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Foreword

The after-effects from more than two years of the COVID-19 pandemic, lingering
supply chain problems, and now the Russian invasion of Ukraine have all led to
massive geopolitical turmoil. German companies have not been spared from having

to confront the far-reaching consequences of these events.

But what impact has the current global situation had on the work and the deci-
sion-making of supervisory boards? Besides these developments, which are being
felt everywhere, what other subjects are defining the agendas of these corporate
bodies? What else is keeping them busy? And what role do a company'’s strategic
direction and the further professionalisation of the work performed by its supervi-
sory board now play after years of continuous crisis management? Together with
AdAR, the Arbeitskreis deutscher Aufsichtsrat e.V. (German Supervisory Board
Working Group), we explored these and many more questions in this year's su-

pervisory board survey.

We hope you find this reading enlightening and inspiring.

Daniela Favoccia

Partner at Hengeler Mueller

Daniel Illhardt

Partner at Hengeler Mueller

Stefan Siepelt

Partner at LLR and Managing Director of AdAR e.V.
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A. Subjects and resources

Digital transformation

War in Ukraine and ist effects

ESG/sustainability strategy

Supply chains

Geopolitical instability

COVID-19 pandemic and
dealing with ist impacts

Compliance

Succession planning

Diversity

Management board and super-
visory board remuneration

Co-determination

1. The supervisory board agenda in 2022

The war in Ukraine and its ripple effects are, understandably, also contributing to what does
and does not appear on supervisory boards' agendas. Eighty-one per cent of the supervisory
board members surveyed consider the impact of the Russian war of aggression and its conse-
quences either relevant or very relevant to the work they do. Given the numerous challenges
and upheaval the war and its effects have entailed, this is hardly astonishing. Among the
subjects that have arisen in connection with the war, there are the implications felt in the
sale of goods and services as well as in the supply of finished and semi-finished goods, the
question of what to do with company locations and employees in the two countries, and

energy market turbulence, to give just but a few examples.

What subjects have been on your agenda in particular in 2022?

Importance of the subjects (figures are in %) Sum of 'relevant' and 'very relevant'

38 48 9 83|
51 30 11 86|
37 43 10 I 80|
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11 34 27 n 50|
7 36 19 | 50|
S e
M veryrelevant Mrelevant M neutral M hardlyrelevant M notrelevant M listed unlisted

Please note: The values used in this study report are rounded figures. Furthermore, 'prefer not to say' responses
have been left out for better comprehensibility. Therefore, in individual cases, total sums might not come out to 100
(per cent). Moreover, not all respondents answered all of the questions, meaning that there may be different survey
sample sizes for individual questions.

Dealing with the impacts of the COVID-19 pandemic, however, has dropped in priority
somewhat, although it still continues to reverberate in supply chains. After clearly defining
supervisory board agendas last year (91 per cent of respondents agreeing), the pandemic
currently ranks just sixth in respondents' order of priority with just 75 per cent of respond-

ents agreeing.

What subjects have been on your agenda in particular in 2022 (versus in 2021)?

Sum of 'relevant' and 'very relevant' (in %)

77
Digital transformation 26

64

ESG 80

. 91
Pandemic -

Compliance 80

Succession planning ‘

Diversity

68

Management/supervisory
board remuneration 44

Co-determination

2021 W2022

The two major crises, the Ukraine war and COVID-19, have affected how relevant supply
chains are (79 per cent of respondents agreeing), and they have obviously brought home
to companies all the more (aspects of) the geopolitical instability that there has been since

even before these crises began (77 per cent of respondents agreeing).

While supervisory board members of both listed and unlisted companies deem the war
in Ukraine and the persistently heightened political uncertainty to be highly relevant to
their activities, managing the effects of the pandemic has kept listed companies somewhat
busier (86 per cent of respondents agreeing versus 69 per cent). The difference is even more
distinct when it comes to supply chains. The disruption of global trade has been dominating
the agenda of listed companies' supervisory boards to a far greater degree (91 per cent of
respondents agreeing) than it has for their counterparts at unlisted companies (73 per cent

of respondents agreeing).



However, supervisory board members are apparently still attaching the greatest relevance
to positioning their companies for the future, despite or perhaps precisely because of the
persisting crisis situations. Eighty-six per cent of respondents consider adapting their com-
panies for the digital age to be the central topic on their agenda. ESG topics and the trans-
formation of their companies towards becoming more sustainable are equally conspicuous

on the agenda, with 80 per cent of respondents attributing these subjects relevance.

These were followed by compliance (68 per cent), succession planning (49 per cent), diver-
sity (45 per cent), management board and supervisory board remuneration (43 per cent)
and co-determination (18 per cent), some of which trail the one before it by a considerable

margin.

In this regard as well, the order of the priorities is different at listed and unlisted compa-
nies. While nearly the same importance is attached to the sustainability transformation, the
digital transformation is given somewhat higher priority by supervisory board members of
unlisted companies (with 92 per cent of respondents agreeing) than by their counterparts

at publicly traded companies (83 per cent).

Compliance also has higher priority at unlisted companies (71 per cent of respondents
agreeing) than it does with the supervisory board members of listed companies (58 per cent).
The latter have possibly come to regard compliance as more a part of an institutionalised
routine in light of regulatory requirements, and because of that the subject appears with less

and less emphasis on supervisory board agendas.

The difference between listed and unlisted companies is even greater with regard to diversity.
With 50 per cent of respondents from listed companies agreeing, diversity is a far more
established topic there than on the supervisory boards of unlisted companies (35 per cent).
These figures clearly show the impact of the statutory requirements that are aimed at listed

companies to a far greater extent than at unlisted companies.

Clear differences between respondent groups are also apparent in opinions regarding suc-
cession planning, i.e. whether or not it is viewed as a key topic for the supervisory board.
Sixty-nine per cent of the surveyed officers of listed companies reported having this subject
on their agendas, whereas only 38 per cent of respondents from unlisted companies said the
same. The effects of the increasing requirements being placed on the office of supervisory

board member, primarily at listed companies, are also evident when it comes to succession

planning. In addition, recent examples have also shown that personnel decisions relating to
management boards are criticised (publicly) by institutional investors and other stakeholders

of listed companies.

A few respondents to the survey also identified energy and future financing as agenda items
— two areas that have recently gained considerable momentum. Assuming that the current

situation continues, these areas may resonate far greater in our next survey.

2. The resources allocated to supervisory boards

To handle both acute and strategic challenges, supervisory boards must of course also have
the appropriate tools, personnel and resources available. Just last year, survey respondents
described the adequacy of the resources allocated to the corporate body they serve on as
the biggest challenge they face. This appears — at least to an extent — to have changed for
the better.

How do you rate the resources allocated to your supervisory board?

Figures are in % Sum of 'good' and 'very good'
resources
Financial 81|

20 53 21
resources
Technical I
26

resources

M verygood M good M mediocre M poor M verypoor M listed M unlisted

When asked about how satisfied they are with their allocated resources, supervisory board
members gave personnel resources their greatest approval (75 per cent), followed by finances
(73 per cent) and the time available for board activities (66 per cent). Last year, only 59 per
cent of respondents agreed that they had ample time to fulfil their role as a supervisory board

member. This aspect has therefore improved somewhat.
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Time available in 2022 versus 2021

Figures are in %

in 2021
Time available
in 2022 26

M verygood M good M mediocre M poor M verypoor M listed M unlisted

Sum of 'good' and 'very good'

l

The surveyed supervisory board members see the greatest room for improvement in the
technical resources allocated to them. More than one in four supervisory board members
surveyed (26 per cent) rated these resources as mediocre. One in ten (10 per cent) even

considered them poor.

In taking a closer look at the two respondent groups, however, almost tangible differences
become apparent this year again as well. For example, the level of satisfaction among su-
pervisory board members at listed companies with regard to their financial resources and
personnel is significantly higher than at unlisted companies. These assets were rated as good
or very good by 81 per cent and 83 per cent of the respondents, respectively, at listed com-
panies. By contrast, only 65 per cent of supervisory board members at unlisted companies

said the same for both finances and personnel.

Moreover, only 53 per cent of supervisory board members at listed companies view their
technical resources as very good or good, while this figure is 63 per cent at unlisted com-
panies. The reason for this may also be the different requirements for listed and unlisted
companies. Significantly more supervisory board members of listed companies deem their

technical resources to be only mediocre or even poor (33 and 11 per cent, respectively).

B. The makeup of a supervisory board

When it comes to the composition of a supervisory board, a broad mix of experience and
professional expertise is gaining in importance. Driving this development, besides regula-
tion, are the imperatives of business — whether it be the digital transformation, the need for

financial expertise or the creation of greater sustainability.

1. Financial expertise on supervisory boards

For instance, under Germany's Act to Strengthen Financial Market Integrity (FISG), at least
two finance experts must be sitting on each supervisory board. One of them needs to have
expertise in accounting, and the other should be familiar with statutory audits. The German
Corporate Governance Code goes even further with its guidelines. When asked about the cri-
teria they apply for verifying a candidate's expertise, most of the supervisory board members
surveyed said they relied on the candidate's experience as a CFO (79 per cent either agreeing
or strongly agreeing). A lot of weight is also given to expertise acquired through continuing
professional development (66 per cent) and to obtaining the public auditor qualification or
working as one (66 per cent) or to membership on the audit committee of other companies
(61 per cent). Working as a tax consultant or any other long-term experience as an advisor

in the field of auditing was rated rather low as proof of expertise.

11



Professional experience
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Expertise through continuing
professional development

Work or qualification
as a public auditor

Membership on an audit
committee at another company

Long-term experience as an
advisor in the field of auditing

Work as a tax consultant
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Supervisory board members of listed companies attach significantly greater importance to
professional experience as a CFO when gauging proof of financial expertise (85 per cent)
than their peers at unlisted companies do (72 per cent). The same goes for a candidate's work
or qualification as a public auditor (78 versus 54 per cent). By contrast, acquiring expertise
through continued education is considered more relevant at unlisted companies with regard
to proof of financial expertise (69 per cent at unlisted companies versus 58 per cent at listed
companies), the same as with membership on an audit committee at another company (68

per cent at unlisted companies versus 53 per cent at listed companies).

From where do the relevant members on your supervisory board have

the necessary expertise on accounting and statutory audits?

Sum of 'slightly agree'
Figures are in %

NN O

and 'completely agree'

17 49 15

T I —
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EEEE - O

M completelyagree M slightlyagree M neutral M slightly disagree M disagree M listed unlisted

2. Sustainability expertise on supervisory boards

Particular expertise is also being increasingly demanded of supervisory boards when it
comes to sustainability. The German Corporate Governance Code, for instance, stipulates
that supervisory boards also need to have sustainability expertise. A narrow majority (51
per cent) of surveyed supervisory board members believe that their companies already meet

this criterion. At listed companies, this figure is even 62 per cent.

According to the guidelines of the German Corporate Governance Code, supervisory boards

should have expertise on sustainability. Does your company already meet this requirement?

13



Training and seminars

Supervisory board members with
professional background in this area

Involve consultants

Set up an ESG committee or appoint
someone responsible for ESG

Supervisory board members with
specific academic background
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3. Meeting the sustainability expertise requirements

There are entirely different ways in which supervisory boards can meet sustainability ex-
pertise requirements, as our study has also shown. Most supervisory board members sur-
veyed (76 per cent) currently view training and seminars as the means of choice to fulfil the
requirement for this particular ESG expertise. Seventy-two per cent look to board members
with a professional background in this area, while 63 per cent would involve consultants. An
academic background is given rather minor importance, however, when it comes to choosing
a supervisory board member with expertise on sustainability, the same as setting up an ESG

committee or appointing an individual to oversee ESG matters.

How does your supervisory board intend to address fulfilling the sustainability expertise re-

quirements in the future, or how does your supervisory board meet the requirements already?

Sum of 'slightly agree'

] inY%
Figures are in % and 'completely agree'

09 47 19 n

08 n 19 n
RO O —
M completelyagree M slightlyagree M neutral M slightly disagree M disagree M listed unlisted

4. The role of a committee dedicated solely to sustainability

The finding presented above is consistent with respondents' attitudes towards setting up a
committee dealing specifically with sustainability issues. According to our survey, a clear
majority of supervisory board members (58 per cent) are in favour of having the full su-
pervisory board address sustainability topics. Another 15 per cent of respondents stated
that such topics are dealt with in other supervisory board committees. Some supervisory
boards, for instance, have expanded the purview of their strategy or innovation committee
to include sustainability issues. In some cases, this has even entailed a considerable increase
in the number of members of that committee. Only 12 per cent of survey participants said
that there already was a sustainability committee at their respective companies; another 8

per cent said that establishing such a committee was being planned.

What is your supervisory board's stance on establishing a committee devoted

specifically to subjects of sustainability?

listed

20% 40% 60% 80%

unlisted

Addressing sustainability topics on the full board
Covering sustainability topics on other supervisory board committees

Supervisory board already has sustainability committee

Creation of a sustainability committee in planning
Other
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On this subject, the supervisory boards of listed companies are tending somewhat more
towards institutionalisation: one in five (22 per cent) from that respondent group stated that
their company already had a sustainability committee, and a further 3 per cent said they
were planning one. By comparison, only 2 per cent of supervisory board members from the
unlisted camp responded that they had a sustainability committee, but 12 per cent were
planning theirs. In addition, 22 per cent of supervisory board members at listed companies
stated that sustainability was covered on other committees of the supervisory board (com-
pared to 10 per cent at unlisted companies). At 46 per cent, the supervisory boards of listed
companies are going with the full board as the place to address sustainability far less than

the supervisory boards of unlisted companies (68 per cent).

There is certainly no panacea for having sustainability matters handled by the supervisory
board. The variety of possible approaches is as large as Germany's corporate landscape itself.
Sustainability should of course be internalised as a cross-cutting issue by all relevant players
within a company. However, someone has to accompany this institutionalisation process,
which is why putting a new — or one or more already existing — committee in charge of this
topic specifically might be sensible in a first step. To be sure, the effort required for this ap-
proach needs to correlate to the size of the supervisory board. It also bears considering that
listed companies must and also want to comply with the requirements of the capital market

and the expectations of their institutional investors much more than unlisted companies do.

This concept has also received a boost from recent developments at no less than the largest
listed companies in Germany. Within the DAX 40, there has been a considerable increase in
the number of committees dedicated solely to sustainability since 2021. This trend is likely

to continue over the next few months at listed companies at any rate.

5. Criteria when selecting new supervisory board members

In addition to the competence in finances and sustainability outlined above, further im-
portant criteria are taken into account when companies look for candidates to nominate to
their supervisory boards. An overwhelming majority of the supervisory board members we
surveyed are looking most of all for personality in the individuals who will serve with them
(92 per cent of respondents agreeing). An explanation for this might be found in the type of
subjects supervisory boards deal with: many of them are cross-cutting issues that require
leaders who others believe are capable of finding the right approach in times of crisis. But
other skills and factors are also sought after: teamwork skills (76 per cent) and intercultural
competence (67 per cent), as well as an international background (49 per cent) and gender
parity on the supervisory board (46 per cent). In a way, one might infer that the women's

quota works if it no longer plays a major role when positions on supervisory boards are filled.

What are the important criteria, in addition to competence, when selecting

the next supervisory board member?

Sum of 'important’

Importance of the subjects (figures are in %) and 'very important'
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M veryimportant M important M average WM lessimportant M unimportant M listed M unlisted

Personality

Ability to work in a team

Intercultural competence

International dimension

Gender

Age
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C. Succession planning
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1. The significance of management board succession
to the supervisory board

In light of rising investor expectations for more diversity, the subject of succession planning
has become noticeably more important for companies in the last few years. This trend is
also reflected in our survey: 74 per cent of surveyed supervisory board members consider
succession planning to be relevant or very relevant. At listed companies, this figure is even

slightly higher at 78 per cent.

Another explanation for this is likely also the increasingly critical response from investors
and other stakeholders to a number of prominent succession decisions. Especially in times
when companies are facing transformations and expanding global challenges, personnel
decisions relating to the management board are perceived as a fundamental cornerstone of
future development. To lay that foundation, these groups are demanding new perspectives
and ideas, in addition to previous experience, from managers more and more. Simple 'in-
house appointments' without considering any alternatives are therefore coming across as

far less acceptable.

How relevant is it to you that matters of succession relating to the management board be

handled by the supervisory board?

9% ‘

listed

20% 40% 60% 80%
unlisted
M veryrelevant M relevant M neutral hardly relevant M not relevant

2. Central players in management board succession

At most companies, it is primarily the supervisory board chair (61 per cent), the personnel
committee or a similar committee (55 per cent) or the entire supervisory board (51 per cent)
that are involved in planning the succession of management board members. But, in the
opinion of the supervisory board members surveyed, the management board chair (44 per

cent) and executive search firms (43 per cent) are also important.

Who is involved in planning the succession of management board members?

51%
56%

61%
67%

55%
61%

44%
61%

43%
42%

19%

14%

M total M listed unlisted

At listed companies, greater weight is given than at unlisted companies to the input of the
supervisory board chair (67 per cent versus 55 per cent), the personnel or similar committee
(61 per cent versus 51 per cent) and the management board chair (61 per cent versus 32 per

cent) on matters of succession planning,.

Entire
supervisory board

Supervisory
board chair

Personnel committee

Management
board chair

Headhunter/
executive search firm

Personnel department/
HR
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Our data reflects what is being practised. What is remarkable, however, is that personnel
departments are little involved in succession planning when it is ultimately the human re-
sources and talent development experts of a company that in many cases will have the argu-
ably best awareness of the potential that there is within their own organisation. Supervisory

boards should not overlook this know-how when developing young talent for the long term.

3. Challenges in planning the succession of management board members

The growing shortage of skilled workers in Germany has now reached the executive level
as well. Seven out of ten supervisory board members surveyed (69 per cent) find there to
be a lack of suitable candidates or describe the size of the successor pool (71 per cent) as
the central challenge to succession planning. It is therefore hardly surprising that executive
development is considered decisively important when planning who will replace members
on a management board, as 82 per cent of respondents attest. According to 86 per cent of
respondents from listed companies, this challenge is even slightly more significant there

than at unlisted companies (80 per cent).

What challenges do you see in the succession planning for management board members?
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The following aspects were identified as being less relevant: guaranteeing confi-
dentiality during the succession process (64 per cent), diversity (58 per cent), the
international profile of possible candidates (57 per cent), the timing of when to ap-

proach candidates (55 per cent) and legal or regulatory considerations (55 per cent).

4. The supervisory board's preparations for management board succession

Succession planning is a constant process for most companies. Thirty-seven per cent of
surveyed supervisory board members work continuously on evaluating potential successor
candidates to the management board; another third (31 per cent) begin such work in ad-
vance of scheduled transitions. Merely a quarter of respondents act according to situational

demands.

How much in advance is the succession of management board members evaluated

on the supervisory board?

‘ listed

20% 40% 60% 80%

31% unlisted

B Permanently/continually B Ad hoc/based on situation

Some years prior to scheduled transition B Other

As expected, the degree of institutionalised succession planning correlates to the size of the
company. The ongoing evaluation of management board successors on supervisory boards
is clearly more established at listed — and thus in many cases, larger — companies at 46 per

cent than it is at unlisted companies (32 per cent).
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D. Supervisory board efficiency
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Another factor contributing to furthering the professionalisation of the supervisory board

is the regular review of its operations and decision-making processes.

1. The added value of reviewing the efficiency of the supervisory board

Seventy-one per cent of supervisory board members surveyed attest to the (highest) impor-
tance of efficiency reviews. Supervisory board members conducting a self-evaluation, in many
cases with external support, constitutes a relatively simple and good way of gauging opinions

on the quality and the efficiency of the work performed by supervisory boards directly.

Each company answers the question differently, however, how to approach such assessments.

How do you rate the added value of reviewing the efficiency of the supervisory board?

1%

“l\

M veryimportant M important M neutral M lessimportant M unimportant M n/a

listed

20% 40% 60% 80%

unlisted

2. Frequency of reviewing supervisory board operations
and decision-making processes

Almost two-thirds (63 per cent) of all supervisory board members surveyed state that their

corporate body is reviewed regularly on an institutionalised basis. Twenty-one per cent of

supervisory board members replied that such a review occurred only irregularly or ad hoc.

No such evaluation of the board occurs with 13 per cent of respondents.

How regularly are your supervisory board's operations and

decision-making processes reviewed?

3%

‘ listed

20% 40% 60% 80%
unlisted
MW regularly/on an institutionalised basis B notatall
irregularly/ad hoc M n/a

Notable differences appear between listed and unlisted companies. For example, according
to the responses from the surveyed supervisory board members, assessing the work and
decision-making processes of supervisory boards is institutionalised at 81 per cent of listed
companies, while at unlisted companies it is only 48 per cent. Twenty-four per cent — almost
twice the average — of supervisory board members of unlisted companies stated that no pro-
cess evaluation took place at all on their boards. The number of irregular evaluations is also
somewhat higher at unlisted companies at 28 per cent than it is with the surveyed officers of

listed companies (14 per cent).

Because of their significance for the (future) development of the work supervisory boards
do, and as an immediate indicator for supervisory board members, the German Corporate
Governance Code stipulates regular efficiency reviews. The distinctly higher degree of insti-

tutionalisation at listed companies is therefore hardly surprising.
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E. Summary
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Our study shows that the work of supervisory boards is clearly orientated towards strategy.
The concurrence of permanent crisis management, establishing resilience and working on
the future of their companies will engross supervisory boards in the future as well. After
all, future crisis issues, such as adjusting to an increasingly recessionary economic environ-
ment and handling the supply shortages of conventional energy, have already made it into

supervisory boards' day-to-day business.

In that context, professionalising the work done by supervisory boards is also coming to
be regarded as more and more important. Besides the increasing statutory requirements, a
higher degree of institutionalised operations and technical expertise in particular is desired
to help supervisory boards contribute to an even more effective monitoring and counselling

of management in the company's interest.

In light of the challenging and — to a degree — disruptive times that companies are facing, the
supervisory board members surveyed believe that personality also plays an equally crucial
role on supervisory boards. Managers equipped with the right resources are apparently

trusted to find the right approach precisely in challenging environments.

F. Methodology

The survey was conducted from 17 May to 30 June 2022.

Over 500 supervisory board members were sent an email with the request to complete an

online questionnaire. Ninety-nine supervisory board members participated in the survey.

Is the company on whose supervisory board you serve listed?

M listed M unlisted

What is the turnover of the company on Is the company on whose supervisory board
whose supervisory board you serve? you serve a family-owned company or ma-

Jjority-owned by a major shareholder?

2%

\
w

L/

M under EUR50m W EUR 1bn - EUR 10bn W family-owned company
B EUR 50m - 500m B EUR 10bn - EUR 50bn . g‘;f”ty'm"’"ed by amajor shareholder
EUR 500m - EUR 1bn M over EUR 50bn M neither

25



G. About the authors

Daniela Favoccia is a partner at Hengeler Mueller in Frankfurt am Main. She
advises companies and their shareholders in all areas of corporate law and M&A
transactions. She is also a member of the German Corporate Governance Code
Commission (Regierungskommission Deutscher Corporate Governance Kodex)

as well as a member of the supervisory board of Sartorius AG.

daniela.favoccia@hengeler.com

Daniel Illhardt is a partner at Hengeler Mueller in Munich. Daniel advises cor-
porate clients and investors on corporate and capital markets matters, and he
provides assistance in companies' transformation processes. He is also a lecturer

in commercial, corporate and company law at Friedrich Schiller University in Jena.

daniel.illhardt@hengeler.com

Stefan Siepelt is the Managing Director of Arbeitskreis deutscher Aufsichtsrat eV.
(German Supervisory Board Working Group), a lawyer, an honorary professor of
business law, and a managing director of the Institute for Compliance and Corporate
Governance at the Rheinische Fachhochschule in Cologne. He advises companies

and their shareholders in all areas of corporate law.

stefan.siepelt@llr.de

Hengeler Mueller

Partnerschaft von Rechtsanwalten mbB

BERLIN

Behrenstrale 42
10117 Berlin
T +49 30 20374 0

DUSSELDORF

Benrather Strafe 18-20
40213 Dusseldorf
T +49 211 8304 0

FRANKFURT

Bockenheimer Landstraf3e 24
60323 Frankfurt am Main
T +49 69 17095 0

www.hengeler.com

MUNICH

LeopoldstraBe 8-10
80802 Miinchen
T +49 89 383388 0

BRUSSELS

Square de Meefis 40
1000 Briissel
T +32 2 7885 500

LONDON

30 Cannon Street
London EC4M 6XH
T +44 20 7429 0660

Arbeitskreis deutscher Aufsichtsrat e.V.

MevissenstrafBe 15
50668 Koln
T + 49 221 55 400180






