million (previous year:EUR 5,088.5 million), an

amount of EUR 583.2 million (previous year: EUR 1,237.1 million) was used to protect

liabilities to banks.
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(20) Interest surplus
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in EUR million 2018
Interest income 765 813
from lending and money market business 771 797
from fixed-interest securities and debt register claims -6 16
Regular income 49 32
from shares and other non-fixed-interest securities 2 2
from participating interests 8 11
from affiliated companies 39 19
Shares in affiliated companies 0 0
Interest expenses 39 45
for deposits 1 -2
for securitised debts 26 31
for subordinate liabilities 12 16
Total 775 800

The interest surplus includes aperiodic interest expenses in the amount of EUR 0.3 million

(previous year: EUR 0.1 million) and non-periodic interest income in the amount of EUR

3.6 million (previous year: EUR 1.1 million).

(21) Commission surplus

in EUR million 2018
Securities and issue transactions 42 39
Payment transactions/account management 133 134
Loan business 27 30

Loan business 18 21

Guarantee commission

International transactions 4 4
Card transactions 31 53
Other service business 19 15
Total 252 271

The essential services provided to third parties for management and brokerage relate to the

brokerage of products to alliance partners (loans, insurances, asset management and

building savings contracts).

The commission surplus includes aperiodic fee and commission income in the amount of

EUR 0.0 million (previous year: EUR 3.4 million).




(22) Other administrative expenses

Notes

Page 91 of 136

in EUR million m 2018
Third-party services " 228 232
Business premises 98 94
IT expenditure 93 95
Advertising costs 28 25
Other material costs 27 24
Expenses from bank levy 12 11
Office equipment 7 7
Total 493 488

" contains EUR 100.2 million (previous year: EUR 106.5 million) of group cost allocations

The total fee calculated by the auditor can be found in the line “Third-party services” and is

divided up as follows:

in thousands of EUR m 2018
Auditor’s fee
for audit services 1,326 1,248
for other assurance services 334 445
for tax consultancy services 0 5
for other services 37 11
Total 1,697 1,709

The other assurance services predominantly relate to statutory audits (including audits in
accordance with Section 89 of the Securities Trading Act (WpHG) or the separate non-
financial report in accordance with Section 289b and ¢ HGB (Limited Assurance)) or audits
required in accordance with the statutes or regulations, as well as audits that LBB/BSK is
contractually obligated to carry out within the framework of the co-branding credit card

business, and training sessions and an evaluation service provided as other services.

As was the case the previous year, no reversals were performed during the reporting year

arising from the accruals and deferrals for the financial statements as at 31 December 2018.

(23) Other operating income
Different effects had an impact on the balance of other operating expenses and income.

Expenses resulted primarily from the compounding of non-bank-specific provisions of EUR
40.8 million (previous year: EUR 45.8 million) and non-periodic interest income in the
amount of EUR 9.9 million (previous year: EUR 14.5 million). This was offset, among

others, by income from reversals of provisions totalling EUR 57.3 million (previous
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year: EUR 30.7 million) and income from the group cost allocation of EUR 16.8 million

(previous year:EUR 17.1 million).

A balanced result arose from currency conversion (previous year:expenditure of EUR 0.4

million).

(24) Risk provisions

in EUR million 2019 2018

Risk provision in the loan business -37 82
Result from securities of the liquidity reserve -9 21
Total -46 103

The assessment of the risk provisions in the loan business is in particular determined by
expectations with regard to future loan defaults, the structure and quality of the loan
portfolios as well as macroeconomic factors of influence. Individual value adjustments and
provisions were formed in the amount of the expected defaults for all recognisable risks in
the domestic and foreign loan business. Individual value adjustments are reversed as soon
as the value of the receivable is increased accordingly, because either the measurement of
the collateral valuation and/or the creditworthiness of the borrower have improved

fundamentally and in the long-term.

Commitments, for which no individual value adjustment is necessary, are generally value
adjusted. The general value adjustment is determined based on a portfolio approach by
including the parameters of default probability, collateral items as well as revenue and

contribution ratios.

The risk provisions for the loan business developed as follows:

; Total
: : Individual » Country risk
Direct write- - Geqeral value PI'.OVISIO.nS crgdlt Portfolio Profit and loss
downs adjustment adjustment | credit business business

in EUR million  [ETEE] 2018 [BIEE] 2018 EZEE] 2018 [ETEE) 2018 ETEE] 2018 EIEE] 2018 [ENEE] 2018
Status 01/01 507 506 67 67 10 12 5 7 589 592
Transfers 0 0 24 120 0 0 1 1 2 1 27 122 27 122
Drawdowns 0 0 77 81 0 0 0 0 0 0 77 81 0 0
Reversals 0 0 84 38 1 0 2 3 2 3 89 44 89 44
Direct write-
downs 28 11 0 0 0 0 0 0 0 0 0 0 28 11
Incoming
payments on
depreciated
receivables 3 7 0 0 0 0 0 0 0 0 0 0 3 7
Re-bookings 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Changes in
exchange rates 0 0 0 0 0 0 0 0 0 0 0 0 0 0
As at 31
December " 25 4 370 507 66 67 9 10 5 5 450 589 -37 82

" Of which individual value adjustments on outstanding loans in the sum of EUR 1.0 million (previous year: EUR 1.2 million)
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The volume of risk provisions relates to:

in EUR million 31/12/2018
Receivables from banks 11 14
Receivables from customers " 430 565
Debentures and other fixed-interest securities 0 0
Provisions 9 10
Total 450 589

" Of which individual value adjustments on outstanding loans in the sum of EUR 1.0 million (previous year: EUR 1.2 million)

(25) Extraordinary expenses and income

Extraordinary expenses and income were not recorded in the closed financial year.

(26) Income tax expenses Income from deferred taxes

Owing to the fiscal entity with LBBH the domestic results are taxed at this company.
Deferred taxes, which relate to temporary differences of LBB/BSK, are also disclosed at the

controlling company LBBH.

(27) Breakdown of the sales revenues according to areas of activity

. q Commercial
cuZTc‘::lt:r 5 Dlgzl:\t,iB: : S guos?lc:;ztri real estate | Treasury Other Total
in EUR million financing
Interest surplus 149 159 121 138 145 63 775
Commission surplus 203 7 44 17 0 -19 252
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Other disclosures

(28) Off-balance sheet business/liability relationships and other financial
obligations

According to the detailed agreement with the state of Berlin the joint and several liability of
various companies has been stipulated in several cases for the obligations of the companies
of the former Bankgesellschaft Berlin AG group, which held shares herein (now Landesbank
Berlin Holding AG). The distribution of liability in the internal relationship was carried out by
the agreement of August 2002, supplemented in August 2004, and envisages a liability
equalisation according to the regulations determined in more detail therein. A fixed amount
of EUR 15.0 million per annum is to be paid by LBBH for the takeover of the risk protection.
According to the mentioned agreement relating to the internal compensation these costs
are shared between the beneficiaries according to the ratio of the volumes of the loans
protected by the credit guarantee. The share to be borne by LBB/BSK amounted to EUR
1.3 million in 2019 (previous year: EUR 5.6 million).

LBB/BSK is a member of the Deposit Reserve of the Landesbanken and Girozentralen and
therefore also in the protection scheme of the Sparkasse Financial Group that is recognised
as an institution protection scheme. The target volume of the financial funds that are to be
kept in reserve in the protection scheme that is to be calculated annually and is to be
generated by the member institutions by 3 July 2024 (fill-up phase). The annual contribution
which is necessary for this purpose will be determined by the German Savings Bank
Association (DSGV) as responsible body of the protection scheme. Part of the previous
contributions was made in the form of an irrevocable payment obligation within the meaning
of Section 285 No. 3a HGB. As at the balance sheet date, this amounted to EUR 17.0 million
(previous year:EUR 11.2 million). The claims from a cash account at the Deutsche
Bundesbank were pledged as collateral for this purpose. In addition, in the event of a
compensation or support case, immediate special or additional contributions can be

charged, the amount of which is not foreseeable from today’s perspective.

S-Kreditpartner GmbH has been linked to the Deposit Reserve of the Landesbanken and
Girozentralen since 1 January 2019. In accordance with the declaration dated 18 December
2018, LBB/BSK undertakes, with effect from the date of affiliation, to reimburse Deutscher
Sparkassen- und Giroverband e.V. (German Savings Bank Association) as the responsible
body for the Deposit Reserve of the Landesbanken and Girozentralen — and doing so in line
with its stake in S-Kreditpartner GmbH — for up to two-thirds of all expenses, including
interest and interest lost for supporting measures, which cannot be covered by the fund
established for S-Kreditpartner GmbH.
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Charges totalling EUR 413.3 million will arise in future from rental agreements with

individual terms up to and including 2029 (previous year:EUR 472.6 million).

LBB/BSK is the general tenant of the Alexanderhaus building. Within the framework of the
renovation measures that it commissioned, LBB/BSK exempted the fund as the lessor and
the fund subscribers from the fiscal and other financial losses and disadvantages in
conjunction with the renovation measures and the subletting. The exemptions issued to the
fund subscribers are limited in terms of value to 100 % of their compulsory contributions
(EUR 22.2 million; excluding shares held in the Bank’s own portfolio). The exemptions
issued to the fund are not subject to any contractual restriction. At present, there are no
recognisable or quantifiable financial risks arising from the exemptions. It is not expected at

the present time that LBB/BSK will make an assertion from these exemptions.

Payment obligations for the Bank's participating interests existed at the end of the year in

the amount of EUR 1.8 million (previous year: EUR 1.8 million).

Securities lending transactions are used as part of liquidity management measures.
Borrowing is undertaken with the aim of being able to continue using the borrowed securities
as collateral for pension transactions. Lending is undertaken in return for a fee. In doing so,
the borrowed securities are not reported in the balance sheet, but lent securities continue
to be reported in the balance sheet. The risks arising from these transactions exist in the
settlement risk. The latter can be defined as the difference between the market value of the
underlying security and the received and/or provided collateral. On the accounting date,
securities were borrowed to the value of EUR 16.5 million (previous year: EUR 73.6 million);

as in the previous year, no securities were lent.

There is an additional funding obligation for LBB/BSK for the clearing fund with Eurex
Clearing AG, Frankfurt am Main. Should this fund not be sufficient following an enforcement
event in case of the default of another clearing member, the unaffected clearing members
may be subject to the assertion of a claim up to a liability limit of twice the contribution
liability. The liability limit of LBB/BSK on the accounting date is EUR 30.0 million (previous
year: EUR 30.0 million).

(29) Contingent liabilities and irrevocable loan commitments

LBB/BSK has assumed, on behalf of DekaBank, the unconditional and irrevocable
guarantee for the fulfilment of all obligations of DekaBank arising from or in conjunction with
the issues, doing so in favour of the respective holders of partial debentures for the issues.
The contingent liability as at 31 December 2019 in the amount of EUR 107.3 million

(previous year: EUR 182.0 million) is reported in the balance sheet using the respective
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market value of the outstanding certificates under the item “Liabilities from guarantees and
from warranty contracts”. Due to the specific nature of the certificate business, a higher

guarantee amount may arise as a result of price increases.

LBB/BSK did not issue any letters of comfort during the reporting year. A letter of comfort
in favour of Berlin Hyp AG ended on 31 December 2014. This referred to all of the
company’s obligations. The letter of comfort continues to exist for any obligations of Berlin
Hyp AG entered into up until 31 December 2014. As at 31 December 2019, quantifiable
liabilities in the amount of EUR 5.6 billion (previous year: EUR 9.0 billion ) fall under the
liability of the letter of comfort. However, a precise quantification of the entire extent of this
liability, which also primarily relates to derivatives, guarantees and provisions not accounted
for, cannot be provided with a sufficient level of security. LBB/BSK was exempted from any

third party claims by way of an undertaking from LBBH.

The risk of drawdown of the liabilities reported in the balance sheet from guarantees,
indemnity agreements and irrevocable loan commitments is estimated to be low as a result
of the current creditworthiness and existing payment history of the borrowers. There is no

obvious evidence that would make another assessment necessary.

(30) Pension transactions

Bonds and debentures were sold under repurchase agreements in the nominal value of
EUR 101.5 million (previous year: EUR 910.0 million). The internal holdings included in this
have a book value of EUR 101.3 million (previous year:EUR 909.6 million).

(31) Valuation units

Underlying transactions were included in the valuation units and hedged against the

following risks using the following amounts:
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Underlying

Underlying
transaction

transaction

Hedging transaction

Interest . .
change risk Share risk

31/12/2019

Credit risk
Nominal value

31/12/2018

in EUR million

Assets 6,472 X X 6,304
Debts 602 X X 1,433
Pending transactions 4,107 X X X 4,695

Nominal values of derivatives are included here as hedging transactions: EUR 10,646.0 million (previous year: EUR
11,714.6 million)

The hedged risks amounted to EUR 213.3 million for assets (previous year:EUR 215.3
million), EUR 32.1 million for debts (previous year:EUR 53.2 million) and EUR 103.7 million
for pending transactions (previous year:EUR 31.5 million). The hedged risk corresponds to
the changes in the value (change in Hedged Fair Value) of the underlying transactions that
are offset in the valuation unit by way of hedging instruments. The changes in debts resulted
from items falling due in 2019. No new transactions were performed here. The increase in
pending transactions is due to the continued decline in medium-term and long-term interest
rates. The hedging transactions offset the changes in full. No new transactions were

performed here either.

(32) Portfolios in foreign currency

in EUR million 31/12/2019 31/12/2018

Assets 126 404
Liabilities 799 1,184
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(33) Remuneration paid to the Management Board and the Supervisory Board
as well as loans granted to this group of persons

In its meeting held on 23 September 2019, the Supervisory Board of LBB/BSK appointed
Mr Michael Janichen to the Management Board. From 1 November 2019, he took on
responsibility for loans, risk supervision and legal affairs, risk controlling, valuation and
compliance. As of 31 October 2019, Mr Volker Alt stood down from the Management Board
to take up a role at another savings bank. A termination agreement with Mr Alt was

negotiated and concluded in 2019.

Beginning with the 2019 financial year, the payment of non-pensionable salary components
for all members of the Management Board was paid in standard monthly instalments. The
previous arrangement involving one retrospective payment made in one sum was changed
as part of the contract renewals concluded for Dr Johannes Evers and Mr Jirgen Kulartz
on 30 November 2018. A contract renewal was also concluded for Ms Tanja Mdller-Ziegler
on the same day. The non-pensionable salary components were amended in line with the
contractual provisions linked to the increase related to the collective agreement for Mr Alt

and Ms Muller-Ziegler in the 2019 financial year too.

In its meeting held on 28 March 2019, the Supervisory Board of LBB/BSK intensively
discussed the variable performance-related remuneration of the Management Board and
made a decision based on the applicable provisions for the respective years. For the 2018
financial year, the Supervisory Board set an on-target bonus in the amount of EUR 230.0
thousand based on a recommendation by the Human Resources and strategy committee.
The on-target bonus here for Mr Alt, Mr Kulartz and Ms Muller-Ziegler of EUR 50 thousand
eachis below the exemption limit for payments to be deferred (over EUR 50
thousand),meaning that this was paid out in full in the 2019 financial year. For Dr Evers, the

payout was made in the amount of 50% of the immediate bonus.

For the 2016 and 2017 financial years, the Supervisory Board also conducted a review of
the retention bonus instalments for Dr Evers and Mr Kulartz, which are subject to a
sustainability review. Each half of the retention bonus instalments pending payment in the
total sum of EUR 26.3 thousand was granted and paid out in full. The Supervisory Board
also conclusively resolved to pay out the sustainable components of the 2016 retention
bonus and the 2017 immediate bonus in the total sum of EUR 48.1 thousand, which are

subject to a retention period, in full.

In terms of the preceding financial years, no target bonuses were defined and/or no

sustainability audits were performed.
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The composition of the Supervisory Board of LBB/BSK has changed as follows in

comparison to 31 December 2018:

e Ms Christina Sténner joined the Supervisory Board on 1 January 2019.

e In the course of the Supervisory Board elections, Ms Christina Forster, Mr Dennis
Gehrke, Mr Michael Janichen and Mr Karl-Heinz Link stood down from the Board as of
17 June 2019, while Mr Heiko Barten, Mr Richard Gottlob, Mr Daniel Kasteel and Mr
Manfred Wiesinger joined the Board.

The following remuneration was paid to the members of the Management Board and

Supervisory Board of LBB/BSK during the reporting period:

)

in thousands of EUR 2018
Total remuneration of the Management Board 3,100 2,945
(of which performance-related variable remuneration) (240) (183)
Total remuneration of the Supervisory Board " 314 303
Transfer to pension obligations with respect to active Management Board 2,622 1,801
members

paid to former Management Board members or their survivors 2 8,240 8,146
in thousands of EUR 31/12/2019 31/12/2018
deferred for pension obligations with respect to active Management Board

members 15,680 13,583
deferred for pension obligations to former Management Board members or

their survivors 111,029 108,282

" excluding VAT
2 included therein for previous years EUR 0 thousand (previous year: EUR 0 thousand )

Third party benefits were not promised to individual Management Board members with
regard to their activity or granted in the financial year.
There are no remuneration components with a long-term incentivising effect (subscription

rights, other share-based remuneration elements) for the Management Board members.

The total amount, on the accounting date, of the granted advance payments and loans as

well as the contingent liabilities is illustrated as follows:

in thousands of EUR 31/12/2019 31/12/2018

to members of the Management Board 23 4

to members of the Supervisory Board 80 68
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The balances include annuity loans that were granted subject to standard customer market
conditions, as well as utilised overdraft facilities subject to staff terms and conditions and
accounting balances on credit card accounts. The increase in relation to members of the
Management Board is due to higher credit card balances as of the effective date. In relation

to members of the Supervisory Board, the increase results in particular from the staffing

changes in this committee.

Remuneration paid to members of the Management Board in the 2019 financial year:

. Other
in thousands of EUR Annual remuneration remuneration " Total
Performance- Performance-
Performance- related related_
. remuneration
related remuneration for the 2016
Members of the Management remuneration ﬂr]:(;:\tc'?ael 22;? 2) and 2017
Board y financial years
Dr Johannes Evers 883 16 42 32 973
thereof non-pensionable (353)
Volker AltY 517 50 0 26 593
thereof non-pensionable (201)
Michael Janichen 99 0 0 5 104
thereof non-pensionable (69)
Hans Jirgen Kulartz 691 50 32 28 801
thereof non-pensionable (278)
Tanja Miller-Ziegler 566 50 0 13 629
thereof non-pensionable (186)
Total remuneration for 2019 2,756 166 74 104 3,100

" Other remuneration includes benefits in kind (use of company car) totalling EUR 93 thousand as well as the so-called
employer’s net remuneration contribution (employer's assumption of tax payments on the benefit in kind) in the amount
of EUR 3 thousand; in addition to this, drivers are also employed subject to standard collective wage agreements.

2 The payout to Mr Alt, Mr Kulartz and Ms Miiller-Ziegler was made in the amount of the defined target value (EUR 50.0
thousand), as this was below the exemption limit for deferred payments.

3 Paid as part of the monthly remuneration
4 up to 31 October 2019
9 from 1 November 2019
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Remuneration paid to members of the Management Board for the 2018 financial year:

. Other
in thousands of EUR Annual remuneration remuneration ! Total
Performance- Bl ELTLE
Performance- related related

related remuneration remuneration
Members of the Management BCIGULEIELT)] for the 2017 for the 2016
Board financial year 2 BRilLENSEIREE
Dr Johannes Evers 860 20 27 37 944
thereof non-pensionable (330)
Volker Alt 576 50 0 21 647
thereof non-pensionable (196)
Hans Jirgen Kulartz 659 15 21 32 727
thereof non-pensionable (246)
Tanja Miller-Ziegler 547 50 0 30 627
thereof non-pensionable (167)
Total remuneration for 2018 2,642 135 43 120 2,945

1)

Other remuneration includes benefits in kind (use of company car) totalling EUR 106 thousand as well as the so-called

employer’s net remuneration contribution (employer's assumption of tax payments on the benefit in kind) in the amount
of EUR 6 thousand; in addition to this, drivers are also employed subject to standard collective wage agreements.

2)

as this was below the exemption limit for deferred payments.

3)

Paid as part of the monthly remuneration

The payout to Ms Mdller-Ziegler and Mr Alt was made in the amount of the defined target value (EUR 49.9 thousand),

The following benefits for active Management Board members were paid out or put aside:

in thousands of EUR

Pension provision
recognised in the

Expensel/transfer to

provisions in 2019

Members of the

Expense/transfer to
provisions in 2018

balance

sheet/present value
of the pension claim

Pension provision
recognised in the
balance
sheet/present value
of the pension claim

Management Board as at 31/12/2019 as at 31/12/2018
Dr Johannes Evers 1,206 753 7,522 6,316
Volker Alt " 157 525
Michael Janichen 2 77 77

Hans Jirgen Kulartz 1,112 719 7,300 6,188
Tanja Miller-Ziegler 227 172 781 554
Total 2,622 1,801 15,680 13,583

1)

2)

stood down from the Management Board as of 31 October 2019

joined the Management Board as of 1 November 2019
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2018
Full time employed 2,507 2,540
Part time employed 1,024 995
Total 3,531 3,535
(35) Derivative financial instruments not measured at fair value

amount o nt costs

in EUR million <=1 year uy;:;c:: > 5 years Total positive negative
Interest derivatives 10,730 22,550 24,088 57,368 3,389 2,900
Interest rate swaps 10,425 22,468 24,087 56,980 3,389 2,900
Swaptions 0 20 0 20 0 0
Caps, Floors 305 62 1 368 0 0
Currency derivatives 833 0 840 0 7
Currency futures 833 0 0 833 0 7
Cross-Currency-Swaps 0 7 0 7 0 0
Equity derivatives and other 0 0 0 0 0 0
Credit derivatives 15 197 0 212 5 0
Total 11,578 22,754 24,088 58,420 3,394 2,907

The derivatives are used predominantly to manage interest change risks in the banking
book. They are predominantly managed via interest rate swaps. From a methodical
perspective, this management is subject to the Capital-at-Risk procedure based on a

holding period of ten trading days and a confidence level of 99 %.

The specified market values (replacement costs) indicate the fair value which would be
achieved or would have to be paid as a result of the sale or closing out (market value

including accrued interest); transaction costs are not included.

In LBB/BSK, the derivatives stated in the banking book are primarily part of banking book
management and are therefore subject to a loss-free valuation in accordance with IDW RS

BFA 3 together with other financial instruments in the interest book.

Derivatives in the banking book that are not subject to banking book management are
subject to individual valuation in accordance with the recognition-of-loss principle. In the
case of negative market values, corresponding provisions must be formed for impending
losses arising from pending transactions within the meaning of Section 249 HGB. There
were provisions for impending losses within LBB/BSK as at 31 December 2019 in the

amount of EUR 0.1 million (previous year: EUR 0.1 million).

With upfront payments, any non-standard market terms and conditions, regarded from a

financial perspective as a discount or premium, are offset upon conclusion of a derivative.
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They are recorded in the balance sheet as deferred income and/or prepaid expenses. The
deferred income accounted for as at 31 December 2019 includes the fair value of existing
banking book derivatives reclassified as a result of the relinquishing of the trading book

status as at 1 January 2016, which are handled in the same way as upfront payments.

Interest payments from derivatives in the banking bank are treated on an accruals basis
and reported under “Receivables from banks/customers” and/or “Liabilities to

banks/customers”.
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transaction in EUR million 019 31/12/2018
Assets
Receivables from banks 342 379
Interest derivatives 341 377
Currency derivatives 1 2
Receivables from customers 9 0
Interest derivatives 0
Currency derivatives 0
Other assets 19 13
Interest derivatives 0 0
Currency derivatives 18 13
Credit derivatives 1 0
Prepaid expenses 468 661
Interest derivatives 465 657
Currency derivatives 0 0
Credit derivatives 3 4
Liabilities
Liabilities to banks 285 274
Interest derivatives 285 274
Currency derivatives 0 0
Liabilities to customers 10 0
Interest derivatives 10 0
Currency derivatives 0 0
Other liabilities 8 10
Interest derivatives 1 0
Currency derivatives 7 10
Credit derivatives 0 0
Deferred income 404 616
Interest derivatives 403 616
Currency derivatives 0 0
Credit derivatives 1 0
Provisions 0 0
Interest derivatives 0 0
Credit derivatives 0 0

Default risks based on creditworthiness are typically countered by the conclusion of
collateral agreements. The resulting collateral provisions must be recognised as “Other

assets” and/or “Other liabilities”.



Notes Page 105 of 136

Counterparty structure in the derivative business according to credit risk equivalents
(risk-weighted)

in EUR million 31/12/2018
Receivable class Institution 24 48
Receivable class Company 17 29
Receivable class Bulk business 0 0
Total 41 77

The stated credit risk equivalents were determined according to the market valuation
method, as stipulated for the report in accordance with COREP solvency reporting. They

are listed in a manner weighted according to counterparty risk, whereby counterparty netting
is taken into account.
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Details in accordance with Section 28 (1) No. 1 PfandBG:
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Nominal value

Mortgage register

31/12/2019 ‘ 31/12/2018

Public register

in thousands of EUR 31/12/2019 31/12/2018
Nominal value coverage assets 5,281,303 4,496,507 773,013 653,674
Nominal value Pfandbriefe outstanding 3,886,000 3,890,000 162,000 323,500
Nominal amount coverage 1,395,303 606,507 611,013 330,174
Present value coverage assets 5,825,095 4,817,824 840,082 707,897
Present value Pfandbriefe outstanding 4,062,094 3,977,209 164,697 329,548
Present value coverage 1,763,001 840,615 675,385 378,349
Riskcadjusted present value coverage 5,467,660 4,545,115 805,135 689,307
Risk-adjusted present value circulation 3,846,867 3,747,825 163,465 325,953
Risk-adjusted present value coverage 1,620,793 797,290 641,670 363,354

Supplementary information

Mortgage register

31/12/2019 ‘ 31/12/2018

Public register

31/12/2019 31/12/2018
Receivables without preferential right in
insolvency (nominal in thousands of EUR ) 0 0 0 44,686
Share of fixed-interest coverage assets (in
%) 86.52 83.06 96.77 81.34
Share of fixed-interest circulation (in %) 94.98 94.99 35.19 64.14
Net present value of coverage assets in
foreign currencies (in thousands of ) 0 0 0 0
Net present value of circulation in foreign
currencies (in thousands of ) 0 0 0 0
Age of mortgage loans weighted by volume
(in years) 3.61 4.06 0.00 0.00
Mortgage lending value of mortgage loans
(in %) 54.62 54.44 0.00 0.00
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Maturity structure mortgage register
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Fixed-interest periods of loans C:::;:ge Share % C:::de Share %

in thousands of EUR 31/12/2018

Substitute cover 310,000 5.87 240,000 5.34
up to six months 787,934 14.92 907,193 20.18
> 6 months and up to 12 months 99,147 1.88 91,000 2.02
> 12 months and up to 18 months 55,551 1.05 43,741 0.97
> 18 months and up to 2 years 61,286 1.16 100,209 2.23
> 2 years and up to 3 years 156,462 2.96 175,964 3.91
> 3 years and up to 4 years 430,840 8.16 151,857 3.38
> 4 years and up to 5 years 287,797 5.45 231,791 5.15
> 5 years and up to 10 years 2,054,463 38.90 1,842,943 40.99
> 10 years 1,037,823 19.65 711,809 15.83
Total 5,281,303 100.00 4,496,507 100.00
Maturity structure of Pfandbriefe ::?:g?\ﬂ?:; Share % ::?:g?:;?:; Share %

in thousands of EUR 3111212018

up to six months 356,000 9.16 103,000 2.65
> 6 months and up to 12 months 55,000 1.42 161,000 4.14
> 12 months and up to 18 months 30,000 0.77 346,000 8.89
> 18 months and up to 2 years 397,000 10.22 55,000 1.41
> 2 years and up to 3 years 100,000 2.57 427,000 10.98
> 3 years and up to 4 years 664,000 17.09 100,000 2.57
> 4 years and up to 5 years 390,000 10.04 414,000 10.64
> 5 years and up to 10 years 1,435,000 36.93 1,775,000 45.63
> 10 years 459,000 11.81 509,000 13.08
Total 3,886,000 100.00 3,890,000 100.00
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Fixed-interest periods of loans C:\slzzsge Share % C:\slzg?ge Share %

in thousands of EUR 31/1212018

Substitute cover 0 0.00 0 0.00
up to six months 81,472 10.54 130,891 20.02
> 6 months and up to 12 months 32,644 4.22 69,792 10.68
> 12 months and up to 18 months 115,000 14.88 58,641 8.97
> 18 months and up to 2 years 25,000 3.23 34,058 5.21
> 2 years and up to 3 years 28,000 3.62 90,092 13.78
> 3 years and up to 4 years 67,162 8.69 38,640 5.91
> 4 years and up to 5 years 83,116 10.75 73,304 11.21
> 5 years and up to 10 years 240,620 31.13 158,256 24.21
> 10 years 100,000 12.94 0 0.00
Total 773,013 100.00 653,674 100.00
Maturity structure of Pfandbriefe :l:?:t(;?rﬂ?:e Share % ::?:glﬂf;; Share %

in thousands of EUR m 3112/2018

up to six months 82,000 50.62 141,500 43.74
> 6 months and up to 12 months 62,000 38.27 20,000 6.18
> 12 months and up to 18 months 8,000 4.94 82,000 25.35
> 18 months and up to 2 years 0 0.00 62,000 19.17
> 2 years and up to 3 years 0 0.00 8,000 2.47
> 3 years and up to 4 years 10,000 6.17 0 0.00
> 4 years and up to 5 years 0 0.00 10,000 3.09
> 5 years and up to 10 years 0 0.00 0 0.00
> 10 years 0 0.00 0 0.00
Total 162,000 100.00 323,500 100.00

Details in accordance with Section 28 (1) No. 3 PfandBG:

There are no derivatives that would constitute a share of the coverage assets in accordance
with Section 19 (1) No. 4 Sentence 3 PfandBG.
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Details in accordance with Section 28 (1) Nos 4/5/6 PfandBG:
Other coverage assets by state

Mortgage register

Debtors (direct or with guarantee)
in thousands of EUR 31/12/2019 31/12/2018

Belgium 15,000 15,000
Germany 295,000 225,000
Total 310,000 240,000

All other coverage assets are debentures according to Section 19 (1) No. 3 PfandBG.

Public register

Debtors (direct or with guarantee)
in thousands of EUR 31/12/2019 31/12/2018

Germany 0 0
Total 0 0

The public register does not contain any other coverage assets according to Section 20 (2)
PfandBG.
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Details in accordance with Section 4 (1a) PfandBG:

Liquidity coverage

in thousands of EUR 31/12/2019

Mortgage bond

Excess liquidity cover 180-Day-Min. 70,444

Liquidity coverage on 25/05/2020 291,509
Cumulative liquidity balance on 25/05/2020 -221,065
public Pfandbriefe

Excess liquidity cover 180-Day-Min. 233,369

Liquidity coverage on 07/05/2020 235,000
Cumulative liquidity balance on 07/05/2020 -1,631

Details in accordance with Section 28 (2) No. 1a PfandBG:

Mortgage register

Sizes
in thousands of EUR 31/12/2019 31/12/2018

up to EUR 300,000 441,196 419,101
more than EUR 300,000 up to EUR 1,000,000 282,549 271,613
more than EUR 1,000,000 up to EUR 10,000,000 1,132,157 1,035,420
more than EUR 10,000,000 3,115,401 2,530,372
Total 4,971,303 4,256,506




Notes Page 111 of 136
Details in accordance with Section 28 (2) No. 1b and ¢ PfandBG:
Object splitting (residential object types)
States Dwellings R Apartment blocks Total

in thousands of

<y IaPIPOKE] 31/12/2018

houses

<y IaPIPOKE) 31/12/2018

cyIaPIPRE) 31/12/2018

31/12/201 9‘ 3

EUR 1/12/2018

Germany 183,743 159,064 208,533 198,626| 2,914,029| 2,249,979 3,306,305/ 2,607,669

Total 183,743 159,064 208,533 198,626 2,914,029 2,249,979| 3,306,305 2,607,669
g . One and two-family

Regions Dwellings houses Apartment blocks Total

in thousands of

EUR W APIPIRE) 31/12/2018 i VaPArAgke] 31/12/2018 Beilab/Plkke]l 31/12/2018 ey VkvirAgk] 31/12/2018

Baden-

Wiirttemberg 0 0 81 105 0 0 81 105

Bavaria 529 63 148 152 2,116 0 2,793 215

Berlin 169,276 146,435 112,735 112,534| 2,645,598| 1,992,753| 2,927,609 2,251,722

Brandenburg 7,087 5,856 93,524 84,443 71,629 62,749 172,240 153,048

Bremen 0 0 0 0 0 0 0 0

Hamburg 209 320 0 0 9,434 9,585 9,642 9,905

Hesse 0 0 0 0 29,877 29,877 29,877 29,877

Mecklenburg-

Vorpommern 572 389 1449 775 1,360 2,658 3,381 3,821

Lower Saxony 0 0 386 275 25,168 25,834 25,554 26,109

North Rhine-

Westphalia 4,938 4,958 81 81 34,365 35,435 39,385 40,475

Saxony 318 238 0 0 71,749 69,126 72,066 69,364

Saxony-Anhalt 319 371 28 34 16,118 15,998 16,465 16,403

Schleswig-

Holstein 113 51 58 173 4,983 4,331 5,154 4,555

Thuringia 382 382 43 54 1,633 1,633 2,057 2,069

Total 183,743 159,064 208,533 198,626| 2,914,029 2,249,979| 3,306,305 2,607,669
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Object splitting (commercial object types)
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States Office buildings Trade buildings Industrial buildings o;l;?;r:::ﬁ:%su::s:e?r gc?r‘gmlll::ctli_:r?,sn%:?;: Building sites Total

profitable
in thousands of EUR 31/12/2019 31/12/2019 31/12/2019 31/12/2019 31/12/2019 31/12/2019 <AVAPIPLREY  31/12/2018
Germany 972,101 988,460 289,806 222,614 133,988 144,496 268,911 292,674 0 0 192 593| 1,664,998 1,648,838
Total 972,101 988,460 289,806 222,614 133,988 144,496 268,911 292,674 0 0 192 593| 1,664,998 1,648,838
Regi _— - . _— Other buildings used for e builc{ings ] _— .

egions Office buildings Trade buildings Industrial buildings commercial purposes constructl_on, not yet Building sites Total

profitable
in thousands of EUR 31/12/2019 31I12/2019 31/12/2019 31I12/2019 31I12/2019 31/12/201931/12/2019 31/12/2018
DE |Baden-Wrttemberg 3,994 0 0 0 0 0 0 0 0 0 0 3,994 0
DE |Bavaria 1,818 39,780 0 0 8,220 8,220 796 1,283 0 0 0 0 10,833 49,283
DE |Berlin 846,857 841,352 254,331 163,165 91,098 103,240 248,811 268,784 0 0 153 542| 1,441,249 1,377,083
DE |Brandenburg 35,465 31,809 29,485 38,618 25,447 24,729 5,833 7,828 0 0 39 51 96,270 103,035
DE |Bremen 3,531 3,531 0 0 0 0 0 0 0 0 0 0 3,531 3,531
DE |Hamburg 5,292 5,292 0 0 1,890 1,890 0 0 0 0 0 0 7,182 7,182
DE |Hesse 17,480 13,492 0 0 3,357 3,357 5,604 5,843 0 0 0 0 26,440 22,692
DE |Mecklenburg-Vorpommern 782 419 4,970 6,297 0 0 2,122 2,122 0 0 0 0 7,874 8,838
DE |Lower Saxony 800 800 0 431 0 0 0 0 0 0 0 0 800 1,231
DE |North Rhine-Westphalia 15,460 10,260 1,020 1,847 3,935 3,014 130 1,177 0 0 0 0 20,545 16,298
DE |Rhineland-Palatinate 0 0 6,295 0 0 0 0 0 0 0 0 0 6,295
DE |Saxony 36,549 37,588 0 0 41 47 0 0 0 0 0 0 36,590 37,635
DE |Saxony-Anhalt 1,577 1,636 0 0 0 0 5,616 5,637 0 0 0 0 7,193 7,273
DE |Schleswig-Holstein 184 190 0 5,961 0 0 0 0 0 0 0 0 184 6,151
DE |Thuringia 2,312 2,312 0 0 0 0 0 0 0 0 0 2,312 2,312
Total 972,101 988,460 289,806 222,614 133,988 144,496 268,911 292,674 0 0 192 593, 1,664,998 1,648,838
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Details in accordance with Section 28 (2) No. 2 PfandBG:

Mortgage register
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Location of lien on property

Payments in arrears (at least 90

Outstanding amount, if

days payments in arrears >=5 %
in thousands of EUR 31/12/2019 31/12/2018 31/12/2019 31/12/2018
Germany 16.5 16.1 0.0 35.8
Total 16.5 16.1 0.0 35.8
Berlin 16.5 9.7 0.0 0.0
Brandenburg 0.0 6.4 0.0 35.8
Total 16.5 16.1 0.0 35.8
Details in accordance with Section 28 (2) No. 4a/b/c PfandBG:
Commercial Residential construction

Number 31/12/2019 31/12/2018 31/12/2019 31/12/2018
Forced sale and receivership proceedings

pending as at the reporting date 0 0 0 0
Forced sale proceedings undertaken in

the financial year 0 0 0 0
Properties acquired to prevent losses

within the financial year 0 0 0 0
Details in accordance with Section 28 (3) No. 1 PfandBG:
Public register

Sizes

in thousands of EUR 31/12/2019 31/12/2018
up to EUR 10,000,000 15,342 16,052
more than EUR 10,000,000 up to EUR 100,000,000 376,422 412,036
more than EUR 100,000,000 381,250 225,586
Total 773,013 653,674
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Public borrowers by type and state

Notes
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owed/guaranteed State governments Regional authorities Local authorities Other public debtors Total

in thousands of EUR 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018
Germany (owed by) 0 0 225,000 212,799 0 0 518,988 320,360 743,988 533,160
Germany (ensured by) 0 44,686 0 0 0 0 29,026 40,829 29,026 85,514
Canada (owed by) 0 0 0 0 0 0 0 35,000 0 35,000
Total 0 44,686 225,000 212,799 0 0 548,013 396,189 773,013 653,674
of which for reasons of export s Reaional authoriti Local authoriti Oth blic deb Total

financing tate governments egional authorities ocal authorities ther public debtors ota

in thousands of EUR 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018
Germany (Export) 0 44,686 0 0 0 0 0 0 0 44,686
Total 0 44,686 0 0 0 0 0 0 0 44,686
Details in accordance with Section 28 (3) No. 3 PfandBG:

Customer groups with payments at least 90 days in arrears

Debtors State governments Regional authorities Local authorities Other public debtors Total

in thousands of EUR 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018
Germany 0 0 0 417 0 0 0 0 0 417
Outstanding amount, if payments in arrears >=5 %

Debtors State governments Regional authorities Local authorities Other public debtors Total

in thousands of EUR 31/12/2019‘ 31/12/2018 31/12/2019‘ 31/12/2018 31/12/2019 31/12/2018
Germany 0 0 0 7,278 0 0 0 0 0 7,278
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Bodies of Landesbank Berlin AG

Management Board

Dr Johannes Evers

Chairman

Volker Alt
until 31/10/2019

Michael Janichen
from 01/11/2019

Hans Jiirgen Kulartz

Tanja Miller-Ziegler

Supervisory Board

Helmut Schleweis President of Deutscher Sparkassen- und Giroverband e.V.
Chairman (German Savings Bank Association)
Frank Wolf *) Berlin-Brandenburg District Manager, ver.di

Deputy Chairman

Heiko Barten *) Senior Adviser for Organisation and Productivity Management,
from 17/06/2019 Landesbank Berlin AG
Michael Dutschke *) Chairman of the Works Council of Landesbank Berlin AG

Dr. Michael Ermrich Managing President of Ostdeutscher Sparkassenverband
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Christina Forster *) Secretary of Financial Services for Berlin-Brandenburg district,
until 17/06/2019 ver.di
Dennis Gehrke *) HR Adviser, Landesbank Berlin AG

until 17/06/2019

Lutz Goldbeck *) Member of the Works Council of Landesbank Berlin AG

Richard Gottlob *) Head of International Sales, Landesbank Berlin AG
from 17/06/2019

Gerhard Grandke Managing President of Hessen-Thiringen Savings Bank
Association

Artur Grzesiek Former Chairman of the Board of Sparkasse CologneBonn

Sven Herzog *) Member of the Works Council of Landesbank Berlin AG

Michael Janichen *) Manager of the Corporate Customers division, Landesbank Berlin

until 17/06/2019 AG

Daniel Kasteel *) HR Adviser, Landesbank Berlin AG

from 17/06/2019

Karl-Heinz Link *) Member of the Works Council of Landesbank Berlin AG
until 17/06/2019

Thomas Mang President of Sparkassenverband Niedersachsen (Lower Saxony)

Dr Ulrich Netzer President of Sparkassenverband Bayern (Bavaria)



Marcel Philipp

Stefanie Rabe *)

Peter Schneider

Christina Stonner *)
from 01/01/2019

Walter Strohmaier

Dr Harald Vogelsang

Manfred Wiesinger *)
from 17/06/2019

*) Employee representatives
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Mayor of the City of Aachen

National Manager of the specialist Savings Banks and Bundesbank

division, ver.di

President of Sparkassenverband Baden-Wirttemberg

Deputy Chairman of the Works Council of Landesbank Berlin AG

Chairman of the Management Board of Sparkasse Niederbayern-
Mitte (Lower/Central Bavaria) Federal Chairman of the German

savings banks

Spokesman for the Management Board of HASPA Finanzholding
and Hamburger Sparkasse AG

Manager of Media Sales division, Landesbank Berlin AG
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Mandates of members of the Management Board in supervisory
bodies of large stock corporations to be formed by law (Section
340a (4) No. 1 HGB)

Dr Johannes Evers
Chairman of the Management Board

Chairman of the Management Board of Landesbank Berlin Holding AG, Berlin

Chairman of the Supervisory Board of
- S-Kreditpartner GmbH, Berlin

Member of the Supervisory Board of
- Finanz Informatik GmbH & Co. KG, Frankfurt am Main (since 01/11/2019)
- Zoologischer Garten Berlin AG, Berlin

Member of the Management Board of
- DekaBank Deutsche Girozentrale, Frankfurt am Main (until 31/12/2019)

Volker Alt
Member of the Management Board (until 31/10/2019)

Member of the Management Board of Landesbank Berlin Holding AG, Berlin (until
31/10/2019)

Chairman of the Supervisory Board of
- S-Servicepartner Berlin GmbH, Berlin (until 31/10/2019)

Member of the Supervisory Board of
- Finanz Informatik GmbH & Co. KG, Frankfurt am Main (until 31/10/2019)
- S-Kreditpartner GmbH, Berlin (until 31/10/2019)

Michael Janichen
Member of the Management Board (since 01/11/2019)

Member of the Management Board of Landesbank Berlin Holding AG, Berlin (since
01/11/2019)

Chairman of the Supervisory Board of
- S-Servicepartner Berlin GmbH, Berlin (since 01/11/2019)

Member of the Supervisory Board of
- S-Kreditpartner GmbH, Berlin (since 01/11/2019)
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Hans Jiirgen Kulartz

Member of the Management Board

Member of the Supervisory Board of
- Deutsche Factoring Bank GmbH & Co. KG, Bremen
- Deutsche Sparkassen Leasing AG & Co. KG, Bad Homburg v.d. Héhe
- LBS Norddeutsche Landesbausparkasse Berlin-Hannover, Hanover

Tanja Miiller-Ziegler

Member of the Management Board

Member of the Supervisory Board of
- Deutscher Sparkassen Verlag GmbH, Stuttgart
- LBS Norddeutsche Landesbausparkasse Berlin-Hannover, Hanover
(until 31/10/2019)
- S-Kreditpartner GmbH, Berlin
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Mandates of employees in supervisory bodies of large stock
corporations to be formed by law (Section 340a (4) No. 1 HGB)

Beatrice du Hamel

Deputy member of the Supervisory Board of
- AKA Ausfuhrkreditgesellschaft mbH, Frankfurt am Main

Kai Uwe Peter

Member of the Supervisory Board of
- LBS Norddeutsche Landesbausparkasse Berlin-Hannover, Hanover

Knut Richter

Member of the Supervisory Board of
- AKA Ausfuhrkreditgesellschaft mbH, Frankfurt am Main

Agnes Maria Wildner

Member of the Supervisory Board of
- Berlinovo Immobilien Gesellschaft mbH, Berlin
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Responsibility statement of the legal representatives

To the best of our knowledge and in accordance with the applicable reporting principles, the
annual financial statements give a true and fair view of the net assets, financial position and
results of operations of the company and the management report gives a fair view of the
development of the business including the business results and the situation of the company
that corresponds with the actual circumstances and correctly shows the essential

opportunities and risks of the expected development of the company.

Berlin, 18 February 2020

The Management Board

Dr Evers Janichen

Kulartz Muller-Ziegler
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Independent auditor's certificate

For Landesbank Berlin Holding AG, Berlin

Certificate regarding the audit of the annual financial statements
and the management report

Audit opinion

We have audited the annual financial statements of Landesbank Berlin AG, Berlin,

consisting of the balance sheet as at 31 December 2019 and the income statement, the

cash flow statement and the statement of changes in equity for the financial year from 1

January to 31 December 2019, as well as the notes, including a summary of the accounting

and valuation methods. In addition, we have audited the management report of Landesbank

Berlin AG, Berlin, for the financial year from 1 January to 31 December 2019. In accordance

with German statutory provisions, we have not audited the content of the sections of the

management report stated in the “Other information” chapter of our auditor’s report.

In our opinion, on the basis of the knowledge obtained in the audit,

the enclosed annual financial statements comply, in all material respects, with the
requirements of German commercial provisions applicable to institutions and
RechKredV, and, in compliance with the German principles of proper accounting,
give a true and fair view of the assets and financial position of the company as at 31
December 2019, and of its results of operations for the financial year from 1 January
to 31 December 2019, and

the accompanying management report as a whole provides an appropriate view of
the company’s position. In all material respects, this management report is
consistent with the annual financial statements, complies with German statutory
provisions and appropriately presents the opportunities and risks of future
development. Our audit opinion regarding the management report does not extend
fo the content of the sections of the management report stated in the “Other

information” chapter.

In accordance with Section 322 (3) Sentence 1 HGB, we declare that our audit has not led

to any reservations relating to the legal compliance of the annual financial statements and

of the management report.
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Basis for the 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; referred
to subsequently as “EU Audit Regulation”) and in compliance with the German generally
accepted standards for financial statement audits promulgated by the Institute of Public
Auditors in Germany (Institut der Wirtschaftsprifer, IDW). Our responsibilities in accordance
with these requirements and principles are described further in the “Auditor’s responsibilities
for the audit of the annual financial statements and the management report” section of our
auditor’s certificate. We are independent of the company’s entities in accordance with the
requirements of European law and German commercial and professional law, and we have
fulfiled our other German professional responsibilities in accordance with these
requirements. In accordance with point f) of Article 10(2) of the EU Audit Regulation, we
also declare that we have not provided any prohibited non-audit services in accordance with
Article 5(1) of the EU Audit Regulation. We believe that the evidence we have obtained is
sufficient and appropriate to provide a basis for our 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 professional judgement, were of most
significance in our audit of the annual financial statements for the financial year from 01
January to 31 December 2019. These matters were addressed 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.

VALUATION OF PROVISIONS FOR PENDING LOSSES ARISING FROM RENT
DIFFERENCES IN THE EVENT OF SUBLETTING AND FROM VACANCIES IN
BUILDINGS AND/OR PARTS OF BUILDINGS

Statements regarding the valuation of provisions can be found in the notes in the section
entitled “Disclosures relating to accounting and measurement methods” and in the
subsection entitled “Provisions”. Further disclosures on provisions can be found in the notes

under Section 15, “Disclosures relating to the balance sheet and the income statement”.
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THE FINANCIAL STATEMENT RISK

As at 31 December 2019, the Bank had formed provisions for impending losses arising from
rent differences in the event of subletting and from vacancies in buildings and/or parts of
buildings that are no longer required in the amount of EUR 101.4 million (previous year:
EUR 128.2 million). Of this, EUR 96.2 million is reported as restructuring reserves and EUR
5.2 million as other reserves. The circumstances result in particular from our own reduced
space requirements and the real estate services business of the former Bankgesellschaft
Berlin AG, the legal predecessor of Landesbank Berlin AG, which is now no longer in

operation.

In the case of impending losses arising from rent differences in the event of subletting and
from vacancies in buildings and/or parts of buildings that are no longer required,
corresponding provisions must be formed in the event of the existence of the general as

well as specific criteria of the relevant HGB provisions.

The valuation of the provisions is therefore dependent to a large extent on the estimates
and assumptions of the Bank. With regard to vacancies, estimates and assumptions must
be made in particular with regard to potential reletting and the rents to be expected from
this.

There is the risk for the annual financial statements that the provisions are not valued

properly as they are based on incorrect assumptions and estimates.

OUR AUDIT APPROACH

Using the process knowledge obtained as the basis, we have assessed the establishment
and structure of the accounting-related internal control system with regard to the calculation
of reserves for impending losses arising from subletting and from vacancies in buildings
and/or parts of buildings that are no longer required. In order to do this, the adequacy of the
control system for updating the assumptions regarding the occupancy rate as well as
reviewing the assumptions regarding vacancies and/or potential reletting in particular were
assessed for the impending losses arising from rent differences in the event of subletting

and vacancies.

Finally, we requested an explanation of the estimates and assumptions regarding the
individual circumstances underlying the valuation of the provisions. We evaluated the
selection of appropriate measurement methods. With regard to vacancies, we assessed the

consistency of the assumptions regarding expected reletting and rental prices with the rent
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index and property documents. In addition, we critically reviewed the appropriateness of the
assumptions by way of a comparison with new rental agreements concluded in the recent

past.

OUR FINAL OBSERVATIONS

The underlying assumptions and estimates used in the valuation have been derived in an

appropriate manner and are consistent with the applicable accounting principles.

Other information

The Management Board is responsible for the other information. The other information

comprises:

¢ the declaration on company management in accordance with Section 289f (4) HGB
(information regarding the proportion of female employees), which is contained in

section B.7., “Equal participation of men and women in management positions”, and

e the separate non-financial report in accordance with Sections 289b and ¢ HGB,

which are referred to in Section A.5, “Controlling”, of the management report.

The other information also includes the other parts of the annual report.

The other information does not include the audited annual financial statements, the content

of the audited management report disclosures and our corresponding auditor’s certificate.

Our opinions on the annual financial statements and on the management report do not
cover the other information, and consequently we do not express an opinion on these or

give any other form of assurance for these.

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

doing, to consider whether the other information

e is materially inconsistent with the annual financial statements, with the management

report or our knowledge obtained in the audit, or

e otherwise appears to be materially misstated.
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Responsibilities of the Management Board and the Supervisory Board for the

annual financial statements and the management report

The Management Board is responsible for the preparation of the annual financial
statements that comply, in all material respects, with the requirements of German
commercial provisions applicable to institutions and RechKredV, and for whether the annual
financial statements, in compliance with the German principles of proper accounting, give
a true and fair view of the net assets, financial position and results of operations of the
company. In addition, the Management Board is responsible for the internal controls it has
deemed necessary in accordance with the German principles of proper accounting in order
to enable the preparation of annual financial statements that are free from material

misstatements, whether due to fraud or error.

When preparing the annual financial statements, the Management Board is responsible for
assessing the company’s ability to continue as a going concern. It also has responsibility
for disclosing, as applicable, matters related to the continuation of the company’s
operations. In addition, it is responsible for financial reporting based on the accounting
principle of continuation of the company’s operations, unless there are actual or legal

circumstances to the contrary.

Furthermore, the Management Board is responsible for the preparation of the management
report that, as a whole, provides an appropriate view of the company’s position and is, in all
material respects, consistent with the annual financial statements, complies with German
legal requirements and appropriately presents the opportunities and risks of future
development. In addition, the Management Board is responsible for the arrangements and
measures (systems) it has considered necessary in order to enable the preparation of a
management report that is in accordance with the applicable German legal requirements,
as well as to be able to provide sufficient appropriate evidence for the assertions in the

management report.

The Supervisory Board is responsible for overseeing the company’s financial reporting

process for the preparation of the annual financial statements and the management report.
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Auditor’s responsibilities for the audit of the annual financial statements and of the

management report

Our objectives are to obtain reasonable assurance about whether the annual financial
statements as a whole are free from material misstatement, whether due to fraud or error,
and whether the management report as a whole provides an appropriate view of the
company’s position and, in all material respects, is consistent with the annual financial
statements and the knowledge obtained in the audit, complies with the German legal
requirements, and appropriately presents the opportunities and risks of future development,
as well as to issue an auditor’s certificate that includes our opinions on the annual financial

statements and on the management report.

Reasonable assurance is a high level of assurance, but it is not a guarantee that an audit
conducted in accordance with Section 317 HGB and the EU Audit Regulation and in
compliance with the German generally accepted standards for financial statement audits
promulgated by the IDW will always detect a material misstatement. Misstatements can
arise from fraud or error and are considered material if, individually or collectively, they could
reasonably be expected to influence the economic decisions of users made on the basis of

these annual financial statements and this management report.

We exercise professional judgement and maintain professional scepticism throughout the

audit. We also

e identify and assess the risks of material misstatement of the annual financial
statements and of the management report, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinions. The risk of not
detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,

misrepresentations, or the override of internal control.

e obtain an understanding of internal control relevant to the audit of the annual
financial statements and of arrangements and measures (systems) relevant to the
audit of the management report in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion

on the effectiveness of these systems.

e evaluate the appropriateness of accounting policies used by the Management Board
and the reasonableness of estimates made by the Management Board and related

disclosures.
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e draw conclusions on the appropriateness of the Management Board’s use of the
going concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the company’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in the
auditor’s certificate to the related disclosures in the annual financial statements and
in the management report or, if such disclosures are inadequate, to modify our
respective opinions. Our conclusions are based on the audit evidence obtained up
to the date of our auditor’s certificate. However, future events or conditions may

cause the company to cease to be able to continue as a going concern.

e evaluate the overall presentation, structure and content of the annual financial
statements, including the disclosures, and whether the annual financial statements
present the underlying transactions and events in a manner that the annual financial
statements give a true and fair view of the net assets, financial position and results
of operations of the company in compliance with the German principles of proper

accounting.

e evaluate the consistency of the management report with the annual financial
statements, its conformity with German law and the view of the company’s position

it provides.

e perform audit procedures on the prospective information presented by the
Management Board in the management report. On the basis of sufficient appropriate
audit evidence, we evaluate, in particular, the significant assumptions used by the
Management Board as a basis for the prospective information and evaluate the
proper derivation of the prospective information from these assumptions. We do not
express a separate opinion on the prospective information and on the assumptions
used as a basis. 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 independence requirements and communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence and where

applicable, the related safeguards.



Independent auditor's certificate Page 129 of 136

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 statements of the
current period and are therefore the key audit matters. We describe these matters in our

auditor’s certificate unless law or regulation precludes public disclosure about the 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 Shareholders’ Meeting on 17 June 2019. We
were commissioned by the Supervisory Board on 5 July 2019. We have been the auditors

of Landesbank Berlin AG without interruption since the 2016 financial year.

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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Responsible auditor

The auditor responsible for the audit is Rainer Thiede.

Berlin, 25 February 2020
KPMG AG
Wirtschaftsprifungsgesellschaft

Thiede Protze
Auditor Auditor
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2019 Report of the Supervisory Board of Landesbank Berlin AG

The Supervisory Board and its committees dealt promptly, regularly and comprehensively,
both in writing as well as orally, with the situation and the business development of
Landesbank Berlin AG (LBB) and its subsidiaries and regularly monitored the conduct of

the Management Board.

The Supervisory Board was informed by the Management Board about the intended
business policies and other principle questions of the corporate planning, in particular
concerning the financial, investment and personnel planning, about the risk situation and
the Compliance, deliberated on all aspects which arose in this context and, if applicable,
expressed recommendations. Current individual topics were also discussed between the
CEO and the Chairman of the Supervisory Board. The Chairman of the Supervisory Board
also had direct discussions with the managers of the Internal Auditing and Compliance

departments.

Furthermore, the Supervisory Board and its committees passed resolutions regarding the
underlying transactions presented to it and other matters requiring a decision by these

bodies according to the rules of procedure and any additionally established regulations.

Recurring subjects of the meetings included information from the Management Board
regarding current business development and the divisions’ results, the current situation and
governance. There was also an intensive discussion with the Management Board on a
regular basis regarding the liquidity and risk situation as well as developments in sales. The
continued low interest phase and increasing level of digitalisation and regulation were also

key topics.

On 17 June 2019, the Supervisory Board resolved to relieve the human resources and
strategy committee of the duties of the remuneration control board and to rename it the
presidential and nomination committee. Up until this point, the human resources and
strategy committee had carried out the role of a nomination board (Section 25d (11) KWG)

and a remuneration control board (Section 25d (12) KWG).
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LBB’s annual financial statements and management report for the 2019 financial year were
audited by KPMG AG Wirtschaftsprifungsgesellschaft, Berlin, which was appointed as
auditor of the financial statements by the General Meeting in compliance with the focus of
the audit as stipulated by the Supervisory Board (verification of implementation of the ECB

reporting architecture), and issued with an unqualified auditor’s report.

With regard to the separate non-financial report, the auditor performed a limited assurance

audit and did not come across any reason for objections to be raised.

The representatives of the auditor of the financial statements took part both in the balance
sheet meetings of the audit committee and the credit committee as well as in the balance
sheet plenary meeting. The auditor of the financial statements reported on the fundamental
results of his audit, that the company has proper commercial organisation in place and that
the risk management system in place at the bank in accordance with Section 25a (1)
Sentence 3 KWG and Section 91 (2) AktG is fundamentally sufficient. Based on our findings,

the measures taken appear to be generally effective.

The audit committee and the Supervisory Board have acknowledged the reports issued by
the auditor of the financial statements concerning the audits. They also audited the annual
financial statements and the management report, as well as the non-financial report. There
were no objections to the audit results of the auditor of the financial statements. Therefore,
the Supervisory Board adopted the annual financial statements of LBB as at 31 December
2019 prepared by the Management Board in its meeting on 26 March 2020; the annual

financial statements are thus deemed as adopted according to Section 172 AktG.

Personnel details for the Management Board

On 23 September 2019, the Supervisory Board appointed Mr Michael Janichen as an
ordinary member of the Management Board as of 1 November 2019. Michael Janichen
therefore followed on from Mr Volker Alt, who stood down from the Management Board of
LBB AG as of 31 October 2019.

The Chairman of the Management Board, Dr Johannes Evers, and the Management Board
members Mr Hans Jirgen Kulartz and Ms Tanja Miller-Ziegler were also reappointed by
the Supervisory Board on 30 November 2018. Dr Johannes Evers was reappointed for a
term of five years, up to 30 June 2024, as of 1 July 2019. Mr Hans Jurgen Kulartz was also

reappointed for a term of five years, up to 30 June 2024, as of 1 July 2019. Ms Tanja Miiller-
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Ziegler was reappointed for a term of five years, up to 30 September 2024, as of 1 October
2019.

Personnel details for the Supervisory Board

The term of office of the shareholder and employee representatives on the Supervisory

Board ended with the close of the ordinary General Meeting on 17 June 2019.

The shareholder representatives on the Supervisory Board were elected by the 2019
ordinary General Meeting for the period of time up until the close of the General Meeting,
which makes a decision for the 2023 financial year. There were no changes with regard to

personnel.

The election of the representatives of the employees and unions onto the Supervisory Board
by the employees was held in May 2019. Mr Heiko Barten, Mr Richard Gottlob, Mr Daniel
Kasteel and Mr Manfred Wiesinger joined the LBB Supervisory Board. Ms Christina Forster,
Mr Karl-Heinz Link, Mr Dennis Gehrke and Mr Michael Janichen stood down from the
Supervisory Board. Besides Mr Frank Wolf, the following employee and union
representatives remained in office: Mr Michael Dutschke, Mr Lutz Goldbeck, Mr Sven

Herzog, Ms Stefanie Rabe and Ms Christina Sténner.

The reconstituted Supervisory Board once again appointed Mr Helmut Schleweis as
Chairman of the Supervisory Board. The members of the Supervisory Board again
appointed Mr Frank Wolf as Deputy Chairman. This was followed by the election of the
members of the presidential and nomination committee, the remuneration control
committee, the audit committee, the credit committee and the mediation committee. The
Supervisory Board thanks the members of the Management Board as well as all employees

for the work performed in the 2019 financial year.

Berlin, March 2020

The Supervisory Board

Helmut Schleweis
Chairman
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