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KEY FIGURES

2018/2017
2018 2017 2016 Change in %
Incoming orders € million 3,930.9 3,803.0 3,701.7 3.4
Orders on hand (Dec. 31) € million 2,577.2 2,449 .4 2,568.4 5.2
Sales revenues € million 3,869.8 3,713.2 3,573.5 4.2
of which abroad % 84.3 86.9 84.8 -2.6pp
EBIT € million 233.5 287.0 271.4 -18.6
EBIT before extraordinary effects? € million 274.9 283.7 286.4 -3.1
EBT € million 219.7 267.3 258.1 -17.8
Net profit € million 163.5 199.6 187.8 -18.1
Cash flow from operating activities € million 162.3 119.8 227.4 35.5
Cash flow from investing activities € million -30.1 -17.2 -116.9
Cash flow from financing activities € million -134.0 -152.2 192.5
Free cash flow € million 78.4 14.3 129.9 448.4
Equity (with non-controlling interests) (Dec. 31) € million 992.2 900.5 831.0 10.2
Net financial status (Dec. 31) € million 32.3 176.3 176.5 -81.7
Net working capital (Dec. 31) € million 4414 373.7 194.4 18.1
Employees (Dec. 31) 16,312 14,974 15,235 8.9
of which abroad % 50.0 47.7 46.1 2.3pp
Gearing (Dec. 31) % -3.4 -24.3 -27.0 20.9 pp
Equity ratio (Dec. 31) % 27.4 25.6 24.8 1.8pp
EBIT margin % 6.0 7.7 7.6 -1.7pp
EBIT margin before extraordinary effects? % 7.1 7.6 8.0 -0.5pp
ROCE % 24.0 38.6 41.1 -14.6pp
EVA € million 76.0 142.7 142.5 -46.8
Diirr stock (ISIN: DE0005565204)
High 57.18 60.28 39.98
Low 27.30 37.00 24.76
Close 30.53 53.28 38.18
Number of shares 69,202,080 69,202,080 69,202,080
Earnings per share 2.27 2.78 2.63 -18.3
Dividend per share 1.008 1.10 1.05 -9.1

" Please note the information on page 55 concerning the figures and comparability with prior years.

2Extraordinary effects: € -41.4 million (2018), € +3.3 million (2017), € -15.0 million (2016); please see table 2.39.

3Dividend proposal for the annual general meeting

Minor variances may occur in the computation of sums and percentages in this report due to rounding.



THE DURR GROUP

The Durr Group is one of the world’s leading mechanical and plant

engineering firms. Business with automotive manufacturers and their

suppliers accounts for 56 % of our sales of € 3.87 billion. Other customer

segments include the woodworking industry and the mechanical engineering

Our five divisions

sector as well as the chemical and pharmaceutical industries.

PAINT AND
FINAL ASSEMBLY
SYSTEMS

= Paint shops
= Final assembly systems

APPLICATION
TECHNOLOGY

= Paint application technology
* Glueing technology
= Sealing technology

CLEAN
TECHNOLOGY
SYSTEMS

= Air pollution control
" Noise abatement systems
= Battery coating lines

MEASURING AND
PROCESS SYSTEMS

= Balancing technology
= Filling technology

= Assembly technology
= Testing technology

WOODWORKING
MACHINERY AND
SYSTEMS

= Machinery and equipment for

the woodworking industry

€ 1,235.7M € 652.6 M € 226.7M € 456.5 M € 1.298.3 M
SALES SALES SALES SALES SALES

€58.2 M € 68.2 M €5.1M €61.2 M €949 M
OPERATING EBIT OPERATING EBIT OPERATING EBIT OPERATING EBIT OPERATING EBIT
3,472 2,246 1,472 2,279 6,593
EMPLOYEES EMPLOYEES EMPLOYEES EMPLOYEES EMPLOYEES
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FUTURE TRENDS.

Our environment is undergoing a rapid transformation.
ELECTROMOBILITY and AUTONOMOUS DRIVING are changing
the automotive industry. When buying cars and furniture,

consumers are asking for increasingly BESPOKE PRODUCTS
and want them to be manufactured as SUSTAINABLY as
possible. And all the while, the DIGITIZATION of production
Is advancing ever more dynamically.




PIONEERING
SOLUTIONS.

These trends are posing new challenges for our customers -
which we are helping them to overcome. Whether machines,
systems or software: pioneering solutions from the Ddrr,
HOMAG and Schenck brands enable new products to be
manufactured in a way that is faster, smarter and more
customized in order to remain competitive.

The enclosed Eco Magazine will show you the solutions we
are developing for future trends in production. The financial
report contains all the figures and explanations you need for
a comprehensive assessment of our business.



TO OUR SHAREHOLDERS

Chairman’s letter

CHAIRMAN'S LETTER
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There are some years when looking at the figures is far from enough to give areal insight
into a company. 2018 was such a year. We achieved all-time highs in order intake and
sales — and we are, of course, delighted about this. But what is more important is that we
have shifted up another gear in digitization. We are all in agreement on the Board of
Management: digitization is a very important topic in the Group. To remain competitive
in the future, we must forge ahead with the digitization of products, services and
processes — with speed and careful use of resources as well as the courage to embrace
change.

If mechanical and plant engineering firms procrastinate on digital transformation, they
risk not being regarded as a relevant player by customers. We, on the other hand, are
making every effort to be among the winners of digitization. Our digital range already
puts us in the top league for mechanical and plant engineering. We are establishing

the ADAMOS I1oT platform together with partners. Our customers see us as a pioneer
for applications used in smart production processes.

Since early 2018 we have been pooling our expertise in agile Digital Factories. This is
streamlining development processes, while smart applications are being launched more
rapidly. The Digital Factories concept is successful — we only need to look at innovations
such as the EcoScreen Equipment Analytics smart application. Thanks to streaming
analytics technology, this application enables real-time analysis of data from the paint-
ing process for the first time. Any problems can thus be identified straight away — before
many cars are painted incorrectly. This is just one example of how we are making
factories smart and helping our customers enhance their efficiency and competitiveness.

Within our company, too, increasing efficiency and competitiveness takes priority.

This is why we initiated several optimization measures in 2018. FOCUS 2.0 was launched
by Paint and Final Assembly Systems to set the course for achieving its target EBIT
margin of 6 to 7 % for paint systems business again as early as 2020. The HOMAG Group
(Woodworking Machinery and Systems) is pulling out all the stops to introduce a

new, flexible production system. This will make them stronger in the growing systems
business in end-to-end furniture production lines. Incidentally, despite supplier

and production bottlenecks, the HOMAG Group achieved record EBIT of € 86.2 million
in 2018 (after purchase price allocation).

ANNUAL REPORT 2018
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Chairman’s letter

Ralf W. Dieter (57)

At Clean Technology Systems we have also laid the groundwork for profitable growth.

By discontinuing the loss-making micro gas turbine business, the division can focus on
the profitable environmental technology business. At the same time, the acquisition of
MEGTEC/Universal is turning us into the highest performing supplier in environmental
technology. The alliance between Diirr and MEGTEC/Universal makes for a compre-
hensive product range, a unique service presence as well as economies of scale and global
customer access. On this basis, Clean Technology Systems is set to achieve sales of as
much as € 500 million and an EBIT margin of 6 to 7 % in 2021.

In 2018 the optimization measures outlined above, in conjunction with purchase price
allocation effects, led to high extraordinary expenses of € 41.4 million. The result was a
temporary decline in earnings, which we were prepared to accept. We see the extra-
ordinary expenses relating to the optimization measures as an investment in the future,
which will lead to a sustained improvement in earnings from 2019 onward. We are
proposing a dividend of € 1.00 per share for 2018. This is 9 % lower than in the previous
year; that said, consolidated net profit decreased by 18 % due to the extraordinary

expenses.

Talks with investors often revolve around the question of whether the transformation in
the automotive industry - just think of e-mobility, autonomous driving and connecti-
vity — may lead to lower equipment spending and declining business for the Diirr Group.
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Our level of order intake shows the opposite: in the last two years, orders received from
the automotive industry have risen; in 2018 business involving painting and assembly
lines for cars grew by 14 %. There are several reasons to explain this positive develop-
ment in the automotive business.

The first one relates to the industry’s productivity requirements: our customers are
investing in the productivity of their plants to become even more efficient. This is how
they can generate the cash flows they need for the megatrends of e-mobility and auto-

nomous driving.

Secondly, we have a broad customer base. While some automakers are curbing their
spending, others are increasing their investment, for example to launch new models or to
expand their production in key markets. We benefited from this broad customer base in
2018, particularly in China. Even though light-vehicle production declined there by 4 %,
our consolidated order intake increased by 12 % in China, since we have business rela-
tions with many automakers, who are pursuing ambitious growth targets and - like us —

believe in the huge market potential.

The third factor of growth in the automotive business is e-mobility. This is an opportunity
for the Diirr Group, since building electric cars requires the purchase of new production
technology, for instance for balancing electric armatures, filling drive batteries or
connecting power train and car body. Many painting lines also have to be converted to
enable electric models to be painted. In addition, e-mobility further expands our cus-
tomer base. New car producers, who are entering the market in China in particular,
require production technology and value our expertise as a long-term partner.

All of our five divisions are world market leaders. This comes from their innovative
strength — both in the digital field and in terms of machine hardware. Take a look at the
enclosed Eco Magazine for an entertaining overview of current innovations - from
revolutionary application technology for two-tone painting and autonomous production
cells in woodworking, through to testing technology for driverless cars.

Our position as technology leader requires high innovation budgets and correspondingly
strong cash flows. We are therefore all the more pleased that we raised our cash flow from
operating activities by 36 % in 2018. The Group is in a good financial position: despite
anet outflow of € 136 million for the acquisition of MEGTEC/Universal and further
HOMAG shares, the net financial status was in positive territory at the end of 2018. Our
solid balance sheet and our ability to generate cash will enable us to continue on our

path of innovation. We have the funds to maintain our fast pace of development and meet
the innovation requirements of the digital age.

Financial strength alone is no guarantee for success. For this we need, above all, qualified
and committed employees who identify with their company and deliver top perfor-
mances. [ am proud that our teams all over the world are stepping up to the mark. The
fact that we are at the leading edge with the Diirr, HOMAG and Schenck brands is
primarily down to our Group workforce of over 16,000 people. For this I would like to
thank you all sincerely!
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Pekka Paasivaara (57) Dr. Jochen Weyrauch (52) Ralf W. Dieter (57) Carlo Crosetto (47)

ANNUAL REPORT 2018

We had a confident start to 2019, although the framework conditions have become more
difficult. We are targeting the € 4 billion mark for order intake and sales. Thanks to our
optimization measures, EBIT is set to increase more strongly than sales; we aim to raise

the EBIT margin to between 6.5 and 7.0 %. We also plan to further improve our cash flow.

Together with my colleagues on the Board of Management, I would like to thank our
customers, business partners and shareholders for your support in 2018. We are
delighted about your continued trustin us.

Best wishes

Ralf W. Dieter
CEO

Bietigheim-Bissingen, March 21, 2019
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Report of the Supervisory Board

REPORT OF THE
SUPERVISORY BOAR

Dear shareholders,

The Diirr Group closed 2018 with new records for incoming orders and sales. Extraor-
dinary expenses, which from 2019 onward will help to strengthen our profitability in the
long term, were the main reason for earnings falling below the previous year’s level.
Examples of measures launched to increase profitability are the FOCUS 2.0 optimization
program at Paint and Final Assembly Systems and the closure of the loss-making micro
gas turbine business, the latter of which will have a positive effect on earnings at Clean
Technology Systems. Furthermore, the acquisition of the US environmental technology
businesses MEGTEC and Universal as well as the associated strategic reorientation of
Clean Technology Systems are important foundations for profitable growth. The same
applies to the reorganization of the HOMAG Group’s production system, which
commenced in 2018. This is necessary to ensure, in particular, that high-volume orders
in systems business involving complete furniture production lines can be executed
more efficiently. The Supervisory Board supports all of these optimization measures
implemented by the Board of Management, and believes that they will lead to a value

enhancement in the interest of our shareholders.

In view of the electromobility and digitization megatrends, the Supervisory Board con-
siders the Group well positioned. The growing volume of business in e-mobility and
customers’ interest in our product innovations for building electric cars underline the fact
that our company is a capable partner in the shift toward electromobility. The Diirr Group
also has a clear strategy for the digital transformation. In 2018, a major part of the re-
search and development budget was spent on digital solutions for production. With its
digital range and its pioneering pilot projects, the Diirr Group is one of the pacesetters of
digitization in mechanical and plant engineering.

The Supervisory Board provided constructive support and comprehensive advice to the
Board of Management in 2018. The necessary information on business performance,
strategic measures, corporate planning, and activities requiring consent was provided by
the Board of Management in a prompt and comprehensive manner. All Supervisory
Board resolutions were adopted following thorough reviews and discussions based on
written decision-making materials.
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Report of the Supervisory Board

Karl-Heinz Streibich
Chairman of the Supervisory Board

The Supervisory Board carefully monitored the Board of Management’s conduct of the
company’s affairs and confirms that the Board of Management always acted lawfully,
diligently and economically. The Board of Management used the risk management
system effectively in operational, financial and legal matters; it was assisted by the
Compliance and Legal departments as well as Controlling and Internal Auditing.
The Supervisory Board received regular and comprehensive information on risks and
opportunities, and it provided effective support to the Board of Management in further
developing the risk control and monitoring system.

In 2018 the Supervisory Board held five regular meetings. In only one case, a member
was unable to attend a meeting. There was also just one absence from one of the com-
mittee meetings. In my capacity as Chairman of the Supervisory Board, I had regular
conversations with the Board of Management between the meetings. I informed the
other members of the Supervisory Board of the outcome of these discussions in a
timely manner.
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KEY TOPICS OF THE MEETINGS

All Supervisory Board meetings held in 2018 featured in-depth discussions about market
conditions, business performance, financial situation and outlook. Close attention was
also paid to the development of incoming orders, sales, EBIT and EBIT margin as well as
ROCE, cash flow and liquidity. In addition, the Supervisory Board received regular
information on the largest contracts and on the pipeline of orders due to be awarded by
customers, as well as on the progress of the digital @DURR strategy and the FOCUS 2.0
optimization program.

The first time the Supervisory Board convened in 2018 was at the meeting held on
March 21 to approve the financial statements. The agenda included the review and
approval of the annual and consolidated financial statements for 2017 and the discus-
sion of the annual general meeting agenda. On the recommendation of the Personnel
Committee, the Supervisory Board determined the rolling long-term-incentive tranche
for the Board of Management’s compensation from 2018 to 2020. The Supervisory
Board decided to increase the compensation for Dr. Jochen Weyrauch, again following
a proposal put forward by the Personnel Committee. This was to reflect that, on
January 1, 2018, Dr. Weyrauch had additionally assumed the Board of Management
responsibility for the Paint and Final Assembly Systems division and the FOCUS 2.0
optimization program. During the course of the meeting, the Board of Management
reported on its plans to acquire MEGTEC and Universal. Furthermore, Mr. Dieter pre-
sented the first personnel report of the year.

At the meeting held on May 9, 2018, prior to the annual general meeting, the Supervisory
Board was given detailed information on the planned acquisition of MEGTEC and
Universal as well as on the strategic reorientation of Clean Technology Systems. The
Supervisory Board adopted a corresponding resolution to determine the modalities and

the acquisition price range for this transaction.

At the meeting held on July 31, the Supervisory Board first examined the current risk
report and discussed compliance and internal auditing. Following a report on the status
of the acquisition of MEGTEC and Universal, Mr. Crosetto presented the ’One Finance’
project, which aims to increase efficiency in the area of finance. In the context of digiti-
zation, the Supervisory Board was shown a demo version of the ADAMOS platform for the
Industrial Internet of Things. The result of the previously conducted efficiency review of
the Supervisory Board was also discussed. The Supervisory Board members gave a posi-
tive assessment of the efficiency of the work performed by the full Supervisory Board and
the committees, and of the Board of Management’s meeting preparations. Minor improve-

ments were discussed and agreed on how meetings should be prepared and conducted.

At the meeting held on September 25, the Supervisory Board appointed
Mr. Pekka Paasivaara, CEO of HOMAG Group AG, to the Diirr AG Board of Management
and adapted the schedule of responsibilities accordingly. The appointment, which was
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based on arecommendation by the Personnel Committee, became effective on January 1,
2019. Another focus was the business performance and the strategy of the HOMAG Group.
In view of the reorientation of Clean Technology Systems, the Board of Management
explained the situation of the loss-making micro gas turbine business. The Supervisory
Board then acknowledged the 2017 EMIR audit on hedging currency risks, and discussed
the upcoming review of the non-financial consolidated declaration according to Section
315b (1) of the German Commercial Code. Diirr AG thus instructed Ernst & Young GmbH
Wirtschaftspriifungsgesellschaft to perform a limited assurance engagement on the
non-financial consolidated declaration for 2018.

On October 17, 2018, the Supervisory Board, by way of circulation, approved the closure
of the micro gas turbine business, as proposed by the Board of Management.

At the meeting held on December 12, the Supervisory Board first approved the reappoint-
ment of Mr. Dieter ahead of schedule. Other key topics included strategy and budget. The
Board of Management provided detailed information on the status on the Group’s *Diirr
2020’ strategy and the associated digital strategy, digital @ DURR. The Supervisory Board
then approved the budget for 2019 and acknowledged the planning for the period between
2020 and 2022. It also discussed the second risk report and the report on the internal
control system. Professor Dr.-Ing. Holger Hanselka, Chairman of the Diirr Technology
Council, reported on the work carried out by this external expert advisory board in 2018.
Information on the Diirr Technology Council can be found in the Research and Develop-
ment chapter in the management report. The Chairmen of the Board of Management and
of the Supervisory Board signed the new declaration of compliance with the German
Corporate Governance Code. Additional information on this can be found in the corporate

governance report.

CHANGES IN THE SUPERVISORY BOARD

On January 1, 2018, I took over from Mr. Klaus Eberhardt as Chairman of the Supervisory
Board. The relevant election by the members of the Supervisory Board took place on
October 4, 2017. Mr. Eberhardt had resigned as a member and as Chairman of the
Supervisory Board effective December 31, 2017. The Supervisory Board would like to
take this opportunity to thank him once again for his dedication to the Diirr Group.
Dr. Rolf Breidenbach was appointed by court as a new member of the Supervisory Board,
effective January 1, 2018. At the annual general meeting on May 9, 2018, Dr. Breidenbach
stood for election and was voted into office.

Mr. Eberhardt’s departure also required some changes in the committees. Mr. Richard
Bauer was elected as a member of the Personnel, Mediation and Nominating Committees,
effective January 1, 2018. I took over as Chairman of these three committees.
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WORK OF THE COMMITTEES

The Personnel Committee, which is also the Executive Committee, convened three times
during 2018. On March 21, it discussed the LTI tranche for the period between 2018 and
2020, and the increase in Dr. Weyrauch’s compensation. The meeting held on Septem-
ber 25 focused on Mr. Paasivaara’s appointment to the Board of Management. The agenda
for the session on December 12 included Mr. Dieter’s reappointment ahead of schedule,
and the LTI tranche for the period between 2019 and 2021.

The Audit Committee also held three meetings in 2018. It worked intensively on the
quarterly, annual and consolidated financial statements as well as on various accounting
matters such as the first-time consolidation of MEGTEC/Universal, the first-time applica-
tion of IFRS 16 (Leases), and the effects of the tax reform in the United States. Further-
more, it dealt with the processes and the reporting system in the area of Corporate Social
Responsibility, and with the preparation for the audit of the 2018 non-financial consoli-
dated declaration. In this context, it reccommended at the Supervisory Board’s plenary
meeting that the auditor perform a limited assurance engagement on the non-financial
consolidated declaration, as was the case in the previous year. The Audit Committee also
proposed the key points for the external audit and monitored compliance with capital
market regulations. It checked and confirmed the efficiency of the internal control system,
the risk management system and the internal auditing system, while taking into account
any new requirements. Furthermore, it reviewed the financial reporting process and the
compliance management system (CMS). In doing so, it also gained information on the
ongoing optimization of the CMS, which is based on an external evaluation of the system
in 2017. At the Supervisory Board meetings held on March 21, July 31 and December 12,
2018, the Chairman of the Audit Committee reported to the Supervisory Board on the

committee’s work.

The Nominating Committee did not convene in 2018, as no new Supervisory Board
appointments had to be prepared. Likewise, a meeting of the Mediation Committee was
not required, as in previous years.

AUDIT AND RATIFICATION OF THE ANNUAL FINANCIAL STATEMENTS

Ernst & Young GmbH Wirtschaftspriifungsgesellschaft examined Diirr AG’s annual
financial statements, Diirr’s consolidated financial statements and the combined manage-
ment report prepared by the Board of Management for the period ended December 31,
2018, and issued unqualified auditors’ certificates. The annual financial statements, the
consolidated financial statements and the combined management report were submitted
to the members of the Supervisory Board in good time. They were discussed in detail
with the Board of Management and reviewed at the Supervisory Board meeting held to
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approve the financial statements on March 21, 2019. The same applies to the auditors’
reports, which were also submitted in due time. The auditors signing the audit certificate
participated in that meeting and in the Audit Committee meeting on March 20, 2019.
They reported on their audit and were available for further explanations and discussions.
Auditor Marco Koch from Ernst & Young GmbH Wirtschaftspriifungsgesellschaft was
responsible for Diirr AG for the second time.

At the Supervisory Board meeting held to approve the financial statements, the Chairman
of the Audit Committee, Mr. Federer, gave his detailed opinion on the audit documents,
on the preliminary talks with the auditors, and on the key points of the audit. The latter
included the first-time consolidation and the presentation of the acquisition of MEGTEC/
Universal in the notes to the consolidated financial statements, as well as internal checks
and processes for dunning in the case of outstanding receivables.

On the basis of the documents presented to it and the reports of the Audit Committee
and the auditors, the Supervisory Board examined and accepted the annual financial
statements, the consolidated financial statements and the combined management
report, which contains the non-financial consolidated declaration. The Supervisory
Board’s own review found no cause for objection. The Supervisory Board approves the
results of the audits of both sets of financial statements, agrees with the Board of
Management in its assessment of the situation of the Group and Diirr AG, and approves
the annual financial statements and the consolidated financial statements prepared for
the period ended December 31, 2018. The annual financial statements are thereby ratified.
Inlight of the Audit Committee’s recommendation and its own review, the Supervisory
Board approves the Board of Management’s proposal on the use of net retained profit —
adividend of €1.00 per share is planned for 2018.

The Supervisory Board thanks the Board of Management as well as the division heads,
employee representatives and all employees for their dedication in 2018. The Supervisory
Board also thanks the shareholders for their trust.

M LA

Karl-Heinz Streibich
Chairman of the Supervisory Board

Bietigheim-Bissingen, March 21, 2019
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In touch with investors

1.1 — PERFORMANCE OF DURR SHARE IN XETRA TRADING, JANUARY - DECEMBER 2018

Compared to the DAX, MDAX and SDAX (indexed figures)
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The purpose of our investor relations activities is to provide com-
prehensive information and to contribute to a fair valuation of our
company’s share — also in a peer group comparison. We take time
for investors and analysts and engage in communications that are
based on clarity, transparency and a spirit of mutual trust.

In 2018, our communications with the capital market particularly
concentrated on the production shortfalls at HOMAG, the adverse
effects that this had on sales and earnings, and the corrective mea-
sures taken. Other key issues were the FOCUS 2.0 optimization pro-
gram for paint systems business, the impact of trade restrictions on
the Diirr Group and the structural changes facing automotive busi-
ness with the advent of electromobility. Our digitization strategy,
the background to the acquisition of MEGTEC/Universal in our

12

environmental technologybusiness, and the discontinuation of our
loss-making business in micro gas turbines also attracted a good
deal of discussion.

EQUITY ISSUE FROM OWN FUNDS
(BONUS SHARES)

On June 22, 2018, we issued bonus shares to render the Diirr share
more liquid and even more attractive for investors. Shareholders
received one additional share for every one already held. The issue
of the bonus shares caused the share price to notionally drop by
half. However, the relative proportion attributable to each share-
holder as well as the valuation metrics for the Diirr share were not
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influenced by this move. The new shares are dividend-entitled with
retroactive effect from January 1, 2018. The issue of the bonus
shares was tied to a two-fold increase in the company’s share capi-
tal from € 88.6 million to € 177.2 million by means of an equity
increase from the company’s own funds. To this end, the open
reserves were converted into share capital without any change to
total equity. We have retroactively adjusted the share trading vol-
umes reported in this chapter to reflect the two-fold increase in the

number of shares.

PRICE/EARNINGS RATIO IN LINE
WITH PEER GROUP AVERAGE

Our listed peer group includes mechanical engineering companies
and engineering service providers such as Andritz, Bertrandt,
Deutz, Edag, Gea, Heidelberger Druckmaschinen, Jungheinrich,
Kion, Krones and Rheinmetall. The price/earnings ratio, enter-
prise value to EBIT, EBITDA and sales as well as share price to book
value constitute the benchmarks for a peer group comparison of our
valuation. Our price/earnings ratio now matches that of our peer
group. Accordingly, we have been able to eliminate the discount of
up to 50 % recorded in earlier years. The consistently updated ana-
lyst consensus on sales, earnings and dividends can be found in the
Investors/Share section of our website.

GEOPOLITICAL RISKS EXERTING STRAIN
ON THE CAPITAL MARKET

After an upbeat start to the year, the DAX hit an all-time high of
13,597 points on January 23, 2018. As the year progressed, the cap-
ital markets primarily took their cues from geopolitical events. In
particular, concerns over protectionist tendencies in the United
States and their impact on exporting nations and the global econ-
omy unnerved investors. This was exacerbated by nationalistic
tendencies, public-sector budget problems in Italy and the Brexit-
related turmoil. The European Central Bank announced that it
would be keeping its base rates at 0 % at least until late summer
2019, but terminated its bond-buying program at the end 2018.

The Diirr share (ISIN: DE0005565204) tracked the market as a
whole up until the end of February, also reaching a high for the year
on January 23, 2018. Concerns over export restrictions and a
slower global economy, together with our cautious guidance for
2018, exerted a drag on the performance of our share. The
announcement in June of the acquisition of MEGTEC/Universal
temporarily boosted the share. In many cases, the nascent trade
conflicts triggered substantial discounts in the automotive engi-
neering and capital goods sectors of relevance for us. On Octo-
ber 17, we adjusted our full-year earnings forecast for 2018. The
production shortfalls at the HOMAG Group, together with the

1.2 — DURR PRICE/EARNINGS RATIO RELATIVE TO PEER GROUP, JANUARY 2013 TO DECEMBER 2018
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TO OUR SHAREHOLDERS

Capital market

adjustments that had to be made to the production processes after
the growth of previous years, were one reason for this. Moreover,
the discontinuation of the loss-making business in micro gas tur-
bines exerted pressure on earnings.

In the medium term, we see only a small likelihood of a further
large-scale acquisition. Accordingly, the strategic goals for 2020
were also adjusted for this reason. We now expect sales of up to
€ 4.2 billion, an EBIT margin of 7 to 8% and ROCE of 20 to 30 % for
2020. The share dropped to alow for the year of € 27.30 on October
25. A number of investors made use of the low price to accumulate
the shares; consequently, the share closed the trading year at
€ 30.53. This means that over the year as a whole the performance
of the share was down 40.6 % (including a dividend of € 1.10 per
share).

DIVIDEND OF € 1.00 PER SHARE PROPOSED -
PAYOUT RATIO AT 42 %

‘We will be proposing a dividend of € 1.00 per share for 2018, equiv-
alent to a reduction of 9.1% over the previous year (€ 1.10). This
translates into a total distribution of € 69.2 million and a payout
ratio of 42 % of consolidated net profit, i.e. above the customary
range of 30 to 40 %. The higher ratio reflects the fact that earnings
came under heavy pressure in 2018 as a result of extraordinary
effects. By the same token, it highlights our optimism with respect
to our business performance in 2019 despite external risks.

XETRA accounts for a good 95 % of exchange trading in Diirr shares.
However, the shares traded via XETRA and on the floor constitute
only a good 30 % of daily trading. Most of the trading in the shares
is on an over-the-counter basis. Average daily exchange trading vol-
umes of Diirr shares came to around 288,000 in 2018 (2017:
269,000). In value terms, daily trading volumes dropped to € 11.9
million from € 12.7 million in the previous year, due to the lower
share price. Full-year XETRA trading volumes of all German shares
increased by 19 % to € 1,415 billion in 2018.
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1.3 — DURR SHARE: BREAKDOWN OF TRADING VOLUMES

XETRA 32.4%

Over-the-
counter trading

66.6% platforms

Floor-based
trading 1.0%

Since September 24, 2018, the MDAX has comprised the 60 most
important listed companies in Germany below the DAX. This is an
increase of ten over its previous composition. Companies can now
also be included in the DAX, MDAX or SDAX at the same time as
beinglisted in the TecDAX. This change has resulted in the addition
of anumber of highly capitalized companies to the MDAX. In terms
of trading volumes, the Diirr share ranked 41st in the MDAX at the
end of 2018. After the decline in our share price in the second half
of the year, we had the 57th highest market capitalization.

GOOD IR RANKINGS

We are pleased that our investor relations activities regularly
achieve high rankings. Diirr AG’s IR team reached fourth place in the
capital goods category of the Europe-wide EXTEL survey of capital
market participants. In the broad-based “Investors’ Darling” com-
petition organized by business journal “Manager Magazin”, we
ranked eighth in the MDAX despite the muted performance of our
share. As Diirr AG has relatively lean investor relations structures,
we are motivated all the more by the good scores awarded by capital
market experts.
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Capital market

1.4 — KEY FIGURES FOR DURR STOCK

€ 2018 2017 2016
Earnings per share 2.27 2.782 2.63
Book value per share

(December 31) 14.12 12.802 11.70
Cash flow per share 2.34 1.73 3.29
Dividend per share 1.003 1.10 1.05
High 57.18 60.28 39.98
Low 27.30 37.00 24.76
Closing price 30.53 53.28 38.18

Average daily trading

volume (shares)* 288,000 269,000 348,000
Market capitalization in

€ million (December 31) 2,112.7 3,686.7 2,641.8
Number of shares 69,202,080 69,202,080 69,202,080

" The number of shares increased to 69,202,080 following the issue of bonus shares on a
one-for-one basis on June 22, 2018. The figures shown here have been duly modified.

2Value subsequently adjusted due to the first-time application of IFRS 15.

3 Dividend proposed to the annual general meeting

“XETRA

SLIGHT DECLINE IN COVERAGE

The MIFID Il rules governing research activities have left some ini-
tial traces on the coverage of our share by analysts since coming
into effect at the beginning of 2018. Research institutes are tending
to reduce the number of companies they cover. We have also been
affected by these structural changes: following the discontinuation
by Oddo BHF and Macquarie Capital of their coverage of the Diirr
share, we are now being tracked by 20 analysts. In 2018, the targets
for our share were scaled back significantly. This reflected skepti-
cism about the automotive markets, the muted earnings in the first
half of the year and our revised guidance in October. The average
target price for the Diirr share stood at € 39.65 as of December 31,
2018. At the end of the year, all analysts gave the share a “buy” or a
“hold” rating.

Explaining developments, highlighting opportunities, understand-

ing skepticism: capital market communications rely on a regular
dialog with analysts and investors. The Diirr Group’s growth, the

ANNUAL REPORT 2018

various end markets and the performance of the individual divi-
sions again attracted greatinterest in the talks held with the Inves-
tor Relations department and the Board of Management in 2018.
We attended 24 capital market conferences and visited investors at
32road shows in Europe and America. At the same time, we are able
to welcome more and more investors to our corporate headquarters
in Bietigheim-Bissingen. All told, we held more than 500 talks.

1.5 — ANALYST RECOMMENDATIONS (DECEMBER 31, 2018)

9 Hold Buy 1

Hold Buy

Baader Bank, Bankhaus Metzler,
Bankhaus Lampe, Berenberg Bank,
DZ Bank, Hauck & Aufhauser,
HSBC Trinkaus, Kepler Cheuvreux,
MainFirst, M.M. Warburg, Nord LB

Bank of America Merrill Lynch,
Commerzbank, Deutsche Bank,
Goldman Sachs, Landesbank Baden-
Wirttemberg, Pareto, Quirin Bank,
Société Générale, UBS

FREE FLOAT UNCHANGED AT 71 %

The Diirr family as the anchor shareholder holds 28.8 % of Diirr
AG’s stock and plans to retain a quota of over 25 % in the future. Of
this, 25.3 % is held by Heinz Diirr GmbH and a further 3.5 % by
Heinz und Heide Diirr Stiftung. At the end of 2018, the following
additional investors held share packages of 3% or more: AXA
(5.0 %), Goldman Sachs (4.8 %), Deutsche Bank (4.7 %), MainFirst
(4.7 %) Morgan Stanley (4.0 %), BlackRock (3.2 %) and Alecta Pen-
sionsforsikring (3.2 %). The members of the Board of Management
held a total of 0.3% of Diirr shares as of December 31, 2018.
Ralf W. Dieter held 176,000 shares, Carlo Crosetto 4,500 shares
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and Dr. Jochen Weyrauch 6,000 shares. Pekka Paasivaara, who
joined Diirr AG’s Board of Management as its fourth member on
January 1, 2019, held 4,500 shares in Diirr on December 31, 2018.

TO OUR SHAREHOLDERS

Capital market

1.7 — SHAREHOLDERS BY REGION (DECEMBER 31, 2018)

At71.2 %, the free float in accordance with the Deutsche Borse defi- 2.0% Other
nition was unchanged over the previous year.

1.6 — SHAREHOLDER STRUCTURE' (DECEMBER 31, 2018)

24.0% USA

Institutional
and private
71.2% investors?

Institutional and private investors?

Heinz Dirr
GmbH, Berlin

Germany 38.0%

Rest of
36.0% Europe

25.3%

Heinz und Heide
Dirr Stiftung,
Berlin

AXAS.A.

Goldman Sachs

Deutsche Bank AG

MainFirst

Morgan Stanley

BlackRock, Inc.

Alecta Pensionsférsdkring

Members of Dirr AG’s
Board of Management

Members of Dirr AG’s
Supervisory Board

3.5%
DURR BOND: YIELD UNDER 1%
Issued in 2014, our bond for € 300 million (ISIN XS1048589458)
closed 2018 at 104.8 %. After reaching 106.7 % at the end of the first
Share day of trading, it rose to a high for the year of 107.6 % on January 5,
5.0% 2018. Maturing in 2021, the bond has a coupon of 2.875% and
4.8% achieved areturn of 0.7 % at the end of 2018. Average daily trading
4.7% volumes were valued at around € 35,000 (2017: € 61,000).
4.7%
4.0% We have dispensed with issue and issuer ratings for some years as
32% we see no reasonable justification for the expense of having arating
3.2% calculated. The capital market accepts this decision.
. 0
0.3%
0.1%

" Free float as defined by Deutsche Borse AG

20n the basis of statutory notices
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COMBINED MANAGEMENT REPORT

Fundamentals: The Group at a glance

FUNDAMENTALS

The Group at a glance

PROFILE

The Diirr Group is one of the global leaders in mechanical and plant
engineering. We are home to outstanding expertise in the digitiza-
tion and automation of industrial manufacturing processes. Our
machines, plant and services enable maximum production effi-
ciency, whether in the automotive industry, which is responsible
for 56 % of our sales, or in other sectors such as the woodworking,
mechanical engineering, chemical, pharmaceutical and electrical/
electronic engineering industries. We run 108 sites in 32 countries.
We operate globally with our Diirr, Schenck and HOMAG brands.
In addition to North America and Western Europe, we are also
strongly represented in the emerging marketsl. These accounted
for 46 % of our order intake and 48 % of our sales in fiscal 2018.

GROUP ORGANIZATIONAL STRUCTURE

The Group consists of three sub-groups: Diirr Systems, HOMAG and
Schenck. Diirr AG is the Group’s management holding company. It is
responsible for governance of the divisions and handles central tasks
such as financing, controlling and accounting, as well as legal affairs,
taxation, internal auditing, corporate communication and human
resources management. Together with Diirr Technologies GmbH

2.1 — GROUP STRUCTURE

and Diirr International GmbH, which act as holding companies for
equity interests, plus Diirr IT Service GmbH, Diirr AG forms the
Corporate Center.

We operate in five divisions, which also form the reportable
segments within the meaning of the IFRS:

= Paint and Final Assembly Systems

= Application Technology

= Clean Technology Systems

» Measuring and Process Systems

= Woodworking Machinery and Systems

DIVISIONS, BUSINESS MARKETS, MARKET SHARES?,
IMPORTANT PRODUCTS AND SERVICES

Paint and Final Assembly Systems

Paint and Final Assembly Systems plans, builds and upgrades
turnkey paint shops and final assembly lines for the automotive
industry. We supply products and processes for all the process
stages in paint shop technology. The core products are the RoDip
dip-coating — page 206 system, which gives vehicle bodies their
anti-corrosion coat, and the energy-efficient EcoDryScrubber and
EcoDry X paint booth systems. We usually also supply the relevant
control, oven — page 206 and conveyor systems plus air supply and
exhaust-air systems. Our software solutions cover our customers’

Management holding

company Dirr AG

Divisions Paint and Final Assembly Application Technology

Systems

Clean Technology
Systems

Measuring and Process
Systems

Woodworking Machinery
and Systems

1 Asia [minus Japan), South and Central America, Africa, Eastern Europe
2 own figures

ANNUAL REPORT 2018
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Industry 4.0 requirements. Central to this is the iTAC.MES.Suite for
connecting and controlling production equipment. We lead the field
over the competition for paint shop business with a global market
share of 40 to 45 %, followed by companies from Japan, Germany
and China.

In final assembly systems, too, we are one of the few companies
worldwide capable of supplying turnkey plants. Electromobility
is opening up additional business opportunities in this field. Since
electric cars have a less complex power train than conventional
cars, a greater degree of automation is possible in their assembly
process. Furthermore, our customers will increasingly be upgrading
their assembly plants in the future so that, in addition to vehicles
with internal combustion engines, they will also be able to produce
hybrid and electric vehicles. We have a market share of 20 to 25 % in
business related to final vehicle assembly lines.

The Diirr Consulting unit is also part of Paint and Final Assembly
Systems. It advises customers on planning and optimizing pro-
duction and logistics processes, particularly in painting and final

assembly technology.

Application Technology

Application Technology generates some 85 % of its sales with tech-
nologies for the automated spray application of primers, base coats
and clear coats. The key products are the EcoBell3 high-speed
rotating atomizer — page 206, the EcoLCC2 color changer and the
third generation of our EcoRP painting robot family. It also offers
systems used, for example, for paint supply, quality assurance, as
well as process control and evaluation. We are the leading supplier
in the automotive sector with a global market share of around 50 %.
Our two most important competitors are manufacturers of stan-

dard industrial robots.

In addition to paint application technology, we are active in two
related business fields, i.e. sealing technology and glueing technol-
ogy — page 206. Sealing processes are used for sealing seams, apply-
ing underbody protection and injecting insulating materials in cars.
Glueing is an alternative to welding vehicle components during
body-in-white production and final assembly. One significant ben-
efit is that it permits the use of non-weldable lightweight materi-
als — page 206 in the manufacture of vehicle bodies. During final
assembly, glueing technology is used, for instance, for fitting win-

dows, glass roofs, cockpits and tanks.

Application Technology has also been expanding its operations
beyond the automotive sector since 2014. Its Industrial Products
business unit, which is responsible for this side of its activities,
offers paint application products for sectors such as the plastics,
ceramics, shipbuilding, timber and furniture industries.

20

Clean Technology Systems

Clean Technology Systems operates mainly in the field of exhaust-air
purification technology. Our Ecopure exhaust-air purification
systems are used in the chemical and pharmaceutical industries,
but also in sectors such as printing, woodworking and carbon fiber
production. Furthermore, the equipping of automotive paint shops
accounts for around 30 % of sales in exhaust-air purification tech-
nology. Our most important process is thermal exhaust-air purifi-

cation, in which pollutants are incinerated at up to 1,000 °C.

We extended our market leadership in exhaust-air purification
technology by acquiring the US environmental technology com-
panies MEGTEC and Universal in October 2018. That took our
market share to around 25 %. Since MEGTEC/Universal achieve
annual sales of some € 200 million, the acquisition doubles Clean
Technology Systems’ annual sales to around € 400 million. Further
information on the acquisition can be found in the “Portfolio
changes” section and the “Strategy” chapter — page 26.

In the energy efficiency technology field, we are now concentrat-
ing exclusively on ORC systems, which generate electricity from
waste heat. We closed our loss-making micro gas turbine business
in October 2018. You can find further information on this in the
“Portfolio changes” section.

Measuring and Process Systems

Measuring and Process Systems offers balancing and diagnostic
systems — page 206 and also assembly, test and filling systems
products, with 65 % destined for the automotive sector. We are the
world’s largest supplier, with market shares of around 45 %. In filling
technology — page 206, we also supply systems for the automated
filling of refrigerators, air-conditioning systems and heat pumps
with refrigerants via the Agramkow Group. The major products in
testing technology — page 206 include test stands and calibration
stations for brakes, electronics and chassis geometry. In 2018, we
unveiled an innovation in the form of test stands for autonomously
driving vehicles. The focus in assembly systems is on marriage sta-
tions, in which car bodies and power trains are brought together
and attached to each other.

Woodworking Machinery and Systems

Woodworking Machinery and Systems consists of the activities of
the HOMAG Group, acquired in 2014, the world’s leading supplier of
woodworking machinery and systems. With a global market share
of a good 30 %, the HOMAG Group is significantly ahead of the two
nearest competitors. Our technology is used by the furniture indus-
try and woodworking trade, for example in the production of fur-
niture, kitchens, parquet and laminate flooring, windows, doors,
stairs and complete prefabricated timber houses. The range extends
from entry-level machines to fully automated production lines

ANNUAL REPORT 2018
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PAINT AND FINAL ASSEMBLY SYSTEMS DIVISION

Business type

Activities

Customer groups

* Plant engineering

= Paint shops

* Individual painting process stations
= Final assembly systems

- Service

* Vehicle manufacturers
* Automotive suppliers
* General industry

(e.g. construction equipment and farm machinery)

= Consulting

= Consulting

* Vehicle manufacturers
* Automotive suppliers
* General industry

APPLICATION TECHNOLOGY DIVISION

Business type

Activities

Customer groups

* Mechanical engineering and component business

* Products for automated spray painting
= Sealing technology

* Glueing technology

- Service

* Vehicle manufacturers
* Automotive suppliers
* General industry
(e.g. plastics, ceramics, timber, shipbuilding)

CLEAN TECHNOLOGY SYSTEMS DIVISION

Business type

Activities

Customer groups

* Plant engineering and component business

= Exhaust-air purification systems

* Noise abatement systems

* Energy management and consulting
= Service

* ORC technology

= Battery coating lines

* Chemical industry

* Pharmaceutical industry

* Carbon fiber production

* Printing/coating

* Vehicle manufacturers (paint shops)
+ Automotive suppliers (paint shops)

* Woodworking

* Mining

* Energy sector

* Oil and gas industry

+ Packaging industry

* General industry

* Operators of decentralized power plants

MEASURING AND PROCESS SYSTEMS DIVISION

Business type

Activities

Customer groups

= Mechanical engineering

= Balancing and diagnostic systems

= Assembly technology for final vehicle assembly
= Testing technology for final vehicle assembly

= Filling technology

* Vehicle manufacturers

* Automotive suppliers

- Electrical/electronic engineering
* Turbines/power plants

= Service * Mechanical engineering
* Aerospace industry
* Household appliance industry
WOODWORKING MACHINERY AND SYSTEMS DIVISION
Business type Activities Customer groups

* Mechanical and plant engineering

= Machines and complete production lines
for woodworking
* Service

* Woodworking industry
* Woodworking trade

ANNUAL REPORT 2018
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for batch size 1 manufacturing. Our core products include panel
cutting systems, throughfeed saws and drilling machines, sanders,
edge-banding machines, CNC processing centers plus handling and
storage systems. For the HOMAG Group as a system supplier, soft-
ware solutions for digital production are of particular significance.
These include, for instance, maintenance apps and production

management programs.

DIGITIZATION/INDUSTRIAL INTERNET
OF THINGS (110T)

Digitization of manufacturing operations is currently our custom-
ers’ most pressing requirement. We have established the necessary
systems in response: In the ADAMOS IloT platform — page 206 for
the mechanical engineering sector and the LOXEO and tapio digital
marketplaces based on it, we have a pioneering infrastructure that
will allow us to support the users of our machines and plant with
digital services — page 206. Furthermore, we provide our custom-
ers with modular software solutions for all stages of the produc-
tion process. In the new Digital Factories at Diirr Systems, Schenck
and the HOMAG Group, we are developing smart apps for our cus-
tomers. We have developed the ADAMOS IToT platform in collab-
oration with partners from the mechanical engineering and soft-
ware sectors. The LOXEO marketplace is aimed at Diirr Systems and
Schenck customers, while the HOMAG Group is targeting compa-
nies from the woodworking industry with tapio. Further informa-
tion on ADAMOS, our digital @ DURR strategy and smart products
can be found in the chapters “Strategy” and “Research and develop-

ment” — pages 26 and 31.

COMPREHENSIVE SERVICE OFFER

Each machine and system sold adds to our installed base and
thus to the potential to generate additional service business. Our
service offer includes planning, remodeling, upgrading, optimizing
and relocating plants and machinery, as well as plant productivity
and energy efficiency audits, software updates, training, mainte-
nance, remote diagnostics, repairs and the supply of replacement
parts. Service-related sales passed the € 1 billion mark for the first
time in 2018 when a figure of € 1,039.0 million was recorded. This
constituted 26.8 % of Group sales. As at the end of 2018, the service
side employed 2,605 persons, representing 16.0 % of the Group

workforce.
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TECHNOLOGY AND INDUSTRY PARK (TIP):
REAL ESTATE SERVICE PROVIDER IN DARMSTADT

Schenck Technologie- und Industriepark GmbH (TIP), part of
Measuring and Process Systems, markets and operates offices and
also production and logistics space at Schenck’s Darmstadt site. The
floorspace for rent amounts to 109,900 m2 on a 105,000 m?2 plot, of

which offices account for 46 %.

LEGAL STRUCTURE

Each of the following companies is wholly owned by Diirr AG: Diirr
Systems AG, Diirr International GmbH, Diirr Technologies GmbH,
Carl Schenck AG and Diirr IT Service GmbH. The first four of these
companies and Diirr AG have entered into domination and profit
and loss transfer agreements. A profit and loss transfer agreement
has been concluded between Diirr AG and Diirr IT Service GmbH.
We hold 63.9 % of the shares in HOMAG Group AG via Diirr Tech-
nologies GmbH. A domination and profit and loss transfer agree-
ment has been in place between the two companies since March
2015. There is a pool agreement between Diirr Technologies GmbH
and the Schuler/Klessmann shareholder group, which owns
approx. 14.1% of the shares in HOMAG Group AG. This means we
have around 78 % of the voting rights for votes at the annual general
meeting. The Schuler/Klessmann shareholder group is made up
of the Schuler family, who founded HOMAG, and the Klessmann
Foundation. Diirr Systems AG, Diirr International GmbH, Carl
Schenck AG and HOMAG Group AG hold direct or indirect stakes,
usually 100 % holdings, in all the other Group companies.

PORTFOLIO CHANGES

Acquisitions/shareholdings/incorporations
» Effective April 30, 2018, we increased our shareholding in
HOMAG Group AG by 8 percentage points to 63.9 %. The addi-
tional shares come from the Schuler/Klessmann shareholder
group, with most (7.05 %) having been acquired by exercising a
purchase option.

HOMAG Group AG established HOMAG Vietnam Company Lim-
ited, effective July 30, 2018; Diirr Systems AG also established
Durr Vietnam Company Limited, effective December 20, 2018.
The two new companies are intended to expand our presence in

the growing Southeast Asian market.

Effective October 5, 2018, we concluded the acquisition of the
industrial environmental technology business of US company
Babcock & Wilcox Enterprises, Inc. (B&W), of which we had given
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2.3 — SIGNIFICANT ACQUISITIONS/SHAREHOLDINGS/INCORPORATIONS

Included in the

consolidated financial Employees

Shareholding Type of consolidation statements since Purchase price (Dec. 31, 2018) Division
Woodworking
63.9%" € 34.8 million Machinery and
HOMAG Group AG (previously 55.9 %) Fully consolidated Oct. 3, 2014 for 8.0% 6,593 Systems
Woodworking
HOMAG Vietnam Machinery and
Company Limited 100%  Fully consolidated July 30, 2018 - 9 Systems

MEGTEC/UNIVERSAL GROUP WITH THE ACQUIRED COMPANIES
Babcock & Wilcox Clean Technology
MEGTEC LLC 100%  Fully consolidated Oct. 5, 2018 Systems
Babcock & Wilcox puri;{:l;r:;nr?gz Clean Technology

. o .

MEGTEC Holdings Inc. 100% Fully consolidated Oct. 5, 2018 € 103.9 million? 865 in the Systems
Babcock & Wilcox for the MEGTEC/ MEGTEC/ Clean Technology
Universal Inc. 100% Fully consolidated Oct. 5, 2018 Universal Group Universal Group Systems
Durr Vietnam Paint and Final
Company Limited 100% Fully consolidated Dec. 20, 2018 - 2 Assembly Systems

" Since the domination and profit and loss transfer agreement between HOMAG Group AG and Diirr Technologies GmbH came into force on March 17, 2015, the entire shareholding in HOMAG Group AG is

assigned to the Dirr Group in accordance with the IFRS for the purposes of consolidation.
2 net of liquid assets obtained

notice in June. 100 % of the shares in the companies Babcock &
Wilcox MEGTEC LLC, Babcock & Wilcox MEGTEC Holdings Inc.
and Babcock & Wilcox Universal Inc. were acquired by our US
subsidiary, Diirr Inc. MEGTEC and Universal together achieve
annual sales of some € 200 million and have been brought
under the umbrella of the Clean Technology Systems division.
MEGTEC, the larger of the two acquired units, supplies exhaust-
air purification systems but also drying systems and coating
systems for the production of electrodes used in lithium-ion
batteries. Universal is a leading supplier of acoustic solutions,

specializing in noise and emissions filtration systems.

Please see table 2.3 for further information on the transactions
outlined above.

Closure of micro gas turbine business

We closed our loss-making micro gas turbine business in Q4 2018.
This business belonged to the Clean Technology Systems division
and was the most important activity in the energy efficiency field.
Significant losses would have been expected in the years ahead
in light of the low demand and high development costs for the
technology. This action incurred an extraordinary expense of
€17.3 million in 2018.

ANNUAL REPORT 2018

BUSINESS MODEL

Our core competence is the engineering — page 206 of efficient
production technology. We support our customers with everything
ranging from individual machines to turnkey manufacturing sys-
tems. In response to Industry 4.0 — page 206, we are expanding our
offering related to the digital networking and control of production

systems.

Our technologies and services help our customers increase the
efficiency of their production operations, hence our corporate
slogan “Leading in Production Efficiency”. We particularly rely on
the following factors to meet this value proposition and to set our-
selves apart from our competitors:

= Digitization and technological innovation

= Planning and engineering expertise

= Reliable order execution

= Efficient production and assembly sites for core products
= Comprehensive after-sales services

= Global presence, proximity to customers in all market regions
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2.4, — PROCESSES IN PLANT ENGINEERING

Project inquiry . Order . .
from customer Planning phase intake Delivery order Service
» > >» >» > > > > > »
Planning Bid Technical  Engineering Manufacture Instal- Commis- Final Spares,
analysis lation sioning inspection upgrades
etc.

We are globally active in niche markets, where we are the largest
supplier, with market shares ranging from 25 to 50 %. 62 % of Group
sales come from mechanical engineering and 38 % from plant engi-
neering. In mechanical engineering, we aim for EBIT margins of
10 to 12 %. In plant engineering, the target margin is 6 to 7%. In
terms of return on capital employed (ROCE), plant engineering
business achieves higher figures, in some cases in excess of 100 %,
since the capital employed there is very low. In mechanical engi-
neering operations, we aim for ROCE — page 207 of 15 to 25 %. Our
business model allows us to achieve high operating cash flows and
free cash flows — page 207.

Financial importance of individual products,

services and business markets

In view of our broad-based portfolio, the financial importance of
individual products and services is limited. A key factor in our suc-
cess in the paint shop business is our systems expertise, i.e. the
ability to plan and build turnkey systems. The growing service busi-
ness generates a disproportionate contribution to earnings within
the Group. Thanks to our international presence, we have a bal-
anced regional sales breakdown. In 2018, 15.7 % of revenue accrued
in Germany, 30.6 % in other European countries, 23.6 % in North and
South America and 30.1% in Asia, Africa and Australia. The earnings
contribution from the individual regions is approximately in line
with the regional breakdown of sales. In regions of strong growth,
we tend to achieve slightly higher margins.
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Business processes/process advantages

Planning, engineering, order execution and service are our most
important business processes. We have expanded our in-house
production in recent years in the interests of quality, achieving
on-time-to-requirement deliveries and protecting our intellectual
property. Professional project management is critical to success
in large plant engineering projects in particular. A large project
usually requires 15 to 24 months for completion, while the figure
for machinery orders is between 2 and 12 months. Smaller remod-
eling, upgrade and service projects are of shorter duration.

Large projects require smooth collaboration between various
departments and sites. We therefore operate with digitally assisted
standard processes in planning, order execution, service and
administration. That is based on globally harmonized IT systems.
These prevent interface problems, automate processes and enable
the international sharing of work packages and effective capacity

management.

Customer relations

Most vehicle manufacturers and many suppliers use Diirr tech-
nology in their production operations. Our business with them is
technically complex and long-term. We therefore maintain con-
stant communication with them. We act as a planner, consultant
and system supplier. In the case of major capital projects, we are
involved for up to two years before an order is placed. As a service
partner, we support our customers in their operations with our
plant and in the event of upgrades. Customers often give us advance
notice of the development of new models to ensure that we can

supply the required production technology at the right time.
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The mechanical engineering divisions - Measuring and Process
Systems and Woodworking Machinery and Systems — have a very
broad market base with tens of thousands of customers. Sales-
related costs are therefore higher than for plant engineering
business with the automotive industry. In addition to supplying
individual machines, however, there are also larger projects with

extended lead times in the mechanical engineering sector.

Supplier relations

We source goods, raw materials and services from several thou-
sand suppliers. In addition to parts and component suppliers, we
also often use the services of contract manufacturers, engineering
consultancies and logistics companies. In the case of crucial com-
modity groups, we enter into global framework agreements with
preferred suppliers. This enables us to pool the demands of several
companies and divisions and achieve economies of scale. Further
information is presented under “Procurement” — page 30.

Further features of our business model

At 36 %, our real net output ratio is relatively low, though it has
increased in recent years. Key factors in this were the expansion
of our in-house production and the takeover of the HOMAG Group
with areal net output ratio of 43 %. In the Paint and Final Assembly
Systems plant engineering division, the real net output ratio is a
mere 25 %.

Because of the low real net output ratio, the asset intensity
—> page 207 and capital employed are also relatively low. The pre-
payments received from customers cover the receivables and inven-
tories in current assets to a significant level. Consequently, the net
working capital INWC) — page 207 in plant engineering is usually
low or even negative. In relation to the fixed costs, too, we benefit
from the low real net output ratio and asset intensity, which makes
us more flexible in the event of cyclical order-book fluctuations.
The average days working capital in 2018 was around 43 days. We
have extended the target corridor to 40 to 50 days (previously 30
to 40 days), since the more capital-intensive mechanical engineer-
ing business continues to grow in importance. In the Woodworking
Machinery and Systems as well as the Application Technology divi-
sions, which are heavily dependent on mechanical engineering, we
recorded a tangible increase in inventories.

Measured against sales, our usual need for capital investment
(without acquisitions) is low at € 80 to 90 million per annum. Here,
too, the low need for tangible assets in plant engineering has a cor-
responding impact. In 2018, investment was relatively low at € 74.4
million. The HOMAG Group expects annual investment to the tune
of around € 40 million. That is more than in the other divisions since
the HOMAG Group’s real net output ratio is significantly higher.
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Our material cost ratio (material costs' as a proportion of sales)
has fallen in recent years: from 46.8 % in 2012 to 40.6 % in the year
under review. This is a result, on the one hand, of the acquisition of
the HOMAG Group; on the other hand, we have successfully reduced
expenditure on external production service providers thanks to our
higher level of in-house manufacturing,.

Most divisions have local production plants and procurement
structures in major foreign markets. This reduces their need to
import and thus the transaction risks. Translation effects result-
ing from the conversion of foreign currency items into euros are

more important.

Projects in the automotive industry often have long lead times. This
allows us a clearer picture in terms of the future order book. We can
therefore estimate our future sales, capacity utilization and income
situation for a major portion of the business relatively accurately.

BUSINESS LOCATIONS AND DIVISION OF LABOR
WITHIN THE GROUP

Our number of sites has risen from 92 to 108 following the acqui-
sition of MEGTEC/Universal. In the past few years, the sites in the
emerging markets have become increasingly important. At year’s
end 2018, 31.5 % of the workforce were employed there. Shanghai,
with more than 2,400 employees (including around 350 external
staff), is the largest location in the emerging markets.

Our lead sites in Germany control the Group’s global operations. The
Diirr Campus in Bietigheim-Bissingen (approx. 2,260 employees) is
the Group’s corporate headquarters and also the head office of Paint
and Final Assembly Systems, Application Technology and Clean
Technology Systems. Darmstadt (around 550 employees) coordi-
nates Measuring and Process Systems’ operations. The HOMAG
Group head office in Schopfloch (approx. 1,700 employees) manages
Woodworking Machinery and Systems’ business activities.

Guidelines define how the Group companies collaborate on
cross-border systems projects in plant engineering. In the case
of major orders for Paint and Final Assembly Systems, one of the
system centers in Bietigheim-Bissingen, Shanghai or Southfield in
the United States is usually responsible for project management.
There are also business centers that are responsible for smaller
upgrades, parts of systems projects, and local sales and service. In
mechanical engineering, the German lead sites act as the hub at the

center of international projects.

' Material costs: costs for raw materials and supplies, bought-in parts and purchases from
sub-contractors
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Company-specific
leading indicators

In managing the company, we follow various leading indicators.
This enables us to prepare in good time for changes in economic
activity and in demand. We use four types of indicators:

» Key economic leading indicators are money supply, commodity
and energy prices as well as purchase manager and business
climate indices. Research reports and macroeconomic statistics
also assist us in recognizing cyclical developments at an early
stage. Moreover, we pay close attention to the development
of interest rates. Business trends within our main customer
industry segments (automotive and woodworking) correlate
strongly with the development of the global economy.

More specific indicators to assess future business potential are
customers’ investment plans as well as statistics and forecasts on
production and sales. In addition, we follow the expectations of

analysts regarding our customers’ cash flows and investments.

Our customers’ specific investment projects constitute the
third leading indicator. We collect information in this regard in
our database, along with an assessment of our chances of being
awarded a contract. In the product business, the quotation time
for offers serves as an indicator. If customers require more time
for investment decisions, the average time for submitting quo-
tations increases. This indicates a trend toward weaker demand.

The fourth group of indicators are incoming orders and order
backlog. As many projects have a long lifetime, both key figures
are suitable for assessing capacity utilization and sales for the

coming quarters.
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Strategy

The “Diirr 2020” strategy is our roadmap for the Group’s develop-
ment through 2020. It defines targets for three key indicators:

= Sales: Sales are to increase to between € 4.0 and 4.2 billion by
2020. We had originally defined a target of € 5 billion. However,
this figure was predicated on a further major acquisition. Since
such an acquisition is unlikely over the next twelve months as
things currently stand, we scaled back the sales target for 2020
in October 2018.

EBIT margin: The EBIT margin is to widen to between 7 and 8 %
by 2020. Up until October 2018, we had set a target corridor of
8t010 %. The reason for this adjustment is the reduced scope for
margins that can be achieved in automotive business since the
previous target margin was formulated (8 to 10 %) in 2015. More-
over, there were delays in the HOMAG Group’s positive earnings
performance in 2018.

* ROCE: ROCE — page 207 is to remain consistent at 20 to 30 %
by 2020.

ENTERING NEW AREAS OF BUSINESS
THROUGH ACQUISITIONS

One central element of our strategy is acquisitions, with which we
aim to tap potential for profitable growth. Potential takeovers are
possible in either our existing business or new parts of mechanical
and plant engineering. Our largest takeover to date was the acquisi-
tion of the HOMAG Group in 2014. As aresult of this transaction, the
proportion of automotive business in total sales has shrunk to 56 %.
Moreover, the HOMAG Group has been making the largest contri-
bution to Group EBIT of any division since 2017.

Acquisition of MEGTEC/Universal strengthens market
leadership in exhaust-air purification technology

A further medium-sized acquisition was completed in October
2018. With the takeover of US environmental technology com-
panies MEGTEC and Universal (full-year 2018: sales of around
€ 200 million, 865 employees) we are doubling the size of our
business in industrial exhaust-air purification technology to over
€400 million. In this way, we have reached a relevant scale and sub-
stantially expanded our leading global market position. The inte-
gration of MEGTEC/Universal will strengthen the competitiveness
of the Clean Technology Systems division significantly, e.g. in the
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form of synergistic effects and economies of scale in production,
purchasing and sales, an efficient service network and improved
access to customers all around the world. Our market position
has significantly improved in North America in particular. At the
same time, our customer base has widened: Whereas previously
we mainly addressed the automotive, pharmaceutical, chemical,
food and printing industries, MEGTEC/Universal now gives us a
strong position with customers in sectors such as metal, mining

and timber.

The restructured Clean Technology Systems division has good
prospects for growth. In emerging markets such as China, demand
for exhaust-air purification systems is steadily rising, as strin-
gent emission limits are increasingly being imposed for environ-
mental reasons. In 2018, 43.7 % of the Diirr Group’s order intake
for environmental technology was already coming from emerging
markets, with China accounting for 27.7 %. The established markets,
in particular, offer great potential for expanding service business.
The Clean Technology Systems division projects sales of around
€ 400 to 450 million and an EBIT margin of 2.0 to 3.0 % (including
extraordinary effects) for 2019. In subsequent years, synergistic
effects and economies of scale are to accelerate profitable growth.
We want to achieve sales of up to € 500 million by as early as 2021,
accompanied by a wider EBIT margin of 6 to 7 %.

Acquisition criteria

As things currently stand, no major acquisitions are planned over
the next few months. Nevertheless, acquisitions remain part of
our strategy and we are continuing to sound out the market in
the search for suitable companies. We are seeking an acquisition
candidate with sales of up to € 1.5 billion. Smaller acquisitions are
also conceivable to strengthen one of the existing divisions or to
supplement our portfolio with technology from which several
divisions could benefit. Potential candidates are software or digi-

tization companies.

Further criteria for the acquisition of potential targets are:

* Mechanical and plant engineering

* Niche market

= Leading market and technological position

= Not in need of restructuring but offering potential for
improved earnings and synergistic effects

= A corporate culture which is a good fit for the Diirr Group
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MARKET LEADER IN THE DIGITAL ERA

With “Diirr 2020” we are pursuing a central goal, namely to
ensure that the Diirr Group as a mechanical and plant engineering
specialist continues to grow and lead the competition in the digital
era. This is reflected in the strategic thrust of digital @ DURR. With
these activities, we want to step up the digitization of our products,
systems, services and business processes. digital@ DURR has four

dimensions.

= Smart products: We develop intelligent products which self-
regulate, detect changing tasks and report servicing require-
ments at an early stage.

= Smart services: We analyze customers’ equipment online.
Big-data analyses allow us to offer predictive maintenance.

= Smart processes: We utilize intelligent software and simula-

tions to optimize order execution.

= Smart factories: Using sensors and software, we network the
machinery at Industry 4.0 factories, rendering the entire pro-
duction process transparent and more efficient.

Unique combination of IT expertise

and shopfloor knowledge

Digitization is the most important trend in production in all indus-
tries using our technology. It improves plant availability, lowers
costs and permits automated production of individual items in
batch size 1 manufacturing.

We want to be the most effective digitization partner for our
customers. This goal is based on an important competitive differen-
tiator, namely the combination of IT expertise and technical shop-
floor skills. Consequently, we not only offer our customers the soft-
ware required for digital networking but also contribute specialist
knowledge of production technology and processes. This sets us
apart from our peers.

ADAMOS: the backbone of digital business

We have built up a complete infrastructure for our digital business
at an early stage. Its backbone is formed by the ADAMOS platform
for the Industrial Internet of Things (11oT) — page 206. It is com-
parable to the operating system of a computer and collects large
volumes of production data. On the basis of ADAMOS we can offer
machinery operators digital services — page 206 and apps that
allow them to optimize their production.
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We operate the ADAMOS IloT platform — page 206 in joint venture
with several partners. ADAMOS was established by Diirr, together
with Software AG and mechanical engineering companies DMG
Mori, Carl Zeiss and ASM in 2017. Since then, further companies
have joined the ADAMOS network, which currently has twelve
members. ADAMOS is made up of leading technologies provided by
Software AG, the second largest software company in Germany, and
is specially designed to meet the requirements of the mechanical
engineering industry and its customers. As an open platform, it can

be used by any mechanical engineering company.

Under the cooperative approach being pursued by ADAMOS, par-
ticipating companies can develop solutions jointly and share them.
In this way, they reduce resource requirements and offer their
customers IToT software and hardware from a single source. None
of the participating companies would have been able to implement
a platform like ADAMOS on their own. With ADAMOS we can act as
a supplier of digital services and strengthen our customer bonds.

LOXEO and tapio online marketplaces

The online marketplaces, LOXEO (for Diirr and Schenk customers)
and tapio (for the woodworking industry), are instrumental in
boosting customer perception of our company as a provider of
digital solutions. Based on ADAMOS, they form the interface with
the users of our production technology. Using LOXEO and tapio,
customers can evaluate data, map their production activities
digitally, and purchase digital services and apps, e.g. for predictive
maintenance, adaptive production — page 206 planning or the man-
agement of consumables. In this way, LOXEO and tapio act as gate-
ways for our customers for digital production optimization.

Digital Factories: competence centers

for app development

‘We want our customers to continuously find new apps on LOXEO
and tapio that offer them strong benefits. For this reason, we par-
ticularly concentrated on app development in 2018, after being
primarily concerned with setting up the digital infrastructure in
the previous year. We have established Digital Factories at Diirr
Systems, Schenck and the HOMAG Group in order to accelerate
app development. Bringing together experts from different fields,
these digital competence centers have already unveiled various app
innovations and tested them in pilot projects with customers. We
are planning to set up further Digital Factories, including in China.
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FURTHER STRATEGIC FIELDS

2.5 — “DURR 2020”: FOUR STRATEGIC FIELDS

LEADING IN PRODUCTION EFFICIENCY

Innovation Globalization

digitaleDURR

Service Efficiency

The digital@DURR strategic core sets the direction for the four
strategic fields that accompany it. We are implementing digitiza-
tion initiatives in all four strategic fields. At the same time, we are
working on further key aspects such as the optimization of our orga-
nizational structures and of our costs, the development of our tech-
nology and the expansion of our international footprint.

STRATEGIC FIELD: INNOVATION

Innovations create spending incentives for our customers and
safeguard our competitive edge. We are committed to ensuring
that all new products lower our customers’ unit costs and enhance
their production efficiency. In recent years, we have continuously
increased our R&D budget, which stood at € 121.0 million in 2018.
This allows us to develop new technologies more quickly and in
greater quantities than our peers. The digital transformation is
currently the most important trend spurring innovation within
the Diirr Group. The chapter entitled “Research and development”
— page 31 provides further information on our innovation strategy

and recent examples.
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2.6 — GLOBAL AUTOMOTIVE PRODUCTION
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STRATEGIC FIELD: GLOBALIZATION

Localization strategy

In both the automotive and the furniture sector, our customers
expect the greatest growth in sales and production in the emerg-
ing markets. That is why they are building the largest number of
new factories there. As well as this, production capacities are being
expanded in large end markets to circumvent trade restrictions.
We are benefiting from this as we have a strong footprint in all key
markets, thanks to our localization strategy. With our high level
of localization, we are able to utilize cost advantages and support
our customers effectively in establishing production capacities in
foreign markets.

Over the last ten years, we have expanded our activities in the
emerging markets in particular. With over 2,400 employees (includ-
ing roughly 350 externals), we have a particularly strong presence
in China. Since 2010, we have strengthened our market position in
Southeast Asia. Among other things, we have done this by acquir-
ing companies in Indonesia and Malaysia and by establishing com-
panies in Thailand and Vietnam. Africa is also an interesting market
in the medium and long term. We have been operating a facility in
South Africa for more than 40 years and are tapping potential new
markets such as Nigeria. We have completed important reference
projects in South Africa and Morocco, for example.

Global expansion into new business fields

Globalization as a strategic field also entails the goal of entering
areas which are related to the Group’s core business. One example
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is the Industrial Products segment, via which Application Technol-
ogy has been making forays into general industry since 2014. Tar-
get sectors include, among others, plastics, shipbuilding, ceramics,
wood and furniture. Application technology for general industry
offers a considerable market volume. We are hoping to achieve
industrial business worth around € 50 million by 2020. Other busi-
ness segments which we have entered in the last few years include
glueing technology — page 206 for the automotive industry and fill-
ing technology — page 206 for the household goods industry.

STRATEGIC FIELD: SERVICE

The expansion of service business is strategically important for
three reasons:

= Our installed base has widened sharply as we have supplied an
above-average quantity of equipment since the financial crisis in
2008/2009. This has generated correspondingly large potential
for service business.

» Good service helps our customers to achieve maximum plant
availability. This not only boosts productivity but also improves

customer satisfaction.

= Service business generates greater and more stable earnings
contributions than new business.
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In recent years, we have steadily increased service-related sales,
which exceeded the € 1 billion mark for the first time in 2018. We
owe this success not least of all to the CustomerExcellence@Diirr
optimization program (2013 to 2015), which entailed the expansion
of service staff, the rollout of new IT systems and swifter delivery
of spare parts. In addition, we have introduced the “Diirr Promotor
Score”, a systematic customer satisfaction measurement system.
The “Service Growth” module is a main thrust of the FOCUS 2.0
optimization program, launched in 2018 in the Paint and Final
Assembly Systems division. Moving forward, we want to widen the
contribution made by service business to Group sales to as much as
30 % (2018: 26.8 %).

STRATEGIC FIELD: EFFICIENCY
We are adapting to new market requirements and improving our
cost structure through continuous process optimization. At the

moment, we are concentrating on the following aspects:

» Digitization: We are stepping up the digitization of processes in
all parts of the company to perform tasks more efficiently.

Global processes: Shared international order execution calls
for uniform Group-wide processes. In this connection, we are
constantly integrating new knowledge in our standard processes
and IT systems.

Global IT integration: End-to-end IT systems provide access to
the same data and permit more efficient communication from

any location.

Paint and Final Assembly Systems: The division is implement-
ing the FOCUS 2.0 optimization program to achieve its EBIT
margin target of 6 to 7% by 2020. The main elements entail
reduced project costs, more efficient order execution based on
thelean management method, the expansion of service business,
and organizational improvements in international cooperation
between the individual locations.

Woodworking Machinery and Systems: The HOMAG Group is
rolling out an optimized and more flexible production system.
This will ensure swifter and more efficient execution of major
orders in the growing systems business, particularly at the

division’s head office in Schopfloch.
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Procurement

The cost of materials came to € 1,573.0 million in 2018, rising by
11.1% over the previous year and thus more strongly than sales.
This was due, on the one hand, to higher prices for raw materials
and semi-finished goods and, on the other, to delivery issues expe-
rienced by some suppliers.

In plant engineering, a large proportion of our procurements is
accounted for by purchasing activities related to manufacturing
and assembly, modules, assemblies, complete units and engineering
services. In mechanical engineering, we purchase alot of manufac-
tured parts and pre-assembled modules. Other important procure-
ment goods for all divisions are raw materials as well as finished and
semi-finished products such as electrical components and drives.

The excellent order situation in mechanical and plant engineering
also had a negative impact on supplier availability for us in 2018.
The limited availability of important materials particularly affected
the Paint and Final Assembly Systems, Application Technology, and
Woodworking Machinery and Systems divisions. To counteract this
effect, we boosted our in-house production of key components,
broadened our local supplier base, and temporarily increased our
stock levels. To ensure supplier availability, we also use forecasting
models and long-term capacity planning, and we closely monitor
deadlines and milestones when dealing with suppliers.

We are also adapting our procurement processes in view of the
ever-decreasing lead times. For a large project in Vietnam, we were
able to find local suppliers within just a few weeks. The aim is to
use the supplier relationships established in this process for further

projects in Southeast Asia.

Our purchasing operations are vital in ensuring efficient order exe-
cution. We have recorded price increases for bought-in parts and
services. These have been affected by the strong demand experi-
enced by our suppliers as well as the rising personnel costs and
raw material prices. To lower costs, we use worldwide framework
agreements with preferred suppliers and are further increasing the
localization level of products and purchasing activities. We achieve
economies of scale by pooling international purchasing needs. Our
global lead buyers play a crucial role in enhancing localization and
pooling. Further measures to achieve cost benefits are procurement
auctions, product optimizations and the intensified search for new

suppliers.
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Purchasing aspects are also taken into account in the smart pro-
cesses for executing our customer projects. We use, for example,
digital auctions, electronic supplier integration (EDI and WEB
EDI), and automated order confirmation. Together with important
suppliers, we are investigating other digital process improvements.

In the purchasing organization of Paint and Final Assembly
Systems, strategic purchasing activities were increased and even
more emphasis placed on gaining new suppliers as well as on
long-term supplier development. These measures are part of the
FOCUS 2.0 optimization program. After the acquisition of MEGTEC
and Universal at the Clean Technology Systems division, we are
now harmonizing our purchasing processes in order to achieve
synergies. The purchasing volume of Woodworking Machinery and
Systems increased by 15 % in 2018. We are adapting the purchasing
organization to the increased volume, while paying particular
attention to efficient processes and good risk management.

In addition to the roughly 530 people working in purchasing, we
will be hiring further procurement experts in 2019. Made up of the
purchasing heads within the divisions, the Global Sourcing Board
is responsible for coordinating purchasing operations worldwide.
At Paint and Final Assembly Systems, Application Technology and
Clean Technology Systems, the Global Sourcing Committee decides
on framework agreements, major contract awards and the inter-
national pooling of requirements.

Research and development

R&D GOALS

Our R&D work aims to deliver innovations that help our customers
achieve maximum production efficiency while lowering per-item
costs. In addition, we wish to set ourselves apart from our com-
petitors and safeguard our market-leading position. Great impor-
tance is attached to innovations as part of our digital @ DURR digital
strategy.

2.8 — R&D EMPLOYEES 2018

R&D KEY FIGURES AND EMPLOYEES

At €121.0 million, direct expenditure on R&D set a new record in
2018. The growth of 3.6 % over the previous year is attributable
to innovation projects in the digitization field, and the R&D ratio
matched the previous year’s level of 3.1 %. Order-related develop-
ment costs are contained in the sales costs rather than the direct
R&D costs. Capitalized development costs and their amortiza-
tion totaled € 14.5 million and € 9.9 million (2017: € 9.6 million and
€12.7 million), respectively. Measured against the direct R&D costs,
a capitalization rate of 12.0 % was achieved (2017: 8.2 %).

The proportion of the workforce engaged in R&D operations was
4.8 % at year’s end 2018, corresponding to 782 employees (Decem-
ber 31, 2017: 713). We carry out R&D activities at sites in Europe, the
Americas and China. 89 % of R&D staff are employed in Germany.
Numerous other experts work on new solutions as part of customer
orders outside the R&D departments.

2.7 — R&D KEY FIGURES

2018 2017 2016
Group R&D ratio % 3.1 3.1 3.0
Paint and Final
Assembly Systems % 1.3 1.1 1.2
Application Technology % 4.0 4.1 4.3
Clean Technology Systems % 2.6 2.0 1.7
Measuring and
Process Systems % 2.1 1.8 1.8
Woodworking Machinery
and Systems % 4.9 5.2 5.0
Capitalized development costs € million 14.5 9.6 12.4
Amortization of capitalized
development costs € million -9.9 -12.7 -13.1
R&D employees (Dec. 31) 782 713 695
R&D personnel costs € million =77.7 -69.1 -68.0

Paint and Final

Woodworking

Application  Clean Technology Measuring and Machinery and

Group Assembly Systems Technology Systems Process Systems Systems
Total 782 74 183 31 73 421
% of divisional workforce 4.8 2.1 8.1 2.1 3.2 6.4
ANNUAL REPORT 2018 31



COMBINED MANAGEMENT REPORT

Fundamentals: Research and development

Responsibility for R&D lies with the five divisions. The “R&D/
Technology” multidisciplinary team coordinates cross-divisional
R&D activities and reports to the CEO. Processes and detailed
issues relating to R&D work are governed by guidelines in the divi-
sions. Developing new solutions represents around 70 % of our
R&D expenditure, while some 30 % goes on maintaining existing
products. Our R&D work generally focuses on specific products and

applications. Basic research plays only a minor role.

NEW DEVELOPMENTS AND PATENTS

52 product innovations were completed in 2018. The number of
patent families increased to 1,224, and the number of individual
patents to 6,651 (December 31, 2017: 1,127 and 6,107). At 37 %, the
Application Technology division is responsible for the largest pro-
portion of our patents. The costs for protecting our intellectual
property came to € 7.6 million in 2018 (2017: € 7.3 million).

COLLABORATIVE RESEARCH AND
BOUGHT-IN R&D SERVICES

Close contacts with a large number of scientific institutions and
development partners guarantee that leading-edge R&D is con-
ducted. Expenditure on externally sourced R&D services in fiscal
2018 came to € 47.7 million (2017: € 49.3 million). We received state
research grants to the sum of € 0.3 million; this represents 0.3 % of
the total R&D costs.

R&D FOCUS

Our innovation work is based on our customers’ requirements and
on leading technology and manufacturing trends. The following are
currently of particular importance:

* Digitization/Industrial Internet of Things (11oT) — page 206:
The dominant trend in manufacturing technology is digitiza-
tion. This increases our customers’ overall equipment effective-
ness and enables adaptive manufacturing processes — page 206.
We are putting major efforts into expanding the ADAMOS IToT
platform and the LOXEO and tapio digital marketplaces, into
developing digital services — page 206, and into our data ana-
lysis capabilities. Other areas of interest include smart sensor
technology, manufacturing execution systems, and tools for sim-

ulation and virtual commissioning of production equipment.
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= Increased flexibility: Our customers need flexible production
lines to be able to offer a wide diversity of models and variants.

= Customization/batch size 1: We are seeing growing interest in
systems that enable individually configured end products to be
manufactured efficiently on automated lines.

Optimization of per-unit cost: Reducing per-unit manufac-
turing costs is an important goal for our customers. Accord-
ingly, we are developing new products and processes with a
reduced demand for material, energy, maintenance and human

resources.

Automation: Maximum automation is the key to reproducible
top quality and efficiency in industrial production. Our
customers still have a great deal of potential for automation.

Electromobility: There are differences in the final assembly of
battery-powered vehicles and conventional cars - for example
when connecting the power train and the body or during end-of-
line — page 206 performance testing. We are therefore develop-
ing assembly and testing technology — page 206 specifically for
electric vehicles.

Autonomous driving: More and more cars have driver assis-
tance systems installed; the automotive industry is also work-
ing flat out on concepts for driverless vehicles. Highly sensitive
automated test systems are important for testing and calibrat-
ing the required technology, for example sensors, during mass
production.

Human-robot collaboration: Combining human skill and
mechanical efficiency enhances work processes. Know-how
from fields such as robotics, sensor technology, control tech-
nology and occupational safety is applied when developing such
processes.

Energy efficiency and conservation of resources: Consumers
are increasingly opting for goods that have been produced in
environmentally compatible processes. For that reason and also
for reasons of cost, our customers require production systems
with low material and energy consumption.
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R&D RESULTS

Paint and Final Assembly Systems

EcoPro Plant Analytics makes the operation of painting lines even
more efficient by increasing availability and simplifying mainte-
nance. The software ensures the continuous capture, analysis and
evaluation of data. Consequently, customers are able to carry out
predictive maintenance and optimize their processes. EcoPro Plant
Analytics links data from several thousand sensors, actuators and
control circuits, and converts it into smart data. The software iden-
tifies anomalies in the painting process via non-conformity with
standards, diagnoses the causes of faults and calculates remaining
process times.

The EcoScreen WEB visualization tool enables the painting line
to be viewed on mobile devices. Modern operating philosophy and
contemporary touch control give users intuitive access to the digital
system. The user-oriented design is based on open standards and
sets a new benchmark in the visualization and control of painting
lines. The developers attached particular importance to the careful
ergonomic design of the system and consistent user friendliness -
they even took the precaution of making allowance for a possible
operator red-green color blindness.

Application Technology

In EcoScreen 3D-OnSite 4, Application Technology has developed
a digital tool for efficiently programming Diirr robots and applica-
tion technology — page 206. It supports the common CAD formats
and, thanks to 3D models, enables realistic simulations. The pro-
cesses can be optimized by diagnosing process and movement data.
EcoScreen 3D-OnSite 4 will be used in all new painting stations in

the future.

The division has also rounded off its portfolio of third-generation
robots. The new additions are the EcoRP S053i swing-arm robot
with eight axes of movement and the EcoRP S153i with nine axes
for the interior painting of vans. Application Technology has also
developed a space-saving rail that is mounted on the top and bottom
of the booth wall, along which six-axis painting robots travel during
the paint application process.

Clean Technology Systems

Clean Technology Systems’ VarCom cuts nitrogen oxide emissions
from thermal oxidation systems — page 206 used for exhaust-air
purification. Thanks to a special burner design, no visible flame is
formed, and a uniform temperature profile impedes the formation
of nitrogen oxides. Previously, a supplementary catalytic converter
had to be used to convert these into nitrogen, the main constituent
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of air. VarCom is aimed particularly at customers in the chemical
and pharmaceutical industries.

Large exhaust-air volumes with low solvent concentrations can
be cleaned even more efficiently thanks to the new carousel
concentrator. Adsorption wheels with diameters in excess of four
meters have been used for this up till now. They increase the pol-
lutant concentration, as a result of which less energy is required
for combustion. Clean Technology Systems has now engineered a
modular adsorption wheel. Since the wheels have to be externally
regenerated on a regular basis, the facility to simply replace the
adsorption blocks instead of the whole wheel represents a signifi-
cant competitive advantage. In addition, the carousel concentrator
can be shipped twice as quickly as conventional adsorption wheels.

Measuring and Process Systems

The new, fully automated eTENO balancing machine balances
electric armatures that are required for cars with a hybrid, plug-in
hybrid or entirely electric drive. With its short cycle times,
extremely precise measurements and a connection to our LOXEO
digital marketplace, eTENO provides support for the efficient large-
scale production of electric drives.

The new x-around and x-road curve test stands test autonomous
vehicles fully automatically to ensure that cameras, radar systems,
laser scanners and other components are performing faultlessly.
Traffic scenarios displayed on monitors make it possible to test that
the vehicle responds correctly if, for instance, a pedestrian sud-
denly steps into the road. A movable front axis on the x-road curve
test stand means that steering movements by the vehicle do not
cause it to drift to the side, so the test reflects realistic conditions.

Diirr Somac has developed three apps to capture and evaluate the
process data from filling systems. The Production Basic app allows
vehicle manufacturers to monitor the machine’s production data
online, while Maintenance Basic simplifies troubleshooting during
maintenance operations. Equipment Overview is the interface
between the two apps, providing an overview of the processes in the
filling systems of one or multiple final-assembly production lines.

Woodworking Machinery and Systems

In its Autonomous Cell, the HOMAG Group has unveiled the first
wood-processing workshop that operates fully autonomously. It
consists of two fully automated machine units. These are connected
by autonomously operating assistants in the form of automated
guided vehicles, which transport the workpieces to the appropriate
location. The Autonomous Cell creates flexibility for artisan and
industrial-scale furniture production.
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The IntelliDivide app from the tapio family optimizes the cutting of
particleboard panels. The cloud-based, high-performance software
enables significantly higher computing capacity and can therefore
quickly offer the user optimization options for the panel-divid-
ing process. Customers can, for example, choose among various
options: Is the priority for minimal wastage, particularly simple
operation or short operating times for the machines? The produc-

tion program appropriate to the selected option can be launched.

DURR TECHNOLOGY COUNCIL

The Diirr Technology Council was set up in 2017 to advise the Board
of Management on questions of technology strategy. The Council
brings together scientific expertise, consultancy skills and senior
management experience in the automotive engineering, auto-
mation and IT sectors. Its members are:

= Prof. Dr. Holger Hanselka (chairman),
president of the Karlsruhe Institute of Technology (KIT)
» Ulrich Dietz, chairman of the Administrative Board of
GFT Technologies SE
= Jonathan Guenak, senior consultant, Roland Berger GmbH
= Dr. Eberhard Veit, former CEO of Festo AG
= Prof. Thomas Weber, former member of the Board of
Management of Daimler AG

The Diirr Technology Council sees its role as a think tank and spar-
ring partner for the Board of Management. It balances our innova-
tion strategy against new trends in production, and facilitates con-
tacts. The Diirr Technology Council maintains communication with
the Board of Management, the heads of divisions and managers
from R&D, software and corporate development departments, and
invites different representatives from this circle to its meetings.
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In 2018, the Diirr Technology Council convened three times. At the
first meeting, the members were given an overview of progress in
the field of 11oT — page 206. Discussions revolved around the neces-
sity for an innovation strategy to harmonize development activities
in the fields of machinery/hardware and I1oT/software. R&D man-
agers from the divisions then presented current innovation pro-
jects. The issues discussed included increasing paint shop flexibil-

ity, automated guided vehicles and self-optimizing products.

The second meeting focused first on employee recruitment for IT,
software and engineering roles. Another topic addressed was the
Diirr Group’s site strategy, particularly underlining the growth
potential in China and Southeast Asia. Discussion then centered
on R&D synergies between the divisions, IT security and digital
business models.

At its third meeting, the Diirr Technology Council discussed new
regulatory propositions for protection against emissions and the
associated business opportunities for the Diirr Group. The focus
then turned again to the subject of I1oT/software. The influence of
digitization on internal processes was also highlighted. The Tech-
nology Council declared that models such as agile working and
cooperation in Digital Factories ought to be pursued further.
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Sustainability: Material non-financial issues

SUSTAINABILITY

The Diirr Group has attached great importance to sustainable cor-
porate governance for many years. We are aware of our corporate,
environmental and social responsibility and exercise it actively.
Our actions are guided by the precepts of the United Nations Global
Compact, which defines principles for fair working relationships
and responsible business operations. Inquiries from sustainability
initiatives and rating platforms such as the Carbon Disclosure
Project, EcoVadis and VigeoEiris are dealt with carefully.

The issue of sustainability lies within the remit of the Chief Finan-
cial Officer. Measures and initiatives are usually planned and imple-
mented decentrally, with various Group-wide provisions in place
that have to be adhered to.

To reflect the growing importance of sustainability and provide
more detailed information, we are looking into reporting in com-
pliance with the guidelines of the Global Reporting Initiative (GRI)
in the future. No framework is currently used for our sustainability
reporting.

Material non-financial issues

In order to provide information in accordance with the CSR Direc-
tive Implementation Act, we analyzed the non-financial issues that
are material for us in 2017, and revised them in 2018. We started by
asking ourselves which stakeholders we are addressing with our
non-financial declaration. These can be summarized as:

= Employees

» Customers

= Business partners and suppliers

= Shareholders

* Public

= Media

= Governments, authorities and schools
= NGOs
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In 2018, we reviewed the different interests of our stakeholders at
in-house workshops and rated their materiality afresh. We critically
scrutinized the material non-financial issues during in-depth dis-
cussions with the specialist departments and analyzed them from
two points of view:

= What importance do the issues have
for our business operations?
» What impacts do our business operations

have on the issues?

As an engineering company with a low vertical depth of production,
we also took the importance of the supply chain into account in
our analysis. Ultimately, we have defined the following issues as
material for us within the meaning of the CSR Directive Implemen-
tation Act:

= Innovation
= Compliance/anti-corruption
» Human rights
= Employees
» Further training and people development
= Occupational safety
= Employee satisfaction/retention
= Employee recruitment

We still regard the issue of the environment as non-material. This
relates both to the relevance of environmental aspects to our activ-
ities and to the impacts of our business operations and our supply
chain on the environment. Our core competences are engineering
— page 206, planning and order execution. These processes entail
relatively low environmental impacts. Conversely, the value added
as aresult of production processes that are usually associated with
relatively high impacts is comparatively low in the Diirr Group. We
also regard the issue of social concerns as non-material within the
meaning of the above-specified viewpoints.

35



COMBINED MANAGEMENT REPORT
Sustainability: Integrity

NON-FINANCIAL DECLARATION

The non-financial consolidated declaration in accordance with
Section 315b (1) of Germany’s Commercial Code (HGB) is an
integral part of the financial report and is spread across several of
its chapters. The following index (table 2.9) shows which chapters
contain information on the non-financial matters that are mate-
rial for us. The content of the non-financial consolidated declara-
tion is marked in the relevant chapters with a line in the margin
and the abbreviation NFD. The non-financial consolidated decla-
ration did not form part of the audit of the annual and consolidated
financial statements by Ernst & Young GmbH Wirtschaftspriifungs-
gesellschaft. At the request of Diirr AG, however, Ernst & Young
GmbH Wirtschaftspriifungsgesellschaft performed a limited assur-
ance engagement on the non-financial consolidated declaration.

2.9 — INDEX OF NON-FINANCIAL MATTERS

Details in acc. with CSR DIA?
(Section 315c of Germany's

Commercial Code (HGB)) Chapter/sub-chapter/section

Business model + Fundamentals/The Group at a glance/Profile

+ Fundamentals/The Group at a glance/
Group organizational structure

+ Fundamentals/The Group at a glance/

Business model

Risks in relation to material
non-financial matters

* Report on risks, opportunities and
expected future development/Risks/ Risks in
relation to material non-financial matters

MATERIAL NON-FINANCIAL MATTERS

Combating corruption
and bribery

+ Sustainability/Integrity

Respect for human rights + Sustainability/Integrity

Employee matters

* People development and
further training

* Health and safety

+ Employee satisfaction/
retention

* Employee recruitment

+ Sustainability/Employees

Innovation * Fundamentals/Research and development

OTHER NON-FINANCIAL MATTERS

Employee matters
* Health

+ Sustainability/Employees

Environment * Sustainability/Environment

Social matters * Sustainability/Social commitment

1 CSR Directive Implementation Act
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Integrity

Ethical behavior and observance of laws are important for all our
business operations. We have enshrined our mandatory rules of
conduct in the Diirr Group’s Code of Conduct, which is available
in ten languages. It contains rules on, among other things, dealing
with human rights issues, such as the inadmissibility of discrimi-
nation, and exercising social responsibility. Another focus is con-
duct toward business partners, competitors and colleagues. We also
expect honesty and integrity from our suppliers. This expectation
is enshrined in our code of conduct for suppliers. Our aim is for our
suppliers to commit to this code of conduct.

COMPLIANCE/ANTI-CORRUPTION

The aim of our compliance management system (CMS) is to ensure
compliance with legislation and in-house requirements. It is
described in a Group-wide organizational instruction. This defines,
among other things, areas of responsibility, processes and reporting

channels in the event of any suspicions being raised.

Overall responsibility for the compliance management system
lies with the Board of Management. The CEO oversees Corporate
Compliance. The Corporate Compliance Board is tasked with han-
dling all compliance-related issues. Its responsibilities include
defining and further developing the compliance management sys-
tem. Its members comprise in particular the corporate compliance
officer, the heads of internal auditing and tax affairs, the corporate
risk manager and the finance managers of the divisions. Local com-
pliance managers in the Group companies support the employees

in meeting compliance requirements.

Questionable conduct can be reported to the corporate compliance
officer. If an investigation supported by Internal Auditing yields
concrete grounds for suspicion, the CEO and the Corporate Com-
pliance Board are immediately notified. The Board examines the
need for other steps on a case-by-case basis. Corruption is one of the
issues addressed by the basic online compliance training course,
which has been in place at Diirr Systems and Schenck since 2016.
This highlights possible violations for employees, describes their
consequences for those directly involved and the company, and
provides tips on conduct. Employees of the HOMAG Group, which
has run its own compliance training courses hitherto, are to be
included in the training program for the Diirr Group’s compliance
system from 2019 onward. Furthermore, with effect from 2019, all
newly appointed employees will complete a basic online compli-
ance training course as part of our Group-wide onboarding process.
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We plan to run refresher courses every two years. This is aimed at
helping ensure that the entire workforce continues to be trained
in compliance issues and that the necessary awareness of the issue
of compliance is maintained. Employees who face particular expo-
sure because of their job are also required to complete an advanced

training course on the subject of corruption.

One of the core tasks of our compliance organization is to protect
against corruption. We introduced a relevant Group-wide organiza-
tional instruction in 2018. The purpose of the anti-corruption orga-
nizational instruction is to provide employees with a clear code of
conduct for their dealings with business partners and in the event
of conflicts of interest. Our aim is to preempt the giving and accep-
tance of bribes from the very outset. We are assisted in this by both
our internal monitoring system and the compliance management
system as a whole. One indicator of the effectiveness of our compli-
ance management system is that no cases of corruption occurred in
2018, as was also the case in the preceding year.

HUMAN RIGHTS

We tolerate no kind of prejudice and accept no discrimination
on the basis of ethnic or cultural background, disability, gender,
religion, age or sexual orientation. We are committed to social diver-
sity and equal opportunities, and take care to ensure that human
rights are respected. Child labor and forced labor are forbidden. If
there is any suspicion of human rights violations of any kind, we
check this using the compliance process described. The greatest
risk of human rights violations in our view is in the supply chain,
since we outsource a great deal of work to suppliers, particularly
for manufacturing operations. The code of conduct for suppliers
therefore explicitly requires human rights to be observed. Beyond
that, there is no scheme in place to identify and avoid human rights
violations; in particular, we have not yet introduced any systematic
process for training, advising or assessing suppliers. To date, there
is no Group-wide organization in place to monitor the observance
of human rights. It is, of course, our aim that no human rights viola-
tions should occur in the Diirr Group or at our suppliers. We intend
to take respect for human rights into account in the future when
selecting suppliers.
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Employees

In 2018 the Group’s workforce grew by 8.9 % to 16,312 people. This
was primarily due to the acquisition of MEGTEC/Universal with
their 865 employees in October. The Clean Technology Systems
division, to which MEGTEC/Universal belong, has 1,472 employees.
The workforce also grew in all other divisions. The strong increase
of 8.9 % at Application Technology results not only from the high
level of business but also, to alarge extent, from the fact that exter-
nal workers became permanent employees following a change in
the German legal framework. In order to be flexible, we take on
external staff along with our regular workforce; the number of
external staff corresponds to 8.6 % of our regular global workforce.

Half of our employees are based in Germany. China has the second
highest number of employees, followed by the United States and
Poland. In China, there are almost 2,100 employees, plus around
350 external workers. The workforce in the emerging markets grew
by 7.6 % to 5,141 people. This is equivalent to 31.5 % of the total work-

force and thus similar to last year.

2.10 — EMPLOYEES BY DIVISION (DECEMBER 31)

1.5% Corporate Center

Paint and Final

u Assembly Systems 21.3%
Woodworking
Machinery and
40.4% Systems L
Application

Technology 13.8%

Clean Techno-
logy Systems  9.0%

Measuring and
14.0% Process Systems

2018 2017 2016
Paint and Final Assembly Systems 3,472 3,457 3,384
Application Technology 2,246 2,063 1,956
Clean Technology Systems 1,472 603 569
Measuring and Process Systems 2,279 2,279 3,010
Woodworking Machinery and Systems 6,593 6,371 6,126
Corporate Center 250 201 190
Total 16,312 14,974 15,235
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2.11 — EMPLOYEES BY REGION (DECEMBER 31)

Asia, Africa,
19.8% Australia

2.1% South America

Germany 50.0%

North/
12.4% Central America

Other European
15.7% countries

2018 2017 2016
Germany 8,152 7,830 8,205
Other European countries 2,567 2,361 2,306
North/Central America 2,027 1,394 1,329
South America 341 313 323
Asia, Africa, Australia 3,225 3,076 3,072
Total 16,312 14,974 15,235
2.12 — PERSONNEL KEY FIGURES
2018 2017 2016
Number of employees (Dec. 31) 16,312 14,974 15,235
of whom apprentices and students
at cooperative state universities
(Dec. 31) 431 420 464
Proportion of female employees
(Dec. 31) (%) 16 16 16
Part-time employees (Dec. 31) 507 499 514
Average length of service [years) 1 1 11
Employee turnover (%) 9.3 7.7 7.3

PEOPLE DEVELOPMENT AND FURTHER TRAINING

As an engineering company, we rely on well-qualified special-
ists and managers, to whom we would like to offer further train-
ing opportunities and career prospects. Our people development
and further training programs are designed with three objectives

in mind:

* to prepare employees properly for new challenges, for example
in the digitization field

* to ensure the availability of well-qualified managers

* to promote the development of young skilled personnel from
the company’s own ranks
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Our Group-wide “People Development” process serves these objec-
tives. It helps us identify, develop and retain potential managers
within our workforce, and to make the best use possible of young
talent. “People Development” is a software-supported process which
is based on regular communication between people development
staff and managers about the advancement of employees with high
potential. In 2018 we evaluated the skills of 793 employees as part
of “People Development”. The two-yearly process serves as a basis
for making decisions on succession arrangements and filling vacan-
cies with internal candidates. Having been tried-and-tested in the
sub-groups of Diirr Systems and Schenck for several years, “People
Development” was also introduced at the HOMAG Group in 2018.

The Corporate Human Resources department, which reports to
the CEO and Employee Affairs Director, has overall responsibil-
ity for HR issues within the Group. The Corporate People Develop-
ment department is in charge of the Group-wide management of
personnel development and further training for employees. The
processes in this area are defined in an organizational guideline.
We want to safeguard the company’s long-term success through
a comprehensive range of further training. This is to ensure that
employees can continuously update their knowledge to meet
new requirements. Our further training program comprises
standard face-to-face training and seminars as well as online
training, webinars, videos and e-books. The central instrument
is the “MyTraining” online training platform. This enables users
to select, book, approve and evaluate training, while making the
training history transparent for both employees and managers. All
employees worldwide have access to “MyTraining”.

In 2018 we recorded more than 14,500 attendances at face-to-face
training sessions across the Group (2017: around 12,300). The num-
ber of training sessions per employee stood at 0.9 (2017: 0.8). Train-
ing events for the further development of specialist qualifications
accounted for more than half of all attendances. These included
mainly training in IT and digitization, technical and commercial
expertise as well as technical rules and standards. We organized a
total of 2,318 training events in 2018, which corresponds to a 6.2 %
increase over the previous year. As part of our sustainable know-
ledge transfer, we also use internal specialist trainers to ensure a
highly practice-oriented approach.

We have expanded our online training program. For online training
on data protection and compliance, we recorded 1,417 attendances.
We have introduced our new online onboarding training in nine
languages, available to all new employees. It teaches basic know-
ledge and promotes a sense of identification with the Diirr Group
from the outset. We are also using new training formats for top-
ics relating to digitization. Examples include training in digital
applications for sales and service employees, and training material
around the digital @DURR strategy.
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We have also expanded our internationally staffed corporate train-
ing events for employees from different sites. The key topics were
leadership, sales and project management as well as technical and
commercial knowledge. The number of participants at the corpo-
rate training events reached 1,228, a substantial increase over the
previous year (856).

Our training program for managers consists of the “Fit for Leader-
ship” program for young executives and the “Advanced Leadership
Program” for experienced managers. Both programs are based on
the Diirr Group’s Leadership Skills Model and are conducted across
all divisions. The “Fit for Leadership” program was attended by
584 people in 2018 (2017: 298), while the “Advanced Leadership
Program” was attended by 288 people (2017: 45). The leadership
skills of our project managers are developed through our special
“Leadership Project Management Training”. These courses were
attended by 109 participants Group-wide (2017: 220).

HEALTH & SAFETY

Our project business around the world requires a lot of travel and
work on construction sites, both of which can pose safety risks for
our employees. This is why health and safety measures are of great
importance within the Group. Our primary goals are to ensure the
physical integrity of our employees and to offer them a safe work-
ing environment. The relevant instructions and requirements for
health and safety and accident prevention can be found in our
Group-wide and division-specific health and safety guidelines.

The CEO heads up our Group-wide health and safety organization. A
cross-functional team and the Corporate Health and Safety Manager
are responsible for defining our health and safety strategy and for
implementing it globally. Their task is also to put in place effective
accident prevention systems and worldwide uniform health and
safety standards for all sites. At divisional level, health and safety
coordinators implement the organizational aspects of these stan-
dards, and adapt them to specific requirements. Local health and
safety managers are appointed at the Group companies. They
inform employees of the defined standards and processes for health
and safety, and ensure that these are implemented locally. Regular
internal audits are performed to help us comply with health and
safety guidelines and processes at our sites.

One principle of our Group strategy relating to health and safety is
that we must continuously improve the safety of work processes.
This applies to all levels and companies of the Group. We want
to make all employees aware of health and safety issues through
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enhanced communication, presentations and regular safety brief-
ings. It is compulsory to attend one relevant training session per
year, with advanced and refresher courses being offered addition-
ally. The future plan is for all Group employees to complete the
required safety training online. In case of emergencies while trav-
eling, our employees have access to a professional emergency man-

agement service.

Health and safety reporting was integrated into Group reporting
in 2017. Key figures, such as accident frequency, are monitored at
management level. Based on the recorded data, our aim is to better
evaluate accidents and initiate countermeasures in the future. This
is how we want to keep the number of accidents within the Group
to a minimum.

In addition to the prevention of accidents, we also see our role as a
responsible employer in promoting healthy working practices. As
part of our company health scheme, in particular at our German
sites, we offer fitness packages and health-promoting measures. The
Group-wide sick leave rate was 3.2 % in 2018 (2017: 2.9 %).

2.13 — HEALTH AND SAFETY KEY FIGURES

2018" 2017 2016

Number of work-related accidents?
per thousand employees

(including external staff, excluding
commuting accidents) 14.8 12.7 13.5°

Work-related accidents? per
100 thousand hours worked
(including external staff, excluding
commuting accidents) 0.7

Work-related accidents? resulting
in death (including external staff) 0 0 —h

1 Figures exclude MEGTEC/Universal

2 A work-related accident is an incident which requires at least medical treatment.
3 0nly Germany

“No Group-wide figures recorded
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EMPLOYEE SATISFACTION/RETENTION

Satisfied and motivated employees are an important basis of our
company’s success. We regularly measure our employees’ satis-
faction by means of worldwide employee surveys. The participation
rate for the last survey, conducted in 2016, was 77 %. It showed that
82 % of our employees would recommend the Diirr Group as a good
employer. For the next employee survey, which is scheduled for
2019, we aim to achieve another high participation rate. In response
to previous surveys, we have introduced improvements in our feed-
back culture and created additional training opportunities. Both
criteria had shown an unsatisfactory approval rate of around 52 %.

The central Corporate Human Resources department is respon-
sible for the Group-wide recording of employee satisfaction levels.
Employees’ needs and suggestions are discussed at individual sites
between the senior management, the HR department, the respec-
tive employees and, if necessary, the employee representatives.

Our aim is to retain employees in our company as long as possible.

Our average length of service is around 11 years, the same as in 2017.

EMPLOYEE RECRUITMENT

We require a large number of highly qualified employees. Filling
vacancies is becoming increasingly challenging, due to the com-
petition for good candidates as well as for demographic reasons.
It is thus all the more important for us to position ourselves as an
attractive employer. The Corporate People Development depart-
ment is responsible for the Group’s personnel and university
marketing, and coordinates the employer branding activities of
Diirr, Schenck and HOMAG.

It is particularly in view of the strong demand for software and
digitization experts that we have developed the international
employer brand campaign, “PURE PASSIONEERING”. This captures
the essence of what the Diirr Group represents as an employer:
fascinating technology, innovation, passion and international
reach. “PURE PASSIONEERING” defines our presence at trade
fairs, recruiting events and the careers pages of our new websites,
www.durr-group.com and www.durr.com. We have greatly
increased our presence as an employer and trainer on social media
such as LinkedIn, Twitter and Facebook. We have redesigned our

recruitment processes using new e-recruiting software.
Our aim is to fill any vacancies with suitable candidates as soon as

possible. In 2018 almost 1,700 new employees were hired through-
out the Group (2017: around 1,500).
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We have further intensified our university marketing, while plac-
ing more emphasis on the growing importance of digitization when
communicating with students and graduates. We have redefined
the group of universities that are most important for us. This is
where we are increasing our presence at contact fairs and working
with student ambassadors who support us at events and share our

content via social media.

In 2018 we attended 55 university and recruitment fairs world-
wide. We had 160 interns and 109 student employees working for
us across the Group. 45 students and aspiring engineers completed
their theses at Diirr.

Our quality as an employer is underlined by independent awards
and rankings:

» Kununu Top & Open Company: We have achieved an average
score of 3.94 (out of 5) on the Kununu evaluation platform, thus
outperforming our industry peers (average 3.39).

FOCUS Best Employers: In the employer ranking published by
German magazine FOCUS, we came 17th out of a total of 79, and
were thus in the upper section of the mechanical and plant engi-
neering firms rated.

Best Employer for Women: The German magazine Brigitte
conducted a study to find out which companies champion the
promotion of women in the workplace. We received four out of
five stars and are thus among the 91 best companies.

Best Trainer: In a study conducted by business magazine
Capital, Diirr Systems and HOMAG received the top mark for

their training programs.

» Fair Company: This quality seal confirms that we do not hire
graduates as interns and that interns are paid appropriately.

= Success Factor Family: We are committed to a family-friendly
personnel policy.

» OQutstanding Trainee Program: This award shows that our Diirr
Graduate Program is fair and provides career opportunities.

Our attractiveness as an employer is not only reflected in the remu-
neration and career prospects we offer. At the larger sites, in par-
ticular, employees also benefit from activities to promote work-life
balance, sports, wellbeing and culture. Added to this are flexible
work arrangements relating to employees’ time and presence.
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VOCATIONAL TRAINING

Offering a broad vocational training program enables us to secure
reliable junior talent and is part of our social responsibility. We
offer young people vocational training in 11 commercial and indus-
trial/technical fields, plus 11 study courses in the fields of engi-
neering, business and information technology. In 2018 we had
431 apprentices as well as cooperative state university and Studium
Plus students working for us, 68.7 % of whom were based at the
HOMAG Group. High-achieving university graduates are offered
attractive opportunities to embark on a specialist or management
career with a future through the Diirr Graduate Program. In 2018
this was offered in two key areas: Technology & Innovation and
Software Engineering & IIoT. Two trainees each spent time in
several sections per key area.

OUR WORKFORCE

The average age of our workforce is 42. More than half of all
employees working in Germany are older than 45. China has the
youngest workforce, where almost 49 % of employees are between
25 and 34. Being an engineering — page 206 company, we employ
many academics and engineers; 46 % of our workforce have an
academic degree (bachelor’s, master’s/degree or PhD), while 51%
have chosen a non-academic, vocational pathway. The Group
employs around 760 project managers and 2,100 engineering staff.
The largest function group is made up of staff working in assembly
and manufacturing, accounting for 31.5 % of the workforce. Further
personnel key figures can be found in table 2.12.

The percentage of women working at the Diirr Group is 15.8 % - but
we are committed to increasing this figure. To this end, we orga-
nize partnerships with schools and support initiatives such as Girls’
Days as well as the internal women’s networks, she@Diirr and
WOMENGgineering. We would like to encourage more young women
to pursue technical apprenticeships and cooperative state univer-
sity courses, in particular. We are also creating favorable framework
conditions to reconcile work and family life.
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As a global company, we see the diversity of our employees as a
strength. Every employee has the right to be treated fairly, politely
and respectfully. Showing mutual respect - regardless of back-
ground, gender, religion, culture and age - is part of our corporate
culture and is firmly embedded in our code of conduct.

Environment

We include environmental aspects in our decision-making
processes, and aim to limit the environmental impacts of our
actions and to ensure sustainability. For that reason, we have
defined sustainable action as a central corporate value.

2.14 — ENVIRONMENTAL KEY FIGURES (ABSOLUTE)

2018 20172 2016
Number of sites 108 92 92
of which quality management
certified to SO 90012 41 41 47
of which environmental
management certified to 1ISO 140013 14 14 19
of which energy management
certified to SO 500013 10 10 10
Consumption
Electricity (MWh) 55,980 57,080 61,249
Gas/oil/district heat (MWh) 62,813 67,736 69,721
Water (m3) 201,279 208,362 183,823
Waste water output (m3) 188,329 192,099 168,368
Waste (t) 10,574 10,508 11,189
of which recycled (t) 8,457 8,664 8,962
Emissions
CO, (1) 61,224 62,590 62,909
of which attributable to
vehicle fleet (t)4 12,586 12,185 9,474
S0, (t) 29 30 32
NOx (t) 4h 46 49

' Figures for 2018 do not include MEGTEC/Universal. MEGTEC/Universal were taken into
account in the number of sites.

2The Diirr Ecoclean Group, which was sold with effect from March 31, 2017, is no longer
included in the environmental figures for 2017.

3 Sites used by several Diirr companies sometimes hold multiple certificates.

4 Change in the calculation method retroactively since 2017

As an engineering company with a low vertical depth of production,
our energy, material and resource consumption is also relatively
low, as is the amount of waste generated. The major environmental
impacts of our business activities occur primarily in the supply
chain and less at our own sites. The use of our products also results
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in environmental impacts, for instance as a result of the consump-
tion of resources and energy. We therefore aim to develop efficient
solutions with low rates of consumption. Further information on
this can be found under “Research and development” — page 31.
We are working on creating processes in our supply chain that take
account of environmental aspects.

‘We also aim to improve our performance in our direct environmental
sphere of responsibility. Our goal is to reduce the consumption
of energy, material and resources at the sites and to operate as
efficiently as possible. To meet this aim, we are looking at establish-
ing appropriate organizational structures. The principal respon-
sibility for environmental aspects will continue to lie with the
relevant site managers. However, we intend to introduce a Group-
wide environmental policy to specify harmonized standards and
guidelines.

A large number of our production companies are already certified
to the ISO 14001 environmental management system. We are work-
ing toward ensuring that all production and assembly sites and all
sites with technology centers gain certification to ISO 14001. Ten
HOMAG Group sites have a certified energy management system
to ISO 50001. A number of sites carry out energy and quality audits.
The www.durr-group.com website gives an overview of certifica-
tions held under Company/Sustainability/Certificates.

2.15 — ENVIRONMENTAL KEY FIGURES (INDEXED)

2018" 20172 2016
Consumption
Electricity 64.9 68.9 76.9
Gas/oil/district heat 49.1 55.2 59.0
Water 85.3 92.0 84.4
Waste water output 90.0 95.6 87.1
Waste 1191 123.3 136.5
Waste recycled 124.8 133.2 143.3
Emissions
COo, 66.4 70.7 73.8
CO, attributable to vehicle fleet? 120.0 121.0 97.8
S0, 64.0 68.1 75.9
NO, 60.3 65.1 71.7

2010 = 100; in relation to sales

" Figures for 2018 do not include MEGTEC/Universal

2The Diirr Ecoclean Group, which was sold with effect from March 31, 2017,
is no longer included in the environmental figures for 2017.

3 Change in the calculation method retroactively since 2017
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Social commitment

We are committed to a varied range of social issues. We support
humanitarian charities, sponsor cultural and educational events
and opportunities, and provide grants to grassroots, youth and dis-
ability sports clubs. In 2018, we made donations of € 0.8 million for
charitable purposes (2017: € 0.8 million).

We support a range of local social organizations in our sites’
neighborhoods. In Bietigheim-Bissingen, for instance, we donate
to early years rhythmical/musical education in children’s daycare
centers and to the local church welfare organization. In Stuttgart,
we support the Gustav Werner school for special educational needs.
The HOMAG Group also has a tradition of social commitment. The
“HOMAG Cares” initiative has been running for ten years. In this,
furniture built for demonstration purposes at trade shows is sold,
after which the proceeds are topped up and then donated to chari-
table organizations. In 2018, HOMAG Cares in Germany supported
workshops for the disabled in Horb-Sulz and Calw and the Willibald

Schmidt Foundation in Beilngries.

We also make a social contribution by getting actively involved. We
are a member of the Knowledge Factory scheme in Germany and
run “KiTec” children’s technology projects at participating schools.
“KiTec” teaches children to engage with technology through the
medium of play.
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CORPORATE
GOVERNANCE

The German Corporate Governance Code contains rules and rec-
ommendations for the reliable management and supervision of
listed companies. After the extensive changes in 2017, the Code
Commission did not make any amendments to the set of rules in
the past calendar year. We observe all current recommendations of
the Code. Our current declaration of compliance is dated Decem-
ber 12, 2018. The full text is available at www.durr-group.com
under Investors/Corporate Governance/Declaration on Corporate
Governance.

Other information
on corporate governance'

BOARD OF MANAGEMENT AND
SUPERVISORY BOARD

As the executive body, the Board of Management conducts the com-
pany’s business, defines the strategy and implements it in consul-
tation with the Supervisory Board. It must always act in the com-
pany’s best interest and in compliance with its business policies.
The Board of Management reports to the Supervisory Board on
aregular and comprehensive basis about business performance,
strategy and risks. The rules of procedure issued by the Supervisory
Board stipulate the responsibilities among individual members of
the Board of Management, the manner in which resolutions are
passed, and other aspects.

The Supervisory Board advises and supervises the Board of Man-

agement. In accordance with the German Co-determination Act,
it consists of 12 members with an equal number of shareholder and

" The full declaration on corporate governance is available at
www.durr-group.com under Investors/Corporate Governance.
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employee representatives. The six shareholder representatives are
elected at the annual general meeting, and the six employee rep-
resentatives are elected by the employees of the Group’s German
business locations. The chairman has the casting vote in the event
of a tie. The Supervisory Board can take particularly urgent resolu-

tions by written circulation.

Elections are held every five years to appoint new members to the
Supervisory Board; the last regular elections took place in 2016.
If a member of the Supervisory Board resigns before the end of
his/her term of office, a successor will be appointed by court if
no elected substitute member is available. Supervisory Board
members appointed by court must stand for election at the next
annual general meeting (shareholder representatives) or at the next
election date (employee representatives). The Supervisory Board
currently has seven independent members and considers this to be

an appropriate number.

The Supervisory Board of Diirr AG has created four committees
from its midst, which discuss special topics and prepare resolu-
tions. After every meeting, the chairmen of the committees inform
the full Supervisory Board of the results.

= The Personnel Committee, which also acts as the Executive
Committee, is primarily responsible for the appointment of
members of the Board of Management and their compensation,
and conducts the groundwork for the corresponding resolutions
by the full Supervisory Board.

The Audit Committee deals with financial reporting, risk man-
agement, internal control system and internal auditing. It also
oversees the compliance management system, reviews the
annual and consolidated financial statements of Diirr AG, and
conducts the groundwork for the corresponding resolutions by
the full Supervisory Board.
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» The Mediation Committee convenes if there are differences of
opinion within the Supervisory Board regarding the appoint-
ment or dismissal of members of the Board of Management. At
Diirr AG, this committee has never had to convene.

The Nominating Committee proposes to the Supervisory Board
candidates who are professionally and personally suitable for
election as shareholder representatives at the annual general
meeting. It takes account of the provisions of the Act on Equal
Participation of Women and Men in Executive Positions, of the
skills profile and of the objectives for the composition of the
Supervisory Board.

Except for the three-strong Nominating Committee, which by its
nature only has shareholder representatives, all the committees
consist of four members with an equal number of shareholder and
employee representatives.

SKILLS PROFILE FOR THE SUPERVISORY BOARD

The Supervisory Board has approved a skills profile and objec-
tives for its composition. This is to ensure that its members col-
lectively fulfill the requirements for the proper performance of the
Supervisory Board’s work. Among the skills needed are knowledge
of the mechanical and plant engineering industry and our mar-
kets as well as knowledge in the fields of management, leadership,
accounting, controlling, risk management, compliance and gover-
nance. It is not necessary for every member to have the same level
of knowledge in all fields; rather, the different skills should comple-
ment each other. At least one member must have expertise in finan-
cial accounting or auditing. The chairman of the Audit Committee
must have specific knowledge in applying accounting principles
and internal control procedures. Every Supervisory Board mem-
ber must be familiar with the relevant legal standards, devote a suf-
ficient amount of time and continue to expand their knowledge.
In terms of diversity, members are expected to have diverse pro-
fessional and international experience; there must be a minimum
quota of 30 % of both men and women on the Supervisory Board,
according to Section 96 (2) of the German Stock Corporation Act
(AktG). Further key points are an appropriate number of indepen-
dent members, the avoidance of any conflicts of interest, a general
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age limit of 70 when being elected and a maximum term of office of
15 years. The Supervisory Board, in its current composition, fulfills
the requirements of the skills profile. In December 2018, the skills
profile was reaffirmed by the Supervisory Board.

ANNUAL GENERAL MEETING

At the annual general meeting, a general debate is held between
shareholders, Board of Management and Supervisory Board. It also
enables shareholders to exercise their voting rights. All motions on
which resolutions are to be passed are outlined in the agenda, which
is sent out by the company in time for the annual general meeting.
The Chairman of the Supervisory Board presides over the annual
general meeting and reports on the activities of the Supervisory
Board and its committees in the previous fiscal year.

TRANSPARENCY

Our Corporate Communications department provides comprehen-
sive and up-to-date information. Detailed information and expla-
nations relating to our business performance can be found in the
annual report as well in interim reports, financial reports, press
releases and ad-hoc announcements. All publications are available
on our website. We hold press conferences and conference calls to
announce important events.

FINANCIAL ACCOUNTING AND INDEPENDENT AUDIT

For several years now, our IFRS consolidated financial statements
have been audited by Ernst & Young GmbH Wirtschaftspriifungs-
gesellschaft. The company was elected at the annual general meet-
ing to audit the annual financial statements for 2018 on the basis
of a proposal put forward by the Supervisory Board. The auditor
audits the consolidated financial statements and the annual finan-
cial statements of Diirr AG prepared by the Board of Management
before these are reviewed and approved by the Supervisory Board
and then published at the latest 90 days after the balance sheet date.
In accordance with Item 7.2.3 of the German Corporate Governance
Code, the auditor will inform the Chairman of the Supervisory
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Board immediately of all matters relevant for the work of the Super-
visory Board that come to its attention in the course of the audit.
The auditor will also inform the Supervisory Board of any devia-
tions from the declaration of compliance according to Section 161
of the German Stock Corporation Act. Prior to receiving the letter
of engagement, the auditor gives a pledge of its independence to the
Supervisory Board.

PERFORMANCE INDICATORS, CONTROL SYSTEM,
INSIDER REGISTER

The key indicators for corporate management are incoming orders,
sales, EBIT, EBIT margin and ROCE. Information on our 2018 figures
and on the methods of calculation can be found in the chapter en-
titled “Financial development” — page 72.

Our risk management system covers 15 specific risk fields and
records the risk situation of the Group. It also looks at the risks aris-
ing from the Diirr Group’s activities in terms of sustainability. The
risk management system also includes the internal control system
for the accounting process. More detailed information on this topic
can be found in the “Risk report” page 81.

We keep project-related insider lists according to Article 18 of the
Market Abuse Regulation (MAR). All insiders will be informed
about the associated legal obligations and sanctions.

BOARD OF MANAGEMENT AND
SUPERVISORY BOARD PROCEDURES

The Board of Management of Diirr AG is composed of:

= Ralf W. Dieter (CEO since January 1, 2006; member of the
Board of Management since January 1, 2005)

= Carlo Crosetto (member of the Board of Management
since March 1, 2017)

= Pekka Paasivaara (member of the Board of Management
since January 1, 2019)

= Dr. Jochen Weyrauch (member of the Board of Management
since January 1, 2017)

Mr. Paasivaara was appointed to the Diirr AG Board of Manage-
ment effective January 1, 2019, and will maintain his additional role
as CEO of HOMAG Group AG. By expanding the Board of Manage-
ment, the Supervisory Board has adapted the top-management
structure to the Group’s growth and responded to the increasing
importance of the Woodworking Machinery and Systems division
(HOMAG Group). Tables 2.16 and 2.17 provide an overview of the
responsibilities within the Board of Management.

The second management level within the Group consists of the divi-
sion heads. They have global responsibility for their business and
work in close cooperation with the Board of Management. The cor-
porate departments of Diirr AG support the Board of Management.

2.16 — RESPONSIBILITIES WITHIN THE BOARD OF MANAGEMENT IN 2018

Ralf W. Dieter
(CEO) (CFO)

Carlo Crosetto

Dr. Jochen Weyrauch

Divisions * Application Technology
(until December 31, 2018)

* Measuring and Process Systems
(from April 1, 2018)

* Woodworking Machinery and Systems

(until December 31, 2018)

* Paint and Final Assembly Systems

* Measuring and Process Systems
(until March 31, 2018)

* Clean Technology Systems

Corporate functions

* Corporate Communications
* Human Resources

* Research & Development
* Quality Management

* Internal Auditing

* Corporate Compliance

+ Finance/Controlling

* Investor Relations

* Risk Management

» Legal Affairs/Patents/Insurance
* Global Sourcing

* Corporate Social Responsibility

(Employee Affairs Director)

* Corporate Development
* Information Technology
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2.17 — RESPONSIBILITIES WITHIN THE BOARD OF MANAGEMENT SINCE JANUARY 1, 2019"

Ralf W. Dieter Carlo Crosetto
(CEO) (CFO)

Pekka Paasivaara Dr. Jochen Weyrauch

Divisions * Measuring and Process

Systems

= Woodworking Machinery
and Systems

= Paint and Final Assembly
Systems

= Application Technology

* Clean Technology Systems

Corporate functions + Corporate Communications

* Human Resources
(Employee Affairs Director)

* Internal Auditing

+ Corporate Compliance

- digital@DURR

* Investor Relations
* Risk Management

* Global Sourcing

* Finance/Controlling

= Corporate Development
* Global IT

= Operational Excellence

* Legal Affairs/Patents/Insurance

Non Productive Material

+ Corporate Social Responsibility

' Effective January 1, 2019, the central functions of Research & Development and Quality Management no longer report directly to the Board of Management. The corporate functions of

digital@DURR and Operational Excellence have been added.

There are two management teams at Group level: The top manage-
ment team (Diirr Management Board) had 18 members as at Decem-
ber 31, 2018. It consists of the Board of Management, the heads and
financial officers of the divisions as well the managers of certain cor-
porate functions. The broader Senior Management Group is com-
posed of around 90 chief executive officers and managers from the
Group. An overview of the members of the Supervisory Board and
the Board of Management as well as their mandates can be found in
item 43 in the notes to the consolidated financial statements.

CONTROL

In accordance with Article 6 of Diirr AG’s articles of incorporation,
the Supervisory Board determines the number of members of the
Board of Management and their appointment. The rules of pro-
cedure, which the Supervisory Board has issued for the Board of
Management, contain a list of transactions requiring approval and
determine the allocation of responsibilities.

At Supervisory Board meetings, the Board of Management com-
ments on the agenda items and answers any questions. The written
motions for the Supervisory Board, along with a detailed dossier,
are sent to the members at least one week prior to the meeting.
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On the day of the meeting, preliminary talks are usually held sep-
arately between the shareholder representatives and between the
employee representatives. The Board of Management is available
to provide any explanations that might be needed. The Chairman
of the Supervisory Board has regular discussions with the Board of
Management also outside the meetings.

SHAREHOLDINGS AND MANAGERS’
TRANSACTIONS

We publish managers’ transactions, i.e. securities transactions that
have to be reported pursuant to Article 19 of the MAR, as soon as the
company is notified. An overview is available at www.durr-group.com

under Investors/Corporate Governance.
As at December 31, 2018, the members of the Supervisory Board held

0.1% of the shares of Diirr AG, while the Board of Management held
atotal of 0.3 % of the shares.
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ACT ON EQUAL PARTICIPATION OF WOMEN
AND MEN IN EXECUTIVE POSITIONS

We have fulfilled the provisions of the Act on Equal Participation of
Women and Men in Executive Positions as follows:

» Since the 2016 elections, the Supervisory Board of Diirr AG has
had four female members. This corresponds to a women’s quota

of 33 %, which fulfills the 30 % minimum quota required by law.

= The percentage of women on Diirr AG’s Board of Management is
0 %; an increase is not planned before June 30, 2022.

= At the most senior management level of Diirr AG, the women’s
quota is 0 %; at the second most senior management level it was
25% as at December 31, 2018. The targets have been set at 0 % for
the first management level and at 20 % for the second level. The
date by which both targets must be achieved is June 30, 2022.

DIVERSITY

Diversity is one of the five basic values of our Leadership Skills
Model. No form of discrimination on grounds of gender, age, reli-
gion, disease, background, skin color, sexual orientation or for any
other reason is tolerated at the Diirr Group. We ensure diversity
and equal opportunities when hiring staff. We aim to give adequate
consideration to women. Flexible working time models which meet
individual needs promote equal opportunities. In view of the inter-
national nature of our business, intercultural diversity and toler-

ance are important values at the Diirr Group.

When appointing members to the Board of Management, the
Supervisory Board pays particular attention to professional and
social skills as well as to long-term experience in similar positions,
in our industry and in an international environment. Added to that
are character aptitude and an appropriate educational background
(university degree or equivalent qualification). Preference is given
to neither male nor female candidates. To ensure a balanced age
structure, the age limit for members of the Board of Management
is, generally, 63.
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DISCLOSURES PURSUANT TO SECTIONS 289A (1)
AND 315A (1) OF THE GERMAN COMMERCIAL CODE
(HGB)

= Structure of subscribed capital
Diirr AG’s subscribed capital is divided into 69,202,080 bearer
common shares with full voting rights. The rights and obliga-
tions associated with the shares are regulated in the German

Stock Corporation Act.

Restrictions on voting rights/transfer of shares

and related agreements

The Board of Management is not aware of any agreements by
shareholders of Diirr AG which contain restrictions relating to
voting rights or the transfer of shares. Legal voting right limita-
tions exist, for example, pursuant to Section 44 (1) (breach of
disclosure obligations) of the German Securities Trading Act as
well as Section 71b (rights arising from own shares) and Section
136 (1) (voting right exclusion in the case of certain conflicts of

interest) of the German Stock Corporation Act.

Shareholdings that exceed 10 %

Heinz Diirr GmbH, Berlin, holds 25.3 % of Diirr AG’s capital
stock. Taking into account the shares held by Heinz und Heide
Diirr Stiftung, Berlin, (3.5 %), the Diirr family controls 28.8 % of
the shares (as at December 31, 2018).

Shares conferring special rights
There are no shares in Diirr AG that confer special rights.

Voting right control of any employee stock ownership plan
where the control rights are not directly exercised

There are no employee stock ownership plans where the control
rights are not exercised directly by the employees.

Rules governing the appointment and replacement

of members of the Board of Management

The applicable statutory rules are set out in Sections 84 and 85
of the German Stock Corporation Act and in Section 31 of the
German Co-determination Act. Diirr AG’s articles of incor-
poration do not contain any provisions that diverge from the
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statutory rules. Article 6 (1) of the articles of incorporation states
additionally that the Board of Management consists of at least
two members and that the appointment of deputy members of
the Board of Management is admissible. Article 6 (2) states that
the Supervisory Board may appoint one member of the Board of
Management to be the chair of the Board of Management and
another member of the Board of Management to be the deputy

chair.

Rules governing amendment of the articles of incorporation
Any changes in the articles of incorporation are made by reso-
lution at the annual general meeting. Unless otherwise manda-
torily specified in the German Stock Corporation Act, the reso-
lution is passed in accordance with Article 20 (1) of the articles
of incorporation by a simple majority of the votes cast and -
where a majority of the capital stock represented in the voting is
required — by a simple majority of the capital stock represented
in the voting. In accordance with Article 14 (4) of the articles of
incorporation, the Supervisory Board is given the power to enact
changes in the articles of incorporation which relate only to the
wording. Pursuant to Article 4 (4) and Article 5 of the articles
of incorporation, the Supervisory Board is authorized upon
utilization of the conditional or authorized capital to amend the
wording of the articles of incorporation to reflect the extent of
the utilization.

Powers of the Board of Management to issue

or buy back shares

Information on this point may be found in item 27 in the notes
to the consolidated financial statements.

Agreements in the event of a change of control

following a takeover bid

Bond: Section 7 of the terms of our corporate bond provides that
the bondholders have the right to demand early redemption of
their bonds by Diirr AG in the case of a redemption event. The
redemption amount in that case will be 100 % of the face value
plus accrued and unpaid interest up to the redemption date.
A redemption event occurs if a change of control and a rating
event take place cumulatively. A change of control means in this
regard (a) that a person or group of persons acting in concert
has become the legal or economic owner of more than 50 % of
the common shares of Diirr AG, or (b) that we intend to sell or

otherwise dispose of all or almost all of the assets of Diirr AG
to third parties (with the exception of a subsidiary of Diirr AG).
The following cases constitute a rating event: The bonds have
no rating, and no rating agency awards an investment grade rat-
ing for the bonds within 90 days of the occurrence of the change
of control. The bonds have a rating at the time of the change of
control, and at the end of a 90-day period after the change of
control this rating does not represent an investment grade rat-
ing or has been withdrawn. Such covenants are customary prac-
tice and are included in comparable form in the terms of the
bonds of other issuers. They serve to protect the interests of the
bondholders.

Syndicated loan: The terms of our syndicated loan agreement
stipulate that, in the event of a change of control, no additional
cash drawings or applications for guarantees may be made. In
addition, any lender can cancel the credit commitments it has
made, which could result in the syndicated loan having to be
repaid in part or even in full. The agent representing the inter-
ests of the banking syndicate must be informed about a change
of control immediately after it becomes known. A change of con-
trol occurs if in total, directly or indirectly, more than 50 % of the
common shares or voting rights of Diirr AG are held or controlled
by one or more persons who have come to an accord on the exer-
cising of voting rights or who collaborate in some other manner
with the aim of achieving a lasting and substantial change in the
business focus of Diirr AG.

Agreements providing for compensation in the

event of takeover bids

Where an arrangement has been agreed with the members of
Diirr AG’s Board of Management in the event of a takeover, this
arrangement contains an option for a defined period for the
Board of Management member, if a change of control should
occur, to terminate the contract her/himself with capitalization
of all the contractual remuneration components as a severance
package, though as a maximum only up to the level of the balance
of the emoluments for the remaining term of the Board mem-
ber’s contract of employment. Variable remuneration elements,
which are included pro rata in the calculation, are only paid out
when the contract of employment is legally terminated.

ANNUAL REPORT 2018



COMBINED MANAGEMENT REPORT

Corporate governance: 2018 Compensation report

2018 Compensation report

In addition to the details below, the information contained in item
43 in the notes to the consolidated financial statements is part of
this compensation report.

SIDELINE ACTIVITIES

The members of the Board of Management do not carry out any
sideline activities other than those listed in item 43 in the notes to
the consolidated financial statements. No loan agreements, guaran-
tees or other liabilities exist between the members of the Board of
Management and Diirr AG or its subsidiaries.

REGULAR REVIEW

The Supervisory Board Personnel Committee reviews the compen-
sation system for the Board of Management at regular intervals and
draws up proposals for its further development where necessary.
The Supervisory Board examines these recommendations care-
fully and passes its resolutions on that basis. The appropriateness
of the Board of Management’s compensation is assessed using sev-
eral criteria. These include the tasks of the Board of Management
as a whole and of its respective members, the members’ personal
performance, the economic situation as well as the company’s long-
term success and outlook. In addition, the Supervisory Board fol-
lows the development of the Board of Management’s compensation
in comparison with other companies from the relevant industry as

well as with the top management team and the workforce at Diirr.

The current compensation system has been in place since 2010. All
contracts of the Management Board members include short-term
and long-term incentives (variable compensation calculated over
a period of one and several years, respectively), payment caps and
a deductible that applies in connection with D&O (directors’ and
officers’) liability insurance policies in case of liabilities.

COMPONENTS OF THE COMPENSATION SYSTEM

The compensation for the Board of Management consists of
non-performance-related and performance-related (variable) com-
ponents. The non-performance-related component is made up of
the basic compensation (fixed compensation) payable in equal
monthly installments, plus fringe benefits. The latter include the
use of a company car, for example.
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Performance-related compensation is based on short-term and
long-term incentives; special bonuses may also be paid. The short-
term incentive (STI) is calculated by multiplying the Group’s earn-
ings before tax (EBT) minus € 100 million by an individually defined
factor. For Ralf W. Dieter this individual factor is 0.01, for Carlo
Crosetto it is 0.004 and for Dr. Jochen Weyrauch it is 0.005. The
STI payment is subject to a cap and is only applicable if the Group’s
EBT exceeds the minimum threshold of € 100 million. Please see

chart 2.19 for more information.

The compensation payable under the long-term incentive (LTI)
scheme is based on the development of Diirr’s share price and the
Group’s average EBIT margin over a three-year period (LTI period).
The LTI scheme operates on a rolling basis; nine LTI tranches have
been issued since its introduction in 2010. Each year a specified
number of virtual Diirr shares are issued, known as performance
share units. In 2018, the following performance share units were
issued: 50,000 for Mr. Dieter, 6,000 for Mr. Crosetto and 8,000 for
Dr. Weyrauch. The amount payable at the end of the three-year LTI
period is calculated by multiplying the number of performance
share units by a share price multiplier and an EBIT multiplier. The
share price multiplier corresponds to the average closing price of
the Diirr share in euros in the last 20 trading days prior to the first
annual general meeting after the three-year LTI period. The EBIT
multiplier is calculated on the basis of the average EBIT margin
achieved by the Group during the term of the LTI tranche.

The overall LTI payment and the EBIT multiplier are subject to caps.
The EBIT multiplier reaches its maximum of two if an average EBIT
margin of at least 8 % has been achieved. If the average EBIT margin
is 4 % or below, the EBIT multiplier is zero, and therefore no LTI

payment is made.

During the term of the LTI scheme, the participants must hold a cer-
tain number of Diirr shares for the duration, in order to be awarded
the maximum number of performance share units. The participants
must purchase the Diirr shares with their own funds. Mr. Dieter
must hold 80,000 shares, Mr. Crosetto 4,500 and Dr. Weyrauch 6,000
(total number of shares to be held after the third LTI tranche). The
LTI target achievement is illustrated using the example shown in
chart 2.20.
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2.18 — COMPENSATION FOR THE BOARD OF MANAGEMENT: BENEFITS GRANTED

RALF W. DIETER CARLO CROSETTO
CEO CFO

€ 2017 2018 2018 (min) 2018 (max) 2017 2018 2018 (min) 2018 (max)
Basic compensation (fixed compensation) 800,000 800,000 800,000 800,000 416,667 500,000 500,000 500,000
Fringe benefits (payments in kind,
allowances related to insurance premiums etc.) 50,908 42,009 42,009 42,009 13,162 16,590 16,590 16,590
Total 850,908 842,009 842,009 842,009 429,829 516,590 516,590 516,590
One-year variable compensation (STI) 1,600,000 1,196,800 0 1,600,000 566,183 478,720 0 700,000
Total of multi-year variable compensation (LTI) 1,200,000 1,200,000 0 1,200,000 125,000 129,203 0 275,000

Variable compensation LTI 2015-2017 400,000 - - - - - -

Variable compensation LTI 2016-2018 400,000 400,000 0 400,000 - - - -

Variable compensation LTI 2017-2019 400,000 400,000 0 400,000 125,000 44,415 0 125,000

Variable compensation LTI 2018-2020 - 400,000 0 400,000 - 84,788 0 150,000
Other variable compensation 0 0 0 17,991 0 0 0 388,410
Total 3,650,908 | 3,238,809 842,009 3,660,000 1,121,012 | 1,124,513 516,590 1,880,000
Benefit obligation contribution 640,000 640,000 480,000 640,000 69,976 106,618 50,000 120,000
Total compensation 4,290,908 | 3,878,809 | 1,322,009 4,300,000 1,190,988 | 1,231,131 566,590 2,000,000

A further component of the compensation is the employer-financed
contribution to the company pension. This contribution is made
up of 10 % of the basic compensation and 10 % of the previous year’s
STI, and is paid into our pension plan (‘VORaB’ scheme). The CEO
additionally receives a fixed pension contribution of € 400 thou-
sand. The pension scheme is the Group’s defined benefit company
pension plan based on a reinsurance scheme. If a member of the
Board of Management resigns from office, no further expenses will

be incurred under this scheme.

The Supervisory Board can agree targets with the members of the
Board of Management for the further strategic development of the
Group, and pay an additional bonus if these have been successfully
implemented. A special bonus may also be paid for exceptional per-
formance and successful achievements, and/or if a member of the
Board of Management takes on an additional responsibility. The
special bonus is also subject to a cap, equivalent to the difference
between the sum of the defined maximum individual compensation
payments and the maximum total compensation.

Aside from the Board of Management, other top managers also par-
ticipate in the LTI scheme. They, too, must purchase an individually
defined number of Diirr shares and hold them for the duration, in
order to be awarded the maximum number of performance share

units.
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COMPENSATION FOR 2018

Total compensation expense for the Board of Management in 2018
was € 6,737 thousand (2017: € 8,407 thousand). Former members of
the Board of Management received pension benefits in the amount
of € 550 thousand (2017: € 550 thousand).

The LTI expenses shown in table 2.18 include the amounts recog-
nized as liabilities on a pro-rata basis for the current LTI tranches.
The share price multiplier used for the 2018 compensation was
calculated based on the average closing price of the Diirr share
in the last 20 trading days in December 2018. This is because the
average closing price in the last 20 trading days prior to the 2019
annual general meeting was, of course, not known at the time. The
LTI expenses for the 2017 to 2019 tranche shown for Mr. Crosetto
and Mr. Weyrauch in table 2.18 are substantially lower than in the
previous year. The main reason for this is the drop in the average
closing price and in the EBIT margin. Furthermore, the maximum
amount was recognized in liabilities in 2017. This amount had to
be adjusted in view of the declines in share price and EBIT margin,
which is why the addition to the LTI liability was lower in 2018. In
2018, Ralf W. Dieter received a total payment of € 1,200 thousand
from the 2015 to 2017 LTI tranche. Carlo Crosetto and Dr. Jochen
Weyrauch, who joined the Board of Management in 2017, have not
received any LTI payments yet.
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DR. JOCHEN WEYRAUCH
Member of the Board of Management

RALPH HEUWING
CFO until: May 14, 2017

€ 2017 2018 2018 (min) 2018 (max) 2017
Basic compensation (fixed compensation) 500,000 537,500 537,500 537,500 240,219
Fringe benefits (payments in kind,
allowances related to insurance premiums etc.) 15,762 23,856 23,856 23,856 11,787
Total 515,762 561,356 561,356 561,356 252,006
One-year variable compensation (STI) 679,420 598,400 0 875,000 600,000
Total of multi-year variable compensation (LTI) 200,000 145,783 0 400,000 566,667
Variable compensation LTI 2015-2017 - - - - -
Variable compensation LTI 2016-2018 - - - - 322,222
Variable compensation LTI 2017-2019 200,000 32,732 0 200,000 188,889
Variable compensation LTI 2018-2020 - 113,051 0 200,000 55,556
Other variable compensation 0 200,000 0 464,894 0
Total 1,395,182 | 1,505,539 561,356 2,301,250 1,418,673
Benefit obligation contribution 83,971 121,692 53,750 123,750 27,083
Total compensation 1,479,153 | 1,627,231 615,106 2,425,000 1,445,756

At the meeting held on March 21, 2018, the Supervisory Board
granted Dr. Weyrauch a bonus of € 200,000 for 2017. The reason for
this was that Dr. Weyrauch had assumed responsibility for the Paint
and Final Assembly Systems division in addition to his existing
roles.

2.19 — COMPENSATION FOR THE BOARD OF MANAGEMENT: STI

BOARD OF MANAGEMENT CONTRACTS

The contracts of the members of the Board of Management are con-
cluded for a period of three years upon joining the Board. When the
contracts are due for renewal, they are usually extended by a total
period of five years as permitted by law. In December 2018, ahead

2.20 — COMPENSATION FOR THE BOARD OF MANAGEMENT: LTI

STI (€): (EBT reporting year-100)*individual factor

LTI (€): number of performance share units (PSU) *share price*EBIT multiplier
(3-year average)

1.4
1.2
1.0
0.8
0.6

0.4
0.2

100 120 140 160 180 200 220 240 260 275 300
Diirr Group EBT (€ million)

0 80

STI 1-year variable compensation (€ million)

m Cap Ralf W. Dieter € 1.6 million STI payment (€ million): (EBT-100)*0.01
Cap Dr. Jochen Weyrauch € 0.875 million STl payment (€ million): (EBT-100)*0.005
Cap Carlo Crosetto € 0.7 million STI payment (€ million): (EBT-100)*0.004

2.5

2.0 EBIT multiplier capped at 2

EBIT multiplier

EBIT margin (%, ¢ 3 years)

Example of LTI calculation (3-year tranche):
EBIT multiplier 1.0 (2 6% EBIT margin, 3-year average)
*8,000 PSU*€ 33 share price = € 264,000
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2.21 — COMPENSATION FOR THE BOARD OF MANAGEMENT: PAYMENTS MADE

DR. JOCHEN WEYRAUCH RALPH HEUWING

RALF W. DIETER CARLO CROSETTO Member of the CFO
CEO CFO Board of Management until: May 14, 2017

€ 2017 2018 2017 2018 2017 2018 2017
Basic compensation (fixed compensation) 800,000 800,000 416,667 500,000 500,000 537,500 240,219
Fringe benefits [payments in kind,

allowances related to insurance premiums etc.) 50,908 42,009 11,182 16,590 15,762 23,856 11,787
Total 850,908 842,009 427,849 516,590 515,762 561,356 252,006
One-year variable compensation (STI) 1,581,260 | 1,600,000 - 566,183 - 679,420 2,023,1341
Multi-year variable compensation (STI) 1,200,000 1,200,000 - - - - 2,799,4302
Other variable compensation 0 0 0 0 0 200,000 0
Total 3,632,168 | 3,642,009 427,849 | 1,082,773 515,762 | 1,440,776 5,074,570
Benefit obligation contribution 638,126 640,000 16,667 78,309 25,000 85,221 130,740
Total compensation 4,270,294 | 4,282,009 444,516 | 1,161,082 540,762 | 1,525,997 5,205,310

1STI 2016 and 2017
2 LTI tranches 2014 to 2016, 2015 to 2017, 2016 to 2018, 2017 to 2019

of schedule, the Supervisory Board extended the appointment of
Mr. Dieter as CEO until June 30, 2023. Mr. Dieter received a new
contract of employment for the period of January 1, 2019, through
June 30, 2023. His previous contract of employment, which was due
to end on December 31, 2020, was terminated. The employment
contracts of the other members of the Board of Management run for
aterm of three years. Mr. Crosetto’s contract ends on February 29,
2020; Mr. Paasivaara’s on December 31, 2021; and Dr. Weyrauch’s on
December 31, 2019. Please also see the information in the paragraph
entitled “Disclosures pursuant to Sections 289a (1) and 315a (1) of
the German Commercial Code (HGB)”.

COMPENSATION SYSTEM FOR THE
SUPERVISORY BOARD

The compensation paid to the members of the Supervisory Board
is set out in Article 15 of Diirr AG’s articles of incorporation. The
full text is available on our website, www.durr-group.com, under
Investors/Corporate Governance. The compensation system for
the Supervisory Board, which has been in place since 2016, stip-
ulates that each member receives a fixed compensation payment
of € 40,000, which is due at the end of the year. Members are also
entitled to a € 1,000 attendance fee for each meeting attended, plus
reimbursement of expenses. The variable compensation is based
on the three-year rolling average EBT margin and must not exceed
€ 24,000. The Chairman of the Supervisory Board receives three
times the total compensation paid to aregular member; each deputy
chairman receives one and a half times the total compensation paid
to a regular member. The compensation paid to the members of
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the Audit Committee is € 10,000 per year; the committee chairman
receives two times that amount. The members of the Personnel
Committee receive € 5,000 per year, while the chairman receives
one and a half times that amount. The members of the Nominating
Committee are entitled to a compensation payment of € 2,500 per
meeting, the chairman receiving one and a half times that amount.
Any members serving on the Supervisory Board or a committee for
a part of the fiscal year only are remunerated pro rata temporis.

Total compensation paid to the members of the Supervisory Board
in 2018 was € 1,151 thousand (2017: € 1,220 thousand). Information
on the individual compensation payments made to the members of
the Supervisory Board can be found in item 43 in the notes to the
consolidated financial statements.

PERFORMANCE-RELATED COMPENSATION
FOR OTHER EMPLOYEES

Non-tariff employees receive a basic annual salary plus a perfor-
mance-related bonus. The bonus is linked to the achievement of
financial and personal performance targets. In most cases it is
between 5 and 10 % of the basic salary, but higher for managers.
Tariff employees at almost all German Group companies receive
a profit-sharing bonus, which is subject to earnings exceeding a
certain threshold pre-agreed with the Works Council. For 2018,
the profit-sharing bonus payable to full-time tariff employees
in Germany is € 2,250 at Diirr and Schenck, and € 2,750 at the
HOMAG Group.
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BUSINESS REPORT

Economy and industry
environment

CYCLICAL HIGH REACHED BY THE
GLOBAL ECONOMY IN 2018

In 2018, the global economy continued on its long-standing expan-
sionary trajectory, growing by 3.8 % and, hence, at the same rate as
in 2017. However, the momentum slowed in the second half of the
year, primarily as a result of the escalating trade conflicts, rising US
interest rates, the uncertainty surrounding the Brexit roadmap and
public-sector budget problems in Italy. With the economy cooling
off, global market prices of commodities and energy softened in the
second half of the year, in some cases substantially so.

In the United States, gross domestic product (GDP) rose by 2.9 % in
2018, thus exceeding expectations. Although the European econ-
omy was spurred by declining unemployment and consistently low
interest rates, growth in the Eurozone (+1.9 %) and in Germany
(+1.5 %) fell short of the original forecasts for 2018. China posted

2.22 — GROWTH IN GROSS DOMESTIC PRODUCT

% year-on-year change 2018 2017 2016
Global 3.8 3.7 3.2
Germany 1.5 2.2 1.9
Eurozone 1.9 2.4 1.8
Russia 1.6 1.5 -0.2
United States 2.9 2.2 1.5
China 6.6 6.9 6.7
India 7.6 6.7 7.9
Japan 0.7 1.7 0.9
Brazil 1.1 1.0 -1.2

Source: Commerzbank 01/2019
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GDP growth of 6.6 %, thus remaining close to the previous year’s
level. India remained on an upward trajectory, while Russia and
Brazil reported low GDP growth rates.

The exchange rates of the main currencies have fluctuated in rela-
tively narrow spreads over the past three years. The euro was very
strong from January to April 2018, reaching figures of up to USD 1.25.
After this, it dropped to USD 1.15, something which aided export-
oriented companies in the Eurozone. The euro gained slightly
against the Chinese renminbi in the course of the year but sagged
somewhat at the end of the year. Amidst Brexit-related uncertain-
ties, pound sterling continued on its downward course. As a result,
the euro approached an exchange rate of GBP 0.90 toward the end
of 2018.

2.23 — AVERAGE EXCHANGE RATES

€ 1equals 2018 2017 2016
usb 1.1792 1.1371 1.1037
GBP 0.8862 0.8764 0.8228
JPY 129.9983 127.3383 120.4308
CNY 7.8167 7.6614 7.3399

Source: Commerzbank

CURRENT YIELD IN GERMANY SLIGHTLY
ABOVE 0 %

In Germany, the current yield on fixed-interest bonds fell from
0.3 to 0.1% in 2018, thus reaching an extremely low level. Despite
rising US interest rates, a slight increase in inflation as well as rising
wages and salaries in Europe, the ECB retained its accommodative
monetary policy, leaving its key rate at 0 %. However, bond purchas-
ing by the ECB was discontinued at the end of 2018.
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2.24 — CURRENT YIELD IN GERMANY

2000 2001 2002 2003 2004 2005 2006 2007

Source: Deutsche Bundesbank 01/2019

2008

2009 2010 20Mm 2012 2013 2014 2015 2016 2017 2018

After a strong start to the year, equity markets softened more and
more. For the first time since 2011, the DAX posted a negative perfor-
mance for the year, at -18 %. The more cyclical equities in the cap-
ital goods and automotive sectors declined to a disproportionately
strong degree. This was materially triggered by investor uncer-
tainty in the wake of the trade conflicts and other political crises.
Many companies scaled back their earnings forecasts for 2018 and
2019.

GLOBAL AUTOMOTIVE PRODUCTION ON A PAR
WITH PREVIOUS YEAR

In 2018, 94.0 million passenger cars and light commercial vehi-
cles were built worldwide. Accordingly, production remained flat
over the previous year. China sustained a contraction of 4.0 %,
with the 26.3 million units produced in that country correspond-
ing to a share of around 28 % of global automotive production. The
main reasons for this unsatisfactory performance were the uncer-
tainty of Chinese consumers in view of the trade conflict with
the United States and the muted state of the domestic real estate
market. As expected, automotive production in North America
receded slightly for the second consecutive time. Brazil and Russia
reported significant increases in production, while vehicle produc-
tion in India rose sharply. Production in Western Europe increased
slightly, although the introduction of the new Worldwide Harmo-
nized Light Vehicle Test Procedure (WLTP), a standard for deter-
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mining fuel consumption and emissions, placed a damper on out-
put in the second half of the year.

Capacity utilization of automotive plants dropped to a global aver-

age of 69.5% in 2018 (2017: 72.4 %). Despite this, capital spend-
ing on machinery and plant increased in the automotive indus-

2.25 — PRODUCTION OF LIGHT VEHICLES

Million units 2018 2017 2016
Global 94.0 94.0 92.2
Western Europe 15.2 15.1 15.0
Germany 5.6 5.9 6.1
Eastern Europe 7.1 7.1 6.6
Russia 1.6 15 1.2
North America (incl. Mexico) 16.8 171 17.6
United States 10.8 11.2 11.8
South America 3.4 3.1 2.8
Brazil 2.8 2.5 2.1
Asia 48.7 49.0 47.9
China 26.3 27.4 26.6
Japan 9.0 8.9 8.5
India 4.9 4.3 4.1

Sources: PwC 01/2019, own estimates
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try. This arose from rising demand for production technology
for electric vehicles from both established automotive OEMs and
new e-mobility producers. Moreover, many automotive OEMs are
expanding their production capacity in foreign markets to reduce
exports and to lower their exposure to trade conflicts.

EXPANSION IN MECHANICAL AND PLANT
ENGINEERING IN 2018

2018 was another good year for German producers of capital goods.
Capital spending on plant and equipment rose by just under 5 %, up
from 4 % in the previous year. According to figures released by the
German Mechanical and Plant Engineering Association (VDMA),
the sector’s sales climbed by 2 %, making 2018 the second consec-
utive year of growth after a protracted period of stagnation. The
growth achieved in 2018 was underpinned by strong domestic and
foreign demand. Exports of German machinery and equipment
to other EU countries climbed at a gratifying rate, with exports to

China and the United States increasing even more strongly.

DEMAND FOR WOODWORKING MACHINERY MORE
MUTED AFTER STRONG EARLIER YEARS

The VDMA association for woodworking machinery reported sales
growth of 4 % in the period from January to November 2018, which
was spurred by large order backlogs in particular. By contrast, order
intake dropped by 6 %, reflecting scaled-back capital spending in
China and other Asian countries as a result of higher US tariffs on
imported furniture and concerns over possible further trade barri-
ers. Moreover, the furniture industry in China had invested heavily
in new factories in 2017 and must now operate these at full capacity

before embarking on new investments.
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Explanatory notes on the figures

The charts and tables in this management report generally contain
IFRS figures for the years from 2016 through 2018.

EBIT

EBIT is defined as earnings before interest, income taxes and
income from investments. Extraordinary effects are eliminated in

operating EBIT; these extraordinary effects are listed in table 2.39.

ACCOUNTING: FIRST-TIME APPLICATION
OF IFRS 15

We have been applying the new International Financial Report-
ing Standard, IFRS 15 “Revenue from Contracts with Customers”,
since January 1, 2018, for the recognition of revenue. In this report,
the figures for both 2018 and 2017 are presented in accordance with
IFRS 15. For this reason, the comparison figures presented for 2017
may differ slightly from those disclosed in the annual report for
2017, which was prepared in accordance with the previous stan-
dards, IAS 11 and IAS 18. Table 2.26 provides an overview of the
changes in the key performance indicators for 2017. The figures for
2016, which were calculated in accordance with IAS 11 and IAS 18,
have not been adjusted.

2.26 — ADJUSTMENTS TO 2017 DUE TO APPLICATION OF IFRS 15

2017 IFRS 15 2017
€ million reported  adjustments adjustmented
Order intake 3,876.0 12.7 3,803.0"
Sales 3,715.4 -2.2 3,713.2
Orders on hand 2,516.3 18.7 2,449 .4
EBIT 289.6 -2.6 287.0
EBIT before extraordinary effects 281.8 -2.6 283.72
Earnings after tax 201.5 -1.8 199.6
Share of earnings attributable to
Diirr shareholders 194.4 -1.8 192.6
Equity 903.7 -3.2 900.5
Total assets 3,411.8 99.8 3,511.6
Net working capital 362.1 11.6 373.7

" Orders worth € 85.7 million received from business in Iran have been removed from order
intake for 2017 and orders on hand as of December 31, 2017. This was due to a decision made
by the Board of Management to discontinue business in Iran, which necessitated a retroactive
adjustment to order intake and orders on hand in the fourth quarter of 2017.

2 In this report we have also included the purchase price allocation effects for smaller entities
acquired in earlier years [e.g. iTAC, Agramkow, Dualis) in the extraordinary effects for 2018 and
2017 for the first time. In previous years, only the purchase price allocation expenses for the
HOMAG Group had been included.
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REPORTING PRACTICES

Generally speaking, the amendments to the IFRS had a limited
impact on the presentation of the company’s economic position in
2018. Relatively few reporting options are available under the IFRS
and their utilization impacts our net assets, financial position and
results of operations only minimally. They can be used, for exam-
ple, in connection with inventories or property, plant and equip-
ment. In the case of important balance sheet items, we exercise
options in such a way that the greatest possible measurement con-
tinuity is preserved. We made use of most of the reporting options
in unchanged form in 2018. Similarly, the use of accounting mea-
sures exerted at most only a minor influence on the presentation of
the results of operation. Moreover, it is inconsistent in many cases
with our commitment to continuity and cross-period transparency.

DERECOGNITIONS IN ORDER INTAKE
AND ORDERS ON HAND IN 2017

Orders worth € 85.7 million received from business in Iran were
removed from order intake for 2017 and orders on hand as of
December 31, 2017. This was due to a decision made by the Board of
Management to discontinue business in Iran, which necessitated
aretroactive adjustment to order intake and orders on hand in the
fourth quarter of 2017.

HOMAG GROUP AG: DOMINATION AND PROFIT
AND LOSS TRANSFER AGREEMENT

Under the terms of the domination and profit and loss transfer
agreement entered into between Diirr Technologies GmbH and
HOMAG Group AG, all of the net profit earned by HOMAG Group
AG has accrued to Diirr since January 1, 2016. HOMAG Group AG’s
external shareholders (36.1 % of the capital) are not entitled to a
variable dividend. Instead, they receive a guaranteed dividend of
€ 1.01 per share for the duration of the domination and profit and
loss transfer agreement. As is customary in such cases, valuation
proceedings were commenced in April 2015 before the Regional
Court of Stuttgart by a number of HOMAG Group AG’s external
shareholders, who sought to have the amount of the guaranteed
dividend and the cash settlement offer (€ 31.56 per HOMAG Group
AG share) reviewed by a court of law. The interest expense arising
from the domination and profit and loss transfer agreement with
HOMAG Group AG (2018: € 5.7 million) is recognized within the
Diirr Group’s financial result.
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SALE OF THE DURR ECOCLEAN GROUP

When comparing 2018, 2017 and 2016, it should be borne in mind
that we sold the Diirr Ecoclean Group (industrial cleaning tech-
nology) to Shenyang Blue Silver Industry Automation Equipment
Co., Ltd. effective March 31, 2017. In the first quarter of 2017, the
Diirr Ecoclean Group had contributed order intake of € 51.1 million,
sales of € 47.5 million and EBIT of € 2.2 million to the Diirr Group,
specifically the Measuring and Process Systems division. In 2016,
it had generated order intake and sales of just under € 200 million
and EBIT of around € 14 million. The proceeds of € 107.9 million
from the sale of 85 % of Diirr Ecoclean’s capital accrued to us on
March 31, 2017, with the book gain of € 23.0 million entered as extra-
ordinary income within the Corporate Center. In calculating ROCE
for 2016 and 2017, we eliminated the effects arising from the sale of
the Ecoclean Group in the interests of full comparability.

ACQUISITION OF MEGTEC/UNIVERSAL

The MEGTEC/Universal Group contributed order intake of
€ 46.1 million, sales of € 47.6 million and EBIT of € 2.7 million
(before purchase price allocation) after being consolidated for the
first time on October 5, 2018. The contribution made by MEGTEC/
Universal to order intake and sales in 2018 roughly matched the cor-
responding amount attributable to the Diirr-Ecoclean Group in the
previous year. In a comparison of the two years, the effects of the
two transactions on the aforementioned performance indicators
largely cancel each other out.

ISSUE OF BONUS SHARES/EARNINGS PER SHARE

Following the issue of bonus shares, the number of shares in Diirr
AG doubled to 69,202,080 on June 22, 2018. The issue of the bonus
shares was tied to a two-fold increase in the company’s share capital
from € 88.6 million to € 177.2 million by means of an equity increase
from the company’s own funds. To this end, open reserves were con-
verted into share capital without any change to total equity. The
earnings per share reported in the management report are based
on the new number of shares (69,202,080) and were adjusted retro-
spectively for the previous years.

CALCULATION OF NET FINANCIAL STATUS

We have adjusted the calculation of net financial status slightly to
ensure a more accurate presentation. In contrast to earlier years,
the net financial status as of December 31, 2018 and 2017, includes
liabilities under all finance leases as well as liabilities under the
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deferral of interest on financial liabilities. This caused net financial
status to drop to € 176.3 million as of December 31, 2017, down from
the previously reported figure of € 191.5 million.

We have been applying IFRS 16 “Leases” since 2019. Among other
things, it provides for operating leases to be reported within finan-
cial liabilities. As aresult, net financial status is expected to drop by

around € 100 million.

Overall assessment by the
Board of Management and target
achievement

Conditions in the markets that we address were characterized by
numerous political and economic uncertainties in 2018. The fact
that, despite this, we were still able to achieve new records in order
intake and sales underscores the good market position that we
enjoy and the trust that our customers place in us. Our earnings
performance reflects the measures initiated in 2018 to optimize
operating business and to tap new earnings and growth potential
in future years. Examples of these include the FOCUS 2.0 optimi-
zation program, the discontinuation of the micro gas turbine busi-
ness and the acquisition of MEGTEC/Universal. The non-recurring
expenses arising from these measures caused the extraordinary
expenses included in EBIT to rise to € 41.4 million in 2018. How-
ever, they will yield appreciable improvements in earnings as early
as in 2019.

Order intake rose by 3.4 % in 2018 and, at € 3,930.9 million, reached
the upper end of the target corridor (€ 3,650 to 3,950 million).
We had originally been looking for order intake of a maximum of
€ 3,900 million but raised this target to € 3,950 million following the
acquisition of MEGTEC/Universal. Adjusted for currency transla-
tion effects, order intake rose by 5.2 % in 2018. Our automotive busi-
ness was particularly successful, underpinned as it was by rising
capital spending on production technology for electric vehicles and
the establishment of new automotive OEMs in the market through
the emergence of e-mobility. The HOMAG Group also registered
high orders (€ 1,336.8 million) in its business with the woodworking
industry, although this marked a small decline of 2.2 % over the pre-
vious year, in which very strong growth of 17.2 % had been achieved.

Consolidated sales rose by 4.2 % to € 3,869.8 million, translating
into an increase of 6.1% before currency conversion. All divisions
reported an increase in sales with the exception of Measuring and
Process Systems, which felt the effects of the sale of Diirr Ecoclean.
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EBIT contracted by 18.6 % to € 233.5 million primarily as a result of
the high extraordinary expenses (€ 41.4 million). By contrast, net
extraordinary income of € 3.3 million had arisen in 2017. Operating
EBIT, i.e. adjusted for extraordinary effects, was only € 8.8 million
or 3.1% down on the previous year. Table 2.39 lists the extraordi-
nary effects. It should be borne in mind that we have also included
the purchase price allocation effects for smaller entities acquired
in earlier years (e.g. iTAC, Agramkow, Dualis) in the extraordinary
effects for 2018 and 2017 for the first time. In previous years, only
the purchase price allocation expenses for the HOMAG Group had
been included. Similarly, the purchase price allocation effects rec-
ognized in 2018 for MEGTEC/Universal are also included in extraor-
dinary expenses for 2018.

In mid-October, we corrected our original target of 7.0 to 7.5 % for
the EBIT margin to between 5.8 and 6.3 %. The main reason for this
was the decision to discontinue our loss-making micro gas turbine
business and to recognize extraordinary expenses of € 17.3 million
in this connection. In addition, it became evident that Woodwork-
ing Machinery and Systems (HOMAG Group) would be generating
lower sales and earnings chiefly as a result of production bottle-
necks. The Diirr Group recorded an EBIT margin of 6.0 % in 2018.
This figure is within the reduced target corridor and, in light of the
extraordinary effects occurring in 2018, is satisfactory. We expect a
substantial improvement in 2019. This is indicated by the fact that
Paint and Final Assembly Systems, Clean Technology Systems and
Woodworking Machinery and Systems are budgeting increases in
their operating earnings. Moreover, extraordinary expenses will be
lower than in 2018.

The gross margin contracted to 22.1% in 2018. Adjusted for the
extraordinary expenses included in the cost of sales, it reached
22.9 %.

Net finance expense improved somewhat more substantially than
expected, coming to € 13.8 million (2017: € 19.8 million). One crucial
factor in this was the substantially higher net investment income,
which included an amount of € 3.1 million primarily contributed by
the Chinese HOMAG sales company.

At 25.6 %, our tax rate reached a similarly low level compared with
the previous year. The US tax reform as well as the remeasurement
of deferred taxes in China had a dampening effect. At €163.5 million,
earnings after tax came in at the top end of the range of between
€145 and € 165 million that we had defined in November.
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2.27 — GROUP TARGET ACHIEVEMENT IN 2018

New 2018 target

2018 target (November 2018 forecast

(February 2018 including

Actual 2017 Actual 2018 forecast) MEGTEC/Universal)

Order intake € million 3,803.02 3,930.9 3,600-3,900 3,650-3,950
Orders on hand (December 31) € million 2,449 .42 2,577.2 2,200-2,700 2,400-2,600
Sales € million 3,713.2 3,869.8 3,700-3,900 3,750-3,950
EBIT margin % 7.7 6.0 7.0-7.5 5.8-6.3
EBIT margin before extraordinary effects® % 7.6 7.1 7.4-7.8 6.8-7.2
ROCE % 38.6 24.0 30-40 20-25
Net finance expense € million -19.8 -13.8 slightly better slightly better
Tax rate % 25.3 25.6 27-28 27-28
Earnings after tax € million 199.6 163.5 180-200 145-165
substantially up on up on the

Cash flow from operating activities € million 119.8 162.3 the previous year previous year
substantially up on up on the

Free cash flow € million 14.3 78.4 the previous year previous year
Net financial status (December 31) € million 176.3 32.3 240-280 30-80
Liquidity € million 659.9 655.0 690-730 480-530
Capital expenditure* € million 88.0 74.4 75-85 75-85

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

2 Orders worth € 85.7 million received from business in Iran have been removed from order intake for 2017 and orders on hand as of December 31, 2017. This was due to a decision made by the
Board of Management to discontinue business in Iran, which necessitated a retroactive adjustment to order intake and orders on hand in the fourth quarter of 2017.

3 extraordinary effects in 2018: € -41.4 million (2017: € 3.3 million)
“on property, plant and equipment and on intangible assets (excluding acquisitions)

At 24.0 %, ROCE — page 207 reached the target of 20 to 25 % defined in
November 2018. We had previously set a range of 30 to 40 %.

After a strong fourth quarter, cash flow from operating activities
widened by 35.5 %, with free cash flow increasing from € 14.3 million
to € 78.4 million. This growth was thus stronger than we had been
expecting, despite the fact that we had increased inventories to
address the availability problems among a number of suppliers.

At € 655.0 million, cash and cash equivalents were virtu-
ally unchanged over the end of 2017, despite the outflow of
€103.9 million in the fourth quarter for the payment of the pur-
chase price for MEGTEC/Universal. After initially setting a target of
€ 690 to 730 million for cash and cash equivalents, we lowered this
range to between € 480 and 530 million. The fact that we exceeded
this target substantially is due to the heavy cash flow generated in
the fourth quarter. Net financial status — page 207, which was also
affected by the payment of the purchase price for MEGTEC/Univer-
sal, was in clearly positive territory at the end of the year, reaching
a satisfactory figure of € 32.3 million.
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Capital expenditure was down 15.5 % on the previous year and, at
€ 74.4 million, came in at the lower end of the customary range
(€ 75 to 85 million). 11oT — page 206 and digitization formed a key

aspect of capital expenditure.

DIVISIONS: MOST TARGETS REACHED

Our five divisions achieved most of the full-year targets that had
been defined for 2018.

After a strong fourth quarter, Paint and Final Assembly Systems
substantially exceeded the full-year target for order intake. Sales
were also higher than expected. At 4.5 %, the EBIT margin reached
the target range of 4.0 to 5.0 %. This relatively low figure is due to the
heavy pressure that had been exerted on margins on many orders
placed in 2017. In the course of 2018, margins on incoming orders
improved slightly step by step. Against this backdrop and given
the improvements achieved with the FOCUS 2.0 optimization pro-
gram launched at the beginning of 2018, we expect margins to widen
slightly in 2019 and 2020.
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2.28 — TARGET ACHIEVEMENT OF THE DIVISIONS 2018

Order intake (€ million)

Sales (€ million)

EBIT margin (%)

2018 target New 2018 target 2018 target New 2018 target 2018 target New 2018 target
(February 2018 (November 2018 (February 2018 (November 2018 (February 2018 (November 2018
2018 act. forecast) forecast) 2018 act. forecast) forecast) 2018 act. forecast) forecast)
Paint and Final Assembly
Systems 1,300.4 ] 1,000-1,200 1,000-1,200 1,235.7] 1,100-1,200 1,100-1,200 4.5 4.0-5.0 4.0-5.0
Application Technology 632.4 600-650 600-650 652.6 600-650 600-650 10.4 10.0-11.0 10.0-11.0
Clean Technology
Systems 258.2 190-220 240-270 226.7 180-200 230-250 -6.6 1.5-2.5 negative
Measuring and Process
Systems 403.3 430-460 430-460 456.5 440-480 440-480 13.1 12.5-13.5 12.5-13.5
Woodworking Machinery
and Systems 1,336.8] 1,350-1,500 1,350-1,450 1,298.3 | 1,300-1,400 1,250-1,300 6.6 7.5-8.0 6.5-7.0

Order intake and sales in the Application Technology division
achieved new records in 2018, reaching the top end of the respec-
tive target corridors. At 10.4 %, the EBIT margin landed roughly in
the middle of the target range. Operating EBIT in the Application
Technology division reached a new record of € 68.2 million.

Clean Technology Systems achieved the targets defined for order
intake and sales even after adjustments for MEGTEC/Universal.
EBIT adjusted for extraordinary effects came to € 5.1 million, trans-
lating into an operating EBIT margin of 2.3 %. After extraordinary
effects, aloss of € 15.0 million was registered at the EBIT level. This
was principally due to high non-recurring expenses of € 17.3 million
in connection with the discontinuation of the micro gas turbine

business and purchase price allocation effects of € 2.8 million.

Measuring and Process Systems achieved sales of € 456.5 million,
placingitin the middle of the target corridor. Order intake fell short
of the previous year, which was influenced by big-ticket orders, and
was below the forecast. At 13.1%, the EBIT margin was the highest
of all the divisions and lived up to our expectations.

Woodworking Machinery and Systems was able to increase its sales
by 6.5 %. Following the 17.2 % increase in orders in the previous year,
we had expected sales to rise somewhat more quickly in the first half
of the year in particular. The fact that this increase failed to eventu-
ate was due to capacity shortfalls on the part of suppliers and bottle-
necks in production, which had not yet been sufficiently adjusted to
accommodate growing business in end-to-end furniture production
lines. The HOMAG Group is currently implementing a flexible pro-
duction system, permitting greater efficiency in the execution of
large orders and higher sales. On this basis, the EBIT margin is to
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be widened again, after coming in at 6.6 % in 2018 and thus reaching
the target corridor (6.5 to 7.0 %), which had been adjusted down-
ward during the year. HOMAG was able to post substantial increases
in sales and earnings already in the fourth quarter of 2018. Order
intake did not quite reach the target in 2018 as business in China
softened after the exceedingly strong demand in 2017.

The division targets for 2019 can be found in the “Report on expected

future development” — page 91.

PERFORMANCE INDICATORS

The main financial performance indicators for managing the Diirr
Group are order intake, sales, EBIT, EBIT margin and ROCE (EBIT
to capital employed — page 207). Cash flow from operating activities
and free cash flow are also important financial parameters particu-
larly at the Group level. Detailed information on the main financial
performance indicators can be found in the section entitled “Oper-
ating performance indicators” in the “Financial development” chap-
ter — page 72. This section also contains information on the non-
financial performance indicators. Please also note the non-finan-
cial consolidated declaration in connection with the non-financial
issues and performance indicators.

MAIN EVENTS DRIVING BUSINESS PERFORMANCE
The acquisition of MEGTEC/Universal and the discontinuation

of the micro gas turbine business were events which materially
impacted the Diirr Group’s results of operations, financial condi-
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tion and net assets in 2018. In addition, we acquired a further 8.0 %
of the shares in HOMAG Group AG for € 34.8 million, effective April
30, from the Schuler/Klessmann shareholder group. Demand in the
automotive industry was higher than in the previous year, not least
of all due to the trend toward electromobility. In our business with
the woodworking industry, we noted strong demand for end-to-end
production systems with a high level of automation and batch-size-1
capability; demand for individual machinery remained steady over

the previous year.

Business performance

NEW RECORD REACHED IN ORDER INTAKE

Order intake rose by 3.4% in 2018 to reach a new record of
€ 3,930.9 million. The effects on order intake arising from the sale
of Diirr Ecoclean (2017) and the acquisition of MEGTEC/Universal
(2018) largely cancel each other out, meaning that the two years,
2018 and 2017, are fully comparable. On the basis of like-for-like
exchange rates, order intake would have been 5.2 % higher in 2018.

2.30 — CONSOLIDATED ORDER INTAKE BY QUARTER

2.29 — CONSOLIDATED ORDER INTAKE BY SALES REGION

Asia, Africa,

35.3% Australia Germany 19.2%

Other
European

2.0% South America countries 25.5%

North/
17.9% Central America

€ million 2018 2017° 2016
Germany 753.6 592.7 555.6
Other European countries 1,003.0 1,170.5 1,154.7
North/Central America 705.1 820.9 1,045.3
South America 80.0 92.1 56.9
Asia, Africa, Australia 1,389.3 1,126.8 889.1
Total 3,930.9 3,803.0 3,701.7

" The figures for 2017 have been adjusted following the first-time application of IFRS 15. Orders
worth € 85.7 million received from business in Iran were removed from order intake for 2017.
This was due to a decision made by the Board of Management to discontinue business in Iran,
which necessitated a retroactive adjustment to order intake in the fourth quarter of 2017.

€ million

1,200

1,000 1,019.1 1,044.5 1,048.5 1,033.9

800

600

400

200

o

935.9 940.7

1,177.7

896.4
872.3
7982 8283 840.1

Q1/18  Q1/17"  Q1/16 Q2/18  Q2/17'  Q2/16

Q3/18  Q3/17" Q3/16 Q4/18  Q4/17"  Q4/16

" The figures for 2017 have been adjusted following the first-time application of IFRS 15. Orders worth € 85.7 million received from business in Iran were removed from order intake for 2017.
This was due to a decision made by the Board of Management to discontinue business in Iran, which necessitated a retroactive adjustment to order intake in the fourth quarter of 2017.
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At 56.6 %, the greatest growth in new orders was achieved by Clean
Technology Systems; even adjusted for the contribution from
MEGTEC/Universal, the division still achieved high growth of
28.6 %. As the growth rates 0f 13.8 % (Paint and Final Assembly Sys-
tems) and 7.8 % (Application Technology) indicate, demand in paint
systems business was also encouraging. After extremely strong
growth in the previous year (up 17.2 %), Woodworking Machinery
and Systems sustained a small 2.2 % decline. The drop in order
intake in Measuring and Process Systems (down 25.7 %) was due
to the sale of the Diirr Ecoclean Group in 2017. Moreover, the divi-
sion had received an extraordinarily large number of big-ticket con-
tracts in the previous year. The strong order intake ensured full
capacity utilization for the Group.

Order intake from the emerging markets dropped by 3.8 % over
the previous year to € 1,814.1 million, accounting for 46.1 % of total
new orders within the Group (2017: € 1,885.3 million and 49.6 %).
Orders received in China rose substantially by 12.1%, coming to
€ 883.9 million. While orders remained at a high level in the auto-
motive industry, demand for furniture production equipment soft-
ened in the Chinese market. Order intake in North and Central
America contracted by 14.1% to € 705.1 million due to more muted
capital spending by automotive OEMs in these regions. In Europe
(including Germany), order intake was roughly unchanged over
the previous year’s high level. All in all, we achieved a good inter-
national balance in our order intake. Among other things, an order
was received in Vietnam for a large painting technology project.
Our strong global market position offers us an important advan-
tage as it allows us to expand even in the event of lower orders in
individual regions.

The breakdown by quarter of the Diirr Group’s order intake does
not allow any meaningful conclusions to be drawn, as heavy fluctu-
ation can arise from one quarter to the next on account of large sys-
tem contracts. With new orders coming to € 1,177.7 million, the final
quarter of 2018 was the strongest of the past three years.

6.1% INCREASE IN SALES AT
CONSTANT CURRENCY

Consolidated sales rose by 4.2 % in 2018 to € 3,869.8 million, trans-
lating into an increase of 6.1 % before currency conversion. As with
order intake, acquisition and divestment effects nearly cancelled

each other out.
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The consolidation of MEGTEC/Universal (from October 5, 2018)
caused sales in Clean Technology Systems to widen by 22.1%. The
decline in sales in Measuring and Process Systems (down 10.7 %)
was almost solely due to the sale of the Diirr Ecoclean Group. The
other three divisions each posted gains in sales in the mid-single
digits.

Table 2.31 shows that the regional breakdown of sales was also
balanced. Once again, Europe contributed the greatest share
(46.4 %), followed by Asia, Africa and Australia (30.1%) and then
North, South and Central America (23.6 %). At 47.8 %, the share
accounted for by the emerging markets was more or less unchanged
(2017: 48.0 %).

In contrast to order intake, the quarterly breakdown of sales reveals
a distinct pattern. As a rule, our sales are higher in the third and
fourth quarters than in the first half of the year. The final quarter
is mostly the strongest in terms of sales, as a greater number of
projects enter the final billing stage at the end of the year. As with
order intake, the fourth quarter of 2018 was also by far the strongest
period in the past three years for sales.

2.31 — CONSOLIDATED SALES BY SALES REGION

Asia, Africa,

30.1 % Australia Germany 15.7 %

\

Other
European
countries 30.6 %

2.2% South America

North/
21.3 % Central America

€ million 2018 20171 2016
Germany 609.4 485.9 542.8
Other European countries 1,184.4 1,090.0 1,010.9
North/Central America 826.1 926.8 770.8
South America 86.3 78.6 79.4
Asia, Africa, Australia 1,163.6 1,131.9 1,169.7
Total 3,869.8 3,713.2 3,573.5

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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2.32 — CONSOLIDATED SALES BY QUARTER

€ million

1,200

1,000

890.3 909.5
800 840.1 825.2

600

400
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o

863.2 881.7

1,135.8
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927.1 9015
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" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

Q3/18 Q3/17" Q3/16 Q4/18  Q4/17"  Q4/16

Service-related sales grew by 9.7 % in 2018 and, hence, substantially
more quickly than new business. At € 1,039.0 million, service busi-
ness exceeded the € 1 billion mark for the first time. All five divi-
sions reported higher service-related sales. The proportion of ser-
vice business in Group sales widened from 25.5 to 26.8 %. In the long
term, we continue to target a share of 30 %.

ORDER BACKLOG 5.2% UP ON THE END OF 2017

As order intake exceeded sales slightly, the book-to-bill ratio came
to 1.02. The order backlog on December 31, 2018, climbed by 5.2 %
compared with the end of 2017, reaching € 2,577.2 million. The bulk
of short-term service business is not included in the order backlog.
However, if it is added to the order backlog, we are confident of
safely achieving our sales target of € 3.9 to 4.1 billion in 2019. Orders
on hand as of the end of 2018 were sufficient to cover roughly two
thirds of the sales target for 2019.

" Ratio of order intake to sales
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2.33 — CONSOLIDATED ORDER BACKLOG (DECEMBER 31)
BY SALES REGION

Asia, Africa,

39.8 % Australia Germany 19.1 %

~

Other
European
countries 22.4 %

1.6 % South America

North/
17.1 % Central America

€ million 2018 2017 2016
Germany 492.5 349.9 252.0
Other European countries 577.6 734.6 694.0
North / Central America 440.1 517.7 706.3
South America 40.3 50.8 42.3
Asia, Africa, Australia 1,026.7 796.5 873.8
Total 2,577.2 2,449.4 2,568.4

" The figures for 2017 have been adjusted following the first-time application of IFRS 15. Orders
worth € 85.7 million received from business in Iran were removed from the order backlog as of
December 31, 2017. This was due to a decision made by the Board of Management to discon-
tinue business in Iran, which necessitated a retroactive adjustment to the order backlog as of
December 31, 2017.

ANNUAL REPORT 2018



COMBINED MANAGEMENT REPORT

Business report: Business performance

2.34 — INCOME STATEMENT AND PROFITABILITY RATIOS

2018 2017 2016

Sales € million 3,869.8 3,713.2 3,573.5
Cost of sales € million -3,014.3 -2,856.0 -2,715.3

of which cost of

materials € million -1,573.0 -1,415.6 -1,403.6

of which personnel

expense € million —-644.6 -623.0 -620.2

of which depreciation

and amortization € million -69.7 -56.9 -57.5
Gross profit € million 855.5 857.2 858.3
Overhead costs? € million -612.9 -601.8 -605.5
EBITDA € million 326.9 367.7 360.3
EBIT € million 233.5 287.0 271.4
EBIT before extraordinary
effects? € million 274.9 283.7 286.4
Net finance expense € million -13.8 -19.8 -13.3
EBT € million 219.7 267.3 258.1
Income taxes € million -56.2 -67.6 -70.3
Earnings after tax € million 163.5 199.6 187.8
Earnings per share* € 2.27 2.78 2.63
Gross margin % 22.1 23.1 24.0
EBITDA margin % 8.4 9.9 10.1
EBIT margin % 6.0 7.7 7.6
EBIT margin before
extraordinary effects?® % 7.1 7.6 8.0
EBT margin % 5.7 7.2 7.2
Return on sales after
taxes % 4.2 5.4 5.3
Interest coverage 11.5 13.4 13.7
Tax rate % 25.6 253 27.2
Return on equity % 16.5 22.2 22.6
Return on investment % 5.3 6.5 6.4
ROCE % 24.0 38.6 41.1

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

2 selling, administrative and R&D expenses

3 extraordinary effects in 2018: € -41.4 million (2017: € 3.3 million), see table 2.39 for
further information

4 Calculated on the basis of number of shares of 69,202,080 from June 22, 2018; figures
for the previous year adjusted

GROSS MARGIN OF 22.1% BURDENED
BY EXTRAORDINARY EXPENSES

Total costs (cost of sales, selling, administrative and R&D costs plus
other operating expenses) grew by 4.7 % and, hence, slightly more
quickly than sales, coming to € 3,668.1 million in 2018. The increase
in the cost of sales also outpaced sales growth slightly (up 5.5 %).
However, it should be borne in mind that the cost of sales came
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under pressure from substantially higher extraordinary expenses
than in the previous year (2018: € 30.7 million / 2017: € 19.3 million).
As aresult, the gross margin narrowed from 23.1% in the previous
year to 22.1% in 2018. Adjusted for the corresponding extraordi-
nary effects in both years, the gross margin came to 22.9 % in 2018
and 23.6 % in 2017. Group gross profit dropped by € 1.7 million to
€ 855.5 million.

SUBSTANTIAL RISE IN THE COST OF MATERIALS

At 11.1%, the cost of materials (€ 1,573.0 million) rose a good deal
more quickly than sales. This resulted in a cost of materials ratio
of 40.6 %, i.e. above the 40 % mark again, up from 38.1% in the pre-
vious year. This increase was due to higher prices for raw materi-
als and semi-finished goods as well as supply-chain and availability
problems on the part of some vendors, which led to higher sourcing
costs. The cost of materials is fully included in the cost of sales and
chiefly comprises the cost of externally sourced parts and produc-
tion and assembly services. Further information can be found in the

chapter entitled “Procurement” — page 30.

OVERHEAD COSTS RISE MORE SLOWLY
THAN SALES

Overhead costs rose by a moderate 1.8 % to € 612.9 million. The sell-
ing expenses included in this item climbed by just 1.7 % and, thus,
also less quickly than sales. As part of our digital @DURR digitiza-
tion strategy, we increased our research and development (R&D)
expenses by a further 3.6 % to € 121.0 million. Details on this and
our innovations can be found in the chapter entitled “Research and

development” — page 31.

2.35 — OVERHEAD COSTS' AND EMPLOYEES IN 2018

Depreci-

Personnel ation and
Costs expense amortization  Other costs
Employees (€ million) (€ million) (€ million) (€ million)
Selling 1,792 -314.2 -214.0 -6.3 -93.8
(2017) 1,728 -308.9 -211.0 -6.6 -91.2

Administra-

tive 1,434 -177.8 -111.4 -7.3 -59.1
(2017) 1,312 -176.2 -114.4 -6.8 -54.9
R&D 782 -121.0 -77.7 -10.1 -33.2
(2017) 713 -116.7 -69.1 -7.9 -39.7

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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Group headcount was up 8.9 % by the end of 2018, rising to 16,312
employees. Roughly two thirds of this growth stems from the acqui-
sition of MEGTEC/Universal (865 employees). We had an annual
average of 15,593 employees (up 5.3 %). Despite substantially higher
wages and salaries, personnel expense climbed by only 3.0 % to
€1,047.7 million, while the personnel expense ratio contracted from
27.4 10 27.1%.

2.36 — PERSONNEL-RELATED INDICATORS

2018 2017 2016
Employees (December 31) 16,312 14,974 15,235
Employees (annual average) 15,593 14,807 15,079
Personnel expense (€ million) -1,047.7| -1,017.6 -1,011.8
Personnel expense ratio (%) 27.1 27.4 28.3
Personnel expense per employee
(annual average) (€) -67,188 -68,725 -67,100
Sales per employee
(annual average) (€) 248,176 250,772 237,000

Net other operating expenses came to € 9.1 million in 2018. This
includes transaction costs of € 4.9 million, which arose in connec-
tion with the acquisition of MEGTEC/Universal. The high net other
operating income of € 31.6 million reported in the previous year had
primarily been caused by the extraordinary income of € 23.0 million
arising from the sale of the Ecoclean Group. Once again, the larg-
est single items were currency translation expenses and income,
resulting in net currency translation expenses of € 4.5 million in

2.37 — EBIT BY QUARTER

2018. All other operating income and expenses remained within the
customary range.

ONLY SLIGHT DECLINE IN OPERATING EBIT
(DOWN 3.1 %)

EBIT - the most important earnings parameter in our overall man-
agement process — dropped by 18.6 % to € 233.5 million in 2018.
However, this decline was primarily due to the high extraordinary
expenses of € 41.4 million. By contrast, EBIT had benefited from
the net positive extraordinary effect of € 3.3 million in the previ-
ous year. On the basis of like-for-like exchange rates, EBIT would
have been € 5.5 million higher in 2018 and the decline in EBIT
1.9 percentage points smaller. The EBIT margin contracted by
1.7 percentage points to 6.0 %.

Adjusted for extraordinary effects, operating EBIT came to
€ 274.9 million, thus falling short of the previous year’s figure
(€ 283.7 million) by only 3.1%. The operating EBIT margin came to
7.1%, down from 7.6 % in the previous year.

EXTRAORDINARY EFFECTS IN 2017 AND 2018:
ALL PURCHASE PRICE ALLOCATION EXPENSES
INCLUDED FOR THE FIRST TIME

Table 2.39 breaks down the extraordinary effects recognized in
profit and loss. In connection with the acquisition of MEGTEC/Uni-
versal, we decided to include the purchase price allocation effects

€ million
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" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

Q3/18 Q3/17" Q3/16 Q4/18 Q417" Q4/16
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2.38 — EBIT BEFORE EXTRAORDINARY EFFECTS BY QUARTER

€ million
100
93.0 89.6
80 00 772 77.3
69.2 :
. 66.8 67.6 3.7
56.8 55.8 56.0
40
20
0
Q1/18  Q1/17"  Q1/16 Q2/18  Q2/17" Q2/16 Q3/18 Q@3/17' Q3/16 Q4/18  Q4/17"  Q4/16
1 The figures for 2017 have been adjusted following the first-time application of IFRS 15.
2.39 — EXTRAORDINARY EFFECTS WITHIN EBIT
€ million 2018 2017 2016
Paint and Final Assembly Systems -2.2 = Purchase price allocation -2.2 = Purchase price allocation -4.8 = Cost of closing the
expense expense Zistersdorf plant
Application Technology -0.2 = Purchase price allocation -0.5 = Expense for realigning 17.3 = Income from the sale of real
expense glueing technology estate in the United States
[Wolfratshausen plant) * Income from litigation
* Income from litigation
* Purchase price allocation
expense
Clean Technology Systems -20.1 = Expense from -0.7 = Purchase price allocation - -
discontinuation of micro gas expense
turbine business
= Purchase price allocation
expense
Measuring and Process Systems -1.5 = Purchase price allocation -2.4 = Expense for realigning filling - -
expense technology (Agramkow)
* Purchase price allocation
expense
Woodworking Machinery and Systems -8.7 = Purchase price allocation -8.7 = Purchase price allocation -26.3 = Purchase price allocation
expense expense expense
= Write-off of trademark
rights
* Cost of closing the Weins-
berg plant
* Expense for terminating the
employee capital participa-
tion program
Corporate Center -8.7 = Expense from FOCUS 2.0 17.7 = Income from the sale of the -1.2 = Transaction costs in
optimization program Diirr Ecoclean Group connection with the sale of
(Paint and Final Assembly * Discontinuation of business the Dirr Ecoclean Group
Systems) at Diirr thermea GmbH = Income from the sale of
* Transaction costs from the shares in Tec4Aero (11%)
acquisition of MEGTEC/
Universal
Total -41.4 3.3 -15.0
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of all the acquisitions of the past few years, i.e. including smaller
acquisition such as iTAC, Agramkow and Dualis, within extraordi-
nary expenses for 2017 and 2018. Previously, they had only included
the purchase price allocation expenses for the HOMAG Group. Pur-
chase price allocation expenses came to a total of € 15.4 million in
2018. An overview of all the acquisitions of the past few years can be
found at www.durr-group.com/en/investor-relations/key-figures/

investments-acqusisitions.

In the fourth quarter of 2018, EBIT increased by 11.1% over the
previous year, despite the high extraordinary expenses, and by a
strong 54.6 % over the third quarter of 2018. Operating EBIT came
to €93.0 million in the fourth quarter, marking an increase 0f 20.2 %
over the previous year. At 8.2 %, the operating EBIT margin was a
good deal higher in the final quarter of the year than in the previ-
ous three quarters.

SUBSTANTIAL IMPROVEMENT IN FINANCE
EXPENSE

Net finance expense improved substantially to € 13.8 million in
2018 (2017: € 19.8 million). In particular, net investment income
was up significantly due to investment income of € 3.1 million, aris-
ing primarily in connection with the Chinese HOMAG sales com-
pany. Moreover, the negative currency translation effects, which

EARNINGS AFTER TAX BURDENED
BY EXTRAORDINARY EFFECTS

The 17.8% decline in earnings before tax is chiefly due to the
high extraordinary expenses (€ —41.4 million) following the posi-
tive extraordinary effect of the previous year (€ 3.3 million). Tax
expense contracted by € 11.5 million to € 56.2 million. At 25.6 %,
the tax rate was only marginally higher than in the previous year,
since the US tax reform as well as the remeasurement of deferred
taxes in China exerted a dampening effect. In 2017 the tax rate had
dropped to 25.3 % because, for one thing, the extraordinary income
from the sale of the Ecoclean Group was largely tax-free and, for
another, tax provisions that had been recognized in earlier years
were released as they were no longer required. Earnings after tax
dropped to € 163.5 million in 2018 (2017: € 199.6 million), primarily
as a consequence of the extraordinary effects. The return on sales
after tax came to 4.2 %, down from 5.4 % in the previous year. Net
of non-controlling interests, earnings per share declined to € 2.27
(2017: € 2.78).

A dividend of € 1.00 per share is being proposed for 2018, equiva-
lent to a total payout of € 69.2 million, i.e. down 9.1% on the previ-
ous year. The payout ratio stands at 42 % of earnings after tax and
is higher than the customary range of 30 to 40 %. This reflects the
fact that the 18.1% decline in earnings after tax is chiefly due to the
high extraordinary expenses, whereas operating EBIT dropped by

left traces on dividend income, among other things, receded. only 3.1%.
2.40 — EARNINGS AFTER TAX BY QUARTER
€ million
100
80
67.2
0 61.4 60.1
48.4 49.4
40 405 392 428
345 38.6 33.6 35.3
20
0
Q1/18  Q1/17"  Q1/16 Q2/18  Q2/17' Q2/16 Q3/18  Q3/17'  Q3/16 Q4/18  Q4/17"  Q4/16

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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2.41 — SALES, ORDER INTAKE AND EMPLOYEES (DECEMBER 31, 2018) BY DIVISION

J,869.8

SALES (€ MILLION)

3,930.9

ORDER INTAKE (€ MILLION)

16,312

EMPLOYEES

SALES
0.0 %
Corporate Center 31.9%
€ 0.0 million

Paint and Final
33.6% Assembly Systems

Woodworking Machinery
and Systems
€ 1,298.3 million

11.8%

Measuring and
Process Systems
€ 456.5 million

ORDER INTAKE

€ 1,235.7 million

16.9 %

Application Technology
€ 652.6 million

5.9 %

Clean Technology Systems
€ 226.7 million

0.0%

Corporate Center
€ 0.0 million

34.0%

33.1%

Woodworking Machinery
and Systems
€ 1,336.8 million

10.3%

Measuring and
Process Systems
€ 403.3 million

Paint and Final
Assembly Systems
€ 1,300.4 million

16.1%

Application Technology
€ 632.4 million

6.6%

Clean Technology Systems
€ 258.2 million

EMPLOYEES
1.5% 21.3%
Corporate Center Paint and Final
250 Assembly Systems
3,472
40.4%
13.8%
Woodworking Machinery
and Systems Application Technology
6,593 2,246
14.0% 9.0%

Measuring and
Process Systems
2,279

Clean Technology Systems
1,472
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The dividend proposal leaves Diirr AG with aremaining net retained
profit of € 508.4 million (2017: € 425.3 million), which is to be car-
ried forward.

SEGMENT REPORT: DIVISIONS

2.42 — EBIT BY DIVISION

sale of Diirr Ecoclean had been recognized in the Corporate Center
in the previous year. Adjusted for the extraordinary effects, the
Corporate Center recorded a loss of € 12.7 million at the EBIT level,
compared with a loss of € 16.4 million in the previous year. This
improvement was materially due to the fact that Woodworking
Machinery and Systems was integrated in the Group transfer pricing
system for the first time. The consolidation effects included in the
Corporate Center EBIT came to € 1.4 million (2017: € 0.8 million).

€ million 2018 2017 2016 Paint and Final Assembly Systems

Paint and Final Assembly Systems 56.0 70.4 77.2 Orders received by Paint and Final Assembly Systems rose by
Application Technology 68.0 64.8 76.1 13.8 % in 2018, despite the more selective approach that we are tak-
Clean Technology Systems ~15.0 33 6.1 ing to the acceptance of orders under the FOCUS 2.0 optimization
Measuring and Process Systems 597 64.3 797 program. New orders were particularly high in the fourth quarter
Woodworking Machinery and Systems 86.2 83.0 449 (€ 534.9 million) due to several big-ticket contracts received from
Corporate Center/consolidation 4 12 125 China. Demand was the strongest in China, followed by Europe.
Total 2335 287.0 — By contrast, the Northern American market was muted in the year

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

Table 2.42 shows EBIT by division; notes on this and on other divi-
sion performance indicators can be found on the following pages.
The Corporate Center sustained a loss of € 21.4 million at the EBIT
level in 2018 after the positive figure of € 1.2 million in the previous
year. One reason for this decline was the extraordinary expenses
of € 8.7 million arising from the cost of the FOCUS 2.0 optimization
program and transaction costs in connection with the acquisition
of MEGTEC/Universal. By contrast, extraordinary income from the

2.43 — PAINT AND FINAL ASSEMBLY SYSTEMS - KEY FIGURES

under review. However, a Japanese customer awarded us the largest
paint systems contract so far received from the Japanese automo-
tive industry for its US plant. The share accounted for by the emerg-
ing markets widened from 59 % to 63 %, underpinned by the strong
performance of business with new automotive OEMs. For example,
orders were placed by the VinGroup in Vietnam and e-mobility spe-
cialist Future Mobility Corporation in China. The margin quality of
incoming orders improved over the previous year. Sales in the Paint
and Final Assembly Systems division rose by 5.1 %, also reaching its
highest level in the fourth quarter.

€ million 2018 2017 2016 Q12018 Q22018 Q32018 Q4 2018
Order intake 1,300.4 1,142.3 1,094.5 274.2 303.3 187.9 534.9
Sales 1,235.7 1,175.2 1,140.0 270.2 2971 311.2 357.1
Cost of materials (consolidated) -571.8 -487.4 -535.9 -119.9 -138.5 -145.3 -168.0
EBITDA 70.4 84.7 92.0 16.1 16.1 17.4 20.9
EBIT 56.0 70.4 77.2 12.4 12.5 14.0 17.0
EBIT margin (%) 4.5 6.0 6.8 4.6 4.2 4.5 4.8
Cash flow from operating activities 117.0 -35.8 33.5 -41.6 65.8 -0.6 93.4
Capital expenditure 8.4 22.2 20.6 2.1 2.6 1.6 2.2
Capital employed 6.5 53.9 -41.5 117.9 66.3 79.6 6.5
ROCE (%) >100 >100 >100 42.2 75.4 70.3 >100
Employees 3,472 3,457 3,384 3,435 3,405 3,447 3,472

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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At 4.5 %, the EBIT margin came within the forecast range of 4 to 5 %.
The decline over the same period of the previous year is due to the
more intense competition in 2016 and 2017 and, following on from
this, the smaller margins on the orders accepted during that period.
To address this, we have been implementing the FOCUS 2.0 program
since the beginning of 2018. The purpose is to help Paint and Final
Assembly Systems reach the EBIT margin target of 6 to 7% again
in 2020. In 2018, consulting costs of € 3.7 million were allocated
to the Corporate Center in connection with FOCUS 2.0. No addi-
tional extraordinary expenses were recorded in the Paint and Final
Assembly Systems division for the program.

2.44 — APPLICATION TECHNOLOGY - KEY FIGURES

Capital spending in Paint and Final Assembly Systems dropped to
€ 8.4 million, thus returning to normal after the increases in the
previous years due to the establishment and expansion of several
sites.

Application Technology

In the Application Technology division, order intake and sales
increased in 2018, rising by 7.8 % and 4.8 % respectively. For the
first time, order intake exceeded the € 600 million mark, spurred
by expanding European business and the market upswing in China
and other parts of Asia. In North America, demand, as with Paint

€ million 2018 2017 2016 Q12018 Q22018 Q32018 Q42018
Order intake 632.4 586.5 582.7 168.6 176.6 141.2 146.0
Sales 652.6 622.4 560.6 145.5 152.5 174.1 180.5
Cost of materials (consolidated) -240.6 -209.7 -211.0 -49.3 -51.8 -71.2 -68.2
EBITDA 79.4 76.4 85.2 18.1 18.3 20.2 22.7
EBIT 68.0 64.8 76.1 15.2 15.5 17.4 19.9
EBIT margin (%) 10.4 10.4 13.6 10.4 10.2 10.0 11.0
Cash flow from operating activities 13.4 50.9 66.1 -9.9 10.1 5.0 8.1
Capital expenditure 11.8 26.2 17.5 2.4 2.8 2.8 3.8
Capital employed 275.1 222.2 190.4 240.8 252.3 264.7 275.1
ROCE (%) 24.7 29.2 40.0 25.2 24.6 26.2 29.0
Employees 2,246 2,063 1,956 2,112 2,154 2,230 2,246
' The figures for 2017 have been adjusted following the first-time application of IFRS 15.

2.45 — CLEAN TECHNOLOGY SYSTEMS - KEY FIGURES

€ million 2018! 20172 2016 Q12018 Q22018 Q32018 Q42018
Order intake 258.2 164.9 176.6 57.6 58.8 36.3 105.3
Sales 226.7 185.6 167.0 30.3 34.7 54.9 106.8
Cost of materials (consolidated) -121.3 -99.9 -85.2 -14.0 -18.0 -29.5 -59.8
EBITDA 1.6 6.0 8.7 -0.3 -0.9 -0.3 3.0
EBIT -15.0 3.3 6.1 -1.0 -1.6 -11.7 -0.7
EBIT margin (%) -6.6 1.8 3.7 -3.2 -4.5 -21.3 -0.7
Cash flow from operating activities 9.5 -11.5 21.5 -0.9 -5.3 6.1 9.6
Capital expenditure 3.0 3.8 6.3 0.8 0.9 0.7 0.5
Capital employed 153.9 60.6 45.0 65.6 71.5 57.5 153.9
ROCE (%) -9.7 5.5 13.6 -5.9 -8.8 -81.4 -1.9
Employees 1,472 603 569 601 600 612 1,472

' The MEGTEC/Universal Group was consolidated for the first time on October 5, 2018.
2The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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and Final Assembly Systems, was muted. At 1.6 %, service business
temporarily expanded less quickly than the division’s total sales.

There was also a slight improvement in the margin quality of the
orders placed with Application Technology compared with 2017.
Operating EBIT climbed by 4.4 % to a record high of € 68.2 million,
resulting in an EBIT margin of 10.4 %, i.e. on a par with the previous
year’s good figure and within the target corridor of 10.0 to 11.0 %.
Order intake for Industrial Products continued to rise, although a
loss was sustained. At € 11.8 million, capital spending in the division
reached the normal level.

2.6 — MEASURING AND PROCESS SYSTEMS - KEY FIGURES

Clean Technology Systems

One half of the sharp 56.6 % increase in orders in Clean Technology
Systems was due to organic growth and the other half to the first-
time consolidation of MEGTEC/Universal. The market for exhaust-
air purification systems was in good condition in Europe and Asiain
particular. The 22.1% increase in sales was due solely to the consoli-
dation of MEGTEC/Universal. Sales and earnings fell short of expec-
tations in the first half of 2018, with the division feeling the effects of
a temporary shortfall in capacity utilization due to muted demand
in the second half of 2017. However, the declines were almost com-
pletely recouped in the second half of 2018.

€ million 2018 201712 2016 Q12018 Q22018 Q32018 Q42018
Order intake 403.3 543.0 682.5 103.4 1M1 93.2 95.6
Sales 456.5 5111 623.8 99.4 114.2 112.6 130.4
Cost of materials (consolidated) -162.3 -184.9 -208.7 -31.1 -44.3 -40.5 -46.5
EBITDA 68.0 71.9 86.9 12.5 15.5 16.1 23.9
EBIT 59.7 64.3 79.7 10.4 13.5 14.1 21.8
EBIT margin (%) 13.1 12.6 12.8 10.5 11.8 12.5 16.7
Cash flow from operating activities 31.3 55.4 44.5 4.3 5.6 4.7 16.7
Capital expenditure 6.6 5.6 9.4 1.0 1.8 1.4 2.4
Capital employed 282.7 253.2 330.0 257.6 264.6 274.4 282.7
ROCE (%) 211 24.5 24.9 16.2 20.3 20.5 30.8
Employees 2,279 2,279 3,010 2,317 2,303 2,325 2,279

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.

2 The figures for 2017 still include the results of the Diirr Ecoclean Group, which has since been sold, for the first quarter of 2017.

2.47 — WOODWORKING MACHINERY AND SYSTEMS - KEY FIGURES

€ million 2018 2017 2016 Q12018 Q22018 Q32018 Q4 2018
Order intake 1,336.8 1,366.3 1,165.3 415.2 286.1 339.6 295.9
Sales 1,298.3 1,218.8 1,082.0 294.6 3111 331.6 361.0
Cost of materials (consolidated) -536.1 -491.1 -425.1 -117.9 -128.4 -137.8 -152.0
EBITDA 125.5 120.2 95.9 29.7 26.9 31.2 37.7
EBIT 86.2 83.0 44.9 19.7 17.4 215 27.6
EBIT margin (%) 6.6 6.8 4.1 6.7 5.6 6.5 7.6
Cash flow from operating activities 45.4 107.1 82.2 3.6 -32.1 26.6 47.3
Capital expenditure 413 26.2 24.3 6.3 12.1 10.5 12.4
Capital employed 441.6 381.1 396.1 399.4 455.0 454.3 441.6
ROCE (%) 19.5 21.8 1.3 19.8 15.3 18.9 25.0
Employees 6,593 6,371 6,126 6,484 6,567 6,605 6,593

" The figures for 2017 have been adjusted following the first-time application of IFRS 15.
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The loss of € 15.0 million at the EBIT level was caused solely by high
extraordinary expenses: € 17.3 million arose in connection with the
discontinuation of the loss-making micro gas turbine business and
€ 2.2 million from purchase price allocation effects for MEGTEC/
Universal. By contrast, EBIT was clearly positive at the operating
level: the previous Clean Technology Systems activities contributed
€ 2.4 million despite the operating losses that continued to arise
from the micro gas turbine business. Since consolidation, MEGTEC/

Universal has contributed operating EBIT of € 2.7 million.

Capital spending of € 3.0 million does not include any costs related
to the acquisition of MEGTEC/Universal. The sharp rise in capital
employed and headcount is due to the consolidation of MEGTEC/
Universal.

In 2019 MEGTEC/Universal should contribute sales and order
intake of over € 200 million as well as operating EBIT in the high
single-digit millions. The EBIT contribution after extraordinary
effects is likely to be slightly negative or neutral. As things currently
stand, the acquisition will have a distinctly positive effect on the

division’s earnings in future years.

Measuring and Process Systems

The figures for Measuring and Process Systems show declines in
order intake (down 25.7 %), sales (down 10.7 %) and EBIT (down
7.1%). However, this must be seen in the light of the sale of the Diirr
Ecoclean Group, which contributed order intake of € 51.1 million,
sales of € 47.5 million and EBIT of € 2.2 million in the first quar-
ter of 2017. In like-for-like terms, new orders shrank by 18.0 % over
the previous year, during which many big-ticket orders had been
received. Like-for-like sales were down 1.5 % and thus remained
practically on a par with the previous year, while like-for-like EBIT
was 3.8 % lower than in the previous year. In the fourth quarter,
which is traditionally the strongest time of year for Measuring and
Process Systems, the EBIT margin came to a very good 16.7 % for
billing-related reasons.

Woodworking Machinery and Systems

Order intake for Woodworking Machinery and Systems (HOMAG
Group) was down slightly in 2018, dropping by 2.2 %. In this con-
nection it should be borne in mind, however, that it had grown
at extraordinarily swift rates in the previous two years: by 17.2 %
in 2017 and by 10.1% in 2016. In the year under review, Europe
accounted for 60 % of new orders and North and Central America
for 23 %, with demand remaining brisk in both regions. On the other
hand, order intake in China dropped by half to around € 110 million.
After exceptionally strong conditions in the previous year, capital
spending has slumped in China in the wake of the trade dispute with
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the United States and the softer real estate market. What is more,
many furniture producers in China must first make full use of their
additional capacity before engaging in further capital expenditure.

Woodworking Machinery and Systems was able to increase its
sales by 6.5 % to € 1,298.3 million. However, sales and earnings were
muted in the first three quarters, one reason for this being a pro-
tracted interruption to production at the beginning of the year to
roll out a new ERP system. Moreover, production problems arose
as operations at the Schopfloch plant had not yet been sufficiently
modified to accommodate the sharp growth in system business with
end-to-end furniture production lines. The division addressed this
by applying stricter cost management and implementing a new and
more flexible production system to handle large system orders more
swiftly and efficiently. These measures are already showing results:
At € 361.0 million, sales in the fourth quarter were significantly
higher than in the previous quarters, accompanied by an improve-
ment of 60.6 % in EBIT over the previous year to € 27.6 million.

Despite the problems, EBIT in the Woodworking Machinery and
Systems division rose by 3.9 % in the year as a whole, reaching a new
record of € 86.2 million. The EBIT margin contracted temporarily
from 6.8 to 6.6 %. In operating terms, i.e. before purchase price allo-
cation effects, the EBIT margin came to 7.3 % (2017: 7.5 %) Wood-
working Machinery and Systems was integrated in the Diirr Group’s
transfer pricing system in 2018, resulting in expense of € 5.5 million.
Adjusted for transfer pricing effects, the operating EBIT margin
came to 7.7 %.

Capital expenditure rose by 57.6 % due to the optimization mea-
sures taken at Woodworking Machinery and Systems. The main
focus was on digitization and IT projects as well as on capacity
enlargement and productivity enhancements. The increase in cap-

ital employed was caused by higher inventories.
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Financial development

FUNDING AND LIQUIDITY MANAGEMENT

Our central finance and liquidity management system has two main
targets: the optimization of earnings and financing costs as well as
the reduction of financial risks. In addition, its purpose is to achieve
transparency concerning the Group’s funding and liquidity needs.
Liquidity management is based on the principle of always having an
adequate volume of cash and cash equivalents available in order to
meet payment obligations at any time.

The cash flow from operating activities is our key source of funding.
As arule, debt finance is raised by Diirr AG and made available to the
Group companies as required. Liquidity management is another
task of Diirr AG. The company organizes a cash pooling system in
which - to the extent legally possible - all cash and cash equivalents
of the Group are consolidated. Companies located in countries sub-
ject to statutory restrictions on capital flows (for instance China,

India and Brazil) largely obtain their funding locally.

The investment of surplus liquidity is governed by a policy for
financial asset management and is the task of Group Treasury. At
€ 655.0 million, cash and cash equivalents at the end of 2018 practi-
cally matched the previous year’s level (€ 659.9 million). Their share
of total assets decreased from 18.8 to 18.1%.

Our net working capital management optimizes the Group’s inter-
nal funding capabilities and volume of capital employed. This has a
beneficial effect on such key figures as our balance sheet structure
and ROCE. For information on the utilization of financial instru-
ments, please refer to the section “Currency, interest rate and
liquidity risks as well as financial instruments for risk mitigation
purposes” in the “Risk report” — page 81.
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FUNDING STRUCTURE OF THE DURR GROUP

As at December 31, 2018, our funding structure comprised the
following components:

* Bonded loan: Our bonded loan placed in 2016, amounting to
€ 300 million, comprises three tranches equal in size with
maturities of five, seven and ten years and bearing interest at an

average of 1.6 % p.a.

Corporate bond: Our corporate bond issued in 2014 for
€300 million in nominal terms has a term to maturity until 2021
and a coupon of 2.875 % (effective interest rate: 3.085%). Its yield
at the end of 2018 was 0.7 %. Early termination is not possible.

Syndicated loan: The syndicated loan with a total volume of
€ 465 million has likewise been in place since 2014. It comprises
a cash line of € 250 million and a guarantee line of € 215 million.
Up to € 50 million of the cash line can be temporarily used as a
guarantee line. In 2015 and in 2016, we extended the maturity of
the syndicated loan originally agreed (until 2019) to 2021.

Leasing: At the end of 2018, liabilities arising from finance
leases amounted to € 7.2 million. In addition, there were
money and capital market instruments and off-balance
sheet financing instruments in the form of operating leases
(Dec. 31, 2018: € 103.4 million) as well as forfaiting transactions
and early performance under documentary credits (Dec. 31, 2018:
€ 24.9 million).

Bilateral credit facilities: Their volume as at the 2018 balance

sheet date came to € 9.3 million.

2.48 — FINANCIAL LIABILITIES (DECEMBER 31)

€ million 2018 2017 2016
Bond/bonded loan 598.0 597.3 596.6
Liabilities to banks 1.0 1.9 35.5
Liabilities under finance leases 7.2 5.8 8.5
Other interest-bearing liabilities 7.8 8.3 13.9
Interest deferral 9.3 9.4 0.0
Total 623.3 622.6 654.5

of which due within one year 12.5 12.7 53

" The figures as at December 31, 2017, were adjusted due to the first-time application of IFRS 15.
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As at December 31, 2018, the total volume of all credit and guar-
antee lines available amounted to € 1,072.1 million. Of this sum,
€ 317.3 million was actually utilized. The cash line of the syndi-
cated loan remained unutilized in 2018. In addition to the guarantee
line from the syndicated loan, there are additional guarantee lines
amounting to € 537.8 million that are made available by insurers
and banks.

In 2018, we met the financial covenant of our syndicated loan at
every effective calculation date. Interest comprises the refinanc-
ing rate with matching maturities plus a variable margin. Further
particulars on debt financing are listed in item 32 of the notes to the
consolidated financial statements.

FREE CASH FLOW SUBSTANTIALLY IMPROVED

2.49 — CASH FLOWS

2.50 — CALCULATION OF CASH FLOW FROM OPERATING
ACTIVITIES AND FREE CASH FLOW'

€ million 2018 20172 2016
Earnings before income taxes 219.7 267.3 258.1
Depreciation and amortization 93.4 80.7 88.9
Interest result 20.9 21.6 20.2
Income tax payments -93.0 -74.8 -75.3
Change in provisions -29.9 43.7 -18.7
Change in net working capital -51.6 -178.5 -33.6
Other 2.7 -40.1 -12.4
Cash flow from operating activities 162.3 119.8 227.4
Interest payments (net) -12.0 -17.9 -15.8
Investment in property, plant and

equipment and intangible assets -71.9 -87.5 -81.6
Free cash flow 78.4 14.3 129.9
Other cash flows -222.4 3.3 -82.8
Change in net financial status -144.0 17.6 47.1

1 Exchange rate effects were eliminated in the cash flow statement. Accordingly, the changes
in balance sheet line items indicated there cannot be fully reflected in the balance sheet.

€ million 2018 2017 2016 2The figures for 2017 were adjusted due to the first-time application of IFRS 15.

Cash flow from operating activities 162.3 119.8 227.4

Cash flow from investing activities -30.1 -17.2 -116.9

Cash flow from financing activities _134.0 1522 192.5 Cash flow from operating activities improved by € 42.5 million in
2018, reaching € 162.3 million. Net working capital INWC) — page 207,
at € 51.6 million, grew significantly more slowly year-on-year; we
managed to reduce the level substantially above all in the fourth
quarter. Within NWC, inventories grew appreciably in the course of

2.51 — FREE CASHFLOW BY QUARTER

€ million
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the first three quarters, only to decline again in the fourth quarter.
We took more components for production into storage to better
control the risk of short-term bottlenecks due to suppliers oper-
ating at peak capacity. In addition, the inventory of spares in the
service section was reinforced to speed up deliveries to customers.
We anticipate, at best, a slight increase in NWC for 2019. A further
key factor for cash flow development was the reduction of provi-
sions for orders; it resulted from both higher use of provisions and
higher write-backs. Moreover, we made higher tax payments as at
the effective dates; for 2019 we expect tax payments to decline.

Cash flow from investing activities amounted to € -30.1 million in
fiscal 2018 (2017: € -17.2 million). An inflow of funds resulted from
the reversal of term deposits totaling € 138.3 million. This was off-
set by payments of € 71.9 million for investments and the purchase
price paid for MEGTEC/Universal (€ 103.9 million).

Cash flow from financing activities amounted to € -134.0 million
(2017: € -152.2 million). Substantial outflows resulted from the
dividend payout (€ 76.1 million), the interest payments on the
corporate bond and the bonded loan as well as from the increase in
the equity interest in HOMAG Group AG (€ 34.8 million).

The free cash flow improved from € 14.3 million to € 78.4 million. In
addition to the cash flow from operating activities, the free cash flow
also includes interest income and capital expenditure (included in
the cash flow from investing activities) as well as interest expendi-
ture (included in the cash flow from financing activities). Free cash
flow — page 207 reflects the sum total of funding freely available
following all expenditure within a given period.

The net financial status — page 207 declined by € 144.0 million in
spite of rising free cash flow, but was clearly in positive territory as at
December 31, 2018 (€ 32.3 million). The main reasons for the reduc-
tion in relation to the effective date a year earlier (€ 176.3 million)
were the purchase of MEGTEC/Universal and the increase in the
stake in HOMAG Group AG. The two transactions together resulted
in an outflow of € 138.8 million.
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2.52 — NET FINANCIAL STATUS

€ million 2018 2017 2016
Checks, cash in hand and
+  credit balances with banks - net 655.0 659.9 724.2
T Securities and term deposits 0.5 139.0 98.4
- Bonds 298.6 298.0 297.5
- Liabilities to banks 1.0 1.9 35.5
- Bonded loan 299.4 299.3 299.2
o Accrued/deferred interest
- onfinancial liabilities 9.3 9.4 -
- Leasing liabilities 7.2 5.8 -
- Other loans 7.8 8.3 13.9
j Net financial status 32.3 176.3 176.5

" The figures as at December 31, 2017, were adjusted due to the first-time application of IFRS 15.

OPERATING PERFORMANCE INDICATORS:
INCOMING ORDERS, SALES, EBIT, AND ROCE

2.53 — PERFORMANCE INDICATORS

2018 2017 2016
Incoming orders € million 3,930.9 3,803.0 3,701.7
Sales € million 3,869.8 3,713.2 3,673.5
EBIT € million 2335 287.0 271.4
EBIT margin % 6.0 7.7 7.6
ROCE % 24.0 38.6 41.1

" The figures for 2017 were adjusted due to the first-time application of IFRS 15.

The key performance indicators at Diirr are incoming orders, sales,
EBIT/EBIT margin and ROCE (EBIT to capital employed — page 207).
Operating cash flow and free cash flow also play a central role, par-
ticularly at Group level. At divisional level, an additional focus is on
order margins and net working capital.

We also determine non-financial performance indicators on a
regular basis. They support us in management and the long-term
strategic orientation of the company. Examples are key figures on
employee and customer satisfaction, further training, ecology/sus-
tainability and R&D/innovation. While the non-financial perfor-
mance indicators are becoming increasingly important, they do
not primarily serve to control the company. Instead, they facilitate
extended findings on the situation prevailing within the Group and
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decision-making on that basis. A detailed analysis of non-financial
issues and performance indicators is available in the non-financial
consolidated declaration.

The analysis of incoming orders and of the resulting sales enables
us to engage in forward-looking capacity planning. As a rule, the
realization of sales lags six to twelve months behind order intake.
Incoming orders for 2018 (€ 3,930.9 million) reached the upper
end of the target corridor (€ 3,650 to € 3,950 million), giving us a
high degree of visibility as far as the realization of sales in 2019 is
concerned. The analysis of margins in order intake for 2018 enables
us to better estimate the earnings trend in 2019.

We use EBIT and our EBIT margin to measure our profitability. In
2018, EBIT decreased, predominantly due to extraordinary effects,
to € 233.5 million (2017: € 287.0 million). The EBIT margin reached
6.0 %, thus achieving the target corridor of 5.8 to 6.3 %, which had
been adjusted in November 2018.

ROCE — page 207 shows whether we generate an appropriate return
on our capital employed — page 207 and thus represents the basis
for efficient capital allocation. Capital employed takes account of
all assets except cash and cash equivalents and financial assets, less
non-interest-bearing liabilities. In 2018, ROCE declined to 24.0 %
(2017: 38.6 %), which was due both to the higher level of capital
employed and to lower EBIT. That said, the figure of 24.0 % rep-
resents a good value in an international peer group comparison.

2.54 — VALUE ADDED

Economic Value Added (EVA) reflects the value added that a com-
pany generates in a financial year. While we have managed to
achieve a high level of value added since 2011, in 2018 it turned out
to be less robust than in previous years. We determine the capital
costs as the weighted average cost rate of equity and borrowing
costs before taxes (weighted average cost of capital: WACC). In
calculating the cost of equity, a beta factor is taken into account,
derived from capital market data and the capital structure of peer
group companies. The borrowing costs comprise a basic interest
rate for quasi-secure bonds and a surcharge determined from the
credit rating of comparable peer group companies. The increase in
capital costs in 2018 is based, inter alia, on higher beta factors of
peer group companies.

EVA is calculated as follows:

EVA = NOPAT - (WACC x capital employed)
= NOPAT = Net Operating Profit After Taxes/EBIT after fictitious taxes
= WACC = Weighted Average Cost of Capital

The rule relating to the performance indicator ROCE is that added
value is generated when the return on capital employed exceeds the
costs of capital. In 2018, this was the case in four of five divisions.
Capital employed in Paint and Final Assembly Systems was close to
zero; accordingly, ROCE reached a value in excess 0f 100 %. Applica-
tion Technology, Measuring and Process Systems as well as Wood-
working Machinery and Systems reached 19 to 25 %, a very good
ROCE level in mechanical engineering. Negative ROCE in Clean
Technology Systems was attributable to the low operating earnings
and extraordinary effects in terms of EBIT. Based on the expected
earnings growth, the division’s ROCE is likely to see a substantial

improvement in 2019 and turn out in positive territory again; how-

2018 2017 2016 ever, it is unlikely to exceed the capital costs at this point.
Capital employed (Dec. 31) € million 971.9 738.9 670.6
ROCE % 24.0 38.6 411
NOPAT € million 1635 200.9 190.0 2.55 — ROCE BY DIVISION
Weighted average
cost of capital (WACC) % 9.00 7.88 7.20 % 2018 2017 2016
EVA € million 76.0 142.7 142.5 Paint and Final Assembly Systems >100 >100 >100?
1 The figures for 2017 were adjusted due to the first-time application of IFRS 15. Application Technology 247 292 40.0
Clean Technology Systems -9.7 55 13.6

. . Measuring and Process Systems 211 24.5 24.9

ROCE (in %) is calculated as follows: Woodworking Machinery and Systems 195 2138 1.3

EBIT

- X 100
Capital employed
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" The figures for 2017 were adjusted due to the first-time application of IFRS 15.
2 Negative capital employed
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EQUITY AT JUST UNDER € 1 BILLION

2.56 — KEY BALANCE SHEET FIGURES

Adjusted for exchange rate fluctuations and the effects of the acqui-
sition of MEGTEC/Universal, net working capital as at December 31,
2018, was up by € 51.6 million, reaching € 441.4 million. Cash and
cash equivalents remained almost unchanged at € 655.0 million

2018 2017 2016 (December 31,2017: € 659.9 million). Total liquidity, at € 655.6 million
Net financial status (December 31, 2017: € 798.9 million), corresponded almost exactly
(Dec. 31) € millien 323 1763 176.5 to the level of cash and cash equivalents since there were hardly any
Net financial liabilities in term deposits on the balance sheet at end-2018.
relation to EBITDA - - -
Gearing (Dec. 31) % -3.4 -24.3 -27.0
Net working capital 2.57 — NON-CURRENT AND CURRENT ASSETS (DEC. 31
(NWC]J (Dec. 31) € million YA WA 373.7 194.4 ’ ( 31
Days working capital days 411 36.2 27.2
% of
Inventory turnover days 49.8 Lb.4 40.4 t:tal
Days sales outstanding days 56.1 51.7 47.3 € miltion 208 assets 07 2016
. . Intangible assets 651.3 18.0 592.7 6111
Equity assets ratio
(Dec. 31) % 79.7 81.1 73.8 Property, plant and equipment 433.8 12.0 408.4 394.6
Asset coverage (Dec. 31) % 142.9 152.0 148.8 Other non-current assets 159.1 bk 109.0 119.6
Asset intensity (Dec. 31) % 34.4 31.6 33.6 Non-current assets 1,244.3 34.4 1,110.1  1,125.3
Current assets to total Inventories 535.4 14.8 457.6 381.1
0,
assets (Dec. 31) /" 656 684 s6.4 Contract assets 478.3 132 4884 0.0
Degree of asset .
depreciation % 385 361 343 Trade receivables 566.7 15.7 522.4 779.4
D . Cash and cash equivalents 655.0 18.1 659.9 724.2
epreciation
expense ratio % 6.4 6.5 6.7 Other current assets 134.6 3.7 273.1 338.6
Cash ratio (Dec. 31) % 35.7 36.2 433 Current assets 2,370.1 65.6 2,401.4 2,223.2
Quick ratio [Dec' 31) % 66.5 64.8 89.8 " The figures as at December 31, 2017 were adjusted due to the first-time application of IFRS 15.
Equity ratio (Dec. 31) % 27.4 25.6 24.8
Total assets (Dec. 31) € million 3,614.4 3,511.6 3,348.5

" The figures as at December 31, 2017, were adjusted due to the first-time application of IFRS 15.

As at December 31, 2018, total assets were up by 2.9% or
€ 102.8 million year-on-year. The reason for this was the consoli-
dation of MEGTEC/Universal, resulting in an increase especially
in the value of goodwill as well as property, plant and equipment.
Other current financial assets reflect the extensive cancellation of
term deposits. The funds released in the process were employed
to finance the acquisition of MEGTEC/Universal and the increase
in the equity stake in HOMAG Group AG. Inventories grew because
we stockpiled more input materials due to supplier bottlenecks. In
addition, inventories of spare parts for our products were increased.
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2.58 — EQUITY (DEC. 31)

% of
total

€ million 2018 assets 2017 2016
Subscribed capital 177.2 4.9 88.6 88.6
Other equity 800.1 221 797.3 720.9
Equity attributable

to shareholders 977.3 27.0 885.9 809.5
Non-controlling interest 14.9 0.4 14.6 21.4
Total equity 992.2 27.4 900.5 831.0

1 The figures as at December 31, 2017 were adjusted due to the first-time application of IFRS 15.

Equity was up by € 91.6 million at end-2018, to reach € 992.2 million,
only just short of € 1 billion. Particular upward impetus came
from after-tax earnings, amounting to € 157.1 million (after non-
controlling interest); positive effects were also contributed by
currency translation gains, totaling € 7.5 million. A contrary effect
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was produced by the dividend payment for 2017 (€ 76.1 million).
The equity ratio rose from 25.6 % at the end of the previous year to
27.4 %, moving closer to the target of 30 %.

On balance, non-current and current liabilities only changed
slightly. While trade payables surged considerably, contract
liabilities and other financial liabilities declined to a marked degree.
Financial liabilities remained stable at € 623.3 million and turned

out lower than the level of cash and cash equivalents.

2.59 — CURRENT AND NON-CURRENT LIABILITIES (DEC. 31)

% of
total

€ million 2018 assets 20171 2016
Financial liabilities

(incl. bond) 623.3 17.2 622.6 654.5
Provisions

(incl. pensions) 199.8 5.5 219.1 165.1
Contract liabilities 673.0 18.6 715.2 0.0
Trade payables 502.4 13.9 390.5 982.5
Income tax liabilities 35.0 1.0 50.4 40.3

Other liabilities
(incl. deferred taxes,
deferred income) 588.8 16.3 613.3 675.2

2,611.0  2,517.6

Total 2,622.2 72.6

" The figures as at December 31, 2017 were adjusted due to the first-time application of IFRS 15.

2.60 — ASSET AND CAPITAL STRUCTURE (DEC. 31)

HIDDEN RESERVES/FAIR VALUES

Hidden reserves - in comparison with total assets (December 31,
2018: € 3,614.4 million) - are of lesser significance. Similarly, the
difference between fair values and book values is also low. Property,
plant and equipment may develop hidden reserves, especially in the
case of land and buildings. Schenck Technologie- und Industriepark
GmbH in Darmstadt is worthy of mention in this regard. According
to our assessment, its fair value exceeds the book value by a sum in
the double-digit million euro range. In total, the fair values exceed
the book values on the liabilities side of the balance sheet by approx.
0.5 % of total assets. Further particulars in this regard are listed in
item 36 of the notes to the consolidated financial statements.

INVESTMENTS EXPANDED

Investments (excluding acquisitions) reached € 74.4 million, sub-
stantially down year-on-year (-15.5 %). This was attributable to a
22.4 % decline in investments in property, plant and equipment,
after we had invested heavily in the extension and new construc-
tion of sites. 57 % of investments in property, plant and equipment
were accounted for by replacement investments and 43 % by expan-
sion investments.

ASSETS LIABILITIES
Non-current assets  34.4 31.6 27.4 25.6 Total equity
21.7 22.4 Non-current liabilities
Current assets?  47.5 49.6
Cash and cash equivalents  18.1 I 18.8 I 50.8 51.9 Current liabilities
2018 2017 2018 2017

1 The figures as at December 31, 2017 were adjusted due to the first-time application of IFRS 15.
2 Excluding cash and cash equivalents
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We raised our investments in intangible assets by 4.6% to
€ 23.5 million. These were made e.g. to fund the purchase of soft-
ware and licenses. Investments in the field of information technol-
ogy and digitization will continue to feature as a key focus.

Equityinvestments in 2018 rose from €15.3 million to € 125.4 million,
which was fully attributable to the acquisition of MEGTEC/
Universal. Deducting the liquidity received with this acquisition
would result in a purchase price of € 103.9 million. According to
IFRS, the increase in the stake in HOMAG Group AG (8 % of the
capital stock for € 34.8 million) is no equity investment, since the
company had already been fully consolidated.

The cash flow from operating activities fully covered the level of
investments (excluding acquisitions) and the dividend payment.
The equity investment (MEGTEC/Universal) and increase in the
equity interest in HOMAG Group AG were largely funded by the
liquidation of fixed-term deposits. Total liquidity, at € 655.6 million,
reached a high level. The cash flow and high volume of financial
resources are likely to cover the operating financing needs in 2019
again without any difficulty. Where necessary, we can resort to the
cash line under the syndicated loan.

2.61 — INVESTMENTS ' AND DEPRECIATION/AMORTIZATION 2

€ million 2018 2017 2016
Investments in property, plant

and equipment 50.9 65.6 57.4
Investments in intangible assets 23.5 22.4 24.5
Equity investments 125.4° 15.3 13.6
Depreciation and amortization -93.4 -80.7 -88.94

1 The capital expenditures in this overview deviate from the figures in the statements of cash flows
according to IFRS.

2 Including impairment losses and reversals. Depreciation and amortization taken into account
in the interest result is not included.

3 Including cash and cash equivalents received.

“Including € 11.1 million in extraordinary write-offs of trademark rights.

2.62 — INVESTMENT IN PROPERTY, PLANT AND EQUIPMENT:
REPLACEMENT AND EXTENSION INVESTMENTS

€ million 2018 2017 2016
Replacement investments 29.0 47.7 29.5
Extension investments 21.9 18.0 28.0

Investments in property, plant

and equipment 50.9 65.6 57.4
2.63 — LIQUIDITY DEVELOPMENT
€ million
1,000
800 162.”3 777777777777777777777777 ,_,,2,13'0
659.9 I 45.8 655.0
60 g W
400
200
0
Cash and cash Cash flow Investments Other (incl. exchange rate  Cash and cash
equivalents as from operating (incl. acquisitions)  fluctuations, dividend, equivalents as
at Dec. 31, 2017 activities interest payments, at Dec. 31, 2018

liquidation of fixed-term
deposits)
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2.64 — MATURITY STRUCTURE OF FINANCIAL LIABILITIES

€ million
600
500 510.3
400
300
200
100 100.5
0 12.5 I
-
2019 2020 2024
to 2023 and later

In 2019, payment obligations arising from operating leases come
to € 31.2 million (2018: € 26.2 million). Minimum payments under
finance leases amount to € 2.1 million; in addition, obligations
to acquire property, plant and equipment exist to an extent of
€11.2 million. The volume of financial debt maturing in 2019 is low,
amounting to € 12.5 million.

OFF-BALANCE SHEET FINANCING
INSTRUMENTS AND OBLIGATIONS

Off-balance sheet financing instruments and obligations (excluding
liabilities from procurement contracts) accounted for roughly 4 %
of total assets in 2018 and are therefore in an appropriate ratio to
the volume of business. At the end of 2018, due to the consolidation
of MEGTEC/Universal, their volume rose to a total of € 147.1 million
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(December 31, 2017: € 127.6 million). Future minimum pay-
ments arising from operating leases increased to € 103.4 million
(December 31, 2017: € 89.8 million). Operating leases are the most
important off-balance sheet form of financing employed in the
Diirr Group. Sales of receivables (forfaiting, premature perfor-
mance under documentary credits) decreased from € 28.0 million
to € 24.9 million at the end of 2018.

Since January 1, 2019, we have applied the new IFRS 16 “Leases”,
which governs accounting for leases. The most important change
is that lessees are required to capitalize almost all leasing trans-
actions. Information on the impacts of this first-time application
can be found in the chapter entitled “Expected future development”
— page 91.
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EVENTS SUBSEQUENT T0O
THE REPORTING DATE

From the beginning of the current financial year to March 12, 2019,
no events occurred that materially affected, or could materially
affect, the net assets, financial position and results of operations
of the Group.
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REPORT ON RISKS, OPPOR-
TUNITIES AND EXPECTED
FUTURE DEVELOPMENT

Risks

While entrepreneurial actions offer opportunities, they always
entail risks. We follow the strategy of controlling and reducing risks
in such a manner that opportunities predominate. To this end, we

make use of an effective risk management system.

RISK MANAGEMENT SYSTEM OF THE DURR GROUP

Scope of application

Our risk management system is deployed throughout the Group. It
has existed in its fundamental structure since 2008 and has since
been continually adjusted to new requirements. In 2018 it essen-
tially remained unchanged. The companies MEGTEC and Universal,
acquired in early October 2018, were not yet included in the Diirr
Group’s risk management system in 2018. In the wake of their inte-
gration, they will apply the risk management system for the first
time in 2019.

Objectives

Our risk management system is especially tailored to the mechan-
ical and plant engineering business. In this way, we are able to
record, analyze and - to the extent possible — evaluate risks sys-
tematically and uniformly. This allows effective countermeasures
tobe initiated at an early stage. We document all specific risks to the
extent that these are identifiable and specific to an adequate degree.
General risks with a low level of probability of occurring, such as
natural disasters, are not taken into account. We also document and
evaluate our opportunities; the relevant information is contained

in the “Opportunities report” — page 89.

Methods and processes

The risk management system covers all essential business and
decision-making processes. We maintain open dealings with risks
and encourage employees to report any misdirected developments
at an early stage.
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The risk management process takes account of all risks of the
participating companies. The central risk management team at
Diirr AG initiates the nine-stage process every six months. The
centerpiece of this standard risk cycle is the risk inventory of the
Group’s companies. In the process, individual risks are identified,
evaluated and consolidated, i.e. classified into 15 specific risk fields
(chart 2.65). The risk fields cover management, core and support

processes as well as external risk areas.

The risk managers of the operating units and Diirr AG are respon-
sible for evaluating individual risks. They use the risk manage-
ment manual as well as risk structure spreadsheets. The evaluation
process consists of three stages: first of all, the damage potential is
calculated, i.e. the maximum impact on EBIT that can result from
arisk in the following 24 months. Next, we assess the likelihood of
specific risk scenarios turning into reality. In a third step, the effec-
tiveness of possible countermeasures is examined and evaluated

with a risk-reducing factor.

The bottom line is the net risk potential, i.e. the net EBIT risk that
remains after taking into account the probability of occurrence and
the effectiveness of suitable countermeasures. The lower the prob-
ability of occurrence and the higher the effectiveness of counter-
measures, the more sharply the net EBIT risk declines. The net EBIT
risks of the 15 risk fields are calculated from the sum total of net
EBIT risks of all individual risks assigned. Depending on the extent
of its net EBIT risk, each risk field is assigned to one of the follow-

ing categories:

= Very low (=< € 5 million)

» Low (> € 5 million to < € 20 million)

* Medium (> € 20 million to < € 40 million)
= High (> € 40 million)

The net EBIT risks of all risk fields are totaled to produce the

Group’s entire potential risk exposure. Portfolio and correlation
effects are not taken into consideration in this process.
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The Group companies and divisions prepare their risk reports after
the risk inventory has been completed. These reports constitute
the basis for the Group risk report of Diirr AG, containing informa-
tion on individual risks and overall risk. Following an analysis by
the Board of Management and the Diirr Management Board, the
Group risk report is sent to the Audit Committee of the Supervisory
Board. The Audit Committee Chairman presents a statement in this
regard to the Supervisory Board.

Acute risks are reported directly to the Board of Management and
the heads of the relevant divisions. The risk managers of the Group,
divisions and Group companies are responsible for identifying,
evaluating, controlling and monitoring risks as well as for report-
ing; in most cases, these are the heads of the Controlling depart-
ments. The Internal Auditing department is also involved in this
process.

RISKS IN RELATION TO MATERIAL NON-FINANCIAL
MATTERS

In the wake of the CSR Directive Implementation Act, we extended

our risk management process in 2018. Within the scope of the risk
management system, we now also consider risks that may arise from

2.65 — RISK FIELDS OF THE DURR GROUP

our business activities in general, or specifically from our prod-
ucts and services, and which may have impacts on non-financial
issues that we classify as material within the meaning of the CSR
Directive Implementation Act. Essentially, a negative influence on
material non-financial issues cannot be ruled out. However, we do
not perceive any risks that might lead to negative impacts with a
high probability of being serious.

KEY FEATURES OF THE INTERNAL CONTROL
SYSTEM/RISK MANAGEMENT SYSTEM FOR THE
ACCOUNTING PROCESS

The internal control system (ICS) and the risk management system
(RMS) for the accounting process are elements of the Diirr Group’s
risk management system. It comprises all rules, measures and pro-
cesses that guarantee the reliability of financial reporting to an
adequate degree of certainty, and ensure that the financial state-
ments of the Group and its companies are prepared in conformity
with the IFRS. The Board of Management bears the overall respon-
sibility for ICS/RMS and has set up a managerial and reporting orga-
nization to this end, covering all organizational and legal units of
the Group. Monitoring of the ICS/RMS is the task of the Internal
Auditing department.

External risk areas

Competition Market

Taxes, Economic
laws, environment,
compliance capital market

Society,
environment

Management

Management process

Core process
Sales/bid phase

Project execution, After-sales phase

Support processes

engineering
R&D i | Procurement | Manu- @ Finance, |  Human T
P ; facturing controlling resources
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The internal control system takes account of the specific features
of Group Accounting. The key instruments as well as control and
backup routines for the accounting process are as follows:

= Diirr AG’s accounting guideline, which defines the accounting
process at the level of individual companies and at Group level.
Itis updated on a regular basis by Group Accounting and covers
all IFRS rules and regulations of relevance. Supplementary inter-
nal accounting standards describe, for example, the processes
of reconciliation of intercompany transactions for goods and
services delivered.

In a multi-stage validation process, we carry out samplings,
plausibility checks and other control measures with regard to
financial accounting. The operating companies, divisions as
well as Group Controlling, Group Accounting and the Internal
Auditing department are involved. The controls relate to various
areas, such as reliability and appropriateness of IT systems, com-
pleteness of provisions or evaluation of customer orders where
revenue recognition over time is applied. The results of all mate-
rial control measures are systematically documented, recorded
by the risk management team at Diirr AG, and sent to the Audit
Committee of the Supervisory Board. The Chairman of the Audit
Committee delivers a report to the Supervisory Board following
an in-depth analysis of the outcome documentation.

All material Group companies document their own internal con-
trols with which they ensure reliable and factually correct finan-
cial reporting. The documentation created within the scope of
ICS/RMS is deposited and forwarded to Group Accounting. The
Internal Auditing department verifies the existence and effec-

tiveness of the documented measures and instruments.

Our ERP system and the consolidation system automatically
verify booking processes and ensure that individual facts and
circumstances are duly assigned to the correct balance sheet line
items. In addition, we carry out manual audits.

Only a select group of employees has access to the consolidation
system. Access to all data is reserved to only a few employees
from Group Accounting and Group Controlling. All other users’
access is confined to the data of relevance for their specific activ-
ities. Data entered at the level of the Group companies must be
checked in a two-stage process - initially by the Controlling
department of the division responsible and then by Group
Accounting,.
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= Commercial processes that trigger booking entries in the
consolidation system are subject to the ‘four-eye principle’.
Invoices must be signed off by the division head, managerial staff
or the Board of Management, depending on the invoice amount.

In order to avoid risks and ensure unobjectionable financial state-
ments, we deal carefully with key regulations and new develop-
ments in the field of accounting and reporting. Particular weight
is assigned to accounting for customer orders for which revenue
recognition over time is applied, the impairment test of goodwill as
well as the reliability of qualitative statements in the management
report and corporate governance report.

Within the scope of the ICS/RMS, we provide regular training
sessions for employees of our finance departments, for instance
in the application of accounting standards, accounting rules and
IT systems used in accounting. In the case of corporate acquisi-
tions, we adjust the accounting processes without delay and famil-
iarize new employees with all the relevant processes, content and

systems.

OVERALL RISK SITUATION

The overall risk potential at the end of 2018 amounted to approx.
€ 210 million, equivalent to an increase of approx. 5 % year-on-year.
This included the net risk potential of 264 individual risks evalu-
ated. There is an adequate ratio of the overall risk potential to order
intake and sales, both of which also increased. We also perceive the
macroeconomic environment as reasonable and well manageable.
We cannot discern any risks at present that might endanger the
Group’s continued existence as a going concern, whether separately

or in combination with other risks.

The key field of risk in 2018 was the “Economic environment/
capital market” field, which had ranked in second position in the
previous year. In this area, we were particularly concerned about
rising cyclical risks, causing the net risk potential to increase by
10 %. Runner-up is the risk field “Market”, in which the net risk
potential declined by 8 % year-on-year. As in the preceding year, the
field “Finance/controlling” ranked in third position due to higher
exchange rate risks. This is where we recorded the sharpest rise in
the net risk potential (+15 %) in the group of the largest fields of risk.
By contrast, the net risk potential declined in the field of “Procure-

ment”, ranking in fifth position.
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MEGTEC/Universal

The risks arising from MEGTEC and Universal, acquired in early
October 2018, were not included in the calculation of the overall
risk potential. As part of the due diligence audit, we identified usual
business risks at MEGTEC and Universal, although these are in an
appropriate ratio to sales. No material risks or risks endangering
the Group’s status as a going concern were identified.

2.66— RISK FIELDS AND NET RISKS

Net risk

Low Medium
(>€5 (>€20
Very low million to million to High
(<€5 <€20 <€40 (>€40
Risk field million) million) million) million)

Economic environment/
capital market

Sales/bid phase "

Project execution/
engineering

Taxes, legislation,
compliance

Market n

Research & development ]

Competition [

Procurement n

Human resources [ ]

IT u

Manufacturing [

Society/environment ]

After-sales phase .

Finance/controlling N

Management process "

RISK FIELDS AND SIGNIFICANT INDIVIDUAL RISKS

Economic environment

The risks arising from the economic environment increased in
2018. Trade conflicts, increasing nationalism and concerns about
Ttalian public finance, the unstable situation in the Middle East
and the conflict between Russia and Ukraine are impeding eco-
nomic development. The ongoing uncertainties in connection
with Brexit are likewise impacting the economic climate. Possi-
ble risks due to Brexit include trade impediments, investment
declines and exchange rate distortions. The immediate impacts on
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our business are likely to be manageable, since the United Kingdom
only accounts for 3 % of our sales and 1% of our assets.

In China, GDP growth remains at around 6 %. The trade conflict
with the United States is making itself felt in terms of consumer
spending, but the Chinese government is likely to respond with
countermeasures to stimulate the economy if this trend is consoli-
dated. The automotive industry in China is confident in the medium
to long term, as reflected in the high investments made, particularly
at the end of 2018. In view of rising per-capita income, there are also
good prospects for the furniture industry, even though investments
declined in 2018 due to the trade conflict with the United States,
among other factors. If, contrary to expectations, a cyclical slow-
down were to occur in China, this would substantially impair the
Diirr Group’s sales and earnings.

We can bridge cyclical weaknesses relatively well in smaller-scale
markets since the distribution of our business is balanced on an
international level. At the Diirr Group, cyclical fluctuations are
discernible at a comparatively late stage, as our plant engineer-
ing business is shaped by long-term investment decisions by the
automotive industry. In the early-cycle mechanical engineering
business, macroeconomic changes tend to take effect faster.

Capital market

Economic crises and political conflicts may shock the capital
markets, make new financing transactions more expensive and
restrict credit availability. On the other hand, no borrowing
requirements exist in the near future; moreover, the European
Central Bank continues to adhere to its policy of low interest rates.
We classify the risk of a hostile takeover of Diirr AG as relatively low,
since the Diirr family owns 28.8 % of the company’s shares. In line
with the domination and profit and loss transfer agreement with
HOMAG Group AG, external shareholders of the HOMAG Group
receive a cash dividend of € 1.01; in addition, we have made them a
cash compensation offer amounting to € 31.56 per share. A number
of external shareholders of the HOMAG Group have initiated pro-
ceedings to have the extent of the guaranteed dividend and cash
compensation appraised by a court of law. If the court considers
higher amounts to be appropriate, then this would lead to increased
expenditure. It cannot be ruled out altogether that information of
a confidential nature or of relevance to the capital market will be
prematurely leaked outside the organization. We protect ourselves
from this by keeping the group of persons with access to such infor-
mation small, and by carefully selecting the relevant employees and
external service providers and instructing them regarding their
duties. In addition, we set up project-related insider lists and use
secure communication technologies.
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Operating risks: sales/bid phase

In a phase of high competitive intensity, we may not be able to
achieve our margin targets in negotiating for contract awards.
When performing order calculations, there is potential for incor-
rect cost assessments. To prevent this, we obtain current market
prices on the procurement side and have our calculation assump-
tions reviewed internally. Our sales position in the individual mar-
kets is good in most cases. Woodworking Machinery and Systems
has limited contact with end customers in China, as sales activities
take place via a partner company in which the HOMAG Group has
aminority equity interest. However, we have intensified collabora-
tion with this sales partner.

Operating risks: Project execution/engineering

Should we fail to meet deadlines or other commitments in order
execution, this may lead to additional costs or to payments by
customers being postponed. Although project lifetimes currently
tend to grow shorter, we assess this risk as controllable since our
capacities are adjusted in line with our volume of business. More-
over, thanks to standardized products and processes, we are in a
position to handle numerous large projects simultaneously. We
take precautions to prevent technical or logistical problems in the
case of large projects by maintaining a tightly-knit supplier moni-
toring system and performing regular project reviews.

Taxes, legislation, compliance and

compliance management system

We must observe different national legal norms. To prevent viola-
tions, we cooperate with local legal experts and train our employees
accordingly. New trade barriers and legislation may increase our
costs and reduce our sales opportunities. Changes under tax law
may lead to higher tax payments and affect our tax assets and
receivables; in addition there is a risk of uncertainty in the inter-

pretation of the underlying tax legislation.

As arule, material legal risks arise from warranty claims, claims for
damages in cases of production failures or patent litigation. If we
fail to meet our contractual obligations in performing our services,
we may be liable to penalties. Before making any contractual rep-
resentations and warranties, we study what liability-related conse-
quences we may face. As a principle, we rule out any commitments
that we cannot fulfill. In most cases, contractual risks in project
business are higher than in single machine business. No extra-

ordinary legal disputes are pending at present.

Compliance violations may lead to prosecution, liability risks and
image loss. We are not aware of any serious violations at this time.
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In 2018 we exposed a moderately severe incident in Brazil that
caused us a financial loss in the low single-digit million euro range.
In this case, we initiated legal proceedings against an employee in
Brazil and intensified our corresponding compliance measures.

We protect ourselves by means of a compliance management sys-
tem, the basic features of which are described at www.durr-group.
com in the section on Investors/Corporate Governance. The system
is monitored on aregular basis and comprises all activities with the
objective of ensuring that all employees in daily operations behave
in conformity with the relevant rules and ethical requirements. It
governs the responsibilities, communication channels and mea-
sures in three central fields of activity synchronized with one
another: preventing, detecting promptly, and responding to com-
pliance violations. In this way, the compliance management system
supports employees in preventing contraventions and associated
risks of liability and criminal convictions. In addition, we deal with
corruptionrisks in a targeted manner. Key instruments are internal
policies, multi-stage online training sessions, the four-eye principle

and the work carried out by the Internal Auditing department.

Market

Considering the immense investment demand in such segments as
electromobility, autonomous driving and connectivity, the auto-
motive industry might reduce its production technology invest-
ments of relevance to us. At present, however, we continue to
register a comfortable to high level of investments. After all, the
development of new technologies calls for carmakers to have
access to high cash flows from business with conventional vehicles.
This requires them to continue to invest adequately in efficiency-
enhancing production technology. Another factor is that the trend
toward e-mobility and autonomous driving also generates new
business opportunities for us; the relevant information can be

found in the “Opportunities report” — page 89.

In the automotive business, dependencies are possible since only
a small number of carmakers exist worldwide. However, this
number is growing as new producers of electric vehicles enter the
market. In 2018, 32 % of our sales were generated by business with
the ten largest customers. Outside the automotive industry, the
dependency risks are considerably lower as our customer base is
very broad.

In our markets, we are confronted by price pressure; as a rule, this
is most pronounced in paint shop construction for the automotive
industry. We respond to price pressure with innovation, process

optimization, localization and cost control.
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Some customers in the automotive industry are showing less will-
ingness to make prepayments for large projects. Chinese customers
in particular prefer acceptance drafts — a kind of bill of exchange —
to conventional prepayments. In projects of this kind, payments by
customers tend to be made later or less evenly across the project
duration. Defaults in payment have not increased, and uncollectible

claims are extremely rare in business with the automotive industry.

We carry out sound creditworthiness checks before engaging in
projects with new producers of electric cars, notably in China. We
carefully monitor receivables from customers without an invest-
ment grade rating. However, defaults in receivables from customers
cannot be ruled out, and this might have a negative impact on us.

We analyze the development of new products, technologies and
business models in our industry segments very closely. Trends that
might threaten our market position are not identifiable. Disruptive
technologies such as electromobility and autonomous driving have
not led to lower demand for paint, assembly and testing technology
in the automotive industry. Instead, we expect increasing demand
in final assembly technology since the assembly of electric cars
partly calls for new methods to be deployed. Autonomous driving
increases the need for testing technology for sensors, cameras and
radar systems. In painting technology, there are no serious sub-
stitution risks as there still are no alternatives to aluminum, steel
and plastics in large-scale serial car body production. Compo-
site materials deployed as a weight reduction strategy also need
to be painted by conventional means. Wood and chipboard con-
tinue to dominate in furniture production; for this reason the
HOMAG Group is not exposed to any major substitution risks.

In the wake of digitization, it is becoming increasingly import-
ant for us to offer our customers top-performing software and IT
solutions. Should we fail to do so, competitors from the software
industry could come between us and our customers with offers of
their own. Thanks to ADAMOS, LOXEO, tapio and other software
and smart products, however, we are well positioned to defend
our market position. Moreover, we are more familiar with the pro-
duction processes of our customers than competitors new to the
industry.
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Strategic risks in the emerging markets
The large business share in the emerging markets (47.8 % of sales)
entails specific risks:

= Cultural and language barriers, insufficient knowledge of suppli-
ers, customers and market practices, and specific legal and gen-

eral political parameters may give rise to disadvantages.

The level of staff turnover in the emerging markets is higher
than in Germany. Attractive remuneration packages, our status
as world market leader and targeted career planning strategies
help us retain top-performing employees.

Product and brand piracy is more prolific in the emerging econo-
mies than in the established markets. However, many core tech-
nologies cannot easily be copied to the equivalent quality due to
their complexity. Moreover, we protect ourselves with patents.

Our local product development ensures that regional customer
requirements are duly taken into account. This reduces the

acceptance risks for new solutions.

= We protect ourselves against cost pressure of local competitors
by means of a high degree of localization.

Strategy risks: acquisitions/new fields of activity

As regards corporate acquisitions, sales, earnings and synergies
may turn out lower than planned. To avoid this risk at MEGTEC
and Universal, we carried out a comprehensive due diligence audit
in advance and developed an integration plan that is being rigor-
ously implemented.

Risks in developing new fields of business are: misguided estimates
of resources deployed, customer requirements and price targets,
as well as the development of demand, markets and competition.
Moreover, problems may arise in the field of technology develop-
ment. Such misguided estimates and problems may increase the
risk of impairment on investments, book values of equity interests
and capitalized development costs. In the field of energy efficiency,
our expectations in the micro gas turbine business were not met.
Accordingly, in 2018 we discontinued our activities in this field.
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R&D and product liability risks

With regard to innovations, there is a risk is that we may not be
able to absorb our development costs through our product prices.
To avoid market acceptance risks, we analyze demand accurately,
engage pilot customers in our projects and develop products with a
high return on investment. This also reduces the risk of impairment
charges on capitalized development costs.

We carefully review the patent situation to ensure that no products
violate any intellectual property rights of third parties. To prevent
product liability cases, we ensure that our products meet occupa-
tional health and safety regulations, and we take out appropriate
insurance policies.

Competition

In view of our extensive market share, some customers choose to
cooperate with smaller-sized competitors. This may make our price
targets difficult to achieve. Local competitors sometimes undercut
our prices. We counter this by increasing value added locally and by

protecting our technology lead through innovations.

We are not aware of any rival products that could endanger
our market position. In certain markets, we have registered an
above-average level of competitive intensity. We have noticed that
some competitors from the emerging markets are also starting to
operate outside their home markets. In no key market are we syste-
matically discriminated against by the public sector in relation to
domestic competitors. In certain markets, some customers prefer
to cooperate with domestic suppliers of production technology.

Procurement and manufacturing

In certain segments, the robust increase in our volume of business
is leading to bottlenecks among suppliers. This applies in particular
to the Woodworking Machinery and Systems division, which has
boosted its stocks for this reason to ensure their ability to deliver.
To mitigate availability and price risks, we enter into framework
agreements with preferred suppliers and pool our procurement
volumes. Dependency risks may occur in a few cases; we reduce
these by broadening our supplier base.

Quality deficiencies or delays may arise with suppliers; this applies
especially to the emerging markets. We therefore rely on careful
selection and monitoring of suppliers. Moreover, we have reduced
our dependency on suppliers in some divisions by extending our

own production. We are often unable to pass rising supplier prices
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on to our customers in full. The insolvency risk of suppliers is low
in most countries.

Human resources

We hire external workers to avoid risks of capacity bottlenecks. As
we have numerous highly qualified employees, know-how losses
may be incurred when they leave our company. This is why we dis-
tribute specialist expertise across a number of persons and promote

knowledge transfer e.g. by documentation and training measures.

Bottlenecks in personnel procurement are possible, especially in
the fields of information technology, digitization and electrical
engineering. To counteract this, we rely on long-term career plan-
ning for experts as well as on personnel and university marketing,
vocational training and cooperative state university courses.

We have outsourced pension commitments to external pension
funds in which other enterprises also participate. Should one of
these companies file for insolvency, this would give rise to the risk
of co-liability for its retirement benefit commitments. Accordingly,
we regularly monitor the financing status of the pension funds and
the performance of the participating companies.

Our pension risks are manageable. The discount rate for calculating
pension obligations in Germany amounted to 1.7 % on December 31,
2018, identical to the previous year’s figure. Pension provisions, at
€ 50.1 million, remained on a par with the previous year.

IT and management processes

IT risks, such as data loss, hacking and virus attacks, increase in the
wake of digitization. We protect ourselves by means of a Group-
wide IT security organization and a robust IT infrastructure,
equipped with state-of-the-art firewalls and antivirus programs. We
use back-up servers, redundant datalines and uninterrupted power
supply units to avoid any outages. We rate the risk of hacker attacks
and data theft as normal for the industry in which we operate.

The frequency of cyber fraud attempts by computer and data
manipulation is rising. To avoid loss or damage, we use enhanced
authentication standards in electronic payments, security certif-
icates for email messages, secure smartphones and verified bank
connections. In addition, we regularly draw our employees’ atten-
tion to typical fraud practices.
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Incorrect assignment of IT access privileges gives rise to the risk
of data being read or manipulated by unauthorized persons. We
protect ourselves by restrictive assignment of rights. Reading
and editing rights regarding sensitive data are assigned only to
employees who absolutely depend on them to perform their work.

The EU General Data Protection Regulation (GDPR), in force since
May 2018, has substantially tightened the requirements for pro-
cessing personal data. This has also led to an increase in the risk
of violations. To operate in conformity with the law, we have noti-
fied our employees of the new rules and regulations and prepared
instructions for action.

Environment, health and safety

We counter the risk of accidents at work by carrying out regular
safety instruction and comprehensive safety standards and proce-
dures, which are described in our health and safety policy. In addi-
tion, we cooperate with our customers in order to guarantee safety
at work on construction sites. In the field of emission protection,
we follow statutory regulations, internal guidelines and the para-
meters of certification systems. Any materials or substances posing
health or environmental hazards are only used on arestricted scale,
such as when carrying out tests in painting technology.

CURRENCY, INTEREST AND LIQUIDITY RISKS
AS WELL AS FINANCIAL INSTRUMENTS FOR
RISK MITIGATION PURPOSES

Currency, interest rate and liquidity risks are explained in detail
in item 42 of the notes to the consolidated financial statements.
Management of such risks is governed by a Group-wide policy. The
top corporate body in this area is the Financial Risk Committee,
consisting of the Chief Financial Officer, the heads of Group
Controlling and Group Treasury as well as the financial officers of
the divisions. This body discusses strategic financial policy issues
and prepares resolutions for the Board of Management.

Hedging currency risks

We use financial instruments for hedging purposes. In most cases
these are forward exchange contracts used as currency hedges.
Their nominal value came to € 488.1 million at the end of 2018
(December 31, 2017: € 459.8 million). In particular, all payment
flows were hedged in the key currencies listed under item 5 of the
notes to the consolidated financial statements. In order to hedge
interest rates regarding the variable tranches of the bonded loan,
we deployed financial derivatives with a volume of € 100 million
in 2018. We wish to point out that the use of financial instruments
may entail risks, such as less favorable terms of deposits and higher
financing costs. In addition, the market value of financial deriva-
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tives may decrease if credit risk spreads increase due to changes on
the financial markets.

In most cases, we hedge foreign currency risks of orders placed
immediately after the relevant contract awards. In principle, we
agree a separate (micro) hedge for each larger individual project.
In the standard machinery and spare parts business, we also use

macro-hedges for any number of orders bundled.

All financial derivatives and their underlying transactions are
checked and valued on a regular basis. Financial derivatives are
exclusively used to hedge loans and operations in commercial
terms.

The risks involved in currency translation into euros increased
slightly in 2018 due to higher exchange rate volatility. Our
export-related transaction risks are relatively moderate as we pro-
duce numerous products on site or purchase them in local currency.

Hedging interest rate risks

We pursue a conservative interest rate and financing strategy, com-
prising three core elements: long-term interest rate and financing
certainty, matching maturities, and a prohibition of speculation.
Our financial liabilities primarily comprise the bonded loan issued
in 2016 and the bond issued in 2014. Due to the new IFRS 16 “Leases”,
as of 2019 most leasing transactions will be accounted for on the
liabilities side as leasing liabilities (under financial liabilities).
Accordingly, the level of financial liabilities is likely to increase by
approx. € 100 million. The risk of interest rate fluctuations of our
Group financing arrangement is limited.

Interest rate risk management covers all interest-bearing and
interest-sensitive balance sheet line items. Regular interest rate
analyses enable risks to be identified at an early stage. Group Trea-
sury is chiefly responsible for borrowing, investment and inter-
est rate hedges; from a defined scale onward, exceptions must be
submitted to the Chief Financial Officer for approval.

Hedging liquidity risks

We largely cover our liquidity needs from our cash flow. At times
of temporary negative cash flows, we are able to use cash and cash
equivalents and the cash line of the syndicated loan. This was not
necessary in 2018. Please also refer to the chapter on “Financial
development” —> page 72 in this regard. Our cash pooling enables us
to make use of liquidity surpluses of individual companies for other
Group subsidiaries, provided that the capital transfer regulations
of the individual states allow this practice. This enables us to avoid
taking out loans and paying interest expenditure.
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Financing risks

No risks relating to borrowing exist at this time. Our bond issue,
the bonded loan and the syndicated loan have maturities until at
least 2021. The terms of our bond contain the usual restrictions and
obligations. A violation could result in the bond plus accrued inter-
est being called due for immediate payment. The bonded loan may
also be called for immediate repayment in the event of a violation
of material contractual obligations, in case of insolvency or a con-
trol change. The contract concerning our syndicated loan provides
for compliance with a certain key financial ratio. If we fail to meet
this financial covenant, the banking syndicate may terminate the
agreement prematurely. In fiscal 2018, the financial covenant was
complied with on each effective calculation date.

Hedging investment risks

Our policy for financial asset management governs the process of
handling investment risks, and defines the permissible asset classes
and credit status requirements. As we do not hold any government
or corporate bonds, we are not subject to corresponding repayment

and impairment risks.

RATINGS

We do not have any ratings carried out to assess our credit status.

Opportunities

OPPORTUNITIES MANAGEMENT SYSTEM

We use a Group-wide opportunities management system to identify,
evaluate and exploit new business opportunities. This is primarily
done by the divisions, which collect information on new trends
and market requirements through their contacts with customers,
suppliers and partners. This information is aggregated to iden-
tify opportunity clusters, and duly evaluated. Opportunity clus-
ters offering sustained economic potential are analyzed in strategy
workshops with the Board of Management and the division heads.
The divisions then integrate the approved opportunity clusters
in their strategy and define goals, measures, responsibilities and
schedules.

Identifying and evaluating business opportunities is an ongoing
process, which is coordinated by the division heads. The Board
of Management and the Corporate Development department are
responsible at the level of Diirr AG. If opportunities are found to be
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of major strategic significance, we form multidisciplinary teams to
conduct potential analyses and prepare plans.

A further aspect of opportunities management entails joint activ-
ities with universities, research institutions and the Diirr Tech-
nology Council. These contacts help us to determine the extent
to which new scientific findings may yield opportunities for the
Diirr Group. Opportunities may also arise from new legislation, e.g.
on emission protection and international trade. Our opportunities
management system takes account of global and regional business
opportunities as well as the potential offered by specific products,
customers and business models.

POTENTIAL OFFERED BY OPPORTUNITIES

This section now proceeds to describe the material opportuni-
ties of the Group and the divisions. The business plan for 2019 and
the strategic plan through 2022 incorporate the sales and earnings
potential that can realistically be expected to be generated by these
opportunities. If we are able to make use of the opportunities to
a greater extent than assumed, sales and/or EBIT may exceed the
figures budgeted for 2019 by up to 4 % and 11 %, respectively. How-
ever, this additional sales and EBIT potential is achievable only in
abest-case scenario.

STRATEGIC OPPORTUNITIES

Digitization/Industrial Internet of Things: The digitization and
networking of production processes is opening up additional sales
potential for us. Another opportunity stems from the establishment
of new business and pricing models that are based, for example, on
the value of a digital service for system availability, the intensity of
use or the number of connected machines. In addition, digitization
allows us to stand apart from competitors to a greater extent.

Growth in automotive production: Global automotive produc-
tion is expected to grow by an annual average of 3.3 % between 2018
and 2023. This translates into just under 17 million additional units,
for which the automotive industry requires further production
capacity. Above-average growth is expected in Russia and Eastern
Europe as well as in Central and Southeast Asia. With our inter-

national project execution skills, we stand to benefit from this.
Electromobility: Electromobility offers opportunities for the

Diirr Group. The proportion of electric vehicles in global auto-
motive sales stood at 1% in 2015 but should widen to 8 % by 2025.
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Consequently, the automotive industry looks set to significantly
increase spending on plant conversion and on special production
technologies for electric vehicles. At the same time, our customer
base widens as new producers of electric vehicles are entering the
market.

Automation: Demand for automated manufacturing processes is
growing in such areas as the furniture industry, wheel assembly and
the final assembly of electric vehicles. With our automation exper-
tise, we will be benefiting from this trend and will be able to stand
apart from the competition.

Service: Our large installed base is opening up further growth
potential for us in service business with its wider margins. Lever-
aging this potential is a priority of the “Diirr 2020” strategy.

Growing modernization business: Plant modernization business
is growing. Our customers are able to boost the productivity of older
plants significantly at reasonable expense and over short amortiza-

tion periods.

Localization/local products: We are improving cost structures and
customer proximity by expanding our local capacities in market
regions offering potential. We can harness cost advantages in
purchasing, engineering — page 206 and production in particular.
Along with localization, we are broadening our range of less com-
plex products for certain regions to improve our competitiveness
and to heighten our appeal for local customers.

New materials: The automotive industry is increasingly using
plastics to lower vehicle weight. This is spurring demand for plastic
coating technology. To take advantage of this trend, we established
the cross-divisional Plastic Painting Systems unit in 2018. The
growing proportion of plastics in automotive engineering is also
increasing market volumes for glueing technology — page 206.

OPPORTUNITIES IN THE DIVISIONS

Paint and Final Assembly Systems has implemented the FOCUS
2.0 optimization program as a basis for reaching the EBIT margin
target of 6 to 7% again in 2020. The increasing output of electric
vehicles is offering opportunities in painting and final assembly
technology. Given the large installed base, there is substantial
potential for profitable growth in service business. Paint and Final
Assembly Systems also wants to step up business with Japanese
automotive OEMs and in the emerging Southeast Asian market.
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Application Technology wants to leverage growth opportunities in
business with general industry, sales in this segment are set to rise
to around € 50 million by 2020. In automotive business, opportu-
nities in terms of quantities and variety of models are arising from
full automation of the painting process and the installation of more
flexible painting lines. A further opportunity comes from the fact
that the first painting robots, which were installed around 12 to 15
years ago, are now approaching the end of their life cycles and must
be replaced. By offering flexible special paint supply systems and
innovations for overspray-free painting — page 206. Application
Technology is benefiting from the trend in favor of customized vehi-
cle painting. The market for glueing technology — page 206 is grow-
ing as, looking forward, more and more panels will be glued rather
than welded in automotive body-in-white engineering.

Clean Technology Systems is able to harness additional potential
for growth through the acquisition of MEGTEC/Universal. Sales
in exhaust-air purification technology is to increase to as much as
€500 million by 2021, while the EBIT margin is to widen to between
6 and 7 %. There are good opportunities in China and other emerg-
ing markets in particular, due to the growing environmental aware-
ness in these countries and the related introduction of more strin-
gent emission limits. It will be possible to tap earnings potential by
concentrating on attractive market segments and harnessing econ-
omies of scale after the acquisition of MEGTEC/Universal.

Measuring and Process Systems wants to continue expanding
its US business. At the same time, opportunities are beckoning
from new products for the assembly of electric vehicles. Examples
include the eTENO balancing system for electric armatures and fill-
ing systems that supply drive batteries with refrigerant. The trend
toward autonomous driving is also opening up new business oppor-
tunities. Self-driving cars require a variety of sensors, cameras and
radar systems. We are already providing the necessary test systems
—> page 206 for these today.

Woodworking Machinery and Systems expects continued brisk
spending by the woodworking industry on integrated production
lines with a high level of automation and batch-size-1 capability.
Demand is being driven by the advancing industrialization of
furniture production. The HOMAG Group is benefiting greatly from
this trend: It holds the widest range, and has a particularly strong
position in automation and digitization. There is still potential for
further growth in earnings, with an EBIT margin of 8 to 10 % being
targeted. In order to achieve this goal, the HOMAG Group is imple-
menting efficient processes to improve operational excellence and
is expanding its service business.
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Expected future development

MOUNTING RISKS FOR THE GLOBAL ECONOMY

Experts assume that economic momentum will slow in 2019
and 2020. Global economic growth is likely to weaken to 3.5 % in
2019 and to 3.4 % in the year after, with the risks outweighing the
opportunities.

In the United States, the stimulus generated by the tax reform is
waning. At the same time, trade conflicts and interest rates hikes
are exerting a drag on the economy. Even so, GDP growth should
exceed 2 % this year, after reaching 2.9 % in 2018. China projects
economic growth of over 6 % in 2019 but will probably only be able
to achieve this through economic stimulus by the government.
Sources of strain include high corporate debt, the trade dispute
with the United States and dislocations in the real estate market.
Europe should achieve sustained growth at a lower level, although
Brexit and Italy’s public-sector budget problems, among other
things, are causing uncertainty. In Germany, GDP growth should
come to roughly 1% in 2019. Russia is also expected to achieve only
moderate expansion. By contrast, India will be able to maintain its
strong economic momentum with growth of just under 7 %, accord-
ing to forecasts. The growth forecasts for 2019 and 2020 are summa-
rized in table 2.67.

Experts again do not see any signs of pronounced inflationary pres-
sure worldwide. Although wages and salaries have risen signifi-
cantly in some cases, technological advances, for example in the
field of digitization, and globalization are keeping more substantial
price increases at bay. The ECB wants to keep interest rates low in
the Eurozone. Given the more muted growth in the US economy, the
Fed is not likely to raise its interest rates any further. Softer com-
modity prices in the second half of 2018 can be seen as an indicator
of slower growth in the global economy.

Our two main sell-side sectors, the automotive industry and furni-
ture producers, are expanding at a similar rate to GDP growth in the
long term. However, automotive sales fell short of expectations in
2018 and are expected to remain fairly moderate in 2019 as well - not
least of all in view of the trade conflicts. Equipment investments in
general should continue to expand in 2019 and 2020, although the
rate of growth is likely to have peaked in 2018.
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2.67 — GROWTH FORECAST FOR GROSS DOMESTIC PRODUCT

% year-on-year change 2018 2019 2020
Global 3.8 3.5 3.4
Germany 1.5 1.2 2.0
Eurozone 1.9 1.4 1.6
Russia 1.6 1.1 1.2
United States 2.9 2.5 1.8
China 6.6 6.3 6.0
India 7.6 6.9 6.8
Japan 0.7 1.2 0.3
Brazil 1.1 1.9 1.6

Source: Commerzbank, 01/2019

GLOBAL AUTOMOTIVE PRODUCTION:
GROWTH OF A GOOD 4% EXPECTED FOR 2019

PricewaterhouseCoopers (PwC) projects growth of 4.1% in global
automotive production to 97.9 million units in 2019. Production in
North America should increase slightly to 16.9 million units. PwC
expects production in China to rise significantly by 9.1 %, following
the slump that emerged in 2018 for the first time in several years.
Consumers in China are holding out for government support mea-
sures for automotive sales and are therefore postponing purchases
of new cars. This explains why sales remained weak at the begin-
ning of 2019. In Western Europe, output could exceed the previous
year’s figure of 15.2 million, as production came under pressure in
2018 from the implementation of the Worldwide Harmonized Light
Vehicle Test Procedure (WLTP) for exhaust emissions. In Russia,
the automotive market should continue recovering, while PwC
expects flat production output in Brazil. However, India could post
a gain of a good 8 %. PwC’s projections for 2019 are more optimistic
than those of other institutions.

Looking further down the road, we continue to see favorable condi-
tions for an increase in automotive sales thanks to generally strong
consumer confidence and inexpensive finance for vehicle buyers.
The automotive industry has considerable growth potential in the
emerging markets in particular due to the rising need for mobility.
PwC expects global production to expand by an annual average of
3.3 % between 2018 and 2023. This means that global output should
widen to around 111 million units by 2023.
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2.68 — PRODUCTION OF PASSENGER VEHICLES
AND LIGHT TRUCKS

Million units 2018 2019 2020"
Global 94.0 97.9 101.9
Western Europe 15.2 15.5 16.0
Germany 5.6 5.8 6.1
Eastern Europe 7.1 7.3 7.4
Russia 1.6 1.7 1.7
North America (incl. Mexico) 16.8 16.9 171
United States 10.8 1.2 1.7
South America 3.4 3.5 3.7
Brazil 2.8 2.8 2.9
Asia 48.7 51.9 54.7
China 26.3 28.7 30.7
Japan 9.0 8.8 8.8
India 4.9 5.3 5.6
' Projection

Source: PwC 01/2019, own estimates

UPWARD TREND IN MECHANICAL
ENGINEERING SLOWING

The German Mechanical and Plant Engineering Association
(VDMA) forecasts a further 2 % increase in sector sales in 2019. The
German Economic Institute (IW) projects growth of around 4 % in
spending on capital goods in Germany. Although this is somewhat
lower than in 2018 (up 5 %), it will still be at a high level in a long-

term comparison.

Asin the previous year, the global furniture industry will expand by
3.5% in 2019, according to the Centre for Industrial Studies (CSIL).
The trade conflict with the United States has triggered uncertainty
on the part of furniture producers in China in particular as well as in
other parts of Asia-Pacific. Roughly 10 % of the furniture produced
in China is exported to the United States. The industry association
within the VDMA responsible for wood-processing machines pro-
jects flat revenues in 2019 after the 8 % increase in 2018.

AUTOMOTIVE AND FURNITURE TO REMAIN OUR
KEY SELL-SIDE INDUSTRIES, HIGHER WEIGHTING
FOR ENVIRONMENTAL TECHNOLOGY

The relevant project and capital expenditure volumes in business
with the automotive industry should more or less remain steady
at the previous year’s level in 2019. Spending on production tech-
nology for electric vehicles is likely to continue rising in view of

92

the growing demand for battery-powered and hybrid vehicles. The
most important factors driving capital spending by automotive
OEMs remain capacity expansion and reductions in unit costs by
means of more efficient production facilities either via greenfield
or brownfield spending.

In business with the woodworking industry, we expect demand for
production technology to remain stable in 2019. This assumption is
supported by the consolidation process in the furniture industry,
which has led to the emergence of larger companies that are calling
particularly for systems with a high degree of automation. At the
same time, consumer demand for customized furniture is growing.
For this reason, manufacturers are spending on production lines
with batch-size-1 capability. Another factor driving demand is the
digitization of production facilities to achieve higher availability
and adaptability.

The automotive and furniture industries will remain our most
important customer groups. In addition, environmental technology
business will gain significant added importance following the acqui-
sition of MEGTEC/Universal. We are not planning any changes to
our business policy. Digitization is increasingly growing in impor-
tance for our business success. It offers the opportunity of retain-
ing customers through new services and of standing apart from the
competition.

One key success factor is our good international positioning. The
emerging markets continue to offer the greatest opportunities for
growth. We are particularly focusing on China, which is by far the
largest market for our machines and systems and the products
manufactured with them. The Chinese government is committed to
advancing e-mobility and air pollution control, both areas in which

we have considerable growth potential with our technologies.

FIRST-TIME APPLICATION OF IFRS 16

We have been applying the new accounting standard IFRS 16
“Leases” since January 1, 2019. The most important change is
that lessees must now place virtually all leases on their balance
sheets. We assume that we will have to recognize assets of around
€90 million due to the application of IFRS 16. At the same time, we
expect financial liabilities to rise by around € 100 million, while rev-
enue reserves are likely to drop by some € 10 million. EBIT should
climb by an amount in the low single digit million euro range due
to the first-time application of IFRS 16, accompanied by a decline of

a similar scale in financial result.
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SALES TARGET FOR 2019: € 3,900 TO 4,100 MILLION

This outlook assumes that the global economy will continue to grow,
that there are no macroeconomic dislocations and that the stabil-
ity of the political environment does not deteriorate any further.

Looking ahead over the next few years, we are seeking organic
growth in sales of an annual average of around 2 to 3 %. As things
currently stand, we expect to be able to report sales of € 3,900 to
4,100 million in 2019, thus possibly reaching the € 4 billion mark
for the first time. The MEGTEC/Universal Group, which will be
consolidated for the first full year, should contribute sales of
around € 150 million more than in 2018 (sales contributed in 2018:
€ 47.6 million). The Diirr Group’s order intake should reach a cor-
ridor of € 3,800 to 4,100 million in 2019, while the target range for
order backlog at the end of 2019 is € 2,400 to 2,900 million.

Total costs (cost of sales, overheads and other operating costs)
should increase only slightly in 2019. Personnel expense and the
costs of materials will remain the largest single items. We expect
personnel expense to rise more slowly than in 2018, when the pay-
scale agreement reached for the German metal and electrical engi-
neering industry was extraordinarily high. The cost of materials
should rise more slowly than sales, if at all, and could possibly even
drop slightly, as the prices of many raw and input materials fell
in the second half of 2018. Depreciation and amortization will be
higher due to the greater purchase price allocation effects as well
as the application of IFRS 16. We assume that the cost of sales will
climb a good deal more slowly than sales, accompanied by lower
extraordinary expenses. Accordingly, the gross margin should be
wider than in 2018. According to our plans, R&D expenses as well
as selling and administrative expenses will increase at roughly the

same rate as sales.

SUBSTANTIALLY HIGHER EBIT MARGIN
PLANNED FOR 2019

The EBIT margin should widen substantially in 2019. A figure of 6.5
to 7.0 % is being targeted, up from 6.0 % in the previous year. The
extraordinary expenses included in EBIT should drop to around
€ 25 million (2018: € 41.4 million) and primarily arise from pur-
chase price allocation effects. Adjusted for extraordinary effects,
the operating EBIT margin should come to between 7.0 and 7.5 %
in 2019 (2018: 7.1%). Upside potential should arise from the opti-
mization and efficiency enhancement measures implemented in
2018. With the exception of Measuring and Process Systems, which
achieved a high EBIT margin of 13.1% in 2018, all divisions are
targeting unchanged or wider margins.
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EARNINGS AFTER TAX:
€ 175 TO 190 MILLION EXPECTED

Net finance expense will increase in 2019. One reason for this is
the first-time application of IFRS 16. In addition, high investment
income of € 3.1 million was received in 2018. With an expected tax
rate of 27 to 28 %, earnings after tax should rise to between € 175

and 190 million.

The dividend proposed for 2018 (€ 1.00 per share) corresponds to
a payout ratio of 42 % of earnings after tax. This is slightly higher
than the customary range of 30 to 40 % and reflects the fact that the
18.1% decline in earnings after tax in 2018 is chiefly due to the high
extraordinary expenses, whereas operating EBIT dropped by only
3.1%. The payout ratio should reach 30 to 40 % again in 2019. In this
way, we will be able to retain sufficient funds within the company to
finance our capital expenditure and continue expanding our busi-
ness by means of further acquisitions.

ROCE — page 207 should come within a range of 20 to 30 % in 2019.

Although it should benefit from the rising EBIT, capital employed
will also increase due to the inclusion of leases on the balance sheet.

2.69 — GROUP OUTLOOK

2018 2019 target
Order intake € million 3,930.9 3,800-4,100
Orders on hand
(December 31) € million 2,577.2 2,400-2,900
Sales € million 3,869.8 3,900-4,100
EBIT margin % 6.0 6.5-7.0
EBIT margin before
extraordinary effects % 7.1 7.0-7.5
ROCE % 24.0 20-30
Net finance expense € million -13.8 Deterioration
Tax rate % 25.6 27-28
Earnings after tax € million 163.5 175-190
Cash flow from Up on the
operating activities € million 162.3 previous year
Up on the
Free cash flow € million 78.4 previous year
Net financial status
(December 31)" € million 32.3 -60to -20
Liquidity (December 31) € million 655.0 660-700
Capital expenditure? € million 74.4 80-90

T We expect the first-time application of IFRS 16 “Leases” to exert a negative effect of
around € 100 million on net financial status in 2019. Adjusted for this extraordinary effect,
net financial status should improve to between € 40 and 80 million.

2on property, plant and equipment and on intangible assets (excluding acquisitions)
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DIVISIONS

Paint and Final Assembly Systems expects order intake of € 1,100
t0 1,300 million in 2019 after rising to a very high level of more than
€1,300 million in 2018. At € 1,200 to 1,300 million, sales should more
or less match the previous year. The EBIT margin should widen to
between 4.6 and 5.5 %, underpinned by the efficiency gains achieved
via the FOCUS 2.0 optimization program and the improved quality
of margins on incoming orders in 2018. Thanks to FOCUS 2.0, Paint
and Final Assembly Systems should reach the EBIT margin target
of 6 to 7% again in 2020.

Application Technology is targeting order intake of € 620 to
670 million; sales could rise slightly. The EBIT margin should be
in a range of 10.0 to 11.0 % again. Start-up costs in non-automotive
business (Industrial Products) will probably decline in tandem with
higher sales.

Order intake and sales for Clean Technology Systems will each
increase by around € 150 million due to the full-year consolidation
of MEGTEC/Universal. The division also expects organic growth.
On this basis, order intake and sales are each expected to rise to
between € 400 and 450 million in 2019. The EBIT margin should
widen to between 2 and 3 % despite the pressure exerted on earn-
ings by heavy purchase price allocation effects, which are expected
to reach a good € 7 million. These should drop to around € 5 mil-
lion in 2020.

Measuring and Process Systems is targeting order intake of € 400 to

450 million in 2019, equivalent to growth potential of up to around
10 %. After the strong performance in the previous year, sales should

2.70 — OUTLOOK BY DIVISION

reach € 400 to 450 million and hence match order intake. Earnings
are likely to decline slightly as capital expenditure and R&D costs
will increase as a result of digitization. Even so, the EBIT margin
should reach a very satisfactory figure of 11.5 to 12.5 %.

Woodworking Machinery and Systems is budgeting sales of € 1,280
to 1,380 million in 2019, while order intake should reach € 1,250 to
1,450 million. The EBIT margin should widen to between 6.7 and
7.5 %, underpinned by process improvements, particularly in pro-
duction. The purchase price allocation effects included in EBIT will
remain unchanged at € 8.7 million in 2019, equivalent to around
0.7 % of sales.

FURTHER IMPROVEMENT IN CASH FLOW EXPECTED

As things currently stand, we expect to report a further increase
in the cash flow from operating activities in 2019. Net working cap-
ital = page 207 will probably rise only slightly, after growing by
€ 51.6 million in 2018 due to increased inventories. Free cash flow
—> page 207 should be positive again in 2019 and exceed the 2018 fig-
ure. Cash flow and cash and cash equivalents should be sufficient to
cover operating funding requirements (capital expenditure, inter-
est payments etc.) as well as the dividend payout.

CAPITAL EXPENDITURE

Capital expenditure on property, plant and equipment and on intan-
gible assets looks set to reach a normal level of € 80 to 90 million
in 2019. The main focus will be on IT and replacement spending.

Order intake (€ million)

Sales (€ million)

EBIT margin (%)

2018 2019 target 2018 2019 target 2018 2019 target
Paint and Final Assembly Systems 1,300.4 1,100-1,300 1,235.7 1,200-1,300 4.5 4.6-5.5
Application Technology 632.4 620-670 652.6 630-680 10.4 10.0-11.0
Clean Technology Systems 258.2 400-450" 226.7 400-450" -6.6 2.0-3.0
Measuring and Process Systems 403.3 400-450 456.5 400-450 13.1 11.5-12.5
Woodworking Machinery and Systems 1,336.8 1,250-1,450 1,298.3 1,280-1,380 6.6 6.7-7.5

T MEGTEC/Universal will be consolidated for a full year in 2019.
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Under the “Diirr 2020” strategy, we are planning further acquisi-
tions and technology buy-ins, although no major acquisition is cur-
rently on the horizon. We will be able to fund a possible transaction
with our high cash position and cash flow.

LIQUIDITY, EQUITY AND FUNDING

We currently project a net financial status — page 207 of € -60 to
-20 million at the end of 2019. This forecast factors in an increase of
approximately € 100 million in financial liabilities due to the first-
time application of IFRS 16. Adjusted for this effect, net financial
status will probably improve to between € 40 and 80 million. The
target corridor for cash and cash equivalents is € 660 to 700 million
at the end of 2019.

Equity should increase again due to the retained earnings. We also
project a small increase in the equity ratio as of December 31, 2019,
although total assets will increase by around € 90 million due to the
first-time application of IFRS 16. There are again no plans to draw
on the cash credit line of our syndicated loan in 2019. We currently
have no intention of raising any fresh capital; this would only be an
option in an exceptional case in the event of a large acquisition. Our
financial position is stable up until 2021.

EMPLOYEES

The headcount is expected to rise slightly by the end of 2019. The
proportion of employees based in the emerging markets will prob-

ably continue widening.

RESEARCH AND DEVELOPMENT

R&D expenditure should rise roughly in line with sales in 2019,
resulting in a growth rate in the mid-single digits. Digitization
continues to be at the center of our innovation work; among other
things, we are working on software products for networked and
intelligent production processes. A further aspect of our R&D
efforts is the development of competitive products at lower costs;
in particular, they will be addressing demand in the emerging mar-
kets and will also be manufactured locally.
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SUMMARIZED STATEMENT BY THE BOARD OF
MANAGEMENT ON PROJECTED DEVELOPMENTS

We expect capital spending levels in the automotive industry to
remain roughly the same in 2019. The main driving forces will be
the flexibilization and modernization of production; moreover,
investments in production technology for electric vehicles should
continue to increase. In the woodworking industry, we expect to
see stable demand. The most important technological trend - and
thus driver of our R&D activities — remains digitization throughout
the entire Group.

Sales should grow by a percentage rate in the mid-single digits to
between € 3,900 and 4,100 million in 2019. The Clean Technology
Systems environmental technology business, which we have rein-
forced with the acquisition of MEGTEC/Universal, will be making
a growing contribution to this. The Group’s EBIT margin should
widen to between 6.5 and 7.0 %, underpinned by measures imple-
mented in 2018 to boost earnings as well as lower extraordinary
expenses (purchase price allocation effects). Adjusted for extraor-
dinary effects, the operating EBIT margin should reach 7.0 to 7.5 %.
Earnings after tax are set to climb to between € 175 and 190 million,
while further growth in cash flow from operating activities and free
cash flow are also planned. The net financial status will be in nega-
tive territory (€ -60 to -20 million) due to the first-time application
of IFRS 16. The dividend proposed for 2018 (€ 1.00 per share) trans-
lates into a payout ratio of 42 % of consolidated net profit.
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Diirr AG (German commercial code)

DURR AG

(GERMAN

COMMERCIAL CODE)

Diirr AG’s annual financial statements are prepared in accordance
with the provisions of the German Commercial Code, whereas the
consolidated financial statements are prepared in accordance with
IFRS. As the holding company, Diirr AG comprises the Group’s cen-
tral functions and does not engage in any operating business of its
own. Its economic condition mainly hinges on the business perfor-
mance of the Group’s operating companies. Diirr AG holds shares in
145 companies directly or indirectly. The economic environment in
which Diirr AG operates is essentially the same as the Group’s and
is described in the chapter entitled “Economy and industry environ-

ment” — page 53.

RESULTS OF OPERATIONS

Diirr AG’s sales chiefly arise from payments made by Group com-
panies under transfer pricing agreements for the services provided
by Diirr AG as the holding company. In 2018, they rose by 1.1 % over
the previous year.

Other operating income fell by 15.9% to € 24.1 million due to
lower currency translation gains. At the same time, other oper-
ating expenses dropped by 11.2% to € 42.8 million as a result of
reduced currency translation losses. The 9.6 % increase in person-
nel expense was chiefly due to a change in the accounting treatment
of the pension provisions for our pension plan (‘VORaB’ program).
In the previous year, the pension provisions had been measured
at a lower value than the pension liability insurance that had been
pledged for this purpose. These figures were brought into line in
2018, resulting in a once-only increase of just under € 2 million in
pension provisions, which was recognized through profit and loss.

Diirr AG’s investment income, which is generated by the payments
received under profit transfer agreements, dropped by 23.6 % to
€193.4 million in 2018. The previous year’s figure had been buoyed
by two extraordinary effects: the extraordinary book gain of
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€ 23.0 million from the sale of the Diirr Ecoclean Group and the
reversal of impairment losses at the US subsidiary Diirr Systems
Inc. By contrast, the investment income recorded for 2018 came
under pressure from the extraordinary expense of € 17.3 million in
connection with the discontinuation of micro gas turbine business.

Net finance expense improved from € 11.8 million to € 8.9 million
due to higher interest income, which resulted from higher lending
to subsidiaries under the Diirr Group’s cash pooling system.

Income taxes were down slightly over the previous year. Net income
for the year fell to € 152.3 million primarily as a result of the lower
investment income. Net retained profit came to € 577.6 million and
includes the high profit brought forward from the previous year.
The net income for the year is sufficient to cover the proposed div-
idend payout.

2.71 — DURR AG INDIVIDUAL FINANCIAL STATEMENTS -
INCOME STATEMENT (GERMAN COMMERCIAL CODE)

€ million 2018 2017
Sales 34.5 34.1
Other operating income 24.1 28.7
Cost of materials -3.7 -1.9
Personnel expense -20.7 -18.9
Depreciation and amortization -1.0 -1.2
Other operating expenses -42.8 -48.2
Investment income 193.4 253.2
Net finance expense -8.9 -11.8
Income taxes -22.6 -23.7
Net income 152.3 210.4
Profit brought forward from the previous year 4253 291.0
Net retained profit 577.6 501.4
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Diirr AG (German commercial code)

NET ASSETS AND FINANCIAL CONDITION

Diirr AG’s total assets dropped by 4.2 % to € 1,574.5 million at the
end of 2018. Within non-current assets, financial assets increased
slightly to € 799.7 million as we injected € 34.8 million into the cap-
ital reserve of Diirr Technologies GmbH. This entity used these
funds to increase its share in the capital of HOMAG Group AG by 8.0
percentage points to 63.9 %.

Within current assets, receivables and other assets were up 8.7 %,
coming to € 489.7 million. One reason for this was the loan that
we extended to US company Diirr Inc. to fund the acquisition
of MEGTEC/Universal. The largest change on the asset side was
with cash and cash equivalents, which declined by just under one
third. This was caused by the repayment of funds that subsidiaries
had remitted to us under the cash pooling system for investment
purposes.

The issue of bonus shares in June 2018 is reflected in the equity
structure. This entailed an issue from the company’s own funds in
which part of the capital reserve was converted into subscribed cap-
ital. However, the issue of the bonus shares did not alter total equity.
On the other hand, the higher net retained profit caused equity to
rise by 10.2 % to € 822.4 million as of the end of 2018.

Provisions dropped from € 19.8 million to € 16.5 million due to
lower tax provisions. The decline in liabilities reflects the reduction
in cash and cash equivalents. The surplus liquidity received from
subsidiaries was recognized within liabilities. When the funds were
returned, there was a corresponding decline in liabilities.
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2.72 — DURR AG INDIVIDUAL FINANCIAL STATEMENTS -
BALANCE SHEET (GERMAN COMMERCIAL CODE)

€ million Dec. 31,2018 | Dec. 31,2017

ASSETS

Non-current assets

Intangible assets 8.2 9.0
Property, plant and equipment 0.3 0.3
Financial assets 799.7 768.3

808.2 777.6

Current assets

Receivables and other assets 489.7 450.5
Other securities 0 3.0
Cash and cash equivalents 274.1 407.1

763.8 860.6
Prepaid expenses, sundry items 2.5 5.2

766.3 865.7
Total assets 1,574.5 1,643.3

EQUITY AND LIABILITIES

Equity

Subscribed capital 177.2 88.6

Capital reserve 67.6 156.2

Net retained profit 577.6 501.4
822.4 746.2

Liabilities

Provisions 16.5 19.8

Liabilities 735.7 877.4
752.1 897.1

Total equity and liabilities 1,574.5 1,643.3

OPPORTUNITIES AND RISKS

Diirr AG is exposed to the opportunities and risks of its subsidiar-
ies. The extent of such exposure depends on the size of its share in
the respective company. See also the “Report on risks, opportunities
and expected future development” — page 81 for further details. In
addition, strain may arise from the contingent liabilities in exis-
tence between Diirr AG and its subsidiaries.
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FORECAST

Diirr AG’s future economic performance is closely linked to the
Group’s operating performance. Details of the outlook and our
plans for our operating business can be found in the “Report on risks,

opportunities and expected future development” — page 81.

Diirr AG’s full individual financial statements can be found under
Investors/Financial Publications/Presentations at our website at
www.durr-group.com.

Bietigheim-Bissingen, March 12, 2019

Diirr Aktiengesellschaft

The Board of Management
Ralf W. Dieter Carlo Crosetto

m —t 309&'4 L\/MW;L)

Pekka Paasivaara Dr. Jochen Weyrauch
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CONSOLIDATED FINANCIAL STATEMENTS

Consolidated statement of income/Consolidated statement of comprehensive income

3.1 — Consolidated statement of income
of Dirr Aktiengesellschaft, Stuttgart, for the period from January 1 to December 31, 2018

€k Note 2018 2017 adjusted’
Sales revenues (8) 3,869,816 3,713,186
Cost of sales (9) -3,014,331 -2,856,004
Gross profit on sales 855,485 857,182
Selling expenses (10) -314,153 -308,892
General administrative expenses (11) -177,797 -176,190
Research and development costs (12) —-120,960 -116,718
Other operating income (14) 31,783 77,368
Other operating expenses (14) -40,857 -45,729
Earnings before investment result, interest and income taxes 233,501 287,021
Investment result (15) 7,117 1,813
Interest and similar income (16) 6,570 6,091
Interest and similar expenses (16) -27,508 —-27,664
Earnings before income taxes 219,680 267,261
Income taxes (17) -56,175 —-67,643
Profit of the Diirr Group 163,505 199,618
Attributable to
Non-controlling interests 6,452 7,065
Shareholders of Diirr Aktiengesellschaft 157,053 192,553
Number of shares issued in thousands 69,202.08 69,202.08
Earnings per share in € (basic and diluted)? 2.27 2.78

1 The figures for the 2017 reporting period were adjusted due to the first-time application of IFRS 15.
2The earnings per share figure refers to the status quo after the issue of bonus shares in a ratio of 1:1 on June 22, 2018, and was calculated on the basis of 69,208,080 shares.

3.2 — Consolidated statement of comprehensive income
of Dirr Aktiengesellschaft, Stuttgart, for the period from January 1 to December 31, 2018

€k Note 2018 2017 adjusted’
Profit of the Diirr Group 163,505 199,618
Items of other comprehensive income that are not reclassified to profit or loss
Remeasurement of defined benefit plans and similar obligations (28) 5116 636
Associated deferred taxes (17) -257 -279
Items of other comprehensive income that may be reclassified subsequently to profit or loss
Changes in fair value of financial instruments used for hedging purposes recognized in equity (42) -3,350 11,252
Associated deferred taxes (17) 802 -3,425
Reclassifications from currency translation reserve through profit or loss - -2,981
Currency translation effects 6,945 -35,265
Currency translation effects from entities accounted for using the equity method 524 -33
Other comprehensive income, net of tax 9,780 -30,095
Total comprehensive income, net of tax 173,285 169,523
Attributable to
Non-controlling interests 6,371 6,648
Shareholders of Diirr Aktiengesellschaft 166,914 162,875

1 The figures for the 2017 reporting period were adjusted due to the first-time application of IFRS 15.
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Consolidated statement of financial position

3.3 — Consolidated statement of financial position
of Diirr Aktiengesellschaft, Stuttgart, as of December 31, 2018

December 31, 2017

January 1, 2017

€k Note December 31, 2018 adjusted? adjusted’
ASSETS

Goodwill (18, 44) 446,817 396,551 401,600
Other intangible assets (18, 44) 204,525 196,155 209,533
Property, plant and equipment (18, 44) 433,828 408,443 394,577
Investment property (18, 44) 19,203 20,180 20,664
Investments in entities accounted for using the equity method (19, 44) 35,718 30,772 32,726
Other financial assets (19, 44) 10,186 4,393 11,901
Trade receivables (22) 36,276 10,970 16,878
Sundry financial assets (23) 4,291 4,853 4,162
Income tax receivables (17) - - 90
Deferred taxes (17) 49,893 35,343 29,786
Other assets (25) 3,568 2,455 3,426
Non-current assets 1,244,305 1,110,115 1,125,343
Inventories and prepayments (20) 535,371 457,635 399,001
Contract assets (21) 478,336 488,418 309,190
Trade receivables (22) 566,748 522,374 471,796
Sundry financial assets (23) 52,443 190,653 117,264
Cash and cash equivalents (24) 655,042 659,911 724,179
Income tax receivables (17) 28,151 20,035 22,234
Other assets (25) 54,003 61,441 39,478
Assets held for sale (26) - 978 167,367
Current assets 2,370,094 2,401,445 2,250,509
Total assets Diirr Group 3,614,399 3,511,560 3,375,852

" The figures for December 31 and January 1, 2017 were adjusted due to the first-time application of IFRS 15.
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Consolidated statement of financial position

December 31, 2017

January 1, 2017

€k Note December 31, 2018 adjusted’ adjusted?
EQUITY AND LIABILITIES

Subscribed capital (27) 177,157 88,579 88,579
Capital reserve (27) 67,318 155,896 155,896
Revenue reserves (27) 771,468 690,417 587,394
Other comprehensive income -38,650 -49,007 -23,653
Total equity attributable to the shareholders of Diirr Aktiengesellschaft 977,293 885,885 808,216
Non-controlling interests 14,858 14,637 21,429
Total equity 992,151 900,522 829,645
Provisions for post-employment benefit obligations (28) 50,084 49,830 51,817
Other provisions (29) 19,058 17,552 17,564
Contract liabilities (30) 2,197 3,828 3,828
Trade payables (31) 967 496 461
Bond and bonded loan (32) 597,958 597,285 596,630
Other financial liabilities (32) 12,827 12,564 52,564
Sundry financial liabilities (33) 6,266 7,199 11,034
Income tax liabilities (17, 34) 4,164 6,711 6,711
Deferred taxes (17) 91,949 91,165 101,569
Other liabilities (34) 611 628 551
Non-current liabilities 786,081 787,258 842,729
Other provisions (29) 130,676 151,684 109,533
Contract liabilities (30) 670,795 711,337 648,118
Trade payables (31) 501,403 390,033 345,926
Financial liabilities (32) 12,496 12,746 14,656
Sundry financial liabilities (33) 347,698 382,517 362,929
Income tax liabilities (17, 34) 30,806 43,694 33,573
Other liabilities (34) 142,293 131,145 128,835
Liabilities held for sale (26) - 624 59,908
Current liabilities 1,836,167 1,823,780 1,703,478
Total equity and liabilities Diirr Group 3,614,399 3,511,560 3,375,852
1 The figures for December 31 and January 1, 2017 were adjusted due to the first-time application of IFRS 15.
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Consolidated statement of cash flows

3.4 — Consolidated statement of cash flows
of Diirr Aktiengesellschaft, Stuttgart, for the period from January 1 to December 31, 2018

Note (37)
€k 2018 2017 adjusted"
Earnings before income taxes 219,680 267,261
Income taxes paid -92,977 -74,837
Net interest 20,938 21,573
Profit from entities accounted for using the equity method —-6,844 -3,624
Dividends from entities accounted for using the equity method 4,387 2,808
Amortization, depreciation and impairment of non-current assets 93,369 80,695
Net gain/loss on the disposal of non-current assets -97 -509
Net gain from the disposal of investments and assets and liabilities classified as held for sale -61 -22,986
Non-cash allowance on cash and cash equivalents 855 -
Other non-cash income and expenses -304 -3,079
Changes in operating assets and liabilities

Inventories -58,884 -79,258
Contract assets 28,245 -191,459
Trade receivables -40,079 -67,031
Other receivables and assets 11,724 -26,263
Provisions -29,873 43,654
Contract liabilities - 64,240 97,518
Trade payables 83,360 61,777
Other liabilities (other than bank] -6,354 13,966
Other assets and liabilities -571 -425
Cash flow from operating activities 162,274 119,781
Purchase of intangible assets —23,453 -22,420
Purchase of property, plant and equipment —-48,409 -65,120
Purchase of other financial assets -1 -2,006
Proceeds from the sale of non-current assets 2,665 9,502
Acquisitions, net of cash acquired -103,970 -4,567
Investments in time deposits 138,287 -46,563
Proceeds from the sale of assets and liabilities classified as held for sale 634 108,517
Interest received 4,098 5,436
Cash flow from investing activities -30,149 -17,221
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Note (37)
€k 2018 2017 adjusted’
Change in current bank liabilities and other financing activities -970 795
Repayment of non-current financial liabilities -314 -40,987
Payments of finance lease liabilities -1,056 -3,071
Cash paid for transactions with non-controlling interests -34,802 -8,355
Dividends paid to the shareholders of Dirr Aktiengesellschaft -76,122 -72,662
Dividends paid to non-controlling interests -4,689 -4,629
Interest paid -16,088 -23,328
Cash flow from financing activities —134,041 -152,237
Effects of exchange rate changes -1,767 -14,591
Change in cash and cash equivalents related to changes in the consolidated group 467 -
Change in cash and cash equivalents -3,216 -64,268
Cash and cash equivalents
At the beginning of the period 659,911 724,179
At the end of the period 656,695 659,911
Less allowance according to IFRS ¢ -1,653 -
Cash and cash equivalents at the end of the reporting period (consolidated statement of financial position) 655,042 659,911
1 The figures for the 2017 reporting period were adjusted due to the first-time application of IFRS 15.
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Consolidated statement of changes in equity

3.5 — Consolidated statement of changes in equity
of Dirr Aktiengesellschaft, Stuttgart, for the period from January 1 to December 31, 2018

Subscribed Capital Revenue
€k capital reserve reserves
December 31, 2016 88,579 155,896 588,705
Adjustments IFRS 15 - - -1,311
January 1, 2017 88,579 155,896 587,394
Profit for the year - - 192,553
Other comprehensive income - - -
Total comprehensive income, net of tax - - 192,553
Dividends - - -72,662
Options of non-controlling interests - - -3,648
Other changes - - -13,220
December 31, 2017 88,579 155,896 690,417
Adjustments IFRS ¢ - - 1,146
January 1, 2018 88,579 155,896 691,563
Profit for the year - - 157,053
Other comprehensive income - - -
Total comprehensive income, net of tax - - 157,053
Capital increase Diirr Aktiengesellschaft from company funds 88,578 -88,578 -
Dividends - - -76,122
Options of non-controlling interests - - -530
Other changes - - -496
December 31, 2018 177,157 67,318 771,468
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Consolidated statement of changes in equity

Note (27)

Other comprehensive income

Items that are not
reclassified to profit or loss

Items that may be reclassified subsequently to profit or loss

Total equity
attributable to the
Remeasurement Unrealized gains/ Changes in the Other shareholders
of defined losses from  consolidated group/ Currency comprehensive of Diirr Aktien- Non-controlling
benefit plans cash flow hedges reclassifications translation income gesellschaft interests Total equity
-40,698 -8,055 652 24,452 -23,649 809,531 21,429 830,960
- - - -4 -4 -1,315 - -1,315
-40,698 -8,055 652 24,448 -23,653 808,216 21,429 829,645
- - - - - 192,553 7,065 199,618
462 7,827 - -37,967 -29,678 -29,678 -417 -30,095
462 7,827 - -37,967 -29,678 162,875 6,648 169,523
- - - - - 72,662 —4,629 -77,291
- - - - - -3,648 -2,314 -5,962
4,312 - =22 34 4,324 -8,896 -6,497 -15,393
-35,924 -228 630 -13,485 -49,007 885,885 14,637 900,522
- - - - - 1,146 -73 1,073
-35,924 -228 630 -13,485 -49,007 887,031 14,564 901,595
- - - - - 157,053 6,452 163,505
4,864 -2,548 - 7,545 9,861 9,861 -81 9,780
4,864 -2,548 - 7,545 9,861 166,914 6,371 173,285
- - - - - -76,122 -4,689 -80,811
- - - - - -530 -1,427 -1,957
518 - -22 - 496 - 39 39
-30,542 -2,776 608 -5,940 -38,650 977,293 14,858 992,151
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Notes to the consolidated financial statements

NOTES TO THE
CONSOLIDATED FINANCIAL
STATEMENTS

for the 2018 reporting period

Basis of presentation

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The Company

Diirr Aktiengesellschaft (“Diirr AG” or the “Company”) has its regis-
tered offices in Stuttgart, Germany. Its headquarters for operations
are located at Carl-Benz-Strasse 34 in 74321 Bietigheim-Bissingen,
Germany. The Diirr Group, which consists of Diirr AG and its subsidi-
aries, is a mechanical and plant engineering company with distinct
automation competency. The Group is one of the global market
leaders in almost all of its fields of business. In addition to the auto-
motive industry, it also acts as supplier of production technology
for other industries including the mechanical engineering, energy,
chemical and pharmaceutical industries as well as the woodworking
industry. The Diirr Group serves the market with five global divi-
sions: Paint and Final Assembly Systems offers assembly and paint
finishing technology, mainly for the automotive industry. Appli-
cation Technology manufactures products and systems for auto-
mated painting applications as well as sealing and glueing technol-
ogy. Clean Technology Systems primarily manufactures plant and
equipment for purifying exhaust gases. The machines and systems
produced by Measuring and Process Systems are used, among other
things, in engine and drive construction as well as final vehicle
assembly. Woodworking Machinery and Systems develops and
manufactures such machinery and systems.
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Accounting policies

The consolidated financial statements are prepared in accor-
dance with International Financial Reporting Standards (IFRSs)
as adopted by the European Union (EU) at the end of the report-
ing period, and the additional requirements of German commercial
law pursuant to Sec. 315e (1) HGB [“Handelsgesetzbuch”: German
Commercial Code].

The accounting policies used generally correspond to the policies
applied in the prior period. In addition, the Group has applied the
new and/or revised standards that became mandatory for the first

time in the 2018 reporting period. — table 3.6

= IFRS 9 “Financial Instruments” governs the recognition and
measurement, impairment, derecognition and hedge account-
ing of financial assets and liabilities. While the Diirr Group intro-
duced the new provisions for classification and measurement as
well as for impairment as of January 1, 2018, the new provisions
for hedge accounting will be applied at a later date.

At transition, assets increased by € 1,743 thousand. This is
attributable to a decrease of € 4,713 thousand from applying the
expected credit loss model and an increase of € 6,456 thousand
from applying new classification requirements. The adjustment
effects of the new impairment requirements resulted from
contract assets, trade receivables, sundry financial assets and
cash and cash equivalents. The effects of the new classification
requirements primarily related to other financial assets. When
introducing these new requirements, the Diirr Group made use
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3.6 — CHANGES IN ACCOUNTING POLICIES FROM THE ADOPTION OF THE NEW
AND REVISED STANDARDS AND INTERPRETATIONS

First-time Adopted by the Impact on the
Standard/Interpretation application’ EU Commission Diirr Group
NEW STANDARDS
IFRS 9 “Financial Instruments” January 1, 2018 Yes Significant
IFRS 15 “Revenue from Contracts with Customers” in the April 2016 version with clarifications January 1, 2018 Yes Significant
AMENDED STANDARDS/INTERPRETATIONS
IFRS 2 “Share-Based Payment” - Classification and Measurement of
Share-based Payment Transactions January 1, 2018 Yes No
IFRS 4 “Insurance Contracts” - Applying IFRS 9 with IFRS 4 January 1, 2018 Yes No
IAS 40 “Investment Property” - Transfers of investment property January 1, 2018 Yes No
IFRIC 22 “Foreign Currency Transactions and Advance Consideration” January 1, 2018 Yes Immaterial
Annual Improvements to IFRSs (2014-2016 cycle) (IFRS 1 and IAS 28) January 1, 2018 Yes No

1 The standards/amendments are effective for reporting periods beginning on or after the specified date.

3.7 — ACCOUNTING STANDARDS AND INTERPRETATIONS THAT HAVE BEEN PUBLISHED BUT NOT YET ADOPTED

IN THE REPORTING PERIOD AS WELL AS REVISION OF THE FRAMEWORK

Standard/Interpretation

First-time
application'

Adopted by the
EU Commission

Expected impact
on the Diirr Group

NEW STANDARDS

IFRS 16 “Leases” January 1, 2019 Yes Significant
IFRS 17 “Insurance Contracts” January 1, 2021 No Immaterial
AMENDED STANDARDS/INTERPRETATIONS/FRAMEWORK

IFRS 3 “Business Combinations” January 1, 2020 No Immaterial
IFRS 9 “Financial Instruments” - Redemption clauses with negative compensation payment January 1, 2019 Yes Immaterial
IAS 1 “Presentation of Financial Statements” and IAS 8 “Accounting Policies,

Changes in Accounting Estimates and Errors” - Definition of material January 1, 2020 No No
IAS 19 “"Employee Benefits” - Plan adjustment, curtailment or settlement January 1, 2019 No Immaterial
IAS 28 “Investments in Associates and Joint Ventures” January 1, 2019 Yes No
IFRIC 23 “Uncertainty over Income Tax Treatments” January 1, 2019 Yes Immaterial
Annual Improvements to IFRSs (2015-2017 cycle) January 1, 2019 No Immaterial
Revised framework for financial reporting and amendments of references

to the framework in IFRS standards January 1, 2020 No Immaterial
1 The standards/amendments are effective for reporting periods beginning on or after the specified date.
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of practical expedients and did not adjust comparative periods.
Past periods can therefore only be compared with this reporting
period to a limited extent. A reconciliation of all items affected
in the statement of financial position is presented in — note 6.

IFRS 15 “Revenue from Contracts with Customers” in the April
2016 version with clarifications: This standard regulates the
basic principles for revenue recognition from contracts with
customers. IFRS 15 defines the procedure for recognition of
revenue from contracts with customers in a five-step model. It
defines that revenue is recognized as control over the goods or
services is transferred to the customer. This can be either at a
point in time or over time. The standard also contains a number
of other rules on details and expands the required disclosures
in the notes.

The accounting policies for revenue recognition were changed
in compliance with the transitional provisions of IFRS 15. With
a view to enhancing comparability, the Diirr Group decided to
retrospectively apply the changed accounting policies for all
reporting periods presented in the consolidated financial state-
ments. Retrospective application of the changed accounting
policies means that the comparative period is presented as if the
Group had always applied this accounting policy.

The transition as of January 1, 2017 reduced the Group’s equity
by € 1,315 thousand. In addition, total assets increased by
€ 27,329 thousand, or 0.82 %.

The adjusted figures of the 2017 reporting period are as fol-
lows: Sales revenues decreased by € 2,236 thousand, earnings
before investment result, interest and income taxes (EBIT) by
€ 2,594 thousand and equity by € 3,172 thousand. A reconciliation
of all items affected in both the statement of financial position
and the statement of income is presented in — note 6.

= IFRS 16 “Leases”: The new standard on lease accounting replaces
the previous rulings of IAS 17 “Leases” and its interpretations.
The main changes in the standard relate to the lessee’s account-
ing model. In the future, the lessee will no longer differentiate
between operating and finance leases, but will instead account
for most leases as right-of-use assets and lease liabilities. In con-
trast, lessor accounting is subject only to minor changes com-

pared to the classification and accounting of leases under IAS 17.

The Diirr Group set up a project to implement IFRS 16 through-
out the Group, which has analyzed the significant lease agree-
ments. It was found that a significant transition effect results
from the properties leased by the Diirr Group that are classified
as operating leases under IAS 17 and presented in the state-
ment of financial position under IFRS 16. When deciding on
the first-time application, the Diirr Group chose the modified
retrospective approach. Accordingly, the transition effects are
recognized as an adjustment in revenue reserves without impact
on profit or loss as of January 1, 2019. Comparison with the prior-
period figures is therefore only possible to a limited extent. In
connection with the first-time application, the Diirr Group will
use the practical expedient and apply IFRS 16 to lease agree-
ments that were entered into by December 31, 2018 and contain
leases pursuant to IAS 17 and IFRIC 4. Furthermore, lease agree-
ments that expire in 2019 will continue to only be reported under
expenses. In addition, the Group will make use of the exemptions
for low-value leased assets and for future short-term leases. The
final transition effects are currently being calculated for the
opening statement of financial position as of January 1, 2019. As
aresult, the provisional effects from first-time application on the
net assets, financial position and results of operations are calcu-

lated as follows:

= Lease liabilities will most likely increase by between
€90 million and € 110 million. Likewise, non-current assets
are expected to increase, with the Diirr Group currently

New or amended standards not yet adopted but significant for the expecting total assets to increase by between 2.5 % and 3.0 %.
consolidated financial statements of the Company are explained in

—> table 3.7.

As lease liabilities represent a portion of financial liabilities,
the net financial status is expected to decrease by between
€ 90 million and € 110 million. Due to the increase in total
assets, the equity ratio will decrease by around 0.7 percent-

age points.
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= In the future, IFRS 16 will influence the type of expenses
within the statement of income of the Diirr Group. Instead
of an expense for operating leases, depreciation of the right-
of-use asset as well as interest expenses from unwinding the
discount on the lease liability will be recognized. Due to these
changes, the Diirr Group expects EBIT to show an improve-

ment in the lower single-digit-million range.

The repayment of the lease liability and the cash paid in con-
nection with the interest portions relating to the lease lia-
bility will constitute cash flows from financing activities in
the future. As aresult, cash flow from financing activities will
decrease in the future. On the other hand, cash flow from
operating activities will improve as lease expenses from oper-
ating leases have to date been allocated in full to the cash flow
from operating activities.

The new standard will also lead to an increase in the quanti-
tative and qualitative disclosures of leases in the notes to the
financial statements. For disclosures on the obligations from

operating and finance leases, we refer to — note 41.

The Group elected not to early adopt standards and IFRIC inter-
pretations which have already been issued but have not yet become
effective. Generally speaking, the Diirr Group intends to adopt all
standards when they become effective. The requirements of the
standards applied have been satisfied in full. The financial state-
ments thus give a true and fair view of the net assets, financial posi-
tion and results of operations and cash flows of the Group.

The Diirr Group’s reporting period is the calendar year. The consol-
idated financial statements are prepared in euros; all amounts are
presented in thousands of euro (€ thousand or € k), unless stated
otherwise.

All assets and liabilities are measured at historical or amortized
cost. Exceptions to this rule are derivative financial instruments
measured at fair value, other investments, other short-term securi-
ties as well as financial assets measured at fair value through profit
or loss or through other comprehensive income. Obligations from
options held by non-controlling interests, liabilities from contin-
gent purchase price installments and obligations from share-based

compensation are also measured at fair value.
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Assets and liabilities are treated as current if they are realized or
settled within twelve months of the end of the reporting period.
Within the statement of financial position, assets and liabilities
with a remaining term of more than twelve months are presented
as non-current. By contrast, liabilities with a remaining term of
between one and five years are presented in the notes to the con-
solidated financial statements as medium-term and those with a

remaining term of more than five years as long-term.

2. BASIS OF CONSOLIDATION

The financial statements of the Diirr Group are based on the IFRS
financial statements of Diirr AG and the consolidated subsidiaries
and entities accounted for using the equity method as of Decem-
ber 31, 2018, prepared in accordance with uniform policies and
audited by independent auditors.

For subsidiaries included in the consolidated financial statements
for the first time, acquisition accounting is performed according
to the acquisition method of accounting pursuant to IFRS 3 “Busi-
ness Combinations”. This involves offsetting the cost of the shares
acquired against the proportionate equity of the subsidiaries. All
assets and liabilities and contingent liabilities acquired are included
in the consolidated statement of financial position at the acquisition
date, taking hidden reserves and encumbrances into account. Any
remaining positive difference is shown as goodwill. Negative differ-
ences are posted immediately to profit or loss. For acquisitions in
which less than 100 % of the shares are purchased, IFRS 3 provides
for a choice between the purchased goodwill method and the full
goodwill method. This option can be exercised for every business
combination. The Diirr Group determines the method to be used
to recognize the goodwill for each acquisition. For information on
exercising the option for individual business combinations, please
refer to — note 18. Changes in interests for subsidiaries which cause
the Group’s interest to increase or decrease without losing control
are treated as transactions between equity providers that do not
effect profit or loss.
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Intragroup sales revenues, other income and expenses, all intra-
group receivables, liabilities, provisions and cash and cash equiva-
lents received and paid are eliminated. Intragroup profits which are
not realized by sale to third parties are eliminated.

Subsidiaries that, on account of their low level or lack of business
activity, are immaterial for the Group and the presentation of a
true and fair view of the net assets, financial position and results
of operations are generally included in the consolidated financial
statements at cost. They are listed under non-consolidated entities.

Entities over which Diirr exercises significant influence (associates)
are accounted for using the equity method. Significant influence is
the power to participate in the financial and operating policy of the
investee. Interests in entities accounted for using the equity method
are initially recognized at cost. Costs exceeding the share in the net
assets of the entity accounted for using the equity method, after
taking into account hidden reserves or encumbrances, are recog-
nized as goodwill. Goodwill resulting from the acquisition of an
associate is included in the carrying amount of the entity accounted
for using the equity method and is not amortized, but tested instead
for impairment as part of the overall carrying amount of the entity
accounted for using the equity method.

For subsequent measurement, the Diirr Group’s share of the
profit or loss of the entity accounted for using the equity method
is recorded under investment result in the consolidated statement
of income. The share in other comprehensive income is recog-
nized directly in Group equity. The cumulative changes after the
acquisition date increase or decrease the carrying amount of the
entity accounted for using the equity method. Dividends received
are deducted from the carrying amount. If the losses of an entity
accounted for using the equity method attributable to the Group
correspond to or exceed the value of the interest in this entity, no
further losses are recognized unless the Group has entered into
obligations or has made payments for the entity accounted for using
the equity method.
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3. CONSOLIDATED GROUP

Besides Diirr AG, as of December 31, 2018, the consolidated financial
statements contain all German and foreign entities which Diirr AG
can control directly or indirectly. Under IFRS 10 “Consolidated
Financial Statements”, control exists if an entity is exposed, or has
rights, to positive or negative returns from its involvement with
another entity. It must also have the ability to affect these variable
returns through its power over the investee. Control can exist due to
voting rights or prevailing circumstances as a result of contractual
arrangements, among other things.

The entities are included in the consolidated financial statements of
Diirr from the date on which the possibility of control was obtained.
For most of the Group companies, control is based on holding the
majority of voting rights. On account of the contractual arrange-
ments, the Diirr Group has the power to exercise control over four
entities, although in each case the Group only holds 50 % of the
shares or 50 % or less of the voting rights in the company. At two of
the entities, the Group can bring about a decision in case of parity
of votes; at the other two entities, the Diirr Group assumes opera-
tional management. Furthermore, the Diirr Group includes a struc-
tured entity in the consolidated financial statements. The Group
manages the variable returns of the entity without holding any
shares. Consolidation of an entity included in the consolidated
financial statements ceases when the Diirr Group loses control over
the entity.

Structured entities

A structured entity is often characterized by restricted activities
and a narrow and precisely defined purpose. A key characteristic is
that voting rights do not have any significant effect on the returns
from this entity. The possibility of control does not result from the
majority interest in capital or from voting rights, but rather from

contractual arrangements.
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The consolidated structured entity in the Diirr Group is a lease
property company with properties in Bietigheim-Bissingen. The
Group is the tenant of these properties as well as the lender of the
entity; however, it does not hold any shares in this entity. There are
no obligations for financial support; the loan is secured by a land
charge registered to the Diirr Group.

Entities accounted for using the equity method

Entities over which the Diirr Group exercises significant influence
pursuant to IAS 28 “Investments in Associates and Joint Ventures”
(associates) as well as joint ventures as defined by IFRS 11 “Joint
Arrangements” are accounted for using the equity method. Signifi-
cant influence is assumed with a share of voting rights ranging from
20 % to 50 %. Associates are included in the consolidated financial
statements using the equity method from the date on which the pos-
sibility of significant influence existed. For shares of voting rights
below 20 %, interests in entities are generally recognized under
other investments.

3.8 — NUMBER OF ENTITIES

Dec. 31,2018 | Dec. 31,2017

FULLY CONSOLIDATED SUBSIDIARIES

Germany 30 30
Other countries 104 80
134 110

ENTITIES ACCOUNTED FOR USING
THE EQUITY METHOD

Germany - 2
Other countries 2 2
2 4

OTHER INVESTMENTS

Germany 3 3
Other countries 2 2
5 5
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The consolidated financial statements contain 15 entities (prior
period: 13) which have non-controlling interests in them. There are
four companies that are only included in the consolidated financial
statements at cost on grounds of immateriality. Their revenue con-
tribution to total Group sales revenues, the earnings contribution to
Group earnings (before taxes) as well as the contribution of equity
to Group equity is less than 0.05 %. The Diirr Group is not exposed to
any risks from these entities due to their size, contribution to sales

revenues, complexity and minor activities.
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4. CHANGES IN THE CONSOLIDATED GROUP

3.9 — ADDITIONS OF FULLY CONSOLIDATED ENTITIES

Interest

Entity Interest’ Effective as of acquired by Note
HOMAG Equipment Machinery Trading LLC, Dubai/United Arab Emirates 49.0% January 1, 2018 - Previously
non-consolidated
entity
HOMAG Arabia FZE, Dubai/United Arab Emirates 100.0% January 1, 2018 - Previously
non-consolidated
entity

CPM DO PERNAMBUCO MANUTENCAO DE MAQUINAS E EQUIPAMENTOS LTDA.,
Goiana/Brazil 50.5% June 20, 2018 Foundation -
HOMAG VIETNAM COMPANY LIMITED, Ho Chi Minh City/Vietnam 100.0% July 30, 2018 Foundation -
Durr MEGTEC Holdings Inc., De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
Durr MEGTEC LLC, De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
Diirr Universal Europe Ltd., Hinckley/UK 100.0% October 5, 2018 Acquisition -
Durr Universal Inc., Stoughton, Wisconsin/USA 100.0 % October 5, 2018 Acquisition -
Dirr Universal S. de R.L. de C.V., San Luis Potosi/Mexico 100.0 % October 5, 2018 Acquisition -
MEGTEC Energy & Environmental LLC, De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
MEGTEC Environmental Limited, Standish/UK 100.0% October 5, 2018 Acquisition -
MEGTEC IEPG BV, Amsterdam/Netherlands 100.0% October 5, 2018 Acquisition -
MEGTEC India Holdings LLC, De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
MEGTEC Systems AB, Gothenburg/Sweden 100.0% October 5, 2018 Acquisition -
MEGTEC Systems Australia Inc., Wilmington, Delaware/USA 100.0% October 5, 2018 Acquisition -
MEGTEC Systems India Private Ltd., Pune/India 100.0% October 5, 2018 Acquisition -
MEGTEC Systems S.A.S., Lisses/France 100.0% October 5, 2018 Acquisition -
MEGTEC Systems Shanghai Ltd., Shanghai/PR China 100.0% October 5, 2018 Acquisition -
MEGTEC Thermal Energy & Environmental (Shanghai) Ltd., Shanghai/PR China 100.0% October 5, 2018 Acquisition -
MEGTEC Turbosonic Inc., Waterloo/Canada 100.0% October 5, 2018 Acquisition -
MEGTEC Turbosonic Technologies Inc., De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
MTS Asia Inc., De Pere, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
MTS Environmental GmbH, Maintal/Germany 100.0% October 5, 2018 Acquisition -
Universal Acoustic & Emission Technologies Pvt. Ltd., Pune/India 100.0% October 5, 2018 Acquisition -
Universal Asia Pacific Pte. Ltd, Singapore/Singapore 100.0% October 5, 2018 Acquisition In liquidation
Universal AET Holdings, LLC, Stoughton, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
Universal Silencer (Shanghai) Co. Ltd., Shanghai/PR China 100.0% October 5, 2018 Acquisition -
Universal Silencer Mexico Il LLC, Stoughton, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
Universal Silencer Mexico LLC, Stoughton, Wisconsin/USA 100.0% October 5, 2018 Acquisition -
DURR VIETNAM COMPANY LIMITED, Ho Chi Minh City/Vietnam 100.0%  December 20, 2018 Foundation -

' Calculated pro rata
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3.10 — DECONSOLIDATIONS/MERGERS

Entity Effective as of Note
Dirr Anlagenbau Gesellschaft m.b.H. in Liqui., Vienna/Austria June 21, 2018 Closure
E&P Turbo Ltd., Aldermaston/UK August 21, 2018 Closure

HOMAG Machinery Bangalore Private Limited, Bangalore/India

October 31, 2018 Merged into Homag India

Private Limited, Bangalore/India

Universal Asia Pacific Pte. Ltd., Singapore/Singapore

November 5, 2018 Closure

Diirr Clean Energy GmbH, Stuttgart/Germany

December 4, 2018 Merged into Luft— und
Thermotechnik Bayreuth GmbH,

Goldkronach/Germany

Diirr Systems Canada, Corp., Windsor, Ontario/Canada

December 27, 2018 Closure

5. CURRENCY TRANSLATION

Financial statements denominated in the foreign currency of the
subsidiaries included in the consolidation are translated to the
euro on the basis of the functional currency concept pursuant to
IAS 21 “The Effects of Changes in Foreign Exchange Rates”. For
the majority of foreign subsidiaries in the Group, the functional
currency is the local currency, since these entities operate inde-
pendently from a financial, economic and organizational viewpoint.
According to this concept, assets and liabilities are thus translated
at closing rates, while income and expenses are generally translated
at average rates. Any currency translation differences are recorded
without effect on profit or loss in other comprehensive income.

3.11 — SIGNIFICANT EXCHANGE RATES

In the separate financial statements of Diirr AG and its subsidiaries,
receivables and liabilities in a currency other than the euro are mea-
sured at the historical rate; current transactions are translated at
the current exchange rate. Any exchange rate gains and losses at the
end of the reporting period are included in the statement of income.
For actual figures of the exchange rate gains and losses recognized

in profit or loss, please refer to — notes 9 and 14.

In the separate financial statements of the foreign subsidiaries,
goodwill is translated at the rate prevailing at the end of the Group’s
reporting period. The hidden reserves identified in acquisitions are
accounted for using the functional currency of the acquired entity.
An adjusted average rate was used for entities consolidated for the
first time during the year.

Closing rate Average rate
in relation to one euro Dec. 31, 2018 Dec. 31, 2017 2018 2017
Brazilian real (BRL) 4L.4LL9 3.9707 4.3244 3.6406
Pound sterling (GBP) 0.8971 0.8874 0.8862 0.8764
Chinese renminbi (CNY) 7.8600 7.8327 7.8167 7.6614
Danish krone (DKK) 7.4675 7.4453 7.4533 7.4389
Indian rupee (INR) 79.9088 76.5603 80.6401 73.8182
Korean won (KRW) 1,276.9371 1,276.3339 1,295.4805 1,275.0855
Mexican peso [MXN) 22.5196 23.6070 22.6299 21.4141
Swiss franc (CHF) 1.1266 1.1693 1.1515 1.1161
US dollar (USD) 1.1453 1.1988 1.1792 1.1371
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6. ADJUSTMENT OF THE FIGURES IN THE STATEMENT OF FINANCIAL POSITION
AND STATEMENT OF INCOME

3.12 — RECONCILIATION OF THE STATEMENT OF FINANCIAL POSITION ITEMS AFFECTED AS OF JANUARY 1, 2017

Dec. 31, 2016 Adjustments Reclassifi- Jan. 1, 2017
€k reported IFRS 15 cations adjusted
ASSETS
Non-current assets 1,125,295 48 - 1,125,343

Deferred taxes 29,891 -105 - 29,786
Other assets 527 153 2,746 3,426
Prepaid expenses 2,746 - -2,746 -
Current assets 2,223,228 27,281 - 2,250,509
Inventories and prepayments 381,056 17,945 - 399,001
Contract assets - 309,190 - 309,190
Trade receivables 779,420 -307,624 - 471,796
Other assets 26,972 7,623 4,883 39,478
Prepaid expenses 4,883 - -4,883 -
Assets held for sale 167,220 147 - 167,367
Total assets Diirr Group 3,348,523 27,329 - 3,375,852
LIABILITIES
Total equity 830,960 -1,315 - 829,645
Non-current liabilities 843,323 -594 - 842,729
Contract liabilities - 3,828 - 3,828
Trade payables 4,136 -3,675 - 461
Sundry financial liabilities 6,944 - 4,090 11,034
Deferred taxes 102,316 =747 - 101,569
Other liabilities 4,603 - -4,052 551
Deferred income 38 - -38 -
Current liabilities 1,674,240 29,238 - 1,703,478
Other provisions 95,686 13,847 - 109,533
Contract liabilities - 648,118 - 648,118
Trade payables 978,338 -632,878 466 345,926
Financial liabilities 5,339 - 9,317 14,656
Sundry financial liabilities 283,215 -757 80,471 362,929
Other liabilities 216,253 908 -88,326 128,835
Deferred income 1,928 - -1,928 -
Total equity and liabilities Diirr Group 3,348,523 27,329 - 3,375,852
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3.13 — RECONCILIATION OF THE STATEMENT OF FINANCIAL POSITION ITEMS AFFECTED AS OF DECEMBER 31, 2017 AND JANUARY 1, 2018

Dec. 31, 2017 Adjustments Reclassifi- Dec. 31, 2017 Adjustments Jan. 1, 2018
€k reported IFRS 15 cations adjusted IFRS 9 adjusted
ASSETS
Non-current assets 1,108,977 1,138 - 1,110,115 6,320 1,116,435

Other financial assets 4,393 - - 4,393 6,402 10,795
Trade receivables 10,970 - - 10,970 -55 10,915
Sundry financial assets 4,853 - - 4,853 -27 4,826
Deferred taxes 34,440 903 - 35,343 - 35,343
Other assets 467 235 1,753 2,455 - 2,455
Prepaid expenses 1,753 - -1,753 - - -
Current assets 2,302,781 98,664 - 2,401,445 -4,577 2,396,868
Inventories and prepayments 437,658 19,977 - 457,635 - 457,635
Contract assets - 488,418 - 488,418 -1,365 487,053
Trade receivables 941,086 -418,712 - 522,374 -2,222 520,152
Sundry financial assets 190,653 - - 190,653 -184 190,469
Cash and cash equivalents 659,911 - - 659,911 -806 659,105
Other assets 45,300 8,981 7,160 61,441 - 61,441
Prepaid expenses 7,160 - -7,160 - - -
Total assets Diirr Group 3,411,758 99,802 - 3,611,560 1,743 3,613,303
LIABILITIES
Total equity 903,694 -3,172 - 900,522 1,073 901,595
Non-current liabilities 787,492 -234 - 787,258 514 787,772
Contract liabilities - 3,828 - 3,828 - 3,828
Trade payables 4,089 -3,593 - 496 - 496
Sundry financial liabilities 2,801 - 4,398 7,199 1,699 8,898
Deferred taxes 91,634 -469 - 91,165 -1,185 89,980
Other liabilities 4,916 - -4,288 628 - 628
Deferred income 110 - -110 - - -
Current liabilities 1,720,572 103,208 - 1,823,780 156 1,823,936
Other provisions 126,359 25,325 - 151,684 156 151,840
Contract liabilities - 711,337 - 711,337 - 711,337
Trade payables 1,023,035 -633,454 452 390,033 - 390,033
Financial liabilities 3,383 - 9,363 12,746 - 12,746
Sundry financial liabilities 298,488 - 84,029 382,517 - 382,517
Other liabilities 221,572 - -90,427 131,145 - 131,145
Deferred income 3,417 - -3,417 - - -
Total equity and liabilities Diirr Group 3,411,758 99,802 - 3,511,560 1,743 3,513,303
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Notes on adjustments to the items in the statement of
financial position

Other financial assets

The Diirr Group classifies its equity instruments at fair value
through profit or loss or through other comprehensive income. In
applying IFRS 9, an investment that had previously been held in the
category available-for-sale financial assets was reclassified as mea-
sured at fair value through profit or loss. This change led to other
financial assets increasing by € 6,402 thousand. Further information
on this reclassification can be found in — table 3.15.

Inventories and prepayments

For machine types with alternative usage, it was necessary to
change to revenue recognition at a point in time. The results are a
time delay in recognizing sales revenues compared to the previous
method and an associated increase in inventories.

Contract assets and liabilities

The net total of the contract assets and liabilities disclosed sepa-
rately differs from the net total of the amounts removed from receiv-
ables and liabilities, as potential losses from onerous contracts are
always disclosed separately from provisions following the transition
to IFRS 15. When applying IAS 11 “Construction Contracts”, onerous
contracts were offset against future receivables from construction
contracts. Furthermore, prepayments are now recognized as a
receivable when they fall due and not — as was previously the case —
when the cash is received.

In the opening statement of financial position on January 1, 2018,
allowances were recognized on contract assets of € 1,365 thousand
for the first time applying the expected credit loss model. Further

information on the new impairment losses can be found in — note 7.

Trade receivables and trade payables

Pursuant to IFRS 15, trade receivables constitute an unconditional
right to receive consideration. Accordingly, they are presented sepa-
rately from contract assets thus leading to a decrease in trade receiv-
ables compared to the way they were previously presented. Trade
payables are reduced by the amount of obligations to customers
exceeding the Diirr Group’s claims from the respective contract.
They are now disclosed as contract assets.

118

By applying the expected credit loss model under IFRS 9, bad debt
allowances on trade receivables increased by € 2,277 thousand from
€15,882 thousand on December 31, 2017 to the accumulated opening
balance as of January 1, 2018 of € 18,159 thousand.

Sundry financial assets and cash and cash equivalents

The first-time application of IFRS 9 caused sundry financial assets
and cash and cash equivalents to decrease by € 1,017 thousand. Of
this, €1,071 thousand related to the first-time application of the new
impairment model. A reclassification to sundry financial assets of
€ 54 thousand had the opposite effect.

Other assets
Sales commissions incurred in order to obtain contracts are
disclosed under other assets.

Other provisions

The increase in other provisions is attributable to the gross pre-
sentation of provisions for onerous contracts from pending
transactions. Until now, the latter had been offset against future

receivables from construction contracts.

Pursuant to IFRS 9, other provisions were adjusted by an amount
of €156 thousand.

The first-time application of IFRS 15 and IFRS 9 did not have
any impact on the cash flows or the cash and cash equivalents of
the Diirr Group. However, the standards do have an effect on the
presentation of the statement of cash flows.

Reclassifications

In conjunction with the first-time application of IFRS 15 and IFRS 9,
further items of the statement of financial position were changed
with the aim of improving the presentation for the users of financial
statements. This mainly involves the reclassification of obligations
to employees from other liabilities to sundry financial liabilities as
well as the recognition of liabilities from accrued interest under
financial liabilities instead of under sundry financial liabilities. Fur-
thermore, prepaid expenses and deferred income are now shown as
part of other assets or liabilities.

Further explanations on individual items are provided in — note 7

“Recognition and measurement policies”.
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3.14 — IFRS 15 - RECONCILIATION OF THE STATEMENT OF INCOME FOR THE 2017 REPORTING PERIOD

2017 Adjustments 2017
€k reported IFRS 15 adjusted
Sales revenues 3,715,422 -2,236 3,713,186

thereof sales revenues from services 945,946 1,069 947,015
Cost of sales -2,857,121 1,117  -2,856,004
Gross profit on sales 858,301 -1,119 857,182
Functional and other costs -568,686 -1,475 -570,161
Earnings before investment result, interest and income taxes 289,615 -2,594 287,021
Financial result -19,760 - -19,760
Earnings before income taxes 269,855 -2,594 267,261
Income taxes -68,389 746 -67,643
Profit of the Diirr Group 201,466 -1,848 199,618

Attributable to

Non-controlling interests 7,065 - 7,065

Shareholders of Diirr Aktiengesellschaft 194,401 -1,848 192,553

Number of shares issued in thousands 69,202.08 - 69,202.08

Earnings per share in € (basic and diluted)’ 2.81 -0.03 2.78

" To improve transparency, the earnings per share figure refers to the status quo after the issue of bonus shares in a ratio of 1:1 on June 22, 2018.

After the transition to IFRS 15, the Diirr Group recognizes its
sales revenues from the sale of standard machines, spare parts
and other goods as well as from the rendering of certain services
at the point in time when control is transferred to the customer.
The adjustments to the statement of income primarily result from
the change to revenue recognition at a point in time due to alter-
native uses available for certain machine types and for spare part
packages. Sales revenues from the service business were recog-
nized at an earlier point in time in connection with the transition.
Costs for sales commissions upon concluding a contract are recog-
nized under selling expenses, after subsequent depreciation and any
impairment.

The application of the classification provisions of IFRS 9 resulted
in a reclassification of investments previously held to maturity to
the measurement category measured at fair value through profit or
loss, which was associated with an increase in the carrying amount
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of € 54 thousand. In addition, the equity instruments under the item
other financial assets were reclassified to the measurement category
measured at fair value through profit or loss or through other com-
prehensive income. The new classification provisions caused equity
instruments to increase in value by € 6,402 thousand. A related
derivative increased sundry financial liabilities by € 1,699 thousand.
Aside from equity, deferred taxes and provisions, the introduction
of IFRS 9 did not lead to any changes for the other items.
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3.15 — IFRS 9 - CHANGE IN THE MEASUREMENT CATEGORIES OF FINANCIAL ASSETS

Carrying amount Carrying
as of Dec. 31, 2017 amount as of
€k Previous carrying amount ~ Measurement category IAS 39 adjusted' Measurement category IFRS 9 Jan. 1, 2018
ASSETS
Financial assets measured
Cash and cash equivalents Amortized cost Loans and receivables 659,911 at amortized cost 659,105
Trade receivables due Financial assets measured
from third parties Amortized cost Loans and receivables 524,187 at amortized cost 521,962
Trade receivables due from
entities accounted for using Financial assets measured
the equity method Amortized cost Loans and receivables 9,157 at amortized cost 9,105
Other non-derivative financial
instruments
Financial assets measured
Sundry financial assets Amortized cost Loans and receivables 167,069 at amortized cost 166,804
Financial assets measured
at fair value through profit or loss 6
Held-for-trading Fair value Held-for-trading 19513 - —
financial assets (in profit or loss) financial assets ' Investments in equity instrument
measured at fair value through
profit or loss 19,507
Held-to-maturity Held-to-maturity Financial assets measured
investments Amortized cost investments 2,996 at fair value through profit or loss 3,050
Investments in equity instrument
measured at fair value through
Available-for-sale (Amortized) Available-for-sale 4393 other comprehensive income 2,437
financial assets cost financial assets ' Investments in equity instrument
measured at fair value through
profit or loss 8,358
Derivative financial assets
Fair value Held-for-trading Financial assets measured
Derivatives not used for hedging (in profit or loss) financial assets 496 at fair value through profit or loss 496
Fair value
Derivatives used [not in profit or loss) No IAS 39 4,438 No IFRS 9 4,436
for hedging Fair value measurement category measurement category
(in profit or loss) 996 996

" The figures for December 31, 2017 were adjusted due to the first-time application of IFRS 15.

7. RECOGNITION AND MEASUREMENT POLICIES

Revenue recognition pursuant to IFRS 15

The Diirr Group generates most of its sales revenues from the pro-
duction and delivery of customer-specific plant and machinery. For
these contracts, the sales revenues and planned gross margin is
realized in accordance with the percentage of completion method
(PoC method) in line with the percentage of completion of a
contract over the performance period. The criteria of IFRS 15 for
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this are: the asset does not have any other alternative usage and,
at the same time, the Group has an enforceable right to payment
for work already performed. The percentage of completion is calcu-
lated on the basis of the costs incurred relative to the total estimated
costs (cost-to-cost method). This ensures that both sales revenues
and the associated costs are systematically recorded and there-
fore the profit or loss from the contract is recognized in the period
incurred over which the control over the goods or services is trans-
ferred. Customer payments are contractually agreed and based on
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the progress of projects and on milestones set. This keeps the time
that elapses between customer payments and progress towards
satisfaction of a performance obligation to a minimum. The Group
came to the conclusion that the input-based method is best suited
for determining the progress towards complete satisfaction of a per-
formance obligation as the Group uses IT-supported calculation
methods and, with the help of division-specific project controlling,

is able to reliably estimate planned costs and monitor total costs.

Where it is not possible to give a reliable estimation of the prog-
ress towards complete satisfaction of a performance obligation
based on output factors or input factors, the zero profit method (ZP
method) is applied as long as it can be assumed that the Diirr Group
canrecover the costs incurred from satisfying the performance obli-
gation. With the zero profit method sales revenues and the asso-
ciated costs are realized in equal amounts until it is possible to
reliably estimate the progress towards complete satisfaction of a
performance obligation. The gross margin is thus, in part at least,
not made up for until a later stage of the contract and is recognized

in profit or loss.

The other portion of sales revenues from contracts with customers
is generated from both the sale of standard machines, spare parts
and other goods as well as the rendering of services. These sales
revenues are recognized at the date on which the customer obtains
control over the promised asset. This is usually the date on which the
machine is delivered to the customer, at which point the customer
obtains legal title to the machine or inspects it. Services are ren-
dered and recorded as sales revenues upon their completion. For
standard machines and spare parts, the customer makes the pay-
ment upon receiving the invoice, which is done following delivery
or inspection, depending on the contractual arrangements. In this

case, advance payments are also invoiced to the customer.

Performance obligations

The Group divides its contracts with customers into performance
obligations, separating them based on contractual terms into per-
formance obligations that are either satisfied at a point in time or
over time. The customer contracts are analyzed for separable per-
formance obligations. In addition to the performance obligation
to produce a machine or plant for the customer, separable per-
formance obligations in the Paint and Final Assembly Systems,
Application Technology and Clean Technology Systems divisions
mainly include spare parts packages and partial modifications. In
the Measuring and Process Systems and Woodworking Machinery
and Systems divisions, it is primarily assembly and commissioning

that play a role as distinct performance obligations.
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Intangible assets

Intangible assets comprise goodwill, franchises, brand names,
industrial rights and similar rights, internally generated software,
capitalized development costs as well as acquired customer rela-
tionships, orders and technological know-how. Purchased and inter-
nally generated intangible assets are recognized pursuant to IAS 38
“Intangible Assets” if, in addition to other criteria, it is probable that
a future economic benefit will flow to the entity from the use of the

asset, and the cost of the asset can be reliably determined.

Intangible assets are recognized at cost. Intangible assets with
a finite useful life are amortized over their useful life using the
straight-line method, unless they are impaired. Goodwill and other
intangible assets with indefinite useful lives are not amortized.
Other intangible assets are tested once annually to determine
whether events and circumstances still justify the assumption
that they have an indefinite useful life. If this is not the case, the
estimated useful life is changed from indefinite to finite in accor-
dance with the requirements of IAS 8 “Accounting Policies, Changes
in Accounting Estimates and Errors”. Likewise, intangible assets
with an indefinite useful life are tested once annually or sooner if
there are any indications that an asset may be impaired. In addi-
tion to goodwill, the Diirr Group recognizes brand names as further
intangible assets with mostly indefinite useful lives. These brand
names are tested annually for impairment alongside goodwill.
Like goodwill, the brand names are part of the net assets of a cash-
generating unit.

In the Group, development costs are only recognized as internally
generated intangible assets if the conditions set forth in IAS 38 are

satisfied. These include the following criteria:

= Technical feasibility of completing the intangible asset so that it
will be available for use or sale

= The probability of a future economic benefit arising from the use
of the asset

= The ability to measure reliably the expenditure attributable to
the intangible asset during its development.
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Cost is the sum of all directly attributable expenditure incurred
from the date when the intangible asset first meets the recognition
criteria. Development costs which do not meet these criteria, as well
as research costs, are recognized immediately as an expense. Amor-
tization of capitalized development costs is disclosed under cost of
sales in the statement of income.

3.16 — USEFUL LIVES OF INTANGIBLE ASSETS
(ESTIMATED)

years

Brand names with finite useful life

(DUALIS, MEGTEC, Universal) Oto4
Capitalized development costs 2to 10
Franchises, industrial rights and similar rights 2to 20
Customer relationships 4to 10
Technological know-how 5to 15
Other brand names indefinite
Goodwill indefinite

More information on the brand names is provided in — note 18.

Property, plant and equipment

Property, plant and equipment are accounted for at cost less
straight-line depreciation over their useful life. Cost comprises all
production costs that are directly attributable to the production
process.

3.17 — USEFUL LIVES OF PROPERTY, PLANT AND EQUIPMENT
(ESTIMATED)

years
IT hardware 2tob
Machines and equipment 2to 25
Furniture and fixtures 2to 25

Buildings, hereditary building rights and
leasehold improvements 3to 50

Land indefinite

The cost of property, plant and equipment includes major expen-
ditures and replacements which extend useful lives or increase

capacity. The historical cost of assets that are either sold or scrapped
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is derecognized, as is the accumulated depreciation. Any gains or
losses from derecognition are determined as the difference between
the net disposal proceeds and the carrying amount and recognized
in profit or loss as other operating income or expenses in the period
in which the item is derecognized. Costs of ongoing repairs and
maintenance are posted immediately to profit or loss.

Investment property

Properties are allocated to investment property if a change in use
has occurred which is substantiated by their being occupied by
another party after the end of owner-occupation or the inception
of an operating lease with another party.

Investment property is recognized initially at (amortized) cost,
including transaction costs. The carrying amount contains the
costs for investments to replace an existing investment property at
the time these costs are incurred, provided the recognition criteria
are satisfied, and excludes the costs of day-to-day servicing of an
investment property. Subsequent to initial recognition, investment

properties are measured at amortized cost.

Investment property is derecognized when it is sold or retired
from active use and no future economic benefit is expected upon
its disposal. Gains or losses arising from the retirement or disposal
of investment property are recognized in the year of retirement or
disposal.

Impairment testing for intangible assets and property,
plant and equipment

All intangible assets with an indefinite useful life, intangible assets
which are not yet ready for use and goodwill are tested for impair-
ment at the end of each reporting period. Other intangible assets
and property, plant and equipment are reviewed for impairment
whenever events or changes in circumstances indicate that an asset
may be impaired, i.e., that the carrying amount of an asset may not
be recoverable. Investment property that is largely rented to third
parties is also subjected to an annual impairment test.

An impairment loss is recognized if the recoverable amount of the
asset falls short of its carrying amount. The recoverable amount is
the higher of an asset’s net selling price and its value in use. The net
selling price is the amount recoverable from the disposal of an asset
at market conditions less costs to sell. Value in use is the fair value
of estimated future cash flows expected to arise from the continu-
ing use of an asset and from its disposal at the end of its useful life.
The recoverable amount is determined for each asset individually
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or, if that is not possible, for the cash-generating unit to which the
asset belongs. As regards goodwill acquired in business combina-
tions, the relevant cash-generating units correspond to the business
activities within the divisions of the Diirr Group based on internal
reporting structures. To determine the estimated cash flows of each
cash-generating unit, basic assumptions have to be made. These
include assumptions regarding financial planning and the interest

rates used for discounting,.

Impairment losses recognized in prior periods are reversed against
profit or loss if they cease to exist or have decreased. The reversal
of an impairment loss or the reduction of an impairment loss of
an asset is, however, only recognized to the extent that it does not
exceed the carrying amount that would have existed if the regular
amortization or depreciation had been recorded and no impairment
losses had been recognized. Impairments on goodwill may not be
reversed.

Other comments on intangible assets and property, plant and equip-

ment can be found in — note 18.

Leases

Several entities in the Diirr Group lease land, buildings, plant and
machinery, office and operating equipment and software. The
majority of leases are classified as operating leases. Lease payments
on operating leases are recorded as an expense in the statement of
income over the term of the lease.

Assets leased under finance leases, which transfer to the Group
substantially all the risks and rewards incidental to ownership of
the leased asset, are capitalized at the inception of the lease at the
fair value of the leased asset or, if lower, at the present value of the
minimum lease payments. A liability is also established at that time
for the same amount. Lease payments are apportioned between
finance charges and a redemption of the lease liability so as to
achieve a constant rate of interest over the period on the remaining
balance of the lease liability. Finance charges are taken to profit or
loss immediately. The leased asset is depreciated over the shorter of
the lease term and its estimated useful life.
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Financial instruments

A financial instrument is a contract that gives rise to both a financial
asset of one entity and a financial liability or equity instrument
of another entity. Pursuant to IFRS 9 “Financial Instruments”,
financial instruments are classified in the following categories:

= financial assets measured at amortized cost

= financial assets measured at fair value through other compre-

hensive income

= investments in equity instruments measured at fair value
through other comprehensive income

= financial assets measured at fair value through profit or loss

= investments in equity instruments measured at fair value
through profit or loss

= financial liabilities measured at amortized cost

= financial liabilities measured at fair value through profit or loss

Purchases or sales of financial assets are recognized using trade date
accounting.

Financial assets

Financial assets are classified in accordance with IFRS 9 based on
the business model used to manage financial assets and on the basis
of the characteristics of the contractual cash flows of the finan-
cial assets. The objective of the Diirr Group’s business model is
to hold financial assets in order to collect contractual cash flows.
With regard to the characteristics of the contractual cash flows, it is
examined whether the contractual terms of the financial assets give
rise on specific dates to cash flows that are solely payments of prin-
cipal and interest on the principal amount outstanding.

The financial assets in Diirr’s portfolio are measured at amortized

cost provided that the business model is complied with and the con-
tractual cash flows fulfil the condition above.

123



CONSOLIDATED FINANCIAL STATEMENTS

Notes to the consolidated financial statements

The business model for financial assets measured at fair value
through other comprehensive income (debt instruments) includes
both the holding and sale of financial assets. The contractual terms
that have to be met give rise solely to payments of principal and
interest on the principal amount outstanding on specific dates.

Equity instruments are generally classified as measured at fair
value through profit or loss at initial recognition. However, upon
initial recognition an irrevocable option may be exercised to clas-
sify equity instruments as measured at fair value through other
comprehensive income. This option may only be exercised if the
equity instruments are not held for trading and if they do not rep-
resent contingent consideration in a business combination. The
Diirr Group generally holds its equity interests for strategic rea-
sons as a way of expanding the Group’s business operations. Focus
is not placed on the intention to generate significant amounts of
short-term gains on sale. Any fluctuations in the measurement
of investments are therefore not expected to have any impact on
the statement of income. Accordingly, equity instruments are
classified as measured at fair value through other comprehensive
income. Gains or losses of equity instruments in this category rec-
ognized in other comprehensive income are never reclassified to
profit or loss. In derogation from this, the investment in SBS Eco-
clean GmbH is classified as at fair value through profit or loss. At
Parker Engineering Co., Ltd., a put option accounted for in profit or
loss is held in addition to the investment. In order to keep the eco-
nomic effect on the statement of income to a minimum here, both
the investment and the related option are classified at fair value
through profit or loss. Parker Engineering Co., Ltd. is recognized
in the statement of financial position under other investments, the
option under sundry financial liabilities.

Financial assets that do not satisfy the conditions for being classi-
fied as measured at amortized cost/at fair value through other com-
prehensive income are designated as measured at fair value through
profit or loss. The Diirr Group does not currently make use of the
option to measure financial assets at fair value through profit or loss
at initial recognition.
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Impairment of financial assets

IFRS 9 introduces an impairment model based on the expected
credit loss model, which is applicable for all financial assets (debt
instruments) that are measured at amortized cost or at fair value
through other comprehensive income. The expected credit loss
model distinguishes between the general approach and the simpli-
fied approach. The general approach allocates the financial assets to
three risk levels and is mainly applicable for cash and cash equiva-
lents as well as sundry financial assets. The simplified approach,
which is applicable for contract assets, trade receivables and lease
receivables, does away with the first of the three risk levels.

The Diirr Group allocates the financial assets to the individual
impairment levels based on past-due criteria and historically tried-
and-tested, qualitative internal and external risk assessments of the
individual debtors. These assessments are applicable for all classes
of financial assets. Provided that the non-derivative financial assets
were not already impaired upon acquisition, the assets are allocated
to risk level 1. Generally speaking, a financial instrument is also
allocated to level 1if it is deemed to be investment grade by exter-

nal rating agencies.

If there has been a significant increase in the credit risk since
initial recognition, the assets are allocated to level 2. A number of
qualitative criteria are used to assess whether the credit risk has
increased significantly since a financial asset was recognized for the
first time. This involves, for example, examining whether the total
comprehensive income of the debtor has deteriorated significantly
or whether it is expected to do so. Financial assets are allocated to
level 2 at the latest when contractual payment is more than 30 days
past due.

Financial assets are allocated to level 3 or their default is assumed
once matters become known that could impair the ability of a
certain debtor to meet its financial obligations. For all financial
assets, this means observing the criteria of being 90 days past due
as well as using qualitative credit ratings for debtors. For example,
the likelihood of insolvency or any other financial reorganization of
the debtor results in the financial assets being allocated to level 3.

In deviation from the past due criteria mentioned above, trade

receivables measured in accordance with the simplified approach

are allocated to level 3, as are contract assets that are more than
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twelve months past due. This appropriately reflects the industry-
specific experience and payment patterns for long-term projects in
the plant and machinery sector.

Financial assets are derecognized as soon as reasonable information
is available that indicates that they are uncollectible, such as insol-
vency proceedings coming to an end or following a court decision.
Further explanations on the impairment of financial assets can be
found in — note 42.

Financial liabilities

Financial liabilities generally give rise to the right to receive settle-
ment in cash or another financial asset. They include, for example,
trade payables, liabilities to banks, bonds, bonded loans, obliga-
tions from options, derivative financial liabilities and other financial
liabilities.

After initial measurement, financial liabilities carried at amortized
cost are subsequently measured at amortized cost using the effec-
tive interest method. Financial liabilities measured at fair value
through profit or loss include financial liabilities held for trading.
Derivatives are deemed to be held for trading unless they are des-
ignated and effective hedging instruments. Gains or losses on
financial liabilities held for trading are recognized in profit or loss.

3.18 — OVERVIEW OF SELECTED MEASUREMENT METHODS

The Diirr Group has not yet made use of the option to designate
financial liabilities upon initial recognition as financial liabilities at
fair value through profit or loss.

Financial assets pursuant to IAS 39 (prior period)

By introducing IFRS 9, the regulations on classification and meas-
urement as well as on the impairment of financial assets changed
as of January 1, 2018. Making use of the practical expedient, the
Diirr Group continues to present the prior-period figures pursuant
to IAS 39. Past periods can therefore only be compared with the
reporting period to a limited extent.

The recognition and measurement policies that applied before
January 1, 2018 are presented below for the significant matters.

Impairment of financial assets

Receivables and non-derivative financial assets were carried at the
lower of amortized cost or net realizable value. The Group assessed
their recoverability by referring to a number of factors. Should any
issues have arisen which would have impinged on the ability of
certain debtors to meet their financial obligations, the Diirr Group
posted a specific valuation allowance to write down the net asset to
the recoverable amount that could be reasonably expected. Impair-
ments were recognized using valuation allowances. Receivables and
non-derivative financial assets were derecognized as soon as they
became uncollectible.

Item in the statement of financial position

Measurement method

Financial assets (category)

Loans and receivables

(Amortized) cost

held to maturity

(Amortized) cost (applying the effective interest method)

available for sale

(Amortized) cost/at fair value recognized through other comprehensive income

held for trading

At fair value recognized through profit or loss

Trade receivables

(Amortized) cost

Sundry financial assets

(Amortized) cost

Cash and cash equivalents

Nominal value
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Management made an estimate to evaluate whether separate
accounts receivable were overdue or in default. For all other debtors,
the Group recorded bad debt allowances on a portfolio basis for all
receivables and non-derivative financial instruments depending
on the days past due, the current business environment and past
experience. A central monitoring and local collection manage-
ment system countered the risk of bad debts. This system included
regular credit ratings, the conclusion of credit insurance policies

and - particularly in the export business - issuing letters of credit.

Derivative financial instruments and hedge accounting
The Diirr Group uses derivative financial instruments such as
forward exchange contracts in order to hedge against currency
risks. For accounting of hedges, the Diirr Group continues to apply
the regulations of IAS 39 “Financial Instruments: Recognition and
Measurement”.

Derivative financial instruments are measured at fair value on
initial recognition and in subsequent periods. Recognition of these
changes - whether in profit or loss or in other comprehensive income
(hedge reserve) - depends on whether the derivative financial instru-
ment is part of an effective hedge in accordance with IAS 39. Changes
in fair value are recognized in profit or loss unless the special criteria
of IAS 39 for hedge accounting are satisfied.

Depending on the nature of the hedged item, hedging instruments
are designated as follows:

* Fair value hedges when hedging the exposure to changes in the
fair value of arecognized asset, liability, unrecognized firm com-
mitment or an identifiable part of such assets, liabilities or firm

commitment which could affect profit or loss.
= Cash flow hedges if they hedge exposure to variability in cash

flows that is attributable to a recognized asset or liability or a
forecast transaction and could affect profit or loss; or
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= Hedges of a net investment in a foreign operation, which are
treated like cash flow hedges. They are treated in the same
manner as cash flow hedges.

Fair value hedge accounting

In the case of fair value hedges, the carrying amount of a hedged
item is adjusted in profit or loss by the profit or loss that is attrib-
utable to the hedged exposure. In addition, the derivative financial
instrument is remeasured at its fair value. Gains or losses arising as
aresult are also recognized in profit or loss. In a perfect hedge, the
fluctuation in fair value recognized in profit or loss for the hedged
item practically offsets that of the hedging instrument. For fair
value hedges which relate to hedged items carried at amortized cost,
the adjustments of the carrying amount are released to profit or
loss over their term until maturity. Every adjustment of the carry-
ing amount of a hedged financial instrument is released to profit or
loss using the effective interest method. The amount can be released
as soon as an adjustment is made. It is released at the latest when
the hedged item ceases to be adjusted for the changes in fair value
that are attributable to the hedged exposure. If the hedged item is
derecognized, the unamortized fair value is recognized immediately

in the statement of income.

If an unrecognized firm commitment is designated as a hedged
item, the subsequent accumulated change in its fair value that is
attributable to the hedged risk is recognized as an asset or liability
in the profit or loss of the period. The changes in fair value of the
hedging instrument are also recognized in the profit or loss of the
period. However, this does not apply if foreign exchange exposure is
hedged, as that is treated as a cash flow hedge. Hedge accounting is
discontinued when the hedging instrument is settled prematurely

or matures or no longer qualifies for hedge accounting.

Cash flow hedge accounting

In the case of cash flow hedges, the effective portion of the gain or
loss on a hedging instrument is recognized directly in equity. The
ineffective portion is recognized in profit or loss. Amounts that are
recognized directly in equity are reclassified to profit or loss in the
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period in which the hedged item affects the net profit or loss for the
period. Where the hedged item is the cost of a non-financial asset or
non-financial liability, the amounts taken to equity are transferred
to the initial carrying amount of the non-financial asset or non-
financial liability. If the forecast transaction is no longer expected
to occur, any amounts previously taken to equity are reclassified to
the net profit or loss for the period. When the hedge is settled pre-
maturely or matures, the amounts previously disclosed remain a
separate item in equity until the forecast transaction occurs. The
same applies if the hedging instrument is exercised without replace-
ment or rollover, or if the criteria for cash flow hedge accounting are
no longer in place. If the forecast transaction is no longer expected
to occur, the amount is recognized in profit or loss. Further expla-
nations on derivative financial instruments are given in — note 42.

Other financial assets

Other financial assets include non-current investments in equity
instruments. Other investments include shares in entities that are
classified as at fair value through profit or loss or through other
comprehensive income. Also included are non-consolidated enti-
ties that are included in the consolidated financial statements at
cost on grounds of immateriality.

Inventories

Inventories of materials and supplies, work in process from small
series production and finished goods and merchandise are recog-
nized at the lower of cost or net realizable value at the end of the
reporting period. As a rule, an average value is used. Write-downs
are recorded for obsolete and slow-moving inventories.

Costs of conversion comprise direct materials costs, direct labor
costs as well as an appropriate portion of production-related over-
heads and depreciation. The overhead markups are determined
on the basis of average capacity utilization. Borrowing costs are
included, provided that they relate to qualifying assets.

Contract assets

For the Diirr Group, contract assets represent a legal claim to con-
sideration in exchange for goods or services that are subject to con-
ditions other than the simple term of payment. To the extent that
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costs have been incurred on contracts, but the amounts cannot yet
be billed under the terms of the contracts as the payment claim is
still conditional, they are reported as contract assets together with
the corresponding estimated earnings. The contract assets contain
directly allocable contract costs as well as, to an appropriate degree,
production-related overheads and estimated earnings that can be
derived from the agreed transaction price. In order to adequately
portray the credit risk of the respective customer, a corresponding
risk provision is recognized in accordance with IFRS 9. The risk
provision is determined using the same methods as for trade
receivables.

Trade receivables and other non-derivative

financial assets

Receivables and other non-derivative financial assets constitute a
contractual right to receive cash or another financial asset at a point
of time in the future.

Receivables and non-derivative financial assets are carried at the
lower of amortized cost or net realizable value. To determine the
impairment the Group assesses the recoverability of the financial
assets by referring to a number of factors. For this purpose, credit

risks are segmented using common credit risk characteristics.

A central monitoring and local collection management system
counters the risk of bad debts. This system includes regular credit
ratings, the conclusion of credit insurance policies and - partic-
ularly in the export business - issuing letters of credit. Further
information on impairment can be found in the section on the
impairment of financial assets.

Other assets
Other assets comprise capitalized assets that cannot be allocated to
any other category.

Costs of obtaining a contract that have arisen in connection with
customer contracts are recognized at the amount incurred under
other assets. Usually, the contractually agreed commission is a per-
centage of the contract value. This is only based on judgment to a
small degree. Only in some cases is the amount of the commission
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variable and depends on the estimated gross margin of the contract.
The costs of obtaining a contract are generally amortized in line
with the percentage of completion of the underlying goods and
services. For customer contracts that are invoiced when control
is transferred, this occurs when the costs of obtaining a contract
are written off entirely. Impairment losses on recognized costs
of obtaining a contract are posted immediately to profit or loss if
the residual carrying amount of the capitalized costs of obtaining
a contract are higher than the remaining portion of consideration
less costs that are directly in connection with delivering the goods
or rendering the services and were not yet expensed.

Cash and cash equivalents

Cash and cash equivalents include cash, demand deposits and other
short-term, highly liquid financial assets with an original term to
maturity of less than three months. They are recognized at nominal
value less risk provisioning. The risk provision is formed on the
basis of current market data and internal risk assessments. Further
information on risk provisioning can be found in the section on the

impairment of financial assets.

Non-current assets held for sale and disposal groups
Non-current assets held for sale and disposal groups relate to fixed
assets or current and non-current assets that can be sold in their
present condition and whose sale is highly probable. The disposal
group also relates to liabilities that are directly connected to the
assets. Their carrying amounts must mainly be recovered through
a sale transaction rather than through continuing use.

Non-current assets held for sale and disposal groups are recognized
as a separate item in the statement of financial position under
current assets. The sale must be expected to qualify within one year

from the date of classification.

Pursuant to IFRS 5 “Non-current assets held for sale and discontin-
ued operations”, anon-current asset, provided that it is classified as
held for sale or belongs to a disposal group classified as held for sale,
is not depreciated but instead recognized at fair value less costs to
sell, if the fair value is lower than the carrying amount.
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Other comprehensive income

This item presents changes in equity, including the deferred taxes
thereon, other than those arising from capital transactions with
owners (e.g., capital increases or distributions). These include
exchange differences, accumulated actuarial gains and losses from
the remeasurement of post-employment benefits and similar
obligations as well as unrealized gains and losses from the measure-
ment of financial assets and derivative financial instruments (cash

flow hedges) measured at fair value.

Borrowing costs
Borrowing costs include interest and similar expenses, other
finance costs and the cost of liabilities.

Pursuant to IFRS 9 “Financial Instruments”, borrowing costs
incurred in connection with the issue of the bond and bonded loan
are deducted on the liabilities’ side of the consolidated statement of
financial position. Calculated using the effective interest method,
borrowing costs are amortized over the term of the bond and the

bonded loan.

Post-employment benefits

The Group’s post-employment benefits include defined contri-
bution plans and defined benefit plans. The defined benefit plans
guarantee the beneficiary a monthly old-age pension or non-
recurring payment upon leaving the company. These benefit plans
are funded by the entities as well as by the employees.

In accordance with IAS 19 “Employee Benefits”, provisions for
post-employment benefits are measured using the projected unit
credit method. For this purpose, the future obligations are mea-
sured on the basis of the pro rata employee benefit obligations at
the end of the reporting period. Provisions for post-employment
benefit obligations are calculated taking into account development
assumptions (e.g. relating to salary trends or pension increases) for
those factors which affect the benefit amount.

Defined benefit cost is divided into service cost and net interest,
which are recognized in profit or loss, and remeasurements, which
are recognized directly in equity after deducting deferred taxes.
Pursuant to the criteria of IAS 19, provisions for post-employment
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benefit obligations covered by assets held by a long-term benefit
fund or by qualifying insurance policies are offset against the related
plan assets, taking account of the asset ceiling. In addition to quali-
fying insurance policies, assets of an external insurance company
or a fund are recognized as plan assets under IAS 19 if these assets
can be used exclusively to pay or fund employee benefits and are
protected from potential creditors.

Other provisions

Other provisions are recorded pursuant to IAS 37 “Provisions,
Contingent Liabilities and Contingent Assets” if the obligation to a
third party results from a past event which is expected to lead to an
outflow of economic benefits and can be reliably determined. These
are uncertain liabilities recognized on the basis of a best estimate
of the amount needed to settle the obligations. If the amount of the
provision can only be determined within a range, the most probable
figure is used. If there is no difference in the level of probability,
the weighted average is taken. Provisions with a remaining term of
more than one year are discounted at market interest rates which

reflect the risk and period until the obligation is settled.

Contract liabilities

Contract liabilities constitute an obligation to the customer when
progress billings issued and payments received from customers
are collected or fall due before the promised service is rendered.
Contract liabilities from progress billings issued and payments
received from customers are offset against the services as soon as
they are rendered. If a contract contains several separate perfor-
mance obligations, only one contract asset or contract liability from
this contract is nevertheless determined on a net basis.

Liabilities

Trade payables and other non-derivative financial liabilities are
recorded at amortized cost. Remaining other liabilities are recorded
at the settlement amount. Liabilities that do not lead to an outflow
of resources in the following year are discounted at market interest
rates as of the end of the reporting period.

Liabilities for restructuring are recognized to the extent that a
detailed formal plan has been prepared and communicated to the
parties concerned. At the inception of the lease, liabilities from
finance leases are carried at the lower of fair value of the leased asset
or the present value of the minimum lease payments (please refer to

the explanations on leases).
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Deferred taxes

Deferred taxes are accounted for using the balance sheet liability
method according to IAS 12 “Income Taxes”. This involves creating
deferred tax items for all temporary accounting and measurement
differences between the carrying amounts for IFRS purposes and
the tax bases of the assets and liabilities. They are not created if
the taxable temporary difference arises from goodwill or the initial
recognition of other assets and liabilities in a transaction (that is
not abusiness combination) which affects neither the IFRS account-
ing profit nor the taxable profit or loss. A deferred tax asset is
recognized for all taxable temporary differences arising from invest-
ments in subsidiaries or associates, and interests in joint ventures,
unless the parent can control the reversal of the temporary differ-
ence and the temporary difference will probably not reverse in the
foreseeable future. Further, deferred tax assets for future economic
benefits from unused tax losses and unused tax credits are taken
into account if it is highly probable that they will be used.

Deferred taxes are measured taking into account the respective
local income tax rates which are expected to apply in the individual
countries at the time of realization based on tax laws that have been
enacted or substantively enacted. Deferred tax assets are reversed
if it is more probable that the tax benefit will be forfeited than that
it will be utilized.

Deferred tax assets and deferred tax liabilities are netted if, and
only if, the entity has a legally enforceable right to offset current
tax assets against current tax liabilities and the deferred tax assets
and liabilities relate to income taxes levied on the same taxable
entity by the same taxation authority. Deferred taxes are recorded
as tax income or expense in the statement of income unless they
relate to items recorded in other comprehensive income; in this
case, the deferred taxes are also recorded in other comprehensive
income. Deferred tax assets from temporary differences in excess
of deferred tax liabilities are only recognized to the extent that they
can be utilized against future taxable profits.

Share-based payment

The share-based payment transactions pursuant to IFRS 2 “Share-
based Payment” cover remuneration systems that are settled
in cash. For the measurement, the Diirr Group calculates the fair
value of the share-based payment transactions upon initial recog-
nition, at each reporting date and on the settlement date. The fair

value is accumulated over the period in profit or loss until they are
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settled and recognized in remaining other liabilities. Changes in
fair value are recognized in personnel expenses in the statement
of income.

Contingent liabilities

Contingent liabilities are possible obligations that arise from past
events and whose existence will be confirmed only by the occur-
rence or non-occurrence of one or more uncertain future events
not wholly within the control of the entity. Contingent liabilities
can arise from a present obligation that results from past events but
is not recognized because:

* it is not probable that an outflow of resources embodying eco-
nomic benefits will be required to settle this obligation or

» the amount of the obligation cannot be measured with sufficient
reliability.

A contingent liability is not disclosed if the possibility of an outflow
of resources embodying economic benefits is remote; otherwise,
information is provided in the notes to the financial statements.
Contingent liabilities assumed in a business combination are
recognized at the acquisition date even if it is not probable that an
outflow of resources embodying economic benefits will be required
to settle the obligation.

Use of assumptions and estimates

The preparation of the consolidated financial statements pursuant
to IFRSs requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and dis-
closure of contingent liabilities at the end of the reporting period
and the reported amounts of revenues and expenses during the

reporting period. Actual figures may diverge from these estimates.

The key assumptions concerning the future and other key sources of
estimation uncertainty at the end of the reporting period that risk
causing a material adjustment to the carrying amounts of assets and
liabilities within the next reporting period are discussed below.

Significant accounting judgments when applying IFRS 15
Determining the transaction price

The transaction price is the amount of the consideration the
Diirr Group expects to receive from its customers in exchange for

transferring goods or rendering services. The transaction price of
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the individual performance obligations is determined using their
stand-alone selling prices. The Group breaks down the transaction
price agreed in the contract in proportion to the stand-alone selling
prices. Variable consideration is only taken into account where it
is highly probably that it will not result in a significant decrease in
realized sales revenues until there is no longer any uncertainty in
connection with the variable consideration. When determining the
transaction price, it must therefore be assessed whether the con-
tractual arrangements provide for variable consideration. The
Diirr Group has variable consideration in the form of discounts
and rebate arrangements. Either the expected value method or the
most likely amount method is used when estimating the variable
consideration. The method used is the one with which the Group
can provide the most reliable estimate of the consideration. The
Group came to the conclusion that the most likely amount method
is the most suitable method for estimating variable consideration.
If it is assumed that a rebate will be granted upon concluding the
contract, the transaction price is adjusted to the most likely amount.
The same applies if it is expected upon concluding the contract
that the customer will claim the discount. The most likely amount
is calculated as the single most likely amount in a range of possi-
ble considerations. In determining the transaction price, the time
value of money also needs to be considered if the timing of pay-
ments agreed to by the parties to the contract provides the cus-
tomer (payment after receipt of goods or services) or the entity
(payment before transfer of goods or services) with a significant
benefit of financing the transfer of goods or services to the customer.
In those cases where it is assumed upon initiating the contract that
the period between customer payments and transfer of control over
the asset is less than one year, the Group has decided to make use of
the simplification rule not to adjust the transaction price for signifi-

cant financing components.

Determining the stage of completion

The majority of orders in the Diirr Group are accounted for
using the percentage of completion method and sales revenues
are recorded over time in accordance with the criteria of IFRS 15.
A precise assessment of the degree of completion is essential for
determining the percentage of completion using the PoC method.
The key estimation parameters include total contract revenues and
contract costs, the remaining costs of completion and the contract
risks. These estimates are reviewed and adjusted regularly.
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As the PoC method and the ZP method are based on estimates,
estimates of the expenses required for completion may have to be
adjusted subsequently due to the uncertainties prevailing in this
respect. Such adjustments to costs and income are recognized in
the period in which the adjustments are determined. Provisions for
onerous contracts are recognized at contract level and taken into
account in the period in which the losses are identified; they are

recognized as provisions pursuant to the requirements of IAS 37.

Contract amendments

Revenue recognition from the production and delivery of plant and
machinery also takes into account amounts that the Group seeks to
collect from customers or others for errors or changes in contract
specifications or design, contract change orders in dispute or not
yet negotiated as to both scope and price, or other customer-related
causes of unanticipated additional contract costs, claims and
pending change orders. These are carried at the estimated amount
provided their realization is highly probable and they can be reliably
estimated. Pending change orders involve the use of estimates.
Therefore, it is possible that adjustments to the estimated recov-
erable amounts of recorded pending change orders will be made in

the future.

Other accounting judgements

Impairment of goodwill

The Group tests goodwill for impairment at least once a year. This
requires an estimation of the value in use of the cash-generating
units to which the goodwill is allocated. To do this, management
is required to make an estimate of the expected future cash flows
from the cash-generating units. The Diirr Group uses a planning
horizon of four years. In addition, it is necessary to choose a suitable
discount rate in order to calculate the present value of these cash

flows. Please refer to — note 18 for further details.

Impairment of financial assets

During the recognition and measurement of financial assets, esti-
mates and assumptions regarding the creditworthiness of debtors
are necessary. Under the expected credit loss model, the mea-
surement of impairment for financial assets is subject to various
assumptions and uncertainties. In particular, estimates are to be
made about expected payment defaults, incoming payments and
the collateral available. Please refer to — note 42 for further details.
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Income taxes

The Diirr Group operates in a large number of countries and is con-
sequently subject to different tax jurisdictions. The anticipated
current and deferred income taxes have to be determined for each
taxable entity. Deferred tax assets are recognized to the extent that
they are likely to be used. The probability of their being used in the
future is assessed taking into account various factors, such as future
taxable profit in the planning periods, effects on earnings from the
reversal of temporary differences, tax strategies and profit actually
generated in the past. The Group uses a planning horizon of four
years. Management reviews the deferred tax assets for impairment
at the end of each reporting period. As these reviews are some-
times based on assumptions about the future, the actual values
may diverge from estimates. These are then adjusted in other com-
prehensive income or in profit or loss, depending on how they were
initially recognized. Based on past experience and the expected
future income, the Diirr Group assumes that the corresponding
benefits will be realized from the deferred tax assets. Deferred tax
assets and liabilities are measured at the tax rates expected to apply
when the asset is realized or the liability is settled. Please refer to
— note 17 for further details.

Pensions and other post-employment benefit plans

The cost of defined benefit plans is determined using actuarial
calculations. This involves making assumptions about discount
rates, future salary increases, mortality rates and future pension
increases. On October 4, 2018, the Heubeck AG published new
mortality tables (Heubeck 2018 G). These tables are based on the
most recent statistics from statutory pension insurance as well
as the German Federal Statistics Office, and therefore reflect the
most recent developments regarding life expectancy. The new
tables have been applied for the first time when calculating the
defined benefit obligations and the plan assets of the obligations
in Germany as of December 31, 2018. The discount rates used are
based on the market yields of high-quality, fixed-interest cor-
porate bonds. Due to the long-term nature of these plans, such
assumptions are subject to significant uncertainty. Please refer to
— note 28 for further details.
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Development costs

Development costs are capitalized in accordance with the presented
accounting policy. Determining the amounts to be capitalized
requires management to make assumptions regarding the expected
future cash generation of the assets, interest rates to be applied and
the expected period of benefits.

Options in connection with the domination and profit and
loss transfer agreement with HOMAG Group AG

Based on the domination and profit and loss transfer agreement that
came into force in 2015, Diirr Technologies GmbH has the possibility
to issue instructions to the corporate bodies of HOMAG Group AG
and to recognize the entire profit of HOMAG Group AG as well as the
obligation to absorb any losses. In return, the Diirr Group is required
to make a compensation payment pursuant to Sec. 304 AktG
[“Aktiengesetz”: German Stock Corporations Act] of € 1.18 (gross)
per HOMAG share (€ 1.01 (net) after deducting corporate income
tax and solidarity surcharge; before individual tax burden of the
shareholder) for each reporting period as well as a settlement pay-
ment pursuant to Sec. 305 AktG of € 31.56 per HOMAG share. Since
then, Diirr Technologies GmbH has guaranteed a dividend equi-
valent to the compensation payment. The domination and profit
and loss transfer agreement can be terminated for the first time as
of December 31, 2020. For the claims of the minority shareholders
of HOMAG Group AG, the arbitration proceedings initiated by the
shareholders of HOMAG Group AG may in principle lead to adjust-
ments being made to the settlement and compensation payments.
However, as of the reporting date, the Group does not expect any
such adjustments to be made due to the arbitration proceedings.
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On April 30, 2018, Diirr Technologies GmbH acquired another
8.0 % of the shares in HOMAG Group AG. The call option granted
for this purpose was exercised for the shareholder group Schuler/
Klessmann on February 2, 2018. The total purchase price in this
connection amounted to € 34,802 thousand, which reduced sundry
financial liabilities by € 32,756 thousand. Through this transaction
the share of Diirr Technologies GmbH in the subscribed capital of
HOMAG Group AG increased to 63.9 %. For further information on
the recognition of the sundry financial liability for the obligation
to acquire shares as well as to pay the compensation claims in con-
nection with the domination and profit and loss transfer agreement
concluded with HOMAG Group AG, we refer to — note 33.

Share-based payment

The measurement of cash-settled share-based payment trans-
actions is based on the anticipated share price at the end of the
contractual term and earnings ratios over the duration of the pro-
gram. Historical share prices are used to determine the fair value.
The earnings ratios used are based on internal forecasts. The actual
share prices and earnings ratios may deviate from the assumptions

made.

Estimates and assumptions are also required for the recognition
and measurement of contingent liabilities and other provisions;
the same applies to determining the fair value of long-lived items
of property, plant and equipment and intangible assets.
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Notes to the items of the
consolidated financial statements

Notes to the consolidated
statement of income

The disclosures for the 2018 reporting period include the values of
the MEGTEC/Universal entities acquired as of the date of first-time
consolidation October 5, 2018.

8. SALES REVENUES

3.19 — SALES REVENUES

€k 2018 2017
Sales revenues recognized over time
from contracts with customers 2,403,544 2,209,705
Sales revenues recognized at a point in time
from contracts with customers 1,461,910 1,493,065
Sales revenues from lease agreements 4,362 10,416
Total sales revenues 3,869,816 3,713,186
thereof
Sales revenues from services 1,039,036 947,015
Sales revenues with the automotive industry 2,152,839 2,096,447

In the 2018 reporting period, € 612,976 thousand (prior period:
€ 446,310 thousand) was recognized as sales revenues, which had
still been recognized under contract liabilities at the beginning of
the reporting period. In future periods, sales revenues from cur-
rently unsatisfied or partially unsatisfied performance obligations
of € 2,577,164 thousand (prior period: € 2,449,404 thousand) will be
generated, with an estimated € 2,037,030 thousand being recog-
nized as sales revenues in the 2019 reporting period (prior period:
€ 2,052,995 thousand - 2018 reporting period).

In the 2018 reporting period, sales revenues of € 94,049 thousand
(prior period: € 141,838 thousand) had been recognized relating to
performance obligations that had been satisfied or partially satisfied

in past periods.

Further information on the breakdown of sales revenues by division
and region can be found in the reporting in — note 38.
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9. COST OF SALES

3.20 — COST OF SALES

€k 2018 2017
Cost of materials 1,573,003 1,415,581
Personnel expenses 644,624 623,044
Exchange rate gains -55,691 -29,348
Exchange rate losses 54,755 32,595
Amortization and depreciation of

non-current assets 69,705 59,063
Other cost of sales 727,935 755,069
Total cost of sales 3,014,331 2,856,004
Gross margin in % 221 23.1

Of the total amount reported as amortization and depreciation of
non-current assets, an amount of € 9,892 thousand (prior period:
€ 12,662 thousand) is attributable to the amortization and depreci-
ation of capitalized development costs.

10. SELLING EXPENSES

Selling expenses comprise all direct selling costs and overheads.
These generally include all personnel expenses, cost of materials,
amortization and depreciation as well as other costs relating to
sales. In addition, selling expenses include expenses for bad debt
allowances relating to trade receivables and contract assets as
well as amortization and impairment losses on recognized costs of

obtaining a contract.

3.21 — SELLING EXPENSES

€k 2018 2017

Personnel expenses 213,987 211,016

Amortization and depreciation of

non-current assets 6,325 6,637

Write-downs of trade receivables 788 3,235

Additions to and releases of

bad debt allowances on trade receivables

and contract assets 2,328 2,488

Amortization, depreciation and impairment

on costs of obtaining a contract 15,635 12,082

Other selling expenses 75,090 73,434
314,153 308,892
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For further information about bad debt allowances and impair-
ments of trade receivables, please refer to — note 22. For informa-
tion about amortization and impairment losses on costs of obtain-
ing a contract, please refer to — note 25.

11. GENERAL ADMINISTRATIVE EXPENSES

General administrative expenses comprise personnel expenses and
non-personnel expenses of the central administrative functions,
which are not attributable to contract processing, production, sales
or research and development.

3.22 — GENERAL ADMINISTRATIVE EXPENSES

€k 2018 2017

Personnel expenses 111,390 114,434

Amortization and depreciation

of non-current assets 7,272 7,141

Other administrative expenses 59,135 54,615
177,797 176,190

12. RESEARCH AND DEVELOPMENT COSTS

Research and development costs include all the costs of those
activities undertaken to gain new scientific or technical knowledge,
to develop new products or to improve products and manufactur-
ing processes. They comprise both personnel expenses and non-

personnel expenses and are included in profit or loss on the date
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they are incurred. Research and development costs are reduced by
those development expenses that qualify for recognition as assets
pursuant to IAS 38 “Intangible Assets”.

3.23 — RESEARCH AND DEVELOPMENT COSTS

€k 2018 2017

Personnel expenses 77,661 69,118

Amortization and depreciation

of non-current assets 10,067 7,852

Capitalized development costs -14,524 -9,569

Other research and development costs 47,756 49,317
120,960 116,718

13. PERSONNEL EXPENSES

The expense items of the statement of income contain the personnel

expenses according to — table 3.24.

3.24 — PERSONNEL EXPENSES

€k 2018 2017
Wages and salaries 882,642 857,676
Social security contributions 165,020 159,936
Total personnel expenses 1,047,662 1,017,612

thereof post-employment benefits 64,666 60,852
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14. OTHER OPERATING INCOME AND EXPENSES

3.25 — OTHER OPERATING INCOME AND EXPENSES

€k 2018 2017
OTHER OPERATING INCOME
Exchange rate gains 20,812 39,881
Reimbursements from damage claims 3,115 4,903
Reversal of provisions 2,014 607
Government grants 735 1,167
Gains on disposal of non-current assets 616 1,725
Income from the disposal of assets held for sale 61 22,986
Sundry 4,430 6,099
31,783 77,368
OTHER OPERATING EXPENSES
Exchange rate losses 25,325 38,666
Expenses from transaction costs in connection with acquisitions 4,887 756
Expenses for other local taxes 3,969 592
Expenses for litigation 1,532 -
Expenses from additions to provisions 795 573
Expenses for canteens 705 695
Incidental costs for monetary transactions 559 480
Losses on disposal of non-current assets 519 1,216
Sundry 2,566 2,751
40,857 45,729

Apart from the reversal of provisions recognized in prior periods,
part of reimbursements from damage claims as well as the result
of litigation, there are no other material income or expense items
relating to other periods. With regard to income from the disposal
of assets held for sale, we refer to — note 26.

15. INVESTMENT RESULT

Investment result includes earnings from entities accounted for
using the equity method as well as income and expenses from
other investments. Earnings from entities accounted for using
the equity method amounted to € 6,844 thousand (prior period:
€ 3,624 thousand). This contains the share of profit or loss from
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accounting using the equity method and dividends received. Profits
from the sale of goods by consolidated entities to entities accounted
for using the equity method (intragroup profits), which are not
realized by sale to third parties, are eliminated in the profit from
entities accounted for using the equity method in line with their
interest. Profit or loss from other investments includes income from
distributions, the measurement of investments and options asso-
ciated therewith as well as currency effects from hedging dividend
payments.
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16. NET INTEREST

3.26 — NET INTEREST

€k 2018 2017
Interest and similar income 6,570 6,091
Interest and similar expenses -27,508 -27,664
thereof
Nominal interest expenses on the corporate bond -8,625 -8,625
Interest expenses on the bonded loan -4,451 -4,340
Interest expenses arising from subsequent accounting of the domination and
profit and loss transfer agreement concluded with HOMAG Group AG -5,710 -6,503
Amortization of transaction costs, premium from a bond issue and a bonded loan -672 -655
Interest expenses from finance leases -225 -278
Net interest expenses from the measurement of defined benefit plans -862 -813
Other interest expenses -6,963 -6,450
Net interest -20,938 -21,573

17. INCOME TAXES

The income taxes relate to the German corporate income tax includ-
ing a solidarity surcharge, trade tax on income and comparable taxes
levied at foreign subsidiaries. The current taxes incurred by foreign
subsidiaries are recognized at the tax rates and regulations of the
respective national tax law. In Germany, deferred taxes are calcu-
lated using a tax rate of 28.7 % (prior period: 28.7 %). — table 3.27

—> Table 3.28 shows the reconciliation of theoretical income tax
expense to the total income tax expense reported. For the 2018
reporting period, German corporate income tax law provided for a
statutory tax rate of 15.0 % (prior period: 15.0 %) plus the solidarity
surcharge of 5.5 % (prior period: 5.5 %). The average trade tax burden
amounted to 12.9 % for the 2018 reporting period (prior period:
12.9 %). This means that the reconciliation is based on an overall
tax rate in Germany of 28.7 % (prior period: 28.7 %). For the foreign
entities, the respective country-specific income tax rates range from
8.75% to 35.0 % (prior period: 8.75 % to 39.1%).

Pursuant to IAS 12 “Income Taxes”, a deferred tax asset should be
recognized on unused tax losses and other deductible temporary
differences only to the extent that it is probable that future taxable
profit will be available against which the unused tax losses can
be offset. In calculating the possibilities for utilizing tax losses,
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the Diirr Group uses a four-year planning horizon and takes into
account the minimum taxation rule applicable in certain countries.
Losses arising in Germany from the period prior to the tax group
are not recognized.

In the prior period, tax-free income included an amount of
€ 5,173 thousand, which was attributable to the sale of the Cleaning
and Surface Processing business activity (Diirr Euroclean Group).

In sum, unused interest and tax losses amounted to € 181,355 thou-
sand (prior period: € 179,133 thousand) as of December 31, 2018.
Unused interest and tax losses for which no deferred tax assets were
recognized came to € 148,488 thousand (prior period: € 127,441 thou-
sand) and primarily exist in Germany, France, Poland and Brazil.
In Germany, unused trade tax losses for which no deferred taxes
were recognized amount to € 57,920 thousand (prior period:
€ 51,750 thousand). The unused trade tax losses can currently be
carried forward for an indefinite period of time. Of the unused
interest and tax losses not recognized, amounts of € 9,454 thousand
expire within the next ten years (prior period: € 2,064 thousand). At
present, the remaining unused tax losses do not lapse.

Other deductible temporary differences of € 5,601 thousand were not
recognized as of December 31, 2018 (prior period: € 9,277 thousand).
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3.27 — COMPOSITION OF THE INCOME TAX EXPENSE

€k 2018 2017
CURRENT INCOME TAXES

Income tax expense - Germany 27,265 33,403
Income tax expense - other countries 42,691 58,967
Adjustment for prior periods -745 -4,168
Total current taxes 69,211 88,202
DEFERRED TAXES

Deferred tax income - Germany -3,842 -5,378
Deferred tax income - other countries -12,255 -12,242
Adjustment for prior periods 3,061 -2,939
Total deferred taxes -13,036 -20,559
Total tax expense 56,175 67,643
3.28 — RECONCILIATION OF THE INCOME TAX EXPENSE

€k 2018 2017
Earnings before income taxes 219,680 267,261
Theoretical income tax expense in Germany of 28.7 % (prior period: 28.7 %) 63,048 76,704
Adjustments of income taxes incurred in prior periods 2,316 -7,136
Non-deductible operating expenses and withholding taxes 15,334 13,329
Foreign tax rate differential -6,767 -6,245
Unrecognized deferred tax assets especially on unused tax losses 942 4,234
Subsequent recognition of deferred taxes on unused tax losses and changes in deferred taxes on impairment losses -2,835 -5,798
Change in tax rates -10,889 -39
Tax-exempt income -4,435 -7,319
Other -539 -87
Total income tax expense of the Diirr Group 56,175 67,643

In the 2018 reporting period, effects recognized in other compre-
hensive income contained € -1,185 thousand from the first-time
application of IFRS 9. Without these effects, the amount would
have been € -545 thousand. In the prior period, effects recognized
in other comprehensive income contained € 642 thousand from the
first-time application of IFRS 15. Without these effects, the amount
would have been € 3,704 thousand.
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Deferred tax assets and deferred tax liabilities are netted if, and
only if, the entity has a legally enforceable right to offset current
tax assets against current tax liabilities and the deferred tax assets
and liabilities relate to income taxes levied by the same taxation
authority on the same taxable entity.
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3.29 — DEFERRED TAX ASSETS AND LIABILITIES

Consolidated statement Consolidated statement
of financial position of income

€k Dec. 31,2018 | Dec. 31,2017 2018 2017
DEFERRED TAX ASSETS
Accounting for intangible assets 3,842 3,203 639 -119
Remeasurement of land, buildings and property, plant and equipment 2,015 1,488 527 -1,211
Bad debt allowances 1,743 1,649 94 509
Interest/currency transactions 4,869 4,976 -107 -2,132
Contract assets/liabilities and inventories 42,235 18,344 23,891 1,112
Other assets and other liabilities 4,468 4,569 -101 731
Post-employment benefits 12,140 11,174 966 -2,360
Provisions not recognized for tax purposes 20,569 22,679 -2,110 10,079
Interest and tax loss carryforwards 8,231 13,164 -4,933 -2,937
Total deferred tax assets 100,112 81,246
Netting -50,219 -45,903
Net deferred tax assets 49,893 35,343
DEFERRED TAX LIABILITIES
Accounting for intangible assets -32,487 -35,998 3,511 4,067
Capitalized development costs -8,926 -9,556 630 651
Tax-deductible impairment of goodwill -13,550 -10,553 -2,997 4,493
Remeasurement of land, buildings and property, plant and equipment -25,479 -23,901 -1,578 2,781
Measurement of shares in subsidiaries -17,026 -14,283 -2,743 879
Contract assets/liabilities and inventories -38,234 -34,649 -3,585 =321
Other assets and other liabilities -6,279 -7,873 2,779 318
Amortization of costs related to bond and bonded loan -187 -255 68 63
Total deferred tax liabilities -142,168 -137,068
Netting 50,219 45,903
Net deferred tax liabilities -91,949 -91,165
Reconciliation effect from first-time consolidation -408 182
Translation effects from deferred tax items 223 712
Effects recognized in other comprehensive income -1,730 3,062
Deferred tax income 13,036 20,559
' relates to the effect recognized in profit or loss adjusted by € 1,185 thousand due to IFRS 9
The income taxes and withholding taxes on distributable profits differences in connection with shares in subsidiaries and associ-
from subsidiaries are reported under deferred tax liabilities if it can ates of € 443,628 thousand (prior period: € 276,141 thousand). Diirr
be assumed that these profits will be subject to the corresponding assumes that no reserves will be distributed to the respective parent
taxation, or if there is a plan not to reinvest these profits perma- in the tax group while the consolidated tax group is in place.

nently. No deferred tax liabilities were recognized on temporary
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Notes to the consolidated state-
ment of financial position: assets

18. INTANGIBLE ASSETS AND PROPERTY,
PLANT AND EQUIPMENT

Details regarding the changes in the Group’s intangible assets and
property, plant and equipment are presented in the statement of

changes in non-current assets in — note 44.
Amortization, depreciation and impairment

Amortization, depreciation and impairment is shown in the state-
ment of income in the cost of sales and functional costs.

3.30 — AMORTIZATION AND DEPRECIATION

In connection with the strategic realignment of the environmental
technology business, the Diirr Group discontinued its business with
micro gas turbines. This resulted in an impairment loss on capital-
ized development costs of € 10,421 thousand.

Intangible assets

In addition to goodwill, intangible assets with an indefinite useful
life also include brand names of € 50,731 thousand (prior period:
€ 50,733 thousand). The Diirr Group intends to continue using these
brand names in the future.

In the prior period, prepayments for intangible assets mainly con-
tained current capital expenditure on software products for large-
scale IT projects of the HOMAG Group.

2018 2017
Property, Total amorti- Property, Total amorti-
Intangible plant and zation and Intangible plant and zation and
€k assets equipment depreciation assets equipment depreciation
Cost of sales -29,332 -29,952 -59,284 -29,421 -27,442 -56,863
Selling expenses -1,806 -4,519 -6,325 -1,850 -4,787 -6,637
General administrative expenses -1,087 -6,185 -7,272 -1,390 -5,455 -6,845
Research and development costs -3,162 -6,543 -9,705 -2,959 -4,893 -7,852
Other operating expenses - - - - -2 -2
-35,387 -47,199 -82,586 -35,620 -42,579 -78,199
3.31 — IMPAIRMENT LOSSES
2018 2017
Property, Total Property, Total
Intangible plant and impairment Intangible plant and impairment
€k assets equipment losses assets equipment losses
Cost of sales -10,421 - -10,421 -1,449 -751 -2,200
General administrative expenses - - - -34 -262 -296
Research and development costs -249 -113 -362 - - -
-10,670 -113 -10,783 -1,483 -1,013 -2,496
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Impairment test for goodwill

The goodwill acquired from business combinations is allocated to
the cash-generating units for impairment testing. The Diirr Group
has defined the divisions or business activities within its divisions
as cash-generating units. These are Paint and Final Assembly
Systems, Application Technology, Clean Technology Systems,
Balancing and Assembly Products, and Woodworking Machinery
and Systems. The calculation model is used in exactly the same way
for all cash-generating units as the main parameters apply equally
to all business activities.

The recoverable amount of the cash-generating units is determined
based on the value in use. The value in use of each of the business
activities exceeded the net assets assigned to it. The calculation is
based on cash flow forecasts for a planning period of four years.
The pre-tax discount rate for the cash flow forecast ranged from
10.80 % to0 13.65 % in the 2018 reporting period (prior period: 9.17 %
t0 13.37 %). Cash flows after the four-year period are extrapolated
using a growth rate of 1.0 % (prior period: 1.0 %) based on the long-

term growth rate of the business activities.

The Diirr Group tests goodwill for impairment at the end of each
reporting period.

Planned gross profit margins

The planned gross profit margins are determined in the bottom-up
planning of the Group’s entities and business activities. They are
based on the figures determined in the previous reporting periods
taking anticipated price and cost developments as well as efficiency

increases into account.

Cost of capital (discount rate)

The cost of capital is the weighted average cost of debt and equity
before taxes. When calculating the cost of equity, a beta factor is
taken into account, which is derived from capital market data and
the capital structure of the Diirr Group’s benchmark companies.
Borrowing costs are based on a base interest rate for government
bonds and a mark-up derived from the credit rating of benchmark
companies.
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Increase in the price of raw materials

Future increases in the price of upstream products and raw mate-
rials needed in the Group are primarily derived from the expected
increase in the prices of those commodities needed to manufacture
the goods or materials. These, in turn, are determined from the
forecast price indices of the countries from which the upstream
products and raw materials are procured by the respective Group

entities.

Increase in wage and salary costs

In the four-year plan, the German subsidiaries have assumed
annual average salary increases of 2.9 % p.a. from 2019 onwards
(prior period: 2.7 % p.a.). The foreign subsidiaries have all used the
applicable local rate of increase for the respective planning period.

Sensitivity analysis of goodwill

Independent of the current economic situation and the expecta-
tions for the future, the Diirr Group conducted sensitivity analyses
of the recoverability of the goodwill carried in its activities. The

impact of the following scenarios was examined:

» Decrease 0f 10 % in EBIT in all years within the planning horizon
beginning in 2019 (in comparison to the figures projected in the
approved business plans)

= Increase of 0.5 percentage points in the discount rate

= Decrease in the growth rate for the terminal value to 0.75 %

The sensitivity analyses revealed that, from today’s perspective, no
impairment loss needed to be recognized on goodwill in any of the

business activities even under these assumptions.

Development of goodwill
—> Table 3.32 shows the development of goodwill, broken down by
division and business activity.

Goodwill of € 49,129 thousand is attributable to the acquisition of
MEGTEC and Universal companies in the 2018 reporting period,
of € 105,719 thousand is attributable to the acquisition of the
HOMAG Group in 2014 and of € 11,192 thousand to the acquisition or
the iTAC companies in 2015. From historical acquisitions, sales and
restructuring, today € 98,453 thousand is attributable to the acqui-
sition of former Alstom companies and € 93,832 thousand to the

acquisition of the former Schenck Group.
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3.32 — DEVELOPMENT OF GOODWILL

Carrying Carrying Carrying

amount as of Exchange amount as of Exchange amount as of

€k Jan. 1, 2017 difference Additions Dec. 31, 2017 difference Additions | Dec. 31,2018
Paint and Final Assembly Systems 107,980 -1,964 - 106,016 434 - 106,450
Application Technology 67,040 =611 - 66,429 24 - 66,453
Clean Technology Systems 17,230 -817 - 16,413 63 49,129 65,605
Balancing and Assembly Products 102,997 -1,356 160 101,801 456 - 102,257
Measuring and Process Systems 102,997 -1,356 160 101,801 456 - 102,257
Woodworking Machinery and Systems 106,353 -461 - 105,892 160 - 106,052
Diirr Group 401,600 -5,209 160 396,551 1,137 49,129 446,817

The change in goodwill from additions in the 2018 reporting period
is explained below.

Acquisitions

MEGTEC/Universal

On October 5, 2018, Diirr AG acquired via its subsidiary Diirr Inc.
100 % of the shares in the companies Babcock & Wilcox Universal
Inc., Babcock & Wilcox MEGTEC Holdings Inc. and Babcock &
Wilcox MEGTEC LLC, with registered offices in Stoughton/De Pere,
Wisconsin, USA, and their subsidiaries.

MEGTEC, the larger of the two acquired business activities, offers
waste air purification plants and drying systems as well as coating
machines for the production of electrodes for lithium-ion batteries.
Universal is a leading provider of acoustic solutions specializing in
noise and emission filtration systems. With the acquisition, the
environmental technology division Clean Technology Systems
has reached the critical size needed to be able to successfully and
sustainably act on the global market.

First-time consolidation of MEGTEC/Universal was performed pur-
suant to IFRS 3 “Business Combinations” using the full goodwill
method for acquisition accounting purposes. The profit or loss of
the MEGTEC/Universal companies has been included in the consoli-
dated financial statements since the date of first-time consolidation.
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The purchase price allocation is still provisional with regard to the
amount of the purchase price, as individual parameters relevant
for the purchase price have not yet been set. However, the purchase
price is not expected to undergo any further significant changes.
The goodwill from the first-time consolidation of the acquired
MEGTEC/Universal entities, which is also provisional as a result,
and the acquired net assets are as follows:

3.33 — ACQUISITION MEGTEC/UNIVERSAL: GOODWILL

€k

Provisional purchase price for MEGTEC/Universal 125,340
Fair value of net assets -76,211
Goodwill 49,129

€ 123,487 thousand of the provisional purchase price was settled in
cash. The acquisition-related costs came to € 4,887 thousand in the
2018 reporting period and were recorded as an expense.

Goodwill of € 49,129 thousand contains intangible assets that can-
not be separated such as the specialist knowledge of employees,
expected synergy effects and earnings prospects for MEGTEC/
Universal. € 15,945 thousand of the goodwill is tax deductible. The
goodwill was allocated to Clean Technology Systems.
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The purchase price of the acquired assets and liabilities was
allocated as follows:

3.34 — ACQUISITION MEGTEC/UNIVERSAL:
PURCHASE PRICE ALLOCATION

Carrying Carrying

amount before amount after

€k acquisition Adjustment acquisition
Intangible assets - 31,262 31,262
Property, plant and equipment 21,266 1,047 22,313
Deferred tax assets 750 909 1,659
Inventories and prepayments 17,226 427 17,653
Contract assets 19,149 - 19,149
Receivables and other assets 33,634 - 33,634
Cash and cash equivalents 19,567 - 19,567
Non-current liabilities -5,603 - -5,603
Deferred tax liabilities -750 -501 -1,251
Current liabilities -62,172 - -62,172
Net assets 43,067 33,144 76,211

The carrying amounts after acquisition correspond to fair value as
of the date of first-time consolidation. The gross contractual value
of the acquired receivables and other assets approximates their fair
value. The adjustments mainly relate to intangible assets, where
technological know-how, customer relationships, brand names
and order backlog were recognized in the purchase price alloca-
tion. For property, plant and equipment, real estate was recognized
at market value. Hidden reserves were also uncovered to a lesser
extent under property, plant and equipment and inventories. No
contingent liabilities were identified in the course of the first-time

consolidation.

3.35 — ACQUISITION MEGTEC/UNIVERSAL: HIDDEN RESERVES
IDENTIFIED IN ACQUIRED INTANGIBLE ASSETS

€k Fair value
Technological know-how 5,287
Customer relationships 20,699
Order backlog 3,307
Brand names 1,969

31,262
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The fair value of technological know-how and the brand name was
measured using the relief from royalty method; the fair value of cus-
tomer relationships and the order backlog was measured using the
residual value method.

The earnings contributed by the MEGTEC/Universal entities con-
solidated for the first time from the date of first-time consolidation

until December 31, 2018 break down as follows:

3.36 — EARNINGS CONTRIBUTION MEGTEC/UNIVERSAL
FROM THE DATE OF FIRST-TIME CONSOLIDATION

€k
Sales revenues 47,558
Earnings after income taxes 303

Earnings after income taxes include the effects from the subsequent
measurement of hidden reserves and liabilities in the context of the

purchase price allocation of € -2,184 thousand.
Had the acquired MEGTEC/Universal entities been included in the

consolidated group as of January 1, 2018, the statement of income for
the 2018 reporting period of the Group would have been as follows.

3.37 — PRO FORMA RESULTS DURR GROUP

€k 2018
Sales revenues 4,010,177
Gross profit on sales 886,191
Earnings before investment result,

interest and income taxes 243,087
Profit of the Dirr Group 173,092

Property, plant and equipment

Items of property, plant and equipment are recognized as assets
under construction if costs for own or third-party work have already
been incurred but they had not been completed by the end of the
reporting period. As of December 31, 2018, the majority of assets
under construction related to the erection of a new building at
the Herzebrock location as well as modernization measures at the

Bietigheim-Bissingen location.

The Group did not pledge any self-owned land and buildings as well
as plant and machinery as collateral (prior period: € 469 thousand).
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Land and buildings

In the 2018 reporting period, property of € 15,942 thousand was
acquired as part of the acquisition of MEGTEC/Universal, which
primarily relate to the locations in De Pere and Stoughton,
Wisconsin, USA, as well as San Luis Potosi in Mexico and Shanghai,
PR China. Further investments in property primarily related to the
Schopfloch and Calw locations where new buildings were erected
as well as modernization measures at the Bietigheim-Bissingen

location.

Diirr invested € 28,388 thousand in property in the 2017 report-
ing period. The majority thereof is attributable to the first-time
consolidation of Olivia Grundstiicksverwaltungsgesellschaft
mbH & Co. KG. This is a lease property company with properties
in Bietigheim-Bissingen. The properties with a carrying amount
of € 17,636 thousand were recognized as an addition to land and
buildings. Moreover, further investments were attributable to the
completion of the Diirr Campus in Shanghai region in the PR China
and the acquisition of other properties in the USA.

Investment property

The Diirr Group distinguishes between property that is largely
owner-occupied and property that is mostly let to third parties. A
property is considered to be largely used by third parties if the space
used by the company itself is insignificant. The Diirr Group uses the
cost method to measure such investment property. The properties
concerned are a group of buildings as well as part of the infra-
structure area of Schenck Technologie- und Industriepark GmbH
in Darmstadt, Germany, which are allocated to the Measuring and
Process Systems division.

3.38 — INCOME AND EXPENSES FROM INVESTMENT PROPERTY

changed only slightly on the prior period. The fair value came
to € 35,580 thousand as of December 31, 2018 (prior period:
€ 31,860 thousand) and is allocated to level 3 in the fair value
hierarchy (for more information on the fair-value hierarchy levels,
please see — note 36). An internal calculation prepared on an
annual basis is used to determine the fair value of the investment
properties; no valuer was consulted in determining the values. Fair
value of the property is calculated using capitalized income from the
cash-generating unit based on market rents adjusted by risk mark-
downs customary for the region. A vacancy rate of 5% (prior period:
10 %) and a property yield of 7.5 % (prior period: 7.5 %) was used in
the calculation. The accumulated cost of land and buildings came
to € 43,922 thousand as of December 31, 2017 and € 43,795 thousand
as of December 31, 2018. The accumulated depreciation including
all impairment losses and reversals of impairment losses increased
from € 23,742 thousand as of December 31, 2017 to € 24,592 thousand
as of December 31, 2018.

19. INVESTMENTS IN ENTITIES ACCOUNTED
FOR USING THE EQUITY METHOD AND OTHER
FINANCIAL ASSETS

Significant entities accounted for using the

equity method

Homag China Golden Field Ltd.

The entity Homag China Golden Field Ltd. is based in Hong Kong,
PR China, and is a sales and service company which sells the
products of the HOMAG Group’s manufacturing companies. It is
responsible for ensuring a functioning service organization and for
working the Chinese market.

3.39 — CONDENSED STATEMENT OF FINANCIAL POSITION OF
HOMAG CHINA GOLDEN FIELD LTD.

€k 2018 2017
Rental income in the reporting period 3,631 3,578
. €k Dec. 31,2018 | Dec. 31,2017
Future rental income expected based
on the existing agreements 10,084 12,120 Non-current assets 16,300 13,999
Directly attributable expenditure 1,358 1,231 Current assets 169,840 180,398
Directly attributable expenditure Non-current liabilities 441 456
for vacant property % 72 Current liabilities 135,671 150,570
Equity 50,028 43,371
Buildings are depreciated using the straight-line method of depreci-
& P J 8 b Carrying amount of the investment 15,998 12,578
ation over their useful life ranging between 20 and 50 years. -
Shareholding Diirr Group 25.0% 25.0%

In the 2018 reporting period, the composition of the properties
accounted for pursuant to IAS 40 “Investment Property” was
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3.40 — FURTHER FINANCIAL INFORMATION ON
HOMAG CHINA GOLDEN FIELD LTD.

3.42 — FURTHER FINANCIAL INFORMATION
ON NAGAHAMA SEISAKUSHO LTD.

€k 2018 2017 €k 2018 2017
Sales revenues 255,154 295,435 Sales revenues 38,070 36,193
Earnings after income taxes 12,688 21,098 Earnings after income taxes 4,022 2,486
Cash flow from operating activities -22,952 26,312 Cash flow from operating activities 301 1,222
Cash flow from investing activities -2,930 -2,737 Cash flow from investing activities 965 -78
Cash flow from financing activities -19,170 8,465 Cash flow from financing activities -3,262 -2,084
Dividends received from Dividends received from

Homag China Golden Field Ltd. 2,610 1,054 Nagahama Seisakusho Ltd. 1,777 1,754

As in the prior period, the associate had no material contingent lia-
bilities as of December 31, 2018. At present, there are no significant
restrictions with respect to dividend distributions.

Nagahama Seisakusho Ltd.

The company Nagahama Seisakusho Ltd. has its registered office in
Osaka, Japan, and offers machinery, systems and services in the area
of balancing technology.

3.41 — CONDENSED STATEMENT OF FINANCIAL POSITION
OF NAGAHAMA SEISAKUSHO LTD.

€k Dec. 31,2018 | Dec. 31, 2017
Non-current assets 5,995 5,636
Current assets 51,020 48,658
Non-current liabilities 7,367 7,614
Current liabilities 8,573 7,102
Equity 41,075 39,578
Carrying amount of the investment 19,720 18,194
Shareholding Diirr Group 50.0% 50.0%
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The reporting period of the company ends September 30; it is
included using the equity method on the basis of the figures con-
tained in the financial statements from that date. Significant effects
that occurred between that date and December 31 are considered.

As in the prior period, the associate had no material contingent lia-
bilities as of December 31, 2018. At present, there are no significant
restrictions with respect to dividend distributions.

The carrying amounts of the entities accounted for using the equity
method are influenced by currency effects. For further information
on the consolidated companies, please refer to — notes 3 and 4.

Other financial assets

As of December 31, 2018, other investments primarily included
the investment in ADAMOS GmbH with a carrying amount of
€ 2,000 thousand (prior period: € 2,000 thousand) and in Parker
Engineering Co., Ltd. with a carrying amount of € 7,880 thousand
(prior period: € 1,956 thousand). Measured in accordance with
IFRS 9, the carrying amount of the investment of € 5,924 thousand
was adjusted. Of this, € 6,402 thousand related to the adjustment in
revenue reserves in the opening statement of financial position as
well as an expense of € 478 thousand in the 2018 reporting period.
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20. INVENTORIES AND PREPAYMENTS

3.43 — INVENTORIES AND PREPAYMENTS

€k Dec. 31,2018 | Dec. 31, 2017
Materials and supplies 259,555 207,005
less write-downs -29,382 -25,737
Work in process 124,398 109,816
less write-downs -4,571 -4,407
Finished goods and merchandise 154,590 127,301
less write-downs -12,739 -15,474
Prepayments 43,658 59,269
less write-downs -138 -138
535,371 457,635

Materials and supplies were measured at average cost. On aggregate,
write-downs on inventories increased to € 46,830 thousand (prior
period: € 45,756 thousand) after taking into account exchange dif-
ferences and consumption. The additions to write-downs in the 2018
reporting period of € 8,826 thousand (prior period: € 8,509 thou-
sand) were recognized in profit or loss.

21. CONTRACT ASSETS

3.44 — DEVELOPMENT OF THE VALUATION ALLOWANCES
OF CONTRACT ASSETS

2018 2017
€k Level 2 Level 3
As of January 1 1,365 - -
Exchange difference 7 - -
Additions
newly acquired 1,522 - -
already in the portfolio - - -
Change in risk parameters - - -
Reversal =724 - -
Utilization - - -
Reclassifications - - -
As of December 31 2,170 - -
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The change in the impairment of contract assets with a gross value
of € 480,506 thousand (prior period: € 488,418 thousand) is primarily
attributable to the fact that the composition of customers, the
respective business volume with them and their credit ratings have
changed.

22. TRADE RECEIVABLES

3.45 — CHANGES IN BAD DEBT ALLOWANCES OF
TRADE RECEIVABLES

2018 2017

€k Level 2 Level 3
As of January 1 3,277 14,882 15,088
Changes in the consolidated
group 21 - -
Exchange difference 47 53 -429
Additions

newly acquired 2,406 4,266 6,990

already in the portfolio 454 175 -
Change in risk parameters - - -
Reversal -1,616 -4,155 -4,502
Utilization -5 -359 -1,265
Reclassifications =171 131 -
As of December 31 4,413 14,993 15,882

This change in the bad debt allowance is primarily attributable to a
change in the receivables volume and a change in the composition

of customers as well as their credit ratings.

Receivables of € 788 thousand (prior period: € 3,235 thousand) were
derecognized in the 2018 reporting period; € 364 thousand (prior
period: € 1,265 thousand) thereof had already been impaired in the
past. The remaining € 424 thousand (prior period: € 1,970 thousand)
was derecognized in profit or loss in the 2018 reporting period.
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3.46 — TRADE RECEIVABLES BY MATURITY

Dec. 31, 2018 Dec. 31, 2017

€k Level 2 Level 3 Level 2
Gross value 603,611 18,819 549,226
Not due 430,238 - 421,374
less than 1 month 68,999 - 28,006
between 1 and 3 months 45,916 - 56,011
between 3 and 6 months 32,449 - 20,466
between 6 and 9 months 13,469 - 10,869
between 9 and 12 months 12,540 - 4,576
more than 12 months/level 3 18,819 7,924
Amount of impairment -4,413 -14,993 -15,882
Net carrying amount 599,198 3,826 533,344

In risk level 2, a provision matrix is used to calculate a portfolio-
based valuation allowance. Receivables in risk level 3 were impaired
based on an individual risk assessment. Receivables in impair-
ment level 2 are subject to the risk grade with a low credit risk (not
affected by credit rating), while receivables in impairment level 3
are subject to the risk level with a high credit risk (affected by credit
rating).

23. SUNDRY FINANCIAL ASSETS

3.47 — SUNDRY FINANCIAL ASSETS

Remaining sundry financial assets include receivables from claims
for damages of € 13,706 thousand (prior period: € 12,387 thousand),
balances at suppliers of € 5,880 thousand (prior period: € 3,572 thou-
sand) and receivables from employees totaling € 1,910 thousand
(prior period: € 1,693 thousand).

For sundry financial assets, there is no major indication that the
debtors will not be able to meet their payment obligations. Accord-
ingly, sundry financial assets are primarily allocated to impairment

level 1.

24. CASH AND CASH EQUIVALENTS
—> tables 3.48 and 3.49

The credit risk rating grades are based on internal and external
risk assessments. For cash and cash equivalents, there is no major
indication that the debtors will not be able to meet their payment
obligations. For further information on financial assets, we refer to
—> notes 23 and 36.

Dec. 31, 2018 Dec. 31,2017

€k Total Current Non-current Total Current Non-current
Derivative financial assets 3,691 3,602 89 5,928 5,758 170
Rent deposits and other collateral provided 6,194 3,208 2,986 6,951 4,092 2,859
Time deposits 539 539 - 136,008 136,008 -
Investments in equity instruments measured at fair value
through profit or loss (IFRS 9) 19,507 19,507 - - - -
Financial assets measured at fair value through profit or loss (IFRS 9) 5 5 - - - -
Held-to-Maturity financial assets (IAS 39) - - - 2,996 2,996 -
Held-for-trading financial assets (IAS 39) - - - 19,513 19,513 -
Remaining sundry financial assets 26,798 25,582 1,216 24,110 22,286 1,824

56,734 52,443 4,291 195,506 190,653 4,853
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3.48 — CASH AND CASH EQUIVALENTS COMBINED BY CREDIT RISK RATING GRADE

Dec. 31, 2018
€k Level 1 Level 2 Level 3
Investment grade AAA to A- 449,709 - -
Investment grade BBB+ to BBB- 195,384 - -
Sub-investment grade 11,602 - -
Total non-current 656,695 - -
Risk provision pursuant to IFRS 9 -1,653 - -
Carrying amount 655,042 - -
3.49 — DEVELOPMENT OF VALUATION ALLOWANCES ON CASH AND CASH EQUIVALENTS
2018

€k Level 1 Level 2 Level 3
As of January 1 806 - -
Changes in the consolidated group - - -
Exchange difference -8 - -
Additions

newly acquired 1,179 - -

already in the portfolio - - -
Change in risk parameters - - -
Reversal -324 - -
Utilization - - -
Reclassification - - -
As of December 31 1,653 - -
25. OTHER ASSETS
3.50 — OTHER ASSETS

Dec. 31, 2018 Dec. 31, 2017
€k Total Current Non-current Total Current Non-current
Tax reimbursement claims without income taxes 38,244 37,657 587 45,660 45,296 364
Cost of obtaining a contract 9,462 8,738 724 9,216 8,981 235
Rent, maintenance cost and royalties 7,803 6,273 1,530 8,913 7,160 1,753
Sundry 2,062 1,335 727 107 4 103
57,571 54,003 3,568 63,896 61,441 2,455
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The cost of obtaining a contract included in other assets comprises
sales commissions in connection with customer contracts that
would not have been incurred had the contract not been concluded.

26. ASSETS HELD FOR SALE AND DISPOSALS

Assets sold in the 2018 reporting period

In the course of the sale of the Cleaning and Surface Processing
business activity to the company Shenyang Blue Silver Industry
Automation Equipment Co., Ltd., PR China (SBS), further assets
were subsequently sold as of March 31, 2018 with a carrying amount
of € 571 thousand and sales proceeds of € 634 thousand. These were
allocated to the Measuring and Process Systems division. Diirr does
not currently have any assets and liabilities classified as held for sale.

Assets and liabilities sold in the 2017 reporting period

The company Shenyang Blue Silver Industry Automation Equip-
ment Co., Ltd., PR China (SBS), acquired the business of the Cleaning
and Surface Processing activity (Diirr Ecoclean Group), with effect
from March 31, 2017. The assets and associated liabilities allocated
to the Cleaning and Surface Processing activity were classified as
held for sale and recognized separately in the consolidated state-
ment of financial position of Diirr AG as of December 31, 2016. These
assets and liabilities were allocated to the Measuring and Process
Systems division as of December 31, 2016. In addition to various
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assets and liabilities in the PR China, Mexico and several other
countries, the transaction involved the following companies:

= Diirr Ecoclean GmbH, Filderstadt, Germany,

= Diirr Cleaning France S.A.S., Le Mans, France,

= Diirr Ecoclean spol. s r.o., Oslavany, Czech Republic,

* UCM AG, Rheineck, Switzerland,

= Diirr Ecoclean Inc., Southfield, Michigan, USA,

» Mhitraa Engineering Equipments Private Limited,
Sriperumbudur, India.

The income from the sale amounted to € 22,986 thousand. Under the
sale, the Diirr Group received a net cash settlement of € 108,517 thou-
sand and a 15% investment in the new holding company SBS
Ecoclean GmbH with registered offices in Stuttgart, Germany.
Shenyang Blue Silver Industry Automation Equipment Co. exer-
cised the option to acquire the remaining 15 % of the investment in
SBS Ecoclean GmbH from the Diirr Group. This is recognized under
current financial assets. Until the shares are transferred in full,
the Diirr Group remains the shareholder of SBS Ecoclean GmbH,
Stuttgart.

In the first quarter of 2017, the Cleaning and Surface Processing

business activity contributed € 47,475 thousand to group sales
revenues and € 2,183 thousand to EBIT.
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Notes to the consolidated
statement of financial position:
equity and liabilities

27. EQUITY ATTRIBUTABLE TO SHAREHOLDERS
OF DURR AKTIENGESELLSCHAFT

Subscribed capital (Diirr AG)

As of December 31, 2018, the capital stock of Diirr AG came to
€ 177,157 thousand (prior period: € 88,579 thousand) and was made
up of 69,202,080 no-par value shares (prior period: 34,601,040
shares). On June 22, 2018, bonus shares were issued in a ratio of
1:1 to the existing shareholders in the course of a capital increase
from company funds, during which part of the capital reserve of
€ 88,578 thousand was converted into subscribed capital. Each share
represents € 2.56 of the subscribed capital and is made out to the
bearer. The shares issued were fully paid in.

Authorizations

Authorization for acquisition of sale of

treasury shares (Diirr AG)

The annual general meeting on May 4, 2016 authorized the Board
of Management to purchase no-par value bearer shares once or
several times until May 3, 2021. The purchases, whether for one or
more purposes, may be transacted through the stock exchange or
through a public tender addressed to all shareholders. The number
of shares purchased in this way may not at any time exceed 10 % of
the capital stock. The authorization may not be used for the pur-
pose of trading with treasury shares. In the event of the shares being
purchased through the stock exchange or by public offer, the con-
sideration for the purchase of the shares is not allowed to exceed or
fall below the arithmetic mean of the price in the closing auction
on the XETRA trading system by more than 10 % during the last ten
trading days before the contractual transaction is concluded. If the
acquisition takes place through a public invitation addressed to all
shareholders for the submission of bids, the Company sets a range
of purchase prices per share. The 10 % threshold described above
also applies here. The Board of Management, with the consent of
the Supervisory Board, was also authorized to sell treasury shares
under certain circumstances. In connection with this authorization,
the Board of Management was also granted the option, under
certain circumstances, to exclude the shareholders’ put option and

subscription right.
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Authorized capital (Diirr AG)

The annual general meeting on April 30, 2014 authorized the Board
of Management, subject to the approval of the Supervisory Board,
to increase the capital stock once or several times in exchange for
cash contributions and/or contributions in kind in the period up to
April 29, 2019 by up to € 44,289 thousand by issuing up to 17,300,520
no-par value shares made out to the bearer. The Board of Manage-
ment was also authorized to preclude, subject to the approval of
the Supervisory Board, the subscription right of the shareholders

in certain cases.

Conditional capital (Diirr AG)

The annual general meeting on April 30, 2014 authorized the Board
of Management, subject to the approval of the Supervisory Board,
to issue once or several times until April 29, 2019, bearer or regis-
tered convertible bonds, warrant-linked bonds, participation rights
or income bonds or combinations of these instruments with or
without fixed maturity. For this purpose, the subscribed capital has
been conditionally increased by a maximum of € 88,579 thousand
(prior period: € 44,289 thousand) by issue of up to 34,601,040 (prior
period: € 17,300,520) new no-par value bearer shares. The Board of
Management was also authorized, with the approval of the Super-
visory Board, to preclude the subscription right of shareholders
under certain circumstances and with defined limits.

None of the three authorizations have been exercised to date.

Capital reserve (Diirr AG)

The capital reserve includes share premiums and amounted
to € 67,318 thousand as of December 31, 2018 (prior period:
€ 155,896 thousand). The capital reserve is subject to the restric-
tions on disposal of Sec. 150 AktG.

Revenue reserves

Revenue reserves contain the profits generated in the past by
the entities included in the consolidated financial statements
that have not been distributed. They totaled € 771,468 thousand
as of December 31, 2018 (prior period: € 690,417 thousand). The
change is chiefly owing to the addition of the result for the year,
the recognition and measurement of options allocable to non-
controlling interests and the distribution of the dividend for the
2017 reporting period.

149



CONSOLIDATED FINANCIAL STATEMENTS

Notes to the consolidated financial statements

Restriction on distribution, transfer and withdrawal

in the separate financial statements of Diirr AG

(Sec. 253 (6) HGB and Sec. 285 No. 28 HGB)

Due to the legal regulations on the measurement of provisions in the
separate financial statements of Diirr AG prepared in accordance
with the German commercial law, there are restrictions on distribu-
tion. A difference of € 931 thousand (prior period: € 1,505 thousand)
arises from the recognition of provisions according to the respective
average market interest rate from the past ten reporting periods
and from the recognition of provisions according to the respective
average market interest rate from the past seven reporting periods;
this amount is also subject to a restriction on distribution.

Dividends

In accordance with the AktG, the distribution is measured based
on net retained profit as reported by Diirr AG in its separate finan-
cial statements prepared in accordance with the provisions of
German GAAP. In the 2018 reporting period, Diirr AG distributed a
dividend to its shareholders of € 2.20 per share from the net retained
profit recorded in 2017 (prior period: € 2.10). The total amount dis-
tributed came to € 76,122 thousand (prior period: € 72,662 thou-
sand). Based on the results of operations in the 2018 reporting
period, the Board of Management of Diirr AG will propose to the
Supervisory Board that a dividend of € 1.00 per share be distributed,
corresponding to a total distribution amount of € 69,202 thousand.

3.52 — GEARING RATIO

Effects in equity of changes in the shareholding
without loss of control

3.51 — EFFECTS IN EQUITY FROM INCREASING
SHAREHOLDINGS

€k 2017
Benz GmbH Werkzeugsysteme -15,037
Dirr thermea GmbH -
HOMAG KOREA CO., LTD. -1,466

-16,503

Disclosures on capital management
The primary objective of capital management is to support business
operations, ensure a healthy capital ratio and increase business

value.

The Diirr Group monitors its capital on a monthly basis using a
gearing ratio, which reflects the ratio of net financial debt to equity
and is defined as the ratio of net financial debt to equity and net
financial debt. Pursuant to the Group’s internal policy, the ratio
should not exceed 30 %. At -3.4 % (prior period: —-24.3 %), the ratio
at the end of the 2018 reporting period was significantly lower than
the threshold given because, as was also the case in the prior period,
the Group carried net financial assets rather than net financial debt.

€k Dec. 31,2018 | Dec. 31,2017
Cash and cash equivalents -655,042 -659,911
Time deposits and other short-term securities -544 -139,010
Bond and bonded loan 597,958 597,285
Liabilities to banks 1,002 1,875
Sundry financial liabilities 24,321 23,435
Net financial status -32,305 -176,326
Equity 992,151 900,522
Net financial status -32,305 -176,326
Equity and net financial status 959,846 724,196
Net financial status -32,305 -176,326
Equity and net financial status 959,846 724,196
Gearing ratio =-3.4% -24.3%
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28. PROVISIONS FOR POST-EMPLOYMENT
BENEFIT OBLIGATIONS

The Group’s post-employment benefits include defined contribu-
tion plans and defined benefit plans.

Defined contribution plans

In the case of defined contribution plans, the Diirr Group pays
contributions to state or private insurance institutions. Other
than the subsidiary liability of the employer regarding its company
pension plans, there are no other legal or constructive obligations
for the Diirr Group. A claim from the subsidiary liability is currently
unlikely. The contributions are recognized when they fall due as a
personnel expense within the functional costs.

The post-employment benefits available to the employees of the
German entities of the Diirr Group include a life insurance program
(MetallRente) in line with the respective tariff group, for which the
Group recognized contributions of € 875 thousand (prior period:
€ 916 thousand) as an expense. In addition, the Group paid contri-
butions of € 44,715 thousand (prior period: € 42,955 thousand) to the
German statutory pension scheme, which also constitutes a defined
contribution plan.

The US subsidiaries contribute to external pension funds for trade
union employees. In the 2018 reporting period, pension expenses
for these employees amounted to € 3,795 thousand (prior period:
€ 4,739 thousand). Payments for other defined contribution plans
in other countries, including state pension systems, amounted to
€13,050 thousand (prior period: € 10,852 thousand).

In addition, the US subsidiaries of the Group have a “401(k)”
profit-sharing plan for certain employees. Profit-sharing is based
on the years of service and the employees’ remuneration. The
Diirr Group’s contribution is discretionary and is determined annu-
ally by management. In the 2018 reporting period, expenses came to
€ 2,164 thousand (prior period: € 2,017 thousand).

Defined benefit plans

Pension entitlements have been granted to individual former
members of the Board of Management of Diirr AG and the members
of the management board and general managers of German subsid-

iaries based on their most recent fixed salary and years of service.
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Non-pay-scale employees of the German subsidiaries of the
Diirr Group, including the members of the Board of Management
of Diirr AG, Carl Schenck AG and HOMAG Group AG, are also offered
the possibility to convert employee contributions into a benefit obli-
gation in addition to ongoing employer contributions (pension plan
of the Diirr Group). Under these plans, Diirr employees are entitled
to convert certain parts of their future pay into an entitlement to
future supplementary company benefits. To secure and finance
the resulting obligation, the Diirr Group has taken out employer’s
pension liability insurance for the life of the beneficiaries. The
Diirr Group has the exclusive right to the respective benefits. This
therefore does not represent any significant actuarial or investment
risk for the Diirr Group. The amount of post-employment benefits
equals the benefit paid out under the employer’s pension liability
insurance concluded by the Group, which consists of a guaranteed
pension and the divisible surplus allocated by the insurance com-
pany. The Diirr Group reports the benefit obligation net of assets
from the employer’s pension liability insurance.

At the German entities of the Diirr Group, those employees who
were employed at the Schenck entities at the time of the takeover
were entitled to post-employment benefits. These are based on
years of service. The payments provided for by the pension plans
comprise fixed amounts plus an element that is dependent on years
of service.

A US entity has a pension plan covering all non-union employees
at that subsidiary. This plan was closed in 2003 and the claims for
active members were frozen. The amount of the future pension
benefits is based on the average salaries earned and length of service
before the pension entitlements were frozen in 2003.

A subsidiary in the US has an approximate 37 % share in a multi-
employer plan which is maintained jointly with other non-affiliated
metal-working companies. The defined benefit plan is accounted
for as a defined contribution plan as it is not possible to allocate
the share of obligations and plan assets to the individual member
companies. The beneficiaries of the plan are members of a trade
union. The contributions are calculated on the basis of the number
of production hours worked by members. A temporary shortfall in
capacity utilization as well as lower returns on plan assets meant
there has been a deficit in the past. As of March 31, 2017, unfunded
obligations from the plan amounted to € 7,338 thousand, which the
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Diirr Group would have covered in full in case of default by other
member companies. There was no longer a deficit as of March 31,
2018. For 2018, the Group expects contributions of € 1,154 thousand
(prior period: € 1,102 thousand) to be made to the pension plan.

Moreover, there are plans that provide for payouts when employees

leave the company as well as further minor pension plans.

Post-employment benefit plan participants

and risk management

Provisions for post-employment benefits are recognized for obliga-
tions from future and current post-employment benefits to eligible
current and former employees as well as their surviving dependents.
Pension plans vary according to local legal, tax and economic condi-
tions and are usually based on employees’ years of service as well as
their remuneration. In the 2018 reporting period there were obliga-
tions in place for 3,227 eligible persons (prior period: 2,618), thereof
2,650 active employees (prior period: 2,044), 116 former employees
with vested rights (prior period: 126) as well as 461 retired employees

and surviving dependents (prior period: 448).

Development of defined benefit plans

The defined benefit plans are largely financed via provisions which
have corresponding qualifying plan assets as plan assets that are
offset against the obligations. The plan assets mostly exist in the
form of employer’s pension liability insurance policies pledged to
beneficiaries.

In order to take adequate account of risks associated with post-
employment benefit obligations, the Diirr Group established the
Corporate Pension Committee (CPC) several years ago. This com-
mittee convenes on a quarterly basis and reviews and assesses
all global post-employment benefit plans within the Diirr Group.
Regular participants of the CPC are the Chief Financial Officer of
Diirr AG as well as the heads of the central functional areas Human
Resources, Accounting & Controlling, Treasury and Legal.

Furthermore, to minimize the risk from pension obligations, no
new defined benefit pensions have been granted in Germany for
several years if their value is largely not hedged by external counter-
financing. At the same time, the current pension plans are largely

financed through deferred compensation.

3.53 — CHANGES IN THE PRESENT VALUE OF DEFINED BENEFIT OBLIGATIONS

€k Dec. 31,2018 | Dec. 31,2017
Defined benefit obligation at the beginning of the year 116,739 114,924
Exchange difference 876 -1,837
Current service cost 3,488 3,132
Past service cost 554 -8
Interest expenses 1,638 2,035
Remeasurement of the defined benefit obligation 162 -3,008

thereof actuarial gains and losses from changes in demographic assumptions 750 497

thereof actuarial gains and losses from changes in financial assumptions -872 -2,680

thereof experience adjustments 284 -825
Employer contributions - 7
Employee contributions 1,875 1,912
Benefits paid -5,148 -6,858
Changes in the consolidated group 5,728 6,432
Other -215 8
Defined benefit obligation at the end of the year 125,697 116,739
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3.54 — CHANGE IN PLAN ASSETS

€k Dec. 31,2018 | Dec. 31,2017
Fair value of plan assets at the beginning of the year 68,340 64,213
Exchange difference 459 -1,278
Interest income 839 1,238
Remeasurement of plan assets 5,205 -2,064

thereof actuarial gains and losses from changes in financial assumptions 4,782 -825

thereof experience adjustments 423 -1,239
Employer contributions 3,344 3,146
Employee contributions 1,875 1,911
Benefits paid -2,890 -3,621
Changes in the consolidated group 172 4,813
Other -139 -18
Fair value of plan assets at the end of the year 77,205 68,340
Effect of asset ceiling -1,592 -1,431
Plan assets taking account of the asset ceiling 75,613 66,909
Funded status' 50,084 49,830

3.55 — FUNDED STATUS

€k Dec. 31,2018 | Dec. 31, 2017
Present value of funded obligations 113,832 110,600
Plan assets taking into account the asset ceiling 75,613 66,909
Defined benefit obligation in excess of plan assets 38,219 43,691
Present value of non-funded benefit obligations 11,865 6,139
Funded status’ 50,084 49,830

' Difference between the present value of the defined benefit obligation and the plan assets, taking into account the asset ceiling.

At the end of the reporting period, the fair value of plan assets
breaks down as shown in — table 3.56.

3.56 — COMPOSITION OF PLAN ASSETS

€k Dec. 31,2018 | Dec. 31, 2017
Employer’s pension liability insurance 65,943 57,950
Fixed-interest securities 9,968 8,447
Shares 828 1,513
Real estate 138 M4
Other 328 316

77,205 68,340
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The plan assets of the German entities mainly consist of employer’s
pension liability insurance policies which guarantee the amount.
These employer’s pension liability insurance policies have been
invested mainly in fixed-interest securities. When selecting the
issuers, the factors considered include the individual rating by
international agencies and the equity capitalization of the issuers.
The aim of the investment strategy is long-term capital accumula-
tion on the one hand, and ongoing interest income on the other. This
leads to slightly greater volatility. As part of a balanced approach,
the portfolio mix contains debt and equity securities. The long-
term growth in plan assets should be achieved primarily by means
of fixed-interest securities which will also secure ongoing interest
income. Equity instruments also make up a share of the investment
portfolio.
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With the exception of shares and fixed-interest securities, there
are no listed prices on an active market. Where employer’s pension
liability insurance belongs to plan assets as qualifying insurance
policies and exactly match the benefits, the present value of the
covered obligations applies as their fair value. Otherwise, the fair
value of plan assets is generally calculated on the basis of the market
expectations prevailing on that date.

The expenses for defined benefit plans recognized in profit or loss

comprise the items listed in — table 3.57.

3.57 — SHARE OF EXPENSES FROM DEFINED BENEFIT PLANS
RECOGNIZED IN PROFIT OR LOSS

€k 2018 2017
Current service cost 3,488 3,132
Past service cost 554 -8
Net interest expenses 823 813
Other -268 -269

4,597 3,668

The asset ceiling resulted in a change of € 51 thousand (prior period:
€ -307 thousand) in total comprehensive income. Of this amount,
€ 75 thousand (prior period: € —291 thousand) was recognized
directly in equity and € -24 thousand (prior period: € -16 thousand)
in profit or loss.

The reporting date for the measurement of projected benefit obli-
gations and plan assets is December 31; the measurement date for

defined benefit plans is January 1. In addition to the assumptions

published by Prof. Dr. Klaus Heubeck for the German Group com-
panies, the rates in — table 3.58 were used as a basis for calculating
the defined benefit obligations and the fair value of the plan assets.
The application of the new mortality tables for the German pension
obligations caused the present value of the defined benefit obliga-
tion to increase by € 824 thousand, which was recognized as part of

the remeasurement.

The rate of pension progression, which has a significant impact on
the defined benefit obligations as of the end of the reporting period,
came t0 1.75 % in the 2018 reporting period (prior period: 1.75 %). The
average rates are calculated on the basis of the weighted average of
the defined benefit obligations.

The average duration of the post-employment benefit obligations
as of the end of the 2018 reporting period was 14 years (prior period:
14 years). For the 2019 reporting period, employers are expected to
make contributions of € 3,031 thousand to the plan assets.

— Table 3.59 gives an overview of the payments for defined benefit

plans expected in the coming reporting periods.

Sensitivity analyses

The material actuarial assumptions to determine the post-em-
ployment benefit obligations are the discount rate and, for obliga-
tions in Germany, also the rate of pension progression. By hedging
the significant risks with employer’s pension liability insurance
policies, the longevity risk for the obligations in Germany plays only
aminor role.

—> Table 3.60 shows how the defined benefit obligation is influenced

by potential changes to the respective assumptions using sensitivity

on life expectancy based on the biometric 2018 G mortality tables analyses.
3.58 — AVERAGE RATES USED FOR CALCULATING OBLIGATIONS

2018 2017
% Germany Rest of world Germany  Rest of world
Discount rate 1.70 2.40 1.70 2.12
Long-term salary increases 3.00 2.00 3.00 2.00
3.59 — EXPECTED PAYMENTS FROM THE DEFINED BENEFIT PLANS
€k 2019 2020 2021 2022 2023 2024 to 2028 Total
Expected payments from the defined benefit plans 5311 5513 5,669 5,594 5,485 27,065 54,637
154 ANNUAL REPORT 2018



CONSOLIDATED FINANCIAL STATEMENTS

Notes to the consolidated financial statements

3.60 — SENSITIVITIES - CHANGES IN THE DEFINED
BENEFIT OBLIGATION

€k Dec. 31,2018 | Dec. 31,2017
DISCOUNT RATE

+1 percentage point -10,332 -14,204
-1 percentage point 12,791 17,462
RATE OF PENSION PROGRESSION

+0.25 percentage points 1,994 2,548
-0.25 percentage points -1,910 -2,451

There are dependencies between the actuarial assumptions. The
sensitivity analyses do not take these dependencies into account.

29. OTHER PROVISIONS — table 3.61

The contract-related provisions mainly consist of provisions for

after-sales expenses, warranties and for onerous contracts in the

3.61 — CHANGES IN OTHER PROVISIONS

order backlog. Around 61% (prior period: 50 %) of the contract-
related provisions relate to provisions for warranties and after-
sales expenses. The calculation of the contract-related provisions
is largely based on after-sales expenses that are still expected as
well as on statutory or contractual warranty claims and was per-
formed using past experience and taking current circumstances
into account. The personnel provisions mainly contain obligations
for the phased retirement scheme and provisions for long-service
awards. These provisions are derived from actuarial investigation
procedures. Sundry provisions relate to various identifiable specific
risks and uncertain liabilities for which there is uncertainty as to
the date and future costs and for which the amount can be estimated
reliably.

Those other provisions that are expected to be used within the next
twelve months are classified as current. The payments for non-
current provisions are expected to be incurred within the next two
to five years. — table 3.62

Contract-
related Personnel Sundry
€k provisions provisions provisons
As of January 1, 2018 140,458 22,101 6,833
Changes in the consolidated group 7,289 504 954
Exchange difference 104 " 61
Utilization -58,650 -5,529 -1,131
Reversal -30,330 -1,545 —-472
Additions 57,546 8,542 2,251
Reclassifications 721 - 16
As of December 31, 2018 117,138 24,084 8,512
3.62 — OTHER PROVISIONS - EXPECTED UTILIZATION
Dec. 31, 2018 Dec. 31,2017
€k Total Current Non-current Total Current Non-current
Contract-related provisions 117,138 115,803 1,335 140,458 139,139 1,319
Personnel provisions 24,084 10,019 14,065 22,101 9,750 12,351
Sundry provisions 8,512 4,854 3,658 6,677 2,795 3,882
149,734 130,676 19,058 169,236 151,684 17,552
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30. CONTRACT LIABILITIES

Contract liabilities constitute obligations for the Diirr Group to
transfer goods or services to a customer for which the customer
has already paid or to which Diirr has a claim. This relates to con-
tracts for which customer payments received or due exceed the
project status. Regular progress payments are typically agreed in
the mechanical and plant engineering sector based on the progress
of the project. In most cases a customer payment is already due
before work commences. This results in the customer having to
prefinance the project in the ordinary course of business. During
the project, further payments are invoiced based on project mile-
stones reached. In the 2018 reporting period, there were no notable
deviations from this typical relationship between performance and
customer payment. This is reflected in the disclosure of the balance

3.63 — TRADE PAYABLES

as a contract liability. The acquisition of MEGTEC/Universal
entities had an impact on the contract assets of € 19,149 thousand
and of € 16,622 thousand on contract liabilities. Other than this,
there are no significant changes to the balances from contract assets
and liabilities.

31. TRADE PAYABLES — table 3.63

32. BOND, BONDED LOAN AND OTHER
FINANCIAL LIABILITIES

All interest-bearing liabilities of the Group are shown in this item.
—> table 3.64

Total
€k Total Current non-current  Medium-term Long-term
Trade payables 501,835 500,868 967 927 40
(2017) (390,32¢) (389,830 (496) (408) (88)
Trade payables due from entities accounted for using the equity method 535 535 - - -
(2017) (203) (203) (-) (-] (-]
December 31, 2018 502,370 501,403 967 927 40
(December 31, 2017) (390,529) (390,033) (496) (408) (88)
3.64 — FINANCIAL LIABILITIES
Total

€k Total Current non-current  Medium-term Long-term
Bond 298,597 - 298,597 298,597 -
(2017) (298,027) (-] (298,027) (298,027) (-]
Bonded loan 299,361 - 299,361 199,574 99,787
(2017) (299,258) (-) (299,258) (99,753) (199,505)
Liabilities to banks 1,002 1,002 - - -
(2017) (1,875) (1,875) (-) (-) (-)
Finance lease liabilities 7,182 1,907 5,275 4,532 743
(2017) (5,810) (1,347) (4,463) (3,497) (966)
Sundry financial liabilities 17,139 9,587 7,552 7,552 -
(2017) (17,625) (9,524) (8,101) (8,101) (-)
December 31, 2018 623,281 12,496 610,785 510,255 100,530
(December 31, 2017) (622,595) (12,746) (609,849) (409,378) (200,471)
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Sundry financial liabilities primarily contain loans from employees
of German HOMAG Group entities and liabilities for deferred
interest for the bond and the bonded loan.

Financing of the Group

Bond

In March 2014, Dirr AG issued an unsubordinated bond of
€ 300,000 thousand with a coupon of 2.875 % and an issue price of
99.221%. It was paid out to the Diirr Group and first listed on April 3,
2014. The bond has a term of seven years and cannot be terminated
prematurely. It was issued to institutional and private investors
outside of the US. The bond has not been rated.

Bonded loan

On March 24, 2016, Diirr issued a bonded loan of € 300,000 thou-
sand. The funds were received on April 6, 2016. The total volume
is split into three tranches with terms of five, seven and ten years,
and thus results in the maturity profile being spread more broadly.
The average interest rate amounts to around 1.6 % p.a. for tranches
with both fixed and variable interest terms. The bonded loan was
arranged by Commerzbank AG, Landesbank Baden-Wiirttemberg
and UniCredit Bank AG and signed by numerous banks both within
and outside of Germany. The funds serve to generally fund the
Company and to strengthen strategic liquidity.

Diirr AG syndicated loan

Effective March 21, 2014, Diirr AG concluded a syndicated loan
with a term until March 21, 2019. The syndicate of banks comprises
Baden-Wiirttembergische Bank, Commerzbank AG, Deutsche
Bank AG, UniCredit Bank AG, HSBC Trinkaus & Burkhardt AG,
BNP Paribas and KfW IPEX-Bank GmbH.

The syndicated loan does not include any collateral on fixed and
current assets and is intended for general corporate financing. It
consists of a cash line of € 250,000 thousand and a bank guarantee
of € 215,000 thousand. The latter is used for guarantees and
warranties in the operating business. It was possible to extend the
new loan agreement at no additional cost by up to two years until
March 21, 2021. The two extension options for one year each were
exercised. The syndicated loan thus now has a term until March 21,
2021. Premature termination of the syndicated loan is possible if
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the agreed-upon financial covenants or other terms of the loan are
infringed and a two-third majority of the lending banks vote in favor
of termination. The agreed financial covenant was complied with on
all the specified measurement dates. Interest on the syndicated loan
is payable at the matching refinancing rate plus a variable margin.

Other loans

As of September 30, 2017, the loan to finance Diirr Campus properties
in Bietigheim-Bissingen with a carrying amount of € 34,198 thou-
sand was repaid prematurely. An early repayment penalty was not
incurred as the fixed-interest term had expired.

Credit lines and bank guarantees

At the end of the reporting period, € 153,707 thousand (prior
period: € 143,282 thousand) of the bank guarantee of Diirr AG’s
syndicated loan had been utilized. Furthermore, there is an option
to temporarily use the cash line of up to € 50,000 thousand as a bank
guarantee. The cash line of the syndicated loan of Diirr AG was not
utilized in the 2018 and 2017 reporting periods. In addition, Diirr
has bilateral credit lines of € 9,344 thousand in place (useable for
working capital or bank guarantees), bank guarantee facilities of
€ 537,751 thousand as well as smaller credit lines with various banks
and insurance firms. The credit lines and bank guarantee facilities
are not bound to any particular purpose and serve to generally fund
the Group as well as project management.

3.65 — CREDIT LINES AND BANK GUARANTEES

€k Dec. 31,2018 | Dec. 31,2017

Total amount of credit lines/bank

guarantees available 1,072,095 963,593

Total amount of credit lines/bank

guarantees utilized 317,288 300,606
thereof due within one year 152,175 180,383
thereof due in more than one year 165,113 120,223
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Obligations from options of € 176,958 thousand (prior period:
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with HOMAG Group AG for the acquisition of shares as well as

to pay the compensation entitlements. The options also relate

to non-controlling interests of € 37,239 thousand (prior period:

€ 209,729 thousand) relate to the sundry financial liabilities recog- € 35,282 thousand).
nized under the domination and profit and loss transfer agreement
3.66 — SUNDRY FINANCIAL LIABILITIES

Total
€k Total Current non-current Medium-term Long-term
Derivative financial liabilities 7,573 7,232 341 341 -
(2017) (6,271) (4,975) (1,296) (1,296) (-)
Obligations to employees 97,619 94,407 3,212 3,212 -
(2017) (98,242) (93,844) (4,398) (4,398) (-]
Obligations from options 214,767 213,543 1,224 1,224 -
(2017) (245,011) (245,011) (-) (-] (-]
Liabilities from contingent purchase price installments 9,532 9,532 - - -
(2017) (9,675) (9,445) (230) (230) (-)
Other financial liabilities 24,473 22,984 1,489 1,459 30
(2017) (30,517) (29,242) (1,275) (1,229) (46)
December 31, 2018 353,964 347,698 6,266 6,236 30
(December 31, 2017) (389,716) (382,517) (7,199) (7,153) (46)
34. INCOME TAX LIABILITIES AND

OTHER LIABILITIES

3.67 — INCOME TAX LIABILITIES

Total
€k Total Current non-current Medium-term Long-term
Income tax liabilities 34,970 30,806 4,164 4,164 -
(2017) (50,405) (43,694) (6,711) (6,711) (-)
December 31, 2018 34,970 30,806 4,164 4,164 -
(December 31, 2017) (50,405) (43,694) (6,711) (6,711) (-]
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3.68 — OTHER LIABILITIES

Total
€k Total Current non-current Medium-term Long-term
Tax liabilities not relating to income taxes 62,361 62,357 4 4 -
(2017) (50,541) (50,534) (7) (7) (-]
Liabilities relating to social security 8,085 8,085 - - -
(2017) (7,712 (7,712 () (- ()
Obligations to employees 60,989 60,561 428 202 226
(2017 (61,864) (61,449) (417) (417) (-)
Remaining other liabilities 11,469 11,290 179 179 -
(2017) (11,654) (11,450) (204) (204) (-]
December 31, 2018 142,904 142,293 611 385 226
(December 31, 2017) (131,773) (131,145) (628) (628) (-)

35. SHARE-BASED PAYMENT

There is a share-based long-term incentive (LTI) program in place
for the members of the Board of Management of Diirr AG and top
level managers of the Diirr Group. The program takes the form of
tranches that are issued every year and have a term of three years
each. The payments will be made upon expiry of the contractual
term in each case after the following annual general meeting.

Under the program, the beneficiaries receive an individually fixed
number of phantom Diirr shares (performance share units). As of
December 31, 2018, 254,250 phantom shares had been issued (prior
period: 117,000 shares). At the end of the term of the incentive
program, the benefits accrued are settled in cash. The settlement
is calculated on the number of phantom shares, the rounded share
price on the closing date (share price multiplier) and an EBIT
multiplier based on the average EBIT margin generated over the
term of the arrangement. There is a cap for the EBIT multiplier.
Payment is capped individually in each case.
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In the 2018 reporting period, expenses of € 849 thousand (prior
period: € 4,678 thousand) were recorded under administrative
expenses for the LTI program. The amounts reported under sundry
financial liabilities as of December 31, 2018 came to € 5,302 thousand
(prior period: € 6,744 thousand).

36. OTHER NOTES ON FINANCIAL INSTRUMENTS

Measurement of financial instruments by category

Based on the relevant items of the statement of financial position,
the relationship between the categories of financial instruments
pursuant to IFRS 9, classification pursuant to IFRS 7 and the carry-

ing amounts of financial instruments are presented in — table 3.69.
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3.69 — MEASUREMENT OF FINANCIAL INSTRUMENTS BY CATEGORY

Amount recognized at

Carrying Fair value Fair value
amount as of Amortized  (not through (through
€k Dec. 31,2018 cost  profitor loss)  profit or loss)
ASSETS
Cash and cash equivalents 655,042 655,042 - -
Trade receivables due from third parties 593,644 593,644 - -
Trade receivables due from entities accounted for using the equity method 9,380 9,380 - -
Other financial assets 10,186 - 2,306 7,880
Sundry financial assets 53,043 33,531 - 19,512
Derivative financial assets
Derivatives not used for hedging 623 - - 623
Derivatives used for hedging 3,068 - 2,163 905
LIABILITIES
Trade payables 502,370 502,370 - -
Bond 298,597 298,597 - -
Bonded loan 299,361 299,361 - -
Liabilities to banks 1,002 1,002 - -
Other financial liabilities 17,139 17,139 - -
Finance lease liabilities? 7,182 - - -
Obligations from options 214,767 176,958 37,239 570
Liabilities from contingent purchase price installments 9,532 - - 9,532
Other non-derivative financial liabilities 122,092 122,092 - -
Derivative financial liabilities
Derivatives not used for hedging 1,124 - - 1,124
Derivatives used for hedging 6,449 - 4,775 1,674
THEREOF COMBINED BY MEASUREMENT CATEGORY IN ACCORDANCE WITH IFRS 9
Financial assets measured at amortized cost 1,291,597 1,291,597 - -
Investments in equity instruments measured at fair value through other comprehensive income 2,306 - 2,306 -
Financial assets measured at fair value through profit or loss 628 - - 628
Investments in equity instruments measured at fair value through profit or loss 27,387 - - 27,387
Financial liabilities measured at amortized cost 1,424,701 1,417,519 - -
Financial liabilities measured at fair value 48,465 - 37,239 11,226
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Amount recognized at

Carrying Fair value Fair value
amount as of Amortized (not through (through
€k Dec. 31,2017’ Cost cost  profitor loss)  profit or loss)
ASSETS
Cash and cash equivalents 659,911 - 659,911 - -
Trade receivables due from third parties 524,187 - 524,187 - -
Trade receivables due from entities accounted for using the equity method 9,157 - 9,157 - -
Other non-derivative financial instruments
Held-for-trading financial assets 19,513 - - - 19,513
Held-to-maturity investments 2,996 - 2,996 - -
Available-for-sale financial assets 4,393 4,393 - - -
Sundry financial assets 167,069 - 167,069 - -
Derivative financial assets
Derivatives not used for hedging 496 - - - 496
Derivatives used for hedging 5,432 - - 4,436 996
LIABILITIES
Trade payables 390,529 - 390,529 - -
Bond 298,027 - 298,027 - -
Bonded loan 299,258 - 299,258 - -
Liabilities to banks 1,875 - 1,875 - -
Other financial liabilities 17,625 - 17,625 - -
Finance lease liabilities? 5,810 - - - -
Obligations from options 245,011 - 209,729 35,282 -
Liabilities from contingent purchase price installments 9,675 - - - 9,675
Other non-derivative financial liabilities 128,759 - 128,759 - -
Derivative financial liabilities
Derivatives not used for hedging 452 - - - 452
Derivatives used for hedging 5,819 - - 4,607 1,212
THEREOF COMBINED BY MEASUREMENT CATEGORY IN ACCORDANCE WITH IAS 39
Held-for-trading financial assets 20,009 - - - 20,009
Loans and receivables 1,360,324 - 1,360,324 - -
Held-to-maturity investments 2,996 - 2,996 - -
Available-for-sale financial assets 4,393 4,393 - - -
Financial liabilities measured at fair value 45,409 - - 35,282 10,127
Financial liabilities measured at amortized cost 1,351,612 - 1,345,802 - -
" The figures for December 31, 2017 were adjusted due to the first-time application of IFRS 15.
2 Finance lease liabilities are accounted for pursuant to IAS 17 “Leases” and are therefore not included in any of the above categories.
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In order to make the fair value measurement of financial instru-
ments comparable, a fair value hierarchy has been established in
IFRSs with the following three levels:

* Quoted prices (unadjusted) in active markets for identical assets
or liabilities (Ievel 1)

3.70 — ALLOCATION TO THE FAIR VALUE HIERARCHY LEVELS

= Inputs other than quoted prices included within level 1 that are
observable for the asset or liability, either directly or indirectly
(level 2)

= Inputs that are not based on observable market data (level 3)

The financial instruments measured at fair value by the Diirr Group

break down as follows according to the fair value hierarchy levels:

Fair value hierarchy

€k Dec. 31, 2018 Level 1 Level 2 Level 3
ASSETS AT FAIR VALUE - NOT THROUGH PROFIT OR LOSS

Other financial assets 2,306 - - 2,306
Derivatives used for hedging 2,163 - 2,163 -
ASSETS AT FAIR VALUE - THROUGH PROFIT OR LOSS

Other financial assets 7,880 - - 7,880
Sundry financial assets 19,512 5 - 19,507
Derivatives not used for hedging 623 - 623 -
Derivatives used for hedging 905 - 905 -
LIABILITIES AT FAIR VALUE - NOT THROUGH PROFIT OR LOSS

Obligations from options 37,239 - - 37,239
Derivatives used for hedging 4,775 - 4,775 -
LIABILITIES AT FAIR VALUE - THROUGH PROFIT OR LOSS

Obligations from options 570 - - 570
Liabilities from contingent purchase price installments 9,532 - - 9,532
Derivatives not used for hedging 1,124 - 1,124 -
Derivatives used for hedging 1,674 - 1,674 -

Fair value hierarchy

€k Dec. 31, 2017 Level 1 Level 2 Level 3
ASSETS AT FAIR VALUE - NOT THROUGH PROFIT OR LOSS

Derivatives used for hedging 4,436 - 4,436 -
ASSETS AT FAIR VALUE - THROUGH PROFIT OR LOSS

Held-for-trading financial assets 19,513 6 - 19,507
Derivatives not used for hedging 496 - 496 -
Derivatives used for hedging 996 - 996 -
LIABILITIES AT FAIR VALUE - NOT THROUGH PROFIT OR LOSS

Obligations from options 35,282 - - 35,282
Derivatives used for hedging 4,607 - 4,607 -
LIABILITIES AT FAIR VALUE - THROUGH PROFIT OR LOSS

Liabilities from contingent purchase price installments 9,675 - - 9,675
Derivatives not used for hedging 452 - 452 -
Derivatives used for hedging 1,212 - 1,212 -
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As of the end of each reporting period, an assessment is made as
to whether there were reclassifications between the different
hierarchy levels or measurement categories. No reclassifications
were made between the fair value hierarchy levels or measurement
categories in the 2018 reporting period.

Measurement at fair value of the financial instruments of levels 1,

2 and 3 held as of December 31, 2018 gave rise to the following total

gains and losses:

3.71 — TOTAL GAINS AND LOSSES ON ASSETS

€k 2018 2017

RECOGNIZED IN PROFIT OR LOSS

Investments in equity instruments measured

at fair value through profit or loss (IFRS 9) -478 -
Held-for-trading financial assets (IAS 39) - 449
Derivative financial instruments 1,492 1,158

RECOGNIZED IN EQUITY

Derivative financial instruments 2,171 5,047

3.73 — DEVELOPMENT OF LEVEL 3 OF THE
FAIR VALUE HIERARCHY OF ASSETS

€k 2018 2017
As of December 31, prior period 19,507 -
Adjustments IFRS 9 10,795 -
As of January 1 30,302 -
Changes in the consolidated group -132 -
Exchange difference 1 -
Additions - 19,058
Change in fair value -478 449
As of December 31 29,693 19,507

With the introduction of IFRS 9, other investments and non-consoli-
dated Group entities in the category were reclassified to the fair value
category and taken into account in the opening balance. For further
information on financial assets, we refer to — note 6. The changes
in the fair value of the assets reported in level 3 were reported in the

investment result in profit or loss.

3.74 — DEVELOPMENT OF LEVEL 3 OF THE
FAIR VALUE HIERARCHY OF LIABILITIES

€k 2018 2017
3.72 — TOTAL GAINS AND LOSSES ON LIABILITIES As of December 31, prior period 44,957 30,231
Adjustments IFRS 9 1,699 -
€k 2018 2017 As of January 1 46,656 30,231
Additions 1,196 9,007
RECOGNIZED IN PROFIT OR LOSS Disposals 230 11564
h:::’a't'l:f:nftrs"m contingent purchase price &7 o Change in fair value 281 6,873
Obligations from options 1129 - As of December 31 47,341 44,957
Derivative financial instruments -2,792 -1,585
RECOGNIZED IN EQUITY Valuation techniques
Obligations from options 761 6,790 The fair value of the derivative financial assets and liabilities allocated
Derivative financial instruments -3,650 -131
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to level 2 of the fair value hierarchy is based on daily observable spot
foreign exchange rates and interest yield curves. In connection with
IFRS 13 “Fair Value Measurement”, both the counterparty credit
risk and own risk of default have been taken into account during
measurement. Input factors to take into account for the counter-
party credit risk are credit default swaps (CDSs), observable on the
markets, of the credit institution involved in the respective trans-
action. If there is no CDS for a single credit institution, a synthetic
CDS is derived from other observable market data (such as rating
information). The counterparty credit risk is minimized by diversi-
fying the portfolio and selecting the counterparties carefully.
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3.75 — FAIR VALUES OF INVESTMENTS IN EQUITY INSTRUMENTS AND OPTIONS

Dec. 31,2018 Dec. 31, 2017
Carrying Carrying
amount Sensitivity analysis amount Sensitivity analysis
€k +10% -10% +10% -10%
ADAMOS GmbH 2,000 2,154 1,914 2,000 - -
Parker Engineering Co., Ltd. 7,880 8,445 7,315 1,956 - -
SBS Ecoclean GmbH 19,507 19,507 19,507 19,507 19,507 19,507
HOMAG eSolution GmbH - Option 1,196 1,243 1,148 - - -

To calculate its own risk of default, the Diirr Group uses information
received from credit institutions and insurance companies to derive
a synthetic CDS for the Group.

The fair value of the options, other financial assets and contingent
purchase price installments allocated to level 3 in the fair value hier-
archy is calculated based on contractual arrangements or internal
data. This primarily includes historical results, accounting data
and forward-looking planning data of each company on which the
amount of the financial liabilities depends.

The fair value of financial assets is derived from contractual
arrangements of a selling price and a fixed interest component.
The assumptions are regularly reviewed and adjusted if necessary.
If applicable, unwinding effects resulting from a convergence with
the maturity date are also included in the valuation.

Sensitivity level 3
The fair value of ADAMOS GmbH is primarily based on the free cash
flows expected for the coming years.

For calculating the fair value of the 15 % investment in SBS Eco-
clean GmbH, the Group does not currently expect any performance-
related contractual clauses that may have a positive impact on the
value to apply.

The calculation of the fair value of Parker Engineering Co., Ltd. is
largely based on estimates by management on the development of
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the future free cash flows of the company. The value of the related
put option is based on the company’s pro rata equity and would
fluctuate by 10 % upward or downward in the event of an assumed
change.

The measurement of the option for the acquisition of further shares
of HOMAG eSolution GmbH is based on the distributable capital of
future years until 2021.

From investments held in the portfolio, dividends of € 105 thousand
were recognized in the 2018 reporting period.

Fair values of financial instruments

carried at amortized cost

—> Table 3.76 shows the fair value of the financial assets and liabil-
ities carried at cost or amortized cost. The fair value of financial
instruments not carried at amortized cost approximates their

carrying amount.

Cash and cash equivalents, trade receivables, sundry financial
assets, trade payables, other non-derivative financial liabilities and
overdraft facilities mostly fall due within the short term. Conse-
quently, their carrying amounts at the end of the reporting period
approximate their fair value.

Diirr currently recognizes equity interests of € 29,693 thousand
(prior period: € 23,900 thousand), of which € 4,393 thousand was
held at cost in the prior period.

The fair value of non-current liabilities is based on the current
interest rate for borrowing at similar terms and conditions with
comparable due date and credit rating. With the exception of the
bond, bonded loan and obligations from options, the fair value of
liabilities approximates the carrying amount.
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3.76 — FAIR VALUES OF FINANCIAL INSTRUMENTS CARRIED AT AMORTIZED COST

Dec. 31,2018 Dec. 31, 2017
Carrying Carrying

€k Fair value amount Fair value amount’
ASSETS
Cash and cash equivalents 655,042 655,042 659,911 659,911
Trade receivables due from third parties 593,644 593,644 524,187 524,187
Trade receivables due from entities accounted for using the equity method 9,380 9,380 9,157 9,157
Other non-derivative financial instruments

Sundry financial assets 33,531 33,531 167,069 167,069

Held-to-maturity investment (IAS 39) - - 3,050 2,996
LIABILITIES
Trade payables 502,370 502,370 390,529 390,529
Bond 314,250 298,597 320,490 298,027
Bonded loan 298,445 299,361 295,402 299,258
Liabilities to banks 1,002 1,002 1,875 1,875
Sundry financial liabilities 17,139 17,139 17,625 17,625
Finance lease liabilities 7,619 7,182 6,342 5,810
Obligations from options 180,857 176,958 219,123 209,729
Other non-derivative financial liabilities 122,092 122,092 128,759 128,759
THEREOF COMBINED BY MEASUREMENT CATEGORY IN ACCORDANCE WITH IFRS 9/1AS 39
Financial assets measured at amortized cost (IFRS 9) 1,291,597 1,291,597 - -
Loans and receivables (IAS 39) - - 1,360,324 1,360,324
Held-to-maturity investments (IAS 39) - - 3,050 2,996
Financial liabilities measured at amortized cost 1,436,155 1,417,519 1,373,803 1,345,802

" The figures for December 31, 2017 were adjusted due to the first-time application of IFRS 15.

The fair value of the bond (fair value hierarchy level 1) is calculated
by multiplying the nominal value with the quoted price at the
end of the reporting period. As of December 31, 2018, the bond
was quoted at 104.75 % (prior period: 106.83 %), which is equal to a
market value of € 314,250 thousand (prior period: € 320,940 thou-
sand). The fair value of the bonded loan (fair value hierarchy level 2)
and finance lease liabilities (fair value hierarchy level 2) is deter-
mined by discounting the cash flows as of the measurement date
with discount rates with matching terms.

The obligations from options measured at amortized cost (level 3
in the fair value hierarchy) relate to the sundry financial liabilities
recognized under the domination and profit and loss transfer agree-
ment with HOMAG Group AG for the acquisition of shares as well as
to pay the compensation entitlements. The financial liabilities are
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recognized in profit or loss in the subsequent measurement. The
expected term of the arbitration proceedings as well as the expected
amount of the compensation payment and cash settlement deter-
mine the measurement of the option. Both the term of the arbitra-
tion proceedings as well as the expected amount of the compen-
sation payment and cash settlement remain unchanged on the prior
period. The fair value is determined using a net present value model
based on the contractually agreed cash settlement including com-
pensation payment as well as the legal minimum interest rate and
a discount rate with a matching term. The difference between the
fair value and the carrying amount is due to the fact that the fair
value takes into account changes in the actual interest rate environ-
ment, while the discount rate used for measurement at amortized
cost remains mostly unchanged over the term.
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Net gains and losses by measurement category

3.77 — NET GAINS AND LOSSES BY MEASUREMENT CATEGORY 2018

From subsequent measurement

From Currency From Net gain
€k interest At fair value translation Impairment disposals or loss
Financial assets measured at amortized cost 5,899 - -3,096 -1,907 -177 719
Financial assets measured at fair value through profit or loss 52 -751 - - - -699
Investments in equity instrument measured at fair value through profit or
loss - -478 - - - -478
Financial liabilities measured at amortized cost -25,019 - 10 - - -25,009
Financial liabilities measured at fair value through profit or loss -87 1,129 - - - 1,042
Total -19,155 -100 -3,086 -1,907 =177 —24,425

3.78 — NET GAINS AND LOSSES BY PREVIOUS MEASUREMENT CATEGORIES 2017

From subsequent measurement

From Currency From Net gain
€k interest At fair value translation Impairment disposals or loss
Loans and receivables 5,924 - -2,633 -2,486 -1,970 -1,165
Held-to-maturity investments 167 - - - - 167
Available-for-sale financial assets - - - -520 446 =74
Financial liabilities measured at fair value through profit or loss -83 -1.746 - - - -1,829
Financial liabilities measured at amortized cost -26,490 - 32 - - -26,458
Total -20,482 -1,746 -2,601 -3,006 -1,524 -29,359

Financial assets which are subject to an enforceable
master netting arrangement or a similar agreement
Some derivative financial instruments concluded with credit
institutions are subject to certain contractual netting agreements
which allow the Diirr Group, in the event of a credit institution
filing for insolvency, to offset certain financial assets against certain

financial liabilities.
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3.79 — DERIVATIVE FINANCIAL ASSETS SUBJECT TO
NETTING AGREEMENTS, ENFORCEABLE MASTER
NETTING ARRANGEMENTS AND SIMILAR AGREEMENTS

€k Dec. 31,2018 | Dec. 31,2017

Gross amounts of financial assets 3,691 5,928

Gross amounts of financial liabilities netted
in the statement of financial position - -

Net amounts of financial assets reported

in the statement of financial position 3,691 5,928
Associated amounts from financial instruments

not netted in the statement of financial position -2,972 -3,455
Net amount 719 2,473

3.80 — DERIVATIVE FINANCIAL LIABILITIES SUBJECT TO
NETTING AGREEMENTS, ENFORCEABLE MASTER
NETTING ARRANGEMENTS AND SIMILAR AGREEMENTS

€k Dec. 31,2018 | Dec. 31,2017

Gross amounts of financial liabilities 7,573 6,271

Gross amounts of financial assets netted in
the statement of financial position - -

Net amounts of financial liabilities reported

in the statement of financial position 7,573 6,271
Associated amounts from financial instruments

not netted in the statement of financial position -2,972 -3,455
Net amount 4,601 2,816
Pledges

At the end of the reporting period, financial assets of € 2,348 thou-
sand (prior period: € 4,238 thousand) were mainly pledged as
collateral for cash deposits.

37. NOTES TO THE CONSOLIDATED
STATEMENT OF CASH FLOWS

The consolidated statement of cash flows shows how the cash and
cash equivalents changed in the 2018 reporting period as a result of
cashreceived and paid and thus provides information on the sources
and use of cash and cash equivalents. The consolidated statement
of cash flows prepared in accordance with IAS 7 “Statement of Cash
Flows” makes a distinction between the cash flows from operating,

investing and financing activities.
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The cash presented in the statement of cash flows contains all of
the Group’s cash and cash equivalents, i.e., cash in hand, checks
and bank balances, with an original term to maturity of less than
three months. The risk provision to be recognized on cash and cash
equivalents under IFRS 9 is eliminated from non-cash income and
expenses in the statement of cash flows.

Cash of € 190,331 thousand (prior period: € 85,633 thousand) is
restricted due to the restrictions on capital transfers, mainly in

some Asian countries.

Cash flow from operating activities

The cash flow from operating activities is derived indirectly from
the earnings of the Group. Income tax payments are added to earn-
ings before income taxes which is also adjusted for net interest and
non-cash items. The latter includes amortization and deprecia-
tion of non-current assets, the profit from entities accounted for
using the equity method and the net gain or loss on the disposal of
property, plant and equipment. To derive the cash flow from oper-
ating activities, changes in the items of the statement of financial
position that result from operating activities are then considered.
Effects from foreign currency translation and changes in the con-
solidated group are eliminated. Changes in operating assets and
liabilities contained in the consolidated statement of cash flows
therefore do not necessarily match the changes in the related items
of the consolidated statement of financial position.

The amortization and depreciation reported in the consolidated
statement of cash flows is € 478 thousand (prior period: € 565 thou-
sand) lower because that amount is already included in the net

interest or investment result.

Income of € 22,986 thousand generated in the prior period from
the sale of the Diirr Ecoclean Group, which is included in earnings
before taxes, was eliminated from the cash flow from operating
activities and presented in the cash flow from investing activi-
ties. The cash flow from operating activities contains effects of
€ 24,888 thousand from non-recourse financing and premature
settlement of letters of credit (prior period: € 28,012 thousand).
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3.81 — OTHER NON-CASH INCOME AND EXPENSES

€k 2018 2017

Expenses or income from contingent
purchase price installments -87 -83

Impairment on financial assets and

other investments -827 =770
Currency translation differences and other 1,218 3,932
Total 304 3,079

Cash flow from investing activities

The cash flow from investing activities is derived from actual cash
flows. This relates mainly to the cash outflows for investments made
in non-current assets and business combinations. Cash outflows for
the acquisition of property, plant and equipment are divided into
€ 19,472 thousand (prior period: € 17,843 thousand) for expansion
investments and € 28,937 thousand (prior period: € 47,277 thou-
sand) for replacement investments. Cash inflows arise from the
disposal of non-current assets and interest received. Investments
in non-current assets in connection with concluding or extending
finance leases while simultaneously recognizing corresponding
liabilities are not disclosed as these do not involve any cash outflow.

In the 2018 reporting period, the Diirr Group did not have any cash
and cash equivalents from the disposal of other financial assets
(prior period: € 5,920 thousand). Repayments from time deposits
result in cash inflows of € 138,287 thousand (prior period: cash out-
flows of € 46,563 thousand). Among others, they were used to pay the
purchase price for MEGTEC/Universal.

The purchase price for MEGTEC/Universal of € 125,340 thousand
contains cash and cash equivalents of € 19,567 thousand. The pur-
chase price of other acquisitions in the prior period (€ 4,828 thou-
sand) contained cash and cash equivalents of € 375 thousand.

In the prior period, the sale of the Cleaning and Surface Process-
ing activity resulted in a cash inflow after deduction of the derecog-
nized cash and cash equivalents of the Diirr Ecoclean Group of
€108,517 thousand. The assets subsequently sold in the 2018 report-
ing period resulted in a cash outflow of € 634 thousand.
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Cash flow from financing activities

The cash flow from financing activities is also derived from actual
cash flows. It contains dividends and cash paid to shareholders and
non-controlling interests, interest paid for the bond, the bonded
loan and the other financing activities. It also includes the payments
made to settle liabilities under the terms of finance leases and other
non-currentloans. The line item, “Change in current bank liabilities
and other financing activities”, mainly contains cash inflows and

outflows from overdraft facilities.

As of September 30, 2017, the remaining loan to finance Diirr Campus
properties in Bietigheim-Bissingen of € 34,198 thousand was repaid
prematurely.

In the 2018 reporting period, the Diirr Group acquired further
shares in HOMAG Group AG. The purchase price for these shares
was € 34,802 thousand. In the prior period, the Group acquired
an additional 24 % of the shares in Benz GmbH Werkzeugsysteme
and its subsidiary in the USA. The purchase price for these shares
was € 6,457 thousand. Furthermore, the Diirr Group acquired the
remaining 12.4 % of the shares in Diirr thermea GmbH and the out-
standing shares of 45.4 % of HOMAG KOREA CO., LTD. The pur-
chase price for the further tranches amounted to € 120 thousand
and € 1,038 thousand. Furthermore, there was an additional cash
outflow of € 740 thousand from purchase price obligations related
to the acquisition of Diirr Cyplan GmbH. Pursuant to IAS 7 “State-
ment of Cash Flows”, the cash outflow for the additional shares
was contained in the cash flow from financing activities under the
item “Cash paid for transactions with non-controlling interests”,
as the entities were already previously fully consolidated in the
Diirr Group.

Interest paid includes the payment of guaranteed dividends to the
outside HOMAG Group AG shareholders, as the conclusion of the
domination and profit and loss transfer agreement has led to the
situation where outside shareholders according to IFRS accounting
are not considered as owners of non-controlling interests.

According to the amendments to IAS 7 “Statement of Cash Flows”,
the reconciliation in — table 3.82 presents the changes in liabilities
from financing activities. These are defined as liabilities whose cash
inflows and outflows are recognized in the statement of cash flows as
cash flows from financing activities. This includes liabilities related
to the acquisition of non-controlling interests. Assets that serve to

hedge non-current liabilities are also presented here.
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The Group has unused credit lines and bank guarantees of
€ 754,807 thousand (prior period: € 662,987 thousand). The credit
lines and bank guarantee facilities are not bound to any particular
purpose and serve to generally fund the Group as well as project
management. For more information on the financing of the Group,
please refer to — note 32. A breakdown by division of the Diirr
Group of the cash flows from operating activities, investing activ-
ities and financing activities can be found in — note 38. An expla-

nation of the statement of cash flows can be found in the section

on “Financial development” in the combined management report.

3.82 — CHANGES IN LIABILITIES FROM FINANCING ACTIVITIES 2018

With non-cash effect

Carrying Changes in the Carrying
amount as of With cash Exchange consolidated Changes in Other | amount as of
€k Jan.1 effect difference group Addition fair value changes Dec. 31
Bond 298,027 - - - - - 570 298,597
(2017) (297,474) (-) () (=) (- (-] (553) (298,027)
Bonded loan 299,258 - - - - - 103 299,361
(2017) (299,156) (-) (-) (-] () (-] (102) (299,258)
Sundry financial liabilities 10,137 -1,284 -25 - - - - 8,828
(2017) (49,423) (-40,192) (14) (578) (-] (-] (314) (10,137)
Finance lease liabilities 5,810 -1,056 -26 45 2,507 - -98 7,182
(2017) (8,480) (-3,071) (-176) (119) (458) (-) (-) (5,810)
Liabilities from options 153,787 -3,497 - - 1,196 4,362 - 155,848
(2017) (146,944) (-3,617) (-) (-] (-] (6,790) (3,670) (153,787)
Liabilities from contingent purchase price
installments for non-controlling interests 9,090 - - - - 87 - 9,177
(2017) (740) (-740) (-] () (9,007) (83) (-) (9,090)
Liabilities from accrued interest 9,363 -9,092 - - 9,244 - -202 9,313
(2017) (9,317) (-9,317) () (-) (9,363) (-) (-) (9,363)
Total 2018 785,472 -14,929 -51 45 12,947 4,449 373 788,306
(Total 2017) (811,534) (-56,937) (-162) (697) (18,828) (6,873) (4,639) (785,472)
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Other notes

38. SEGMENT REPORTING

The segment reporting was prepared according to IFRS 8 “Operat-
ing Segments”. Based on the internal reporting and organizational
structure of the Group, the data contained in the consolidated
financial statements is presented by division. The presentation of
segments is designed to provide details on the results of operations,
net assets and financial position of individual activities.

The reporting is based on the divisions of the Group. As of Decem-
ber 31, 2018, the Diirr Group consisted of the Corporate Center
and five operating divisions, each with global responsibility for
its products and results. Paint and Final Assembly Systems plans
and builds paint systems and final assembly lines for the automo-
tive industry. Application Technology develops and manufactures
products and systems for the automated application of paint, seal-
ants and adhesives. Clean Technology Systems mainly specializes in
exhaust gas purification systems. Measuring and Process Systems
offers balancing and diagnostics equipment and testing, assembly
and filling technology. Woodworking Machinery and Systems
develops and produces machinery and systems for woodworking.
The Corporate Center mainly comprises the holdings Diirr AG and

170

Diirr Technologies GmbH as well as Diirr IT Service GmbH, which
performs IT services throughout the Group. A detailed description
of the activities of the individual divisions can be found in the sec-
tion “The Group at a glance” in the combined management report.
Transactions between the divisions are carried out at arm’s length.

The basis for segment reporting in accordance with IFRS 8 is the
same as that used internally. Management monitors the sales rev-
enues and the EBIT from each of its five divisions separately for the
purpose of making decisions about resource allocation and evaluat-
ing operating segment performance as well as the development of
the segments. Group financing (including finance costs and finance
income) and income taxes are managed on a group basis and are not
allocated to operating segments.

Sales revenues from contracts with customers are accounted for
pursuant to IFRS 15 for every division and divided into sales rev-
enues recognized over time and recognized at a point in time. The
Woodworking Machinery and Systems division alone largely recog-
nizes sales revenues from contracts with customers when control is
transferred, which is related to the high degree of standardization of
the machines and the resulting potential alternative uses. All other
divisions primarily generate their sales revenues over time due to

the conditions of their contracts.
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Paint and Clean Measuring  Woodworking
Final Assembly Application Technology and Process Machinery and Total Recon-

€k Systems Technology Systems' Systems Systems segments ciliation? Diirr Group
2018
Sales revenues recognized over time
from contracts with customers 1,178,864 487,111 204,428 292,467 240,674 2,403,544 - 2,403,544
Sales revenues recognized at a point in
time from contracts with customers 56,808 165,450 22,272 159,686 1,057,663 1,461,879 31 1,461,910
Sales revenues from lease agreements - - - 4,362 - 4,362 - 4,362
Sales revenues with other divisions 1,222 6,797 1,655 3,905 217 13,796 -13,796 -
Total sales revenues 1,236,894 659,358 228,355 460,420 1,298,554 3,883,581 -13,765 3,869,816

thereof from services 351,124 224,548 57,445 135,994 276,524 1,045,635 -6,599 1,039,036
EBIT 55,964 67,958 -14,973 59,735 86,231 254,915 -21,414 233,501
Earnings from entities accounted for
using the equity method - - - 2,005 4,839 6,844 - 6,844
Cash flow from operating activities 116,964 13,419 9,478 31,308 45,401 216,570 -54,296 162,274
Cash flow from investing activities -3,910 -8,209 -110,824 -4,510 -35,736 -163,189 133,040 -30,149
Cash flow from financing activities 3,238 -4,524 120,646 -21,541 -20,138 77,681 -211,722 -134,041
Amortization and depreciation -14,427 -11,403 -6,110 -8,244 -38,947 -79.131 -3,455 -82,586
Impairment of intangible assets and
property, plant, and equipment - - -10,421 - -362 -10,783 - -10,783
Other non-cash income and expenses 344 44 614 548 -624 926 -622 304
Additions to intangible assets 3,023 2,641 50,301 1,733 12,437 70,135 2,447 72,582
Additions to property, plant and equipment 5,419 9,110 1,842 4,821 28,829 50,021 895 50,916
Investments in entities accounted for
using the equity method - - - 19,720 15,998 35,718 - 35,718
Assets [(as of Dec. 31) 600,956 547,771 319,075 438,085 919,974 2,825,861 -317 2,825,544
Liabilities (as of Dec. 31) 613,316 283,758 171,773 178,940 446,165 1,693,952 178,096 1,872,048
Employees (as of Dec. 31) 3,472 2,246 1,472 2,279 6,593 16,062 250 16,312

1 The amounts reported for Clean Technology Systems contain the figures of the MEGTEC/Universal entities as of the date of first-time consolidation October 5, 2018, taking into account the effects from the
subsequent measurement of hidden reserves and liabilities in the context of the purchase price allocation.

2The number of employees, amortization and depreciation, impairment losses, additions to intangible assets and property, plant and equipment and non-cash income and expenses as well as sales
revenues from contracts with customers reported in the reconciliation column relate to the Corporate Center. The figures for the 2017 reporting period were adjusted due to the first-time application

of IFRS 15.
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Paint and Clean Measuring  Woodworking
Final Assembly Application Technology and Process Machinery and Total

€k Systems Technology Systems Systems Systems segments | Reconciliation’ Diirr Group
2017
Sales revenues recognized over time
from contracts with customers 1,043,738 437,861 155,391 314,096 258,619 2,209,705 - 2,209,705
Sales revenues recognized at a point in
time from contracts with customers 131,426 184,522 30,253 186,622 960,175 1,492,998 67 1,493,065
Sales revenues from lease agreements - - - 10,416 - 10,416 - 10,416
Sales revenues with other divisions 2,031 4,597 3,664 6,424 78 16,794 -16,794 -
Total sales revenues 1,177,195 626,980 189,308 517,558 1,218,872 3,729,913 -16,727 3,713,186

thereof from services 286,287 222,303 43,840 137,698 264,560 954,688 -7,673 947,015
EBIT 70,384 64,798 3,331 64,287 82,994 285,794 1,227 287,021
Earnings from entities accounted for
using the equity method - - - 1,183 2,441 3,624 - 3,624
Cash flow from operating activities -35,847 50,933 -11,548 55,358 107,089 165,985 -46,204 119,781
Cash flow from investing activities -15,758 -27,805 =716 75,390 -22,987 8,124 -25,345 -17,221
Cash flow from financing activities -28,816 -9,526 4,353 -135,478 -77,527 -246,994 94,757 -152,237
Amortization and depreciation -14,295 -11,647 -2,683 -7,636 -37,240 -73,501 -4,698 -78,199
Impairment of intangible assets and
property, plant, and equipment - - - - - - -2,496 -2,496
Other non-cash income and expenses -303 -5 319 =271 -329 -589 3,668 3,079
Additions to intangible assets 3,193 4,890 1,626 1,253 9,148 20,110 2,470 22,580
Additions to property, plant and equipment 19,013 21,347 2,197 4,469 17,039 64,065 1,513 65,578
Investments in entities accounted for
using the equity method - - - 18,194 12,578 30,772 - 30,772
Assets (as of Dec. 31) 653,405 541,617 132,278 440,976 837,044 2,605,320 1,662 2,606,982
Liabilities (as of Dec. 31) 595,485 330,273 70,917 210,368 422,321 1,629,364 217,509 1,846,873
Employees (as of Dec. 31) 3,457 2,063 603 2,279 6,371 14,773 201 14,974

" The number of employees, amortization and depreciation, impairment losses, additions to intangible assets and property, plant and equipment and non-cash income and expenses as well as sales
revenues from contracts with customers reported in the reconciliation column relate to the Corporate Center. The figures for the 2017 reporting period were adjusted due to the first-time application
of IFRS 15.
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3.84 — RECONCILIATION OF SEGMENT FIGURES
TO THE FIGURES OF THE DURR GROUP

€k 2018 2017
EBIT of the segments 254,915 285,794
EBIT of the Corporate Center -22,830 401
Elimination of consolidation entries 1,416 826
EBIT of the Diirr Group 233,501 287,021
Investment result 7,117 1,813
Interest and similar income 6,570 6,091
Interest and similar expenses -27,508 -27,664
Earnings before income taxes 219,680 267,261
Income taxes -56,175 -67,643
Profit of the Diirr Group 163,505 199,618
€k Dec. 31,2018 | Dec. 31, 2017
Segment assets 2,825,861 2,605,320
Assets of the Corporate Center 982,100 983,471
Elimination of consolidation entries -982,417 -981,809
Cash and cash equivalents 655,042 659,911
Time deposits and other short-term securities 544 139,010
Sundry financial assets (IFRS 9)/

Held-for-trading financial assets (IAS 39) 19,507 19,507
Investments in entities accounted for using

the equity method 35,718 30,772
Income tax receivables 28,151 20,035
Deferred tax assets 49,893 35,343
Total assets of the Diirr Group 3,614,399 3,511,560
Segment liabilities 1,693,952 1,629,364
Liabilities of the Corporate Center 208,053 242,003
Elimination of consolidation entries -29,957 -24,494
Bond and bonded loan 597,958 597,285
Liabilities to banks and sundry financial

liabilities 18,141 19,500
Finance lease liabilities 7,182 5,810
Income tax liabilities 34,970 50,405
Deferred tax liabilities 91,949 91,165
Total liabilities of the Diirr Group? 2,622,248 2,611,038

" Consolidated total assets less total equity
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Regional segmentation

Sales revenues are allocated to regions based on the location of the
project or delivery locations. The Group’s assets are allocated on
the basis of the location of the subsidiary reporting these assets.
In accordance with IFRS 8.33 they include all non-current assets of
the Group except for financial instruments and deferred tax assets.
—> table 3.85

In the 2018 reporting period, sales revenues in the PR China came to
€ 823,343 thousand (prior period: € 845,912 thousand).

In the 2018 reporting period, 9.0 % of consolidated net sales rev-
enues were generated with one customer compared to 7.6 % in the
prior period. The second- and third-largest customers accounted
for 4.3 % (prior period: 5.0 %) and 3.4 % (prior period: 3.2 %) respec-
tively. The net sales revenues with these customers are attributable
to all divisions aside from the third-largest customer, with which no
net sales revenues were generated in the Woodworking Machinery
and Systems division. Entities that are known to be under common

control are considered as one customer.

39. RELATED PARTY TRANSACTIONS

Related parties comprise members of the Supervisory Board and
the Board of Management.

Some members of the Supervisory Board of Diirr AG hold high-rank-
ing positions in other entities. Transactions between these enti-
ties and the Diirr Group are carried out at arm’s length. For further
information about members of the Board of Management and the
Supervisory Board of Diirr AG, please refer to — note 43.

Related parties include entities accounted for using the equity
method and non-consolidated subsidiaries of the Diirr Group as
well as entities for which Diirr represents an associate.

In the 2018 reporting period, there were intercompany transactions
between the Diirr Group and its related parties of € 176,429 thou-
sand (prior period: € 174,743 thousand). These mainly result from
the regular project business and are primarily attributable to
Homag China Golden Field Ltd. As of December 31, 2018, outstand-
ing receivables from related parties totaled € 6,211 thousand (prior
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3.85 — REGIONAL SEGMENTATION

Other North/
Other Central
European American Asia/Africa/
€k Germany countries  United States countries South America Australia Diirr Group
2018
Sales revenues with customers 609,412 1,184,449 626,387 199,709 86,309 1,163,550 3,869,816
Additions to property, plant and equipment 37,550 4,937 3,335 322 558 4,214 50,916
Non-current assets (as of Dec. 31) 690,967 190,891 159,910 17,244 11,377 72,458 1,142,847
Employees (as of Dec. 31) 8,152 2,567 1,497 530 341 3,225 16,312
2017
Sales revenues with customers 485,880 1,089,989 663,180 263,655 78,626 1,131,856 3,713,186
Additions to property, plant and equipment 41,603 7,066 4,347 738 184 11,640 65,578
Non-current assets (as of Dec. 31) 690,198 177,676 103,300 3,593 12,513 67,009 1,054,089
Employees (as of Dec. 31) 7,830 2,361 954 440 313 3,076 14,974

period: € 9,925 thousand), while trade payables to related parties 41. OTHER FINANCIAL OBLIGATIONS
amounted to € 4,559 thousand (prior period: € 1,358 thousand). Both
the receivables and liabilities are current. Prepayments received of 3.87 — OTHER FINANCIAL OBLIGATIONS
€ 30,102 thousand (prior period: € 43,640 thousand) from related
parties are also included in the statement of financial position. €k Dec. 31,2018 | Dec. 31,2017
Future minimum payments for
operating leases 103,355 89,845
40. CONTINGENT LIABILITIES Future minimum payments for
finance leases 7,654 6,400
3.86 — CONTINGENT LIABILITIES Purchase obligation for property, plant
and equipment 11,221 3,360
122,230 99,605
€k Dec. 31,2018 | Dec. 31,2017
Notes payable - 19,650
Obligations from warranties and guarantees 9,225 10,171 Obligations for the acquisition of property, plant and equipment
Collateral pledged for third-party liabilities 72 184 primarily include obligations for the expansion of a location in
Other 702 3,571 Poland. In addition to the obligations listed in — table 3.87, there
9,999 33,576 are purchase commitments stemming from procurement agree-
ments on a customary scale.
The Diirr Group assumes that these contingent liabilities will not Rent and lease agreements
lead to any liabilities or cash outflows. Operating leases
Besides liabilities, provisions and contingent liabilities, the Group
has other financial obligations, in particular from rental and lease
agreements for buildings, furniture and fixtures, office space and
vehicles.
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3.88 — NOMINAL VALUES OF FUTURE MINIMUM PAYMENTS
FOR OPERATING LEASES

€k Dec. 31,2018 | Dec. 31, 2017
Less than one year 31,200 26,170
Between one and five years 52,474 44,657
More than five years 19,681 19,018

103,355 89,845

The terms of these leases are mainly between less than one year
and ten years, in some cases the contracts have a term of more than
15 years. Operating leases partly contain extension options and, to
a lesser extent, price adjustment clauses which are based on con-
sumer price indices.

In the 2018 reporting period, expenses of € 36,599 thousand (prior

period: € 34,770 thousand) were recorded in the statement of

income for operating leases.

3.89 — NOMINAL VALUES OF FINANCE LEASES

Finance leases

The Group has entered into finance lease agreements for various
items of property, plant and equipment. Leased assets are pledged
as security for the obligations from the related finance lease.
—> Table 3.89 shows a reconciliation of the future minimum lease
payments to liabilities.

€k Dec. 31, 2018 Dec. 31,2017
Interest Interest
Minimum contained Minimum contained
lease inthe lease Finance lease lease in the lease  Finance lease
payments payments liabilities payments payments liabilities
Less than one year 2,120 213 1,907 1,589 242 1,347
Between one and five years 4,783 251 4,532 3,821 324 3,497
More than five years 751 8 743 990 24 966
7,654 472 7,182 6,400 590 5,810
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42. RISK MANAGEMENT AND DERIVATIVE
FINANCIAL INSTRUMENTS

The Group operates in countries in which there are political and
economic risks. These risks did not have any material effect on
the Group in the 2018 reporting period. The Diirr Group may be
involved in litigation, including product liability, in the ordinary
course of business. There are no matters pending that the Board of
Management expects to be material in relation to the Group’s busi-
ness or financial position. Provision has been made for expected
litigation costs. The Group is generally exposed to financial risks.
These include mainly credit risks, liquidity risks and exposure to
interest rate changes or currency risks. The regulations for a Group-
wide risk policy are set forth in the Group’s guidelines. Detailed
information on the risk management system of the Diirr Group can
be found in the “Risk report” in the combined management report.

Credit risk

Credit risk relates to the possibility that business partners may fail
to meet their obligations in a transaction involving non-derivative
and derivative financial instruments and that capital losses could

be incurred as a result.

For a risk provision to be recognized pursuant to IFRS 9, the credit
risks of the individual debtors are firstly segmented using com-
mon credit risk characteristics. Determining the risk provision-
ing requires a diversified analysis of the debtors. Information on
delayed payment and current market information, such as credit
default swaps, future assessments by management and external
ratings, among other things, are used for the analysis. This involves
dividing the respective debtors into important and less import-
ant debtors measured in terms of the volume of the business rela-
tionship. As the economic development of the Diirr Group hinges
to a large extent on the willingness of the automotive industry to
invest, some automotive manufacturers are for example classified
asimportant debtors. Despite their modest number, the Diirr Group
generates a significant portion of sales revenues in business with
these debtors. Using the simplified approach, this information is
processed and used to derive risk provision rates. These are applied
throughout the Group as provision matrices. With the general
approach, the risk provision rates for important debtors are calcu-
lated on an individual basis. However, for less important debtors,

clusters are formed to calculate the risk provision rates.
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The quantification of the expected credit losses primarily relates
to three risk parameters: Probability of default, loss given default
and exposure at default. Depending on the debtor and maturity, the
calculated amount of the risk provision rates ranges from between
0% and 3.25%. The credit risks and associated risk provision rates
are regularly reviewed and adjusted accordingly. No adjustments
were made to the estimation approach for the risk provision rates

in the 2018 reporting period.

In order to minimize the credit risk, credit ratings are performed for
new customers, while the payment patterns of regular customers
are analyzed on an ongoing basis. The Diirr Group uses respective
terms of payment as well as credit insurance policies such as letters
of credit, trade credit insurance policies and federal government
guarantees to further limit the risk of default. The maximum credit
risk is shown by the carrying amount of financial assets recognized
in the statement of financial position.

Further explanations on the impairment of financial assets can be

found in — note 7.

3.90 — RECEIVABLES SECURED AGAINST DEFAULT

€k Dec. 31,2018 | Dec. 31, 2017
Letters of credit 21,583 7,866
Trade credit insurance policies 1,130 823

22,713 8,689

In connection with the investment of liquid funds, investments as
part of financial asset management and the portfolio of derivative
financial assets, the Group is exposed to losses from credit risks
should the credit institutions and companies fail to meet their obli-
gations. The Diirr Group manages the resulting risk position by
diversifying the portfolio and selecting the counterparties care-
fully. No cash and cash equivalents, investments of active asset man-
agement or derivative financial assets were past due on account of
credit defaults.

Dependence on few customers
By concentrating on business in the automotive industry, a signifi-
cant portion of the Group’s receivables are due from comparably

few automobile manufacturers. Generally these receivables are not
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secured by bank guarantees or other collateral. As of December 31,
2018, 30.6 % (prior period: 40.1%) of the trade receivables were due
from ten customers. Owing to its customers’ group structure with
international subsidiaries, the Diirr Group does not see any con-
centration of credit risk from its business relations with individual
debtors or groups of debtors despite the fact that its business is
concentrated on a relatively small number of customers. Due to
the various divisions each with its own different customer base, the
level of diversity displayed among the Group’s customers is high
compared to other automotive suppliers.

Liquidity risk

Liquidity risk is the risk that the Group may not be in a position to
meet its obligations in the future, or to meet them at a reasonable
price, when they fall due.

The liquidity situation is secured by available cash and cash equiv-
alents as well as the credit lines which the Group can draw on. The
situation is monitored and managed by means of a liquidity plan
with a planning horizon of 18 months, coupled with a short-term

liquidity forecast.

In addition, use of cross-border cash pooling structures has
improved the structure of the statement of financial position
through liquidity pooling, reduced the volume of borrowed funds
and thus helped to enhance the financial result. At the same time,
the liquidity situation has become more transparent. Moreover,
excess liquidity at individual entities within the Group can be used
to finance the cash needs of other Group entities internally.

The syndicated loan agreement of Diirr AG, which expires on
March 21, 2021, can be terminated prematurely by the banking syn-
dicate if an agreed financial covenant is breached. The financial
covenant includes certain targets relating to the gearing ratio. In
the 2018 reporting period, the financial covenant was complied with
as of each cut-off date. For additional information, please refer to
— note 32.

There are also financial guarantees of € 2,703 thousand (prior
period: € 3,648 thousand). The financial guarantees were issued as
part of sales financing to customers. The Group does not currently
expect this to result in any significant cash outflows.

— Table 3.91 shows the contractually agreed (undiscounted) inter-

est and principal payments for financial liabilities.
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Foreign currency risk

Currency risks exist in particular where receivables or liabilities
are carried or will arise in the ordinary course of business in a cur-
rency other than the functional currency of the entity. Foreign
exchange risks are hedged where they affect the cash flows of the
Group. Foreign exchange risks that do not affect the cash flows of the
Group (i.e., the risks from translating the items from the statement
of financial position of foreign operations to the euro, the Group’s
reporting currency), however, are generally not hedged. Forward
exchange transactions are entered into to hedge exchange rate
fluctuations from cash flows relating to forecast purchase and sales
transactions with original terms of up to 84 months (prior period:
84 months).

Regarding the presentation of market risks, IFRS 7 “Financial
Instruments: Disclosures” requires sensitivity analyses showing
how profit or loss and equity would have been affected by hypothet-
ical changes in the relevant risk variables. The periodic expenses
are determined by relating the hypothetical changes of the risk
variables to the financial instruments as of the end of the reporting
period. The presentation is based on the assumption that the port-
folio at the end of the reporting period was representative for the
whole year. Currency risks as defined by IFRS 7 arise from financial
instruments that are denominated in a currency other than the
functional currency and are of a monetary nature; exchange differ-
ences from the translation of financial statements to the Group’s
currency are not taken into account. All currencies other than the
functional currency in which the Diirr Group holds financial instru-
ments are relevant risk variables.

Material non-derivative monetary items which constitute currency
risks for the Group are cash, trade receivables and payables as well
as contract assets. Non-derivative financial instruments which
could give rise to currency risks are usually hedged by derivative
financial instruments that are accounted for as fair value hedges. In
the process, both the change in the non-derivative financial instru-
ment and the change in the value of the derivative financial instru-
ment are recognized in profit or loss. In addition, Diirr is exposed to
currency risks from derivatives that are embedded, in accordance
with IAS 39, in effective cash flow hedges of fluctuation in pay-
ments caused by exchange rates. Exchange rate changes concern-
ing the currencies underlying these transactions affect the currency
reserve in equity and the fair value of the hedges.
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3.91 — INTEREST AND PRINCIPAL PAYMENTS FOR FINANCIAL LIABILITIES

Cash flows
Carrying
amount as of Total

€k Dec. 31, 2018 Current non-current  Medium-term Long-term
Non-derivative financial liabilities

Trade payables 502,370 501,403 967 927 40
Bond 298,597 8,625 317,250 317,250 -
Bonded loan 299,361 4,478 321,744 215,744 106,000
Liabilities to banks 1,002 1,002 - - -
Sundry financial liabilities 17,139 9,587 7,552 7,552 -
Finance lease liabilities 7,182 2,120 5,634 4,783 751
Obligations from options 214,767 213,543" 1,224 1,224 -
Liabilities from contingent purchase price installments 9,532 9,532 - - -
Sundry financial liabilities 122,092 117,391 4,701 4,671 30
Derivative financial liabilities

Derivatives not used for hedging 1,124 1,112 12 12 -
Derivatives used for hedging 6,449 6,120 329 329 -

Cash flows
Carrying
amount as of Total

€k Dec. 31, 2017 Current non-current  Medium-term Long-term
Non-derivative financial liabilities

Trade payables 390,529 390,033 496 408 88
Bond 298,027 8,625 325,875 325,875 -
Bonded loan 299,258 4,325 325,610 116,293 209,317
Liabilities to banks 1,875 1,877 - - -
Sundry financial liabilities 17,625 9,524 8,101 8,101 -
Finance lease liabilities 5,810 1,589 4,811 3,821 990
Obligations from options 245,011 245,0117 - - -
Liabilities from contingent purchase price installments 9,675 9,445 230 230 -
Sundry financial liabilities 128,759 123,086 5,673 5,627 46
Derivative financial liabilities

Derivatives not used for hedging 452 434 18 18 -
Derivatives used for hedging 5,819 4,541 1,278 1,278 -

" The cash flows for obligations from options relate primarily to the sundry financial liability recognized under the domination and profit and loss transfer agreement with HOMAG Group AG.
The expected cash flows were classified as current. However, the options can also be exercised with differing terms. For additional information, please refer to note 7.
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The analyses of the Group’s sensitivity to fluctuations in foreign
exchange rates use the currency pairs that are relevant for the Diirr
Group. This involves projecting the impact of a hypothetical 10 %
appreciation, or depreciation respectively, of the euro against the US
dollar, the Chinese renminbi, the Danish krone, the Czech koruna as
well as an appreciation and depreciation of the US dollar against the
Mexican peso and the Chinese renminbi. — table 3.92

Interest rate risk

Interest rate risks arise from fluctuations in interest rates that
could have a negative impact on the net assets, financial position
and results of operations of the Group. Interest rate fluctuations
lead to changes in net interest and in the carrying amounts of the
interest-bearing assets.

The Diirr Group concluded interest rate swaps with a nominal value
of €100 million to hedge against the interest rate risk from the vari-
able tranches of the bonded loan. The changes in cash flows from
the hedged transactions resulting from changes in the Euribor rate
are offset by changes in cash flows from the interest rate swaps.

The aim of the hedging measures is to transform the variable-rate

3.92 — IMPACT ON THE STATEMENT OF INCOME AND EQUITY

financial liabilities into fixed-interest financial liabilities and thus to
hedge the risks in the cash flow from the financial liabilities. Credit
risks are not hedged. A hypothetical increase in the interest rates of
25 base points per year would have caused a € 113 thousand increase
in the fair value of the interest rate swaps and equity. A hypothet-
ical decrease in the interest rates of 25 base points per year would
have caused a € 1 thousand decrease in the fair value of the interest

rate swaps and equity.

The Diirr Group has cash and cash equivalents that are subject to
fluctuation in interest rates as of December 31, 2018. A hypothetical
increase in these interest rates of 25 base points per year would
have caused a € 1,278 thousand (prior period: € 1,580 thousand)
increase in interest income. A hypothetical decrease of 25 base
points per year would have caused a € 1,278 thousand (prior period:
€ 1,580 thousand) decrease in interest income.

Other price risks
In the presentation of market risks, IFRS 7 also requires disclosures
on the effects of hypothetical changes in the risk variables on the

price of financial instruments. The main risk variables include stock

Dec. 31, 2018 Dec. 31, 2017

Impact on the Impact on the hedge Impact on the Impact on the hedge
€k statement of income reserve in equity statement of income reserve in equity
EUR/CNY
EUR +10% -1,739 2,657 -1,598 4,942
EUR-10% 2,166 -3,185 1,996 -5,942
EUR/CZK
EUR +10% -54 -2 -1,251 49
EUR-10% 71 3 1,535 -61
EUR/DKK
EUR +10% 446 =541 =272 142
EUR-10% 204 669 441 -167
EUR/USD
EUR +10% -445 4,834 -1,928 4,715
EUR-10% 609 -5,852 2,377 -5,690
USD/CNY
USD +10% 420 -201 -173 -854
UsD -10% -508 250 216 1,056
USD/MXN
UsD +10% 1,421 -1,980 2,272 -4,152
UsD -10% -1,899 2,442 -2,767 5,108
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market prices and indices. Please refer to — note 36 for more infor-
mation on the price risk of the financial assets, equity instruments,
options and the liabilities from contingent purchase price install-
ments disclosed as a level 3 financial instrument.

Use of derivative financial instruments

Derivative financial instruments are used in the Group to mini-
mize the risks concerning changes in exchange rates and interest
rates on cash flows and the change in fair value of receivables and
liabilities. Hedging allows the amount of the expected cash inflow/
outflow in the functional currency to be estimated in advance. This
generally involves fully hedging all payments for which there is sig-
nificant economic risk from changes in the exchange and interest
rate. The Diirr Group is exposed to areplacement risk in the event of
non-performance by counterparties (credit institutions) relating to
the financial instruments. Derivative financial instruments are only
entered into to hedge the operating business and to hedge loans.
In hedging the operating business, derivative financial instruments
are entered into on the basis of an internal estimate of progress and
payment dates. In order to ensure the effectiveness of the hedging
relationships, various features/parameters, such as expected date
and volume of payment between the hedged item and correspond-
ing hedge are reviewed and adjusted if necessary. Any ineffective-
ness may result, for example, from various different credit risks
and delays in contract processing. However, any hedges entered
into are expected to be highly effective in offsetting changes in fair
value or cash flows. They are assessed on an ongoing basis to deter-
mine that they actually have been highly effective throughout the
periods for which they were designated. All financial derivatives

3.93 — SCOPE AND FAIR VALUE OF FINANCIAL INSTRUMENTS

as well as the respective hedged transactions are subject to regular
internal control and measurement in accordance with the direc-
tive of the Board of Management. The hedged transactions are pri-
marily included in the following items of the statement of finan-
cial position: Trade receivables and trade payables, contract assets,
dividend payments and the interest hedge for the bonded loan. The
hedging relationships from cash flow and fair value hedges did not
result in any significant ineffectiveness. The changes in value of the
hedged transactions therefore run counter to the developments of
derivatives.

At the inception of the hedge, the hedging relationship and the
entity’s risk management objective and strategy for undertaking
the hedge are formally documented. This documentation contains
identification of the hedging instrument, the related hedged item or
transaction, the nature of the risk being hedged, and how the entity
will assess the hedging instrument’s effectiveness in offsetting the
exposure to changes in the hedged item’s fair value or the hedged
item’s cash flows attributable to the hedged risk.

Depending on their market value at the end of the reporting period,
derivative financial instruments are reported under sundry finan-
cial assets (positive market value) or sundry financial liabilities
(negative market value) respectively. — table 3.93

The fair value of the financial instruments was estimated using the
following methods and assumptions. The fair values of the forward
exchange contracts were estimated at the present value of cash
flows on the basis of the difference between the contractually agreed

Nominal value

Positive market value

Change in the fair value to

Negative market value recognize ineffectiveness

€k Dec. 31,2018 | Dec. 31,2017 | Dec.31,2018 | Dec.31,2017 | Dec.31,2018 | Dec.31,2017 | Dec.31,2018 | Dec. 31,2017
Interest rate swaps in connection with
cash flow hedges 100,000 200,000 - 124 -323 -585 -323 -461
Forward exchange contracts 488,146 459,838 3,691 5,804 -7,250 -5,686 -3.058 74
thereof in connection with cash flow
hedges 135,818 266,797 2,163 4,312 -4,452 -4,022 -2,289 290
thereof in connection with fair
value hedges 67,526 94,627 905 996 -1,674 -1,212 -769 -216
thereof not used for hedging 284,802 98,414 623 496 -1,124 -452 - -
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3.94 — NOMINAL VALUES OF HEDGING INSTRUMENTS

Total
€k Total Current non-current  Medium-term Long-term
Interest rate swaps in connection with cash flow hedges 100,000 - 100,000 100,000 -
(2017) (200,000) (100,000) (100,000) (100,000) (-)
Forward exchange contracts 488,146 455,782 32,364 32,364 -
(2017) (459,838) (412,405) (47,433) (47,433) (-)
thereof in connection with cash flow hedges 135,818 127,088 8,730 8,730 -
(2017) (266,797) (229,938) (36,859) (36,859) (-)
thereof in connection with fair value hedges 67,526 67,526 - - -
(2017) (94,627) (85,009) (9,618) (9,618) (-)
thereof not used for hedging 284,802 261,168 23,634 23,634 -
(2017) (98,414) (97,458) (956) (956) (-)

forward exchange rates and the forward rate prevailing at the end of
the reporting period. The fair values of the interest hedges are esti-
mated as the discounted value of expected future cash flows based

on current market parameters.

3.95 — AVERAGE RATES AND INTEREST FOR DERIVATIVE
FINANCIAL INSTRUMENTS CONCLUDED FOR SIGNIFI-
CANT CURRENCY PAIRS AND INTEREST HEDGES

Average rates Closing rates

€k Dec. 31,2018 Dec. 31, 2017 Dec. 31,2018 Dec. 31, 2017
Interest hedge 1.2675% 1.115% - -
EUR/CNY 8.1032 8.0262 7.8600 7.8327
EUR/CZK 25.8726 25.6482 25.7240 25.5850
EUR/DKK 7.4821 7.4942 7.4675 7.4453
EUR/USD 1.1876 1.1820 1.1453 1.1988
USD/CNY 6.7399 6.7630 6.8628 6.5338
USD/MXN 20.4610 19.2873 19.6626 19.6922
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Accounting and disclosure of derivative

financial instruments and hedge accounting

Currency hedges that clearly serve to hedge future cash flows
from foreign exchange transactions and which meet the require-
ments of IAS 39 in terms of documentation and effectiveness are
accounted for as cash flow hedges. Such derivative financial instru-
ments are recognized at fair value. Changes in fair value that impact
hedge effectiveness are recognized directly in other comprehen-
sive income until the hedged item is realized. Upon realization of
the future transaction (hedged item), the effects recorded in other
comprehensive income are transferred to profit or loss and recog-
nized in sales revenues or cost of sales, other operating income and

expenses or in net interest in the statement of income.

In the 2018 reporting period, the determination methods did not
result in any significant inefficiencies for fair value and cash flow
hedges. Any inefficiencies are disclosed in sales revenues or cost of
sales in the statement of income. The reclassification amount did
not contain any significant result for which the hedged item was no
longer expected.

The effect on earnings (before income taxes) expected for the
2019 reporting period from the amounts recognized in other com-
prehensive income at the end of the reporting period comes to
€ 2,683 thousand. In subsequent reporting periods, accumulated

effects on earnings of € 105 thousand are expected.
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3.96 — DISCLOSURES OF FORWARD EXCHANGE CONTRACTS IN CASH FLOW HEDGES

Change in the fair value

€k of the hedged item Hedge reserve Reclassification from hedge reserve to profit or loss
Hedged items Hedged items
in profit or loss no longer expected
Dec. 31,2018 Dec. 31, 2017 Dec. 31,2018 Dec. 31, 2017 Dec. 31,2018 Dec. 31, 2017 Dec. 31,2018 Dec. 31, 2017
Interest rate swaps 323 461 =27 -445 -181 -64 - -
Forward exchange contracts -2,289 -290 -2,517 1,020 188 -25 - -

3.97 — DISCLOSURES OF FORWARD EXCHANGE CONTRACTS IN FAIR VALUE HEDGES

Carrying amount of the hedged

Cumulative fair value hedge

Statement of financial Change in value

€k items adjustment position item of the hedged item
Dec. 31, 2018 Dec. 31, 2017 Dec. 31, 2018 Dec. 31, 2017 Dec. 31, 2018 Dec. 31, 2017 Dec. 31, 2018 Dec. 31, 2017
Trade Trade
Assets 15,769 - -1 - receivables receivables -1 -
Trade Trade
Liabilities 4,090 - - payables payables 9 -

3.98 — RECONCILIATION HEDGE RESERVE IN EQUITY

€k 2018 2017
As of January 1 575 -10,706
Exchange difference -23 141
Additions and changes in value -2,856 11,252
Reclassification to other statement

of financial position items -477 -201
Reclassification in profit or loss -7 89

thereof

Sales revenues - -

Cost of sales -183 25

Other operating income - _

Other operating expense -5 -

Interest income - -

Interest expenses 181 b4

As of December 31 -2,788 575

In the 2018 reporting period, no hedging options were used; for for-
ward exchange contracts, no distinction was made between forward

and cash elements.
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The changes in the fair value of all derivative financial instruments
that do not meet the requirements for hedge accounting in accord-
ance with IAS 39 are recognized in profit or loss at the end of the
reporting period.

43. OTHER NOTES

Declaration of compliance with the German Corporate
Governance Code pursuant to Sec. 161 AktG

The declaration of compliance prescribed by Sec. 161 AktG was sub-
mitted by the Board of Management and the Supervisory Board of
Diirr AG in Bietigheim-Bissingen on December 12, 2018, and made
accessible to the shareholders on the internet. For additional infor-
mation, please refer to the combined management report.
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Headcount

The number of employees in the Diirr Group breaks down as of
December 31, 2018 and as an average over the 2018 reporting period
as shown in — tables 3.99 and 3.100.

3.99 — EMPLOYEES AS OF THE END OF THE REPORTING PERIOD

Dec. 31,2018 | Dec. 31,2017
Industrial employees 7,750 7,073
Salaried employees 7,610 6,967
Employees without interns/trainees/others 15,360 14,040
Interns/trainees/others 952 934
Total employees 16,312 14,974

3.100 — AVERAGE HEADCOUNT DURING THE YEAR

2018 2017
Industrial employees 7,393 6,977
Salaried employees 7,230 6,893
Employees without interns/trainees/others 14,623 13,870
Interns/trainees/others 970 937
Total employees 15,593 14,807

Fees payable to the auditor of the consolidated

financial statements

—> Table 3.101 shows the audit fees payable to the auditor of the con-
solidated financial statements Ernst & Young GmbH Wirtschafts-
priiffungsgesellschaft recorded as an expense for the reporting

period.
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3.101 — AUDITOR’S FEES

€k 2018 2017
Audit of the financial statements 1,503 1,519
Other attest services 29 170
Tax advisory services 224 335
Other services 52 370

1,808 2,394

Auditor’s fees relate to the audit of the consolidated financial state-
ments and the separate financial statements of Diirr AG and its affil-
iated companies included in the consolidated financial statements.
Auditor’s fees also include fees for voluntary audits of separate
financial statements of € 88 thousand (prior period: € 94 thousand).

Further fees for non-audit services comprise fees for other attest
services, for tax advisory services and for other services. They
amounted to € 260 thousand in the 2018 reporting year (prior
period: € 875 thousand). In the prior period, the majority was attrib-
utable to advisory services in connection with projects in the area of
Industrial Internet of Things (IToT) and to attest services relating
to the sale of the Cleaning and Service Processing business activity.

Subsequent events
There were no extraordinary events that took place between the end
of the reporting period and the publication of this report.

Authorization for issue and publication of the consolidated
financial statements as of December 31, 2018

The consolidated financial statements and combined manage-
ment report of Diirr AG prepared by the Board of Management as
of December 31, 2018 were authorized for issue to the Supervisory
Board at the meeting of the Board of Management on March 12,
2019 and are scheduled for publication in the 2018 annual report on
March 22, 2019.
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MEMBERS OF THE BOARD OF MANAGEMENT

Ralf W. Dieter
CEO

» Carl Schenck AG, Darmstadt' (Chairman)

» Diirr Systems AG, Stuttgart' (Chairman)

* HOMAG Group AG, Schopfloch *? (Chairman)

» iTAC Software AG, Montabaur' (Chairman)

= Korber AG, Hamburg

= Schuler AG, Goppingen?

» Diirr Paintshop Systems Engineering (Shanghai) Co. Ltd.,
Shanghai, PR China' (Supervisor)

Carlo Crosetto
Member of the Board of Management — Chief Financial Officer

» Carl Schenck AG, Darmstadt!
= Diirr Systems AG, Stuttgart'
* HOMAG Group AG, Schopfloch*?

Pekka Paasivaara
Member of the Board of Management (since January 1, 2019)

» Deutsche Messe AG, Hanover (since January 1, 2019)
» Stiles Machinery, Inc., Grand Rapids, Michigan, USA!
(Chairman)

Dr. Jochen Weyrauch
Member of the Board of Management

= Membership in statutory supervisory boards

»Membership in comparable German and foreign control bodies (of business entities)
1 Group boards

2 listed
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The members of the Board of Management were remunerated as
shown in — table 3.102.

3.102 — REMUNERATION OF THE BOARD OF MANAGEMENT

€k 2018 2017
Short-term employee benefits

(excluding share-based payment) 4,394 5,494
Post-employment benefits 868 821

Termination benefits - -

Share-based payments 1,475 2,092
6,737 8,407

Former members of the Board of Management received pension
payments of € 550 thousand in the 2018 reporting period (prior
period: € 550 thousand). Pension provisions for this group of
persons amounted to € 604 thousand as of December 31, 2018 (prior
period: € 669 thousand). The remuneration includes the Board of
Management of Diirr AG.

Individualized disclosures on the remuneration of the members of

the Board of Management are presented in the section “Compen-
sation report” in the combined management report.
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MEMBERS OF THE SUPERVISORY BOARD

Karl-Heinz Streibich®45

Supervisory Board member, Frankfurt

Chairman of the Management Board of Software AG,
Darmstadt (until July 31, 2018)

Chairman since January 1, 2018

= Deutsche Telekom AG, Bonn®

= Deutsche Messe AG, Hanover (until July 31, 2018)

= Siemens Healthineers AG, Munich® (since March 1, 2018)
= WITTENSTEIN SE, Igersheim

Hayo Raich"3+4

Full-time Chairman of the Group Works Council of Diirr AG,
Stuttgart

Full-time Chairman of the Works Council of Diirr Systems AG,
Stuttgart, at the Bietigheim-Bissingen site

Deputy Chairman

= Diirr Systems AG, Stuttgart (Deputy Chairman)

Richard Bauer™"*5
Supervisory Board member, Wentorf near Hamburg
Additional Deputy Chairman since January 1, 2018

= Korber AG, Hamburg (Chairman)

Mirko Becker?3

Full-time member of the Group Works Council of Diirr AG,
Stuttgart

Full-time member of the Works Council of Diirr Systems AG,
Stuttgart, at the Bietigheim-Bissingen site

Dr. Rolf Breidenbach
President and CEO of HELLA GmbH & Co. KGaA, Lippstadt
(since January 1, 2018)

" Member of the Executive Committee and
Personnel Committee

2 Member of the Audit Committee

3 Employee representative

“Member of the Mediation Committee

5 Member of the Nomination Committee

¢ listed

* Membership in statutory supervisory boards
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Prof. Dr. Dr. Alexandra Diirr?®

Professor for medical technology at Sorbonne Université
and ICM (Institut du Cerveau et de la Moelle épiniére), Paris,
France

Gerhard Federer?
Independent consultant, Gengenbach

= HOMAG Group AG, Schopfloch® (Additional Deputy Chairman)
Carmen Hettich-Giinther?*
Full-time Chairwoman of the Group Works Council of
Homag Group AG, Schopfloch
Full-time Chairwoman of the Works Council of HOMAG GmbH,

Schopfloch

* HOMAG GmbH, Schopfloch (Deputy Chairwoman)
* HOMAG Group AG, Schopfloch® (Deputy Chairwoman)

Thomas Hohmann?
Head of Personnel at Diirr Systems AG, Stuttgart

Dr. Anja Schuler
Member of the Supervisory Board, Zurich, Switzerland

= HOMAG Group AG, Schopfloch®

Dr. Martin Schwarz-Kocher?3
General manager of IMU Institut GmbH, Stuttgart

Dr. Astrid Ziegler"?
Head of Department for Industrial, Structural and Energy Policy on
the Board of Management of IG Metall, Frankfurt/Main

= Pfleiderer Deutschland GmbH, Neumarkt/Oberpfalz

Dr.-Ing. E.h. Heinz Diirr
Honorary Chairman of the Supervisory Board
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—> Table 3.103 shows a breakdown into components of the remuner-
ation of individual Supervisory Board members in the 2018 report-
ing period.

3.103 — REMUNERATION OF THE SUPERVISORY BOARD 2018

Remuneration
Basic for committee Attendance Variable
€ remuneration membership fees® remuneration Total
Karl-Heinz Streibich, Chairman since January 1, 2018 120,000 7,500 8,000 51,000 186,500
(2017) (60,000) (10,000) (8,000) (30,750) (108,750)
Klaus Eberhardt (until December 31, 2017), Chairman - - - - -
(2017) (120,000) (15,000) (8,000) (61,500) (204,500)
Hayo Raich*"2, Deputy Chairman 63,000 5,000 8,600 25,500 102,100
(2017) (63,000) (5,000) (8,600) (30,750) (107,350)
Richard Bauer (since May 5, 2017) Deputy Chairman since January 1, 2018 60,000 5,000 6,000 25,500 96,500
(2017) (26,667) (-) (2,000) (13,667) (42,334)
Mirko Becker*? 40,000 10,000 8,000 17,000 75,000
(2017) (40,000) (10,000) (10,000) (20,500) (80,500)
Dr. Rolf Breidenbach (since January 1, 2018) 40,000 - 5,000 17,000 62,000
(2017) (-) (-) (-) (-] (-]
Prof. Dr. Dr. Alexandra Dirr 40,000 10,000 8,000 17,000 75,000
(2017) (40,000) (15,000) (9,000) (20,500) (84,500)
Gerhard Federer! 53,125 39,500 21,000 17,000 130,625
(2017) (50,000) (38,000) (20,000) (20,500) (128,500)
Prof. Dr.-Ing. Holger Hanselka (until May 5, 2017) - - - - -
(2017) (16,667) (-) (3,000) (8,542) (28,209)
Carmen Hettich-Giinther* "2 62,500 12,000 23,000 32,000 129,500
(2017) (58,750) (10,500) (21,000) (35,500) (125,750)
Thomas Hohmann* 40,000 - 5,000 17,000 62,000
(2017) (40,000) (-) (6,000) (20,500) (66,500)
Dr. Anja Schuler’ 50,000 4,500 15,000 17,000 86,500
(2017) (50,000) (3,000) (16,000) (20,500) (89,500)
Dr. Martin Schwarz-Kocher* 2 40,000 10,000 8,000 17,000 75,000
(2017) (40,000) (10,000) (10,000) (20,500) (80,500)
Dr. Astrid Ziegler* 2 40,000 5,000 8,000 17,000 70,000
(2017) (40,000) (5,000) (8,000) (20,500) (73,500)
Total 648,625 108,500 123,600 270,000 1,150,725
(2017) (645,084) (121,500) (129,600) (324,209) | (1,220,393)

* Employee representative

" Also member of the Supervisory Board of Diirr Systems AG or HOMAG Group AG and HOMAG GmbH

2These employee representatives have declared that they will transfer their remuneration to the Hans-Bockler Foundation in keeping with the guidelines of the German Federation of Trade Unions.
3 For Supervisory Board and committee meetings
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44, STATEMENT OF CHANGES IN NON-CURRENT ASSETS

3.104 — INTANGIBLE ASSETS

Franchises, Capitalized
industrial rights development Prepayments for
€k Goodwill  and similar rights costs intangible assets Diirr Group
Accumulated cost as of January 1, 2017 401,600 279,076 75,216 21,818 777,710
Exchange difference -5,209 -2,042 -26 2 -7,275
Changes in the consolidated group - 2,778 - - 2,778
Additions 160 7,287 8,077 7,056 22,580
Disposals - 4,974 -132 - -5,106
Reclassification to assets held for sale - -106 19 - -87
Reclassifications - 9,172 2,085 -6,819 4,438
Accumulated cost as of December 31, 2017 396,551 291,191 85,239 22,057 795,038
Exchange difference 1,137 202 -1 -7 1,321
Changes in the consolidated group - 31,277 - - 31,277
Additions 49,129 4,509 14,524 4,420 72,582
Disposals - -4,056 -1,155 -192 -5,403
Reclassifications - 13,787 4,232 -18,075 -56
Accumulated cost as of December 31, 2018 446,817 336,910 102,829 8,203 894,759
Accumulated amortization and impairment as of January 1, 2017 - 125,077 39,384 2,116 166,577
Exchange difference - -1,049 -21 - -1,070
Amortization for the year - 22,958 12,662 - 35,620
Impairment losses for the year - 1,483 - - 1,483
Disposals - -4,838 -132 - -4,970
Reclassification to assets held for sale - 136 17 - 153
Reclassifications - 5311 - =772 4,539
Accumulated amortization and impairment as of December 31, 2017 - 149,078 51,910 1,344 202,332
Exchange difference - -2 -9 - -1
Changes in the consolidated group - 4 - - 4
Amortization for the year - 25,495 9,892 - 35,387
Impairment losses for the year - - 10,670 - 10,670
Disposals - -3,842 -1,123 - -4,965
Reclassifications - 143 - -143 -
Accumulated amortization and impairment as of December 31, 2018 - 170,876 71,340 1,201 243,417
Net carrying amount as of December 31, 2018 446,817 166,034 31,489 7,002 651,342
Net carrying amount as of December 31, 2017 396,551 142,113 33,329 20,713 592,706
Net carrying amount as of January 1, 2017 401,600 153,999 35,832 19,702 611,133
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3.105 — PROPERTY, PLANT AND EQUIPMENT

Land, land rights
and buildings Technical  Other equipment, Prepayments
including buildings Investment equipment and furnitureand  and assets under

€k on third-party land property machines fixtures construction Diirr Group
Accumulated cost as of January 1, 2017 347,191 43,643 77,024 152,552 11,671 632,081
Exchange difference -7,922 - -2,117 -4,217 -436 -14,692
Changes in the consolidated group 202 - 449 78 45 774
Additions 27,652 736 10,037 20,117 7,036 65,578
Disposals -840 -457 -5,021 -10,843 -562 -17,723
Reclassification to assets held for sale 267 - 39 -328 -2 -24
Reclassifications 7,007 - 6,292 1,628 -10,460 4,467
Accumulated cost as of December 31, 2017 373,557 43,922 86,703 158,987 7,292 670,461
Exchange difference 473 - 73 94 30 670
Changes in the consolidated group 15,942 - 5,220 1,212 30 22,404
Additions 13,328 124 4,911 20,513 12,040 50,916
Disposals -78 -251 -2,009 -4,953 -206 -7,497
Reclassifications 4,194 - 886 783 -5,807 56
Accumulated cost as of December 31, 2018 407,416 43,795 95,784 176,636 13,379 737,010
Accumulated depreciation and impairment

as of January 1, 2017 71,941 22,979 35,222 86,474 224 216,840
Exchange difference -992 - -1,083 -2,316 3 -4,388
Depreciation for the year 14,603 1,187 7,666 19,123 - 42,579
Impairment losses for the year - - 375 259 379 1,013
Disposals -315 424 -3,905 -9,621 -539 -14,804
Reclassification to assets held for sale -2 - 41 -54 - -15
Reclassifications -10 - 1 622 - 613
Accumulated depreciation and impairment

as of December 31, 2017 85,225 23,742 38,317 94,487 67 241,838
Exchange difference -81 - 118 12 - 49
Changes in the consolidated group - - - 49 - 49
Depreciation for the year 15,167 924 9,472 21,636 - 47,199
Impairment losses for the year - - 113 - - 113
Disposals -36 -74 -782 -4,310 -67 -5,269
Reclassifications 1" - -16 5 - -
Accumulated depreciation and impairment

as of December 31, 2018 100,286 24,592 47,222 111,879 - 283,979
Net carrying amount as of December 31, 2018 307,130 19,203 48,562 64,757 13,379 453,031
Net carrying amount as of December 31, 2017 288,332 20,180 48,386 64,500 7,225 428,623
Net carrying amount as of January 1, 2017 275,250 20,664 41,802 66,078 11,447 415,241
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Investments in
entities accounted
for using the

Securities
classified as

€k equity method Other investments non-current assets Other loans Diirr Group
Accumulated cost as of January 1, 2017 33,178 3,144 9,388 602 46,312
Exchange difference -2,770 13 - - -2,757
Additions 816 2,000 6 - 2,822
Disposals -452 -18 -6,398 - -6,868
Reclassifications - -15 -2,996 - -3,011
Accumulated cost as of December 31, 2017 30,772 5,124 - 602 36,498
Adjustments IFRS 9 - 6,402 - - 6,402
Accumulated cost as of January 1, 2018 30,772 11,526 - 602 42,900
Exchange difference 2,489 - - - 2,489
Additions 2,457 1 - - 2,458
Disposals - -187 - - -187
Change in value - -478 - - -478
Reclassifications - -257 - - -257
Accumulated cost as of December 31, 2018 35,718 10,605 - 602 46,925
Accumulated write-downs as of January 1, 2017 452 198 433 602 1,685
Exchange difference - 13 - - 13
Depreciation for the year - - 45 - 45
Impairment losses for the year - 520 - - 520
Disposals -452 - -478 - -930
Accumulated write-downs as of December 31, 2017 - 731 - 602 1,333
Disposals - -187 - - -187
Reclassifications - -125 - - -125
Accumulated write-downs as of December 31, 2018 - 419 - 602 1,021
Net carrying amount as of December 31, 2018 35,718 10,186 - - 45,904
Net carrying amount as of December 31, 2017 30,772 4,393 - - 35,165
Net carrying amount as of January 1, 2017 32,726 2,946 8,955 - 44,627
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45. LIST OF GROUP SHAREHOLDINGS

3.107 — LIST OF GROUP SHAREHOLDINGS

Result for

Share in Equity** the year**
Name and location capital %* in€k in€k
A. FULLY CONSOLIDATED SUBSIDIARIES
GERMANY
Benz GmbH Werkzeugsysteme, Haslach im Kinzigtal 100.0 17,010 2,546
Carl Schenck AG, Darmstadt'-? 100.0 94,960 -
DUALIS GmbH IT Solution, Dresden’ 100.0 290 -
Dirr Assembly Products GmbH, Pittlingen' 2 100.0 5,981 -
Dirr International GmbH, Stuttgart'?2 100.0 12,428 -
Dirr IT Service GmbH, Stuttgart? 100.0 30 -
Dirr Somac GmbH, Stollberg'? 100.0 5,015 -
Diirr Systems AG, Stuttgart'-? 100.0 145,363 -
Diirr Systems Wolfsburg GmbH, Wolfsburg'-? 100.0 1,566 -
Dirr Technologies GmbH, Stuttgart'-2 100.0 304,408 -
Dirr thermea GmbH, Bietigheim-Bissingen 100.0 182 110
HOMAG Automation GmbH, Lichtenberg/Erzgebirge’? 100.0 15,488 -
HOMAG Bohrsysteme GmbH, Herzebrock-Clarholz 100.0 42,585 6,570
HOMAG eSOLUTION GmbH, Schopfloch 51.0 1,803 291
HOMAG Finance GmbH, Schopfloch 100.0 62,839 14,411
HOMAG GmbH, Schopfloch'2 100.0 86,546 -
Homag Group AG, Schopfloch’ 63.9 106,207 -
HOMAG Kantentechnik GmbH, Lemgo™"? 100.0 19,602 -
HOMAG Plattenaufteiltechnik GmbH, Calw'? 100.0 14,025 -
iTAC Software AG, Montabaur 100.0 6,623 -3,128
LOXEO GmbH, Stuttgart'?2 100.0 25 -
Luft- und Thermotechnik Bayreuth GmbH, Goldkronach'? 100.0 2,700 -
MTS Environmental GmbH, Maintal 100.0 16 -630
Olivia Grundstiicksverwaltungsgesellschaft mbH & Co. KG, Pullach im Isartal® 0.0 2,234 237
Schenck RoTec GmbH, Darmstadt'-2 100.0 9,226 -
Schenck Technologie- und Industriepark GmbH, Darmstadt'-? 100.0 12,540 -
SCHULER Consulting GmbH, Pfalzgrafenweiler’ 100.0 15 -
tapio GmbH, Nagold'? 100.0 971 -
Torwegge Holzbearbeitungsmaschinen GmbH, Schopfloch 100.0 13 -2
Weinmann Holzbausystemtechnik GmbH, St. Johann 75.9 2,259 -846
OTHER EUROPEAN COUNTRIES
AGRAMKOW Fluid Systems A/S, Sgnderborg/Denmark 100.0 -3,610 3,728
Carl Schenck Machines en Installaties B.V., Rotterdam/Netherlands 100.0 892 184
Carl Schenck spol. s r.0., ModFice/Czech Republic 100.0 633 110
CPM Automation d.o.o. Beograd, Belgrade/Serbia 100.0 163 -7
CPM S.p.A., Beinasco/ltaly 51.0 21,756 6,203
Datatechnic S.A.S., Uxegney/France 100.0 10,779 2,515
Duerr Cyplan Limited, Aldermaston/UK 100.0 2,115 =947
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3.107 — LIST OF GROUP SHAREHOLDINGS

Result for
Share in Equity** the year**
Name and location capital %* in€k in€k
Dirr Ltd., Warwick/UK 100.0 6,307 -536
Diirr Poland Sp. z 0.0., Radom/Poland 100.0 11,230 1,978
Dirr Systems Czech Republic a.s., Lede¢ nad Sazavou/Czech Republic 100.0 4,670 74
Diirr Systems Makine Muhendislik Proje Ithalat ve lhracat Ltd. Sirketi, Izmit-Kocaeli/Turkey 100.0 742 88
Diirr Systems S.A.S., Guyancourt/France 100.0 20,228 508
Diirr Systems Spain S.A.U., San Sebastian/Spain 100.0 10,632 5,706
Diirr Systems spol. s r.o., Bratislava/Slovakia 100.0 679 326
Dirr Universal Europe Ltd., Hinckley/UK 100.0 4,905 -32
Homag (Schweiz) AG, Hori/Switzerland 100.0 3,535 1,932
HOMAG AUSTRIA Gesellschaft m.b.H., Oberhofen am Irrsee/Austria 100.0 1,450 675
HOMAG DANMARK A/S, Galten/Denmark 100.0 1,981 616
HOMAG ESPANA MAQUINARIA, S.A., Llinars del Vallés (Barcelona)/Spain 100.0 1,941 559
HOMAG France S.A.S., Schiltigheim/France 100.0 5,735 2,763
HOMAG Group Trading SEE EOOD, Plovdiv/Bulgaria 100.0 923 264
HOMAG ITALIA S.p.A., Giussano/ltaly 100.0 5,271 2,004
HOMAG MACHINERY BARCELONA SA, L'Ametlla del Valles/Spain 100.0 5,268 2,016
HOMAG POLSKA Sp. z 0.0., Sroda Wielkopolska/Poland 100.0 24,160 5,658
HOMAG Services Poland Sp. z 0.0., Sroda Wielkopolska/Poland 100.0 1,687 121
HOMAG U.K. LTD., Castle Donington/UK 100.0 6,023 2,415
MEGTEC Environmental Limited, Standish/UK 100.0 3,850 20
MEGTEC IEPG BV, Amsterdam/Netherlands 100.0 22,225 -6
MEGTEC Systems AB, Gothenburg/Sweden 100.0 9,109 67
MEGTEC Systems S.A.S., Lisses/France 100.0 12,961 113
Olpidirr S.p.A., Novegro di Segrate/Italy 65.0 5,345 150
000 “Homag Russland”, Moscow/Russia 100.0 1,395 449
000 Diirr Systems RUS, Moscow/Russia 100.0 351 97
Schenck Industrie-Beteiligungen AG, Glarus/Switzerland 100.0 16,711 1,703
Schenck ltalia S.r.l., Paderno Dugnano/Italy 100.0 466 10
Schenck Limited, Warwick/UK 100.0 2,090 272
Schenck S.A.S., Jouy-le-Moutier/France 100.0 9,086 3,543
Stimas Engineering S.r.L., Turin/Italy 51.0 135 8
Verind S.p.A., Rodano/Italy? 50.0 7,355 1,230
NORTH AMERICA/CENTRAL AMERICA
BENZ INCORPORATED, Hickory, North Carolina/USA 100.0 1,879 508
Dirr de México, S.A. de C.V., Santiago de Querétaro/Mexico 100.0 13,141 2,148
Dirr Inc., Southfield, Michigan/USA 100.0 108,795 -4,902
Durr MEGTEC Holdings Inc., De Pere, Wisconsin/USA 100.0 32,216 -67
Durr MEGTEC LLC, De Pere, Wisconsin/USA 100.0 59,040 438
Dirr Systems Inc., Southfield, Michigan/USA 100.0 121,291 6,103
Durr Universal Inc., Stoughton, Wisconsin/USA 100.0 33,728 -1,063
Dirr Universal S. de R.L. de C.V., San Luis Potosi/Mexico 100.0 8,352 371
HOMAG CANADA INC., Mississauga, Ontario/Canada 100.0 4,195 1,367
Homag Machinery North America, Inc., Grand Rapids, Michigan/USA 100.0 -1,144 -990
iTAC Software Inc., Southfield, Michigan/USA 100.0 394 187
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3.107 — LIST OF GROUP SHAREHOLDINGS

Result for
Share in Equity** the year**
Name and location capital %* in€k in€k
MEGTEC Energy & Environmental LLC, De Pere, Wisconsin/USA 100.0 3,118 -
MEGTEC India Holdings LLC, De Pere, Wisconsin/USA 100.0 2,778 -
MEGTEC Systems Australia Inc., Wilmington, Delaware/USA 100.0 738 4
MEGTEC Turbosonic Inc., Waterloo/Canada 100.0 8,237 -315
MEGTEC Turbosonic Technologies Inc., De Pere, Wisconsin/USA 100.0 11,554 -7
MTS Asia Inc., De Pere, Wisconsin/USA 100.0 8,966 -
Schenck Corporation, Deer Park, New York/USA 100.0 65,216 929
Schenck México, S.A. de C.V., Mexico City/Mexico 100.0 568 22
Schenck RoTec Corporation, Southfield, Michigan/USA 100.0 6,679 2,167
Schenck Trebel Corporation, Deer Park, New York/USA 100.0 12,529 545
STILES MACHINERY, INC., Grand Rapids, Michigan/USA 100.0 23,179 12,377
Test Devices Inc., Hudson, Massachusetts/USA 100.0 4,529 245
Universal AET Holdings, LLC, Stoughton, Wisconsin/USA 100.0 1,129 -
Universal Silencer Mexico Il LLC, Stoughton, Wisconsin/USA 100.0 82 -
Universal Silencer Mexico LLC, Stoughton, Wisconsin/USA 100.0 8,149 -
SOUTH AMERICA
AGRAMKOW do Brasil Ltda., Indaiatuba/Brazil 100.0 -9 -1,467
CPM DO PERNAMBUCO MANUTENCAO DE MAQUINAS E EQUIPAMENTOS LTDA., Goiana/Brazil 99.0 438 427
Dirr Brasil Ltda., Sao Paulo/Brazil 100.0 12,187 1,670
HOMAG INDUSTRIA E COMERCIO DE MAQUINAS PARA MADEIRA LTDA., Tabodo da Serra/Brazil 100.0 2,050 156
Irigoyen 330 S.A., Buenos Aires/Argentina 100.0 46 -
VERIND BRASIL SERVICOS E SOLUCOES LTDA. - EPP, Betim/Brazil® 100.0 953 153
AFRICA/ASIA/AUSTRALIA
AGRAMKOW Asia Pacific Pte. Ltd., Singapore/Singapore 100.0 812 -8
Dirr (Thailand) Co., Ltd., Bangkok/Thailand 100.0 2,466 87
Diirr Africa (Pty.) Ltd., Port Elizabeth/South Africa 100.0 3,856 2,532
Dirr India Private Ltd., Chennai/India 100.0 4,876 1,715
Diirr Japan K.K., Tokyo/Japan 100.0 -708 -8
Diirr Korea Inc., Seoul/South Korea 100.0 10,601 -2,042
Dirr Paintshop Systems Engineering (Shanghai) Co. Ltd., Shanghai/PR China 100.0 86,321 39,214
Durr Systems (Malaysia) Sdn. Bhd., Petaling Jaya/Malaysia 100.0 1,432 -37
Dirr Systems Maroc sarl au, Tangier/Morocco 100.0 405 135
DURR VIETNAM COMPANY LIMITED, Ho Chi Minh City/Vietnam 100.0 - -
EPE Fund 3 (RF) (Pty) Ltd., Port Elizabeth/South Africa3 100.0 10 -
HOMAG Equipment Machinery Trading LLC, Dubai/United Arab Emirates* 49.0 -596 -155
HA (THAILAND) CO. LTD., Bangkok/Thailand 100.0 377 50
HA MALAYSIA SDN. BHD., Puchong/Malaysia 100.0 -267 120
HOMAG Arabia FZE, Dubai/United Arab Emirates 100.0 -210 -73
HOMAG ASIA PTE LTD, Singapore/Singapore 100.0 1,155 1
Homag Australia Pty. Limited, Sydney/Australia 100.0 3,757 837
Homag India Private Limited, Bangalore/India 100.0 4,398 658
Homag Japan Co., Ltd., Higashiosaka/Japan 100.0 6,389 901
HOMAG KOREA CO., LTD., Seoul/South Korea 100.0 3,715 335
Homag Machinery (Shanghai) Co. Ltd., Shanghai/PR China 81.3 23,152 9,436
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3.107 — LIST OF GROUP SHAREHOLDINGS

Result for

Share in Equity** the year**
Name and location capital %* in€k in€k
HOMAG NEW ZEALAND LIMITED, Auckland/New Zealand 100.0 10 5
HOMAG VIETNAM COMPANY LIMITED, Ho Chi Minh City/Vietnam 100.0 -4 -47
Luhlaza Industrial Services (Pty) Ltd., Port Elizabeth/South Africa? 75.0 769 215
MEGTEC Systems India Private Ltd., Pune/India 100.0 2,883 -70
MEGTEC Systems Shanghai Ltd., Shanghai/PR China 100.0 4,380 274
MEGTEC Thermal Energy & Environmental (Shanghai) Ltd., Shanghai/PR China 100.0 2,184 -1
PT Durr Systems Indonesia, Jakarta/Indonesia 100.0 805 -51
Schenck RoTec India Limited, Noida/India 100.0 7,522 1,162
Schenck Shanghai Machinery Corp. LTD, Shanghai/PR China 100.0 30,677 5,866
Shanghai Shenlian Testing Machine Works Co., Ltd., Shanghai/PR China 100.0 223 -7
Universal Acoustic & Emission Technologies Pvt. Ltd., Pune/India 100.0 1,275 74
Universal Silencer (Shanghai) Co. Ltd., Shanghai/PR China 100.0 -12 1
B. NON-CONSOLIDATED SUBSIDIARIES
Aviva Vermdgensverwaltung GmbH i.L., Munich/Germany 100.0 -1,077 -2
Futura GmbH, Schopfloch/Germany 100.0 25 -
Prime Contractor Consortium FAL China, Stuttgart/Germany 50.0 - -
Unterstitzungseinrichtung der Carl Schenck AG, Darmstadt, GmbH, Darmstadt/Germany 100.0 1,133 -5
C.INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD
HOMAG CHINA GOLDEN FIELD LIMITED, Hong Kong/PR China 25.0 50,028 12,688
Nagahama Seisakusho Ltd., Osaka/Japan 50.0 41,075 4,022
D. OTHER INVESTMENTS
ADAMOS GmbH, Darmstadt/Germany 14.3 8,428 -4,438
Fludicon GmbH, Darmstadt/Germany 1.4 - -
HeatMatrix Group B.V., Utrecht/Netherlands 13.4 1,572 49
Parker Engineering Co., Ltd., Tokyo/Japan 10.0 73,099 3,832
SBS Ecoclean GmbH, Stuttgart/Germany 15.0 133,749 3,981

* Investment pursuant to Sec. 16 AktG

** German entities HGB figures, foreign entities IFRS figures, figures for 100 % capital share

1 Profit and loss transfer agreement with the respective parent company

2 Exemption pursuant to Sec. 264 (3) HGB

3 Controlling influence as a result of contractual arrangements to control the relevant activities
4100 % share in voting right

5 Power to affect the variable returns

Bietigheim-Bissingen, March 12, 2019

Diirr Aktiengesellschaft

The Board of Management
Ralf W. Dieter Carlo Crosetto Pekka Paasivaara Dr. Jochen Weyrauch

ANNUAL REPORT 2018

2

193
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Independent auditor’s report

INDEPENDENT
AUDITOR'S REPORT

To Diirr Aktiengesellschaft

Report on the audit of the consoli-
dated financial statements and
of the group management report

OPINIONS

We have audited the consolidated financial statements of Diirr
Aktiengesellschaft, Stuttgart, and its subsidiaries (the Group),
which comprise the consolidated statement of income and the con-
solidated statement of comprehensive income for the reporting
period from January 1 to December 31, 2018, the consolidated state-
ment of financial position as of December 31, 2018, the consolidated
statement of cash flows and the consolidated statement of changes
in equity for the reporting period from January 1 to December 31,
2018, and notes to the consolidated financial statements, including
a summary of significant accounting policies. In addition, we have
audited the group management report of Diirr Aktiengesellschaft
for the reporting period from January 1 to December 31, 2018, which
has been combined with the management report (“group manage-
ment report”). In accordance with the German legal requirements,
we have not audited the content of the group non-financial state-
ment included in the “Sustainability” section of the group manage-
ment report as well as the disclosures in the “Other information
on corporate governance” section and the Corporate Governance
Declaration.
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In our opinion, on the basis of the knowledge obtained in the audit,

= the accompanying consolidated financial statements comply,
in all material respects, with the IFRSs as adopted by the EU,
and the additional requirements of German commercial law
pursuant to Sec. 315e (1) HGB (“Handelsgesetzbuch”: German
Commercial Code) and, in compliance with these requirements,
give a true and fair view of the assets, liabilities, and financial
position of the Group as of December 31, 2018, and of its financial
performance for the reporting period from January 1 to Decem-
ber 31, 2018, and

the accompanying group management report as a whole provides
an appropriate view of the Group’s position. In all material
respects, this group management report is consistent with
the consolidated financial statements, complies with German
legal requirements and appropriately presents the opportuni-
ties and risks of future development. Our opinion on the group
management report does not cover the content of the group non-
financial statement included in the “Sustainability” section of
the group management report as well as the disclosures in the
“Other information on corporate governance” section and the

Corporate Governance Declaration.

Pursuant to Sec. 322 (3) Sentence 1 HGB, we declare that our audit
has not led to any reservations relating to the legal compliance of
the consolidated financial statements and of the group manage-
ment report.
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BASIS FOR THE OPINIONS

We conducted our audit of the consolidated financial state-
ments and of the group management report in accordance with
Sec. 317 HGB and the EU Audit Regulation (No 537/2014, referred
to subsequently as “EU Audit Regulation”) and in compliance with
German Generally Accepted Standards for Financial Statement
Audits promulgated by the Institut der Wirtschaftspriifer [Insti-
tute of Public Auditors in Germany] (IDW). Our responsibilities
under those requirements and principles are further described
in the “Auditor’s responsibilities for the audit of the consolidated
financial statements and the Group management report” section
of our auditor’s report. We are independent of the group entities
in accordance with the requirements of European law and German
commercial and professional law, and we have fulfilled our other
German professional responsibilities in accordance with these
requirements. In addition, in accordance with Art. 10 (2) f) of the EU
Audit Regulation, we declare that we have not provided non-audit
services prohibited under Art. 5 (1) of the EU Audit Regulation. We
believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinions on the consolidated
financial statements and on the group management report.

KEY AUDIT MATTERS IN THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS

Key audit matters are those matters that, in our professional judg-
ment, were of most significance in our audit of the consolidated
financial statements for the reporting period from January 1 to
December 31, 2018. These matters were addressed in the context of
our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon; we do not provide a separate opinion

on these matters.

Below, we describe what we consider to be the key audit matters:

1. Impairment testing of goodwill

Reasons why the matter was determined to be

a key audit matter:

Goodwill is subject to an annual impairment test. As a rule, the
basis of the measurements is the present value of future cash flows
of the cash-generating unit to be measured to which goodwill was
allocated. The measurements are based on budgetary planning

of the cash-generating units for four detailed planning years.
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The discounting is based on the weighted average cost of capital
(WACC) of the respective cash-generating unit. The inputs used in
the calculation of the discounting rate are partly based on estimated
market expectations and are, therefore, also subject to judgment.

The result of these measurements depends chiefly on the future
cash inflows of each company estimated by the executive directors
as well as the discount rate used and is, therefore, subject to

uncertainty.

Auditor’s response:

The subsidiaries’ budgets are consolidated by division and reviewed
and approved by the Board of Management in a multi-stage process.
The Supervisory Board approves the budget for the following year
and acknowledges the long-term planning for the next three years.
For our audit we relied on these internal controls and reviewed
their effectiveness. Our assessment was based, among other things,
on a comparison with general and industry-specific market expec-
tations as well as management explanations regarding the signifi-
cant value drivers in the budgets and forecasts. We also compared
the plans for consistency with the forecast information provided
in the group management report. We also analyzed the budget-to-
actual comparison of the prior-period planning on the basis of a
target-actual deviation analysis. We assessed the underlying valu-
ation models for the determination of net realizable value in terms
of methodology and re-performed the calculations with the assis-
tance of internal valuation specialists. We assessed the derivation of
the risk-adjusted discount rate with the involvement of our internal
experts by analyzing the peer group, comparing market data with
external evidence and examining the clerical accuracy. We also
checked the results of the impairment test for plausibility using

our own sensitivity analyses.

Our audit procedures did not lead to any reservations relating to the

assessment of goodwill impairment.

Reference to related disclosures:

The Company’s disclosures on the impairment of goodwill in terms
of the recognition and measurement policies applied in accounting
as well as the associated judgements are contained in notes 1 and 18
of the notes to the consolidated financial statements.
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2. Revenue recognition over time and accounting
for construction contracts pursuant to IFRS 15
(Revenue from Contracts with Customers)
Reasons why the matter was determined to be
a key audit matter:
Sales revenues from customer-specific construction contracts are
generally calculated according to the progress towards complete
satisfaction of a performance obligation pursuant to IFRS 15. This
involves recognizing sales revenues and the planned contract
margin in line with the degree to which the contract has been
completed. The degree of completion is calculated on the basis of
the costs incurred relative to the total estimated costs.

The application of revenue recognition over time pursuant to
IFRS 15 requires substantial exercise of judgment, particularly
related to the estimate of the total costs of a contract and the
consideration of contract modifications and project risks.

Auditor’s response:

With respect to the first-time application of IFRS 15, we obtained an
understanding of the processes implemented by Diirr in response
to the new standard. In assessing the contract analysis performed
by the executive directors, we evaluated in particular whether the
requirements to recognize revenue over time have been met based
on construction contracts. We relied on a controls-based approach
during the audit and examined the underlying corporate processes
and tested controls relevant for the processing and accounting of
construction contracts, particularly for the calculation of contract
values, the processes for the estimate of contract costs as well as the
reporting and allocation of accrued costs. We also tested the control
mechanisms in the area of contract acceptance and planning as well
as in the area of budgeting and cost control for their proper func-
tioning. To identify anomalies in the development of margins over
the course of the year and to recognize them compared to the prior
period, we performed analyses of the planned costs and changes
in contract values. With regard to the status of completion and the
assessment of the risks associated with the contract, we obtained
management’s evaluation of the significant contracts.

Furthermore, we performed the following substantive procedures
for specific construction contracts:
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= Compared the contract values underlying the revenue calcu-
lation with the respective customer contracts;

= Analyzed the contract costs planned and planning costs used
underlying the determination of the degree of completion of the
individual construction contracts, during which we reviewed the
quality of budgets on the basis of target-actual analyses;

Verified whether the material and production costs recognized
for each construction contract were allocated properly and in
the correct period, during which we primarily verified the allo-
cation of costs in terms of their amount and the related project
using orders, evidence of services as well as supplier invoices;

Obtained evidence from third parties for selected projects (for
example external confirmations of significant receivables and
customer prepayments);

Checked that the sales revenues had been entered in the right
amount in particular by comparing a sample of the transaction

prices with their applicable contractual bases.

Our audit procedures did not lead to any reservations regarding
the revenue recognition over time and accounting of construction
contracts according to IFRS 15.

Reference to related disclosures:

The Company’s disclosures on the recognition and measurement
policies applied in accounting with regard to the revenue recogni-
tion over time and accounting of construction contracts according
to IFRS 15 are contained in notes 6, 7, 8, 21 and 22 of the notes to the

consolidated financial statements.

3. Recognition and measurement of income tax
provisions and deferred taxes

Reasons why the matter was determined to be

a key audit matter:

The Diirr Group operates in different legal systems coupled with

the complexity of changing tax law as well transfer pricing issues.

The calculation of provisions for income tax obligations as well

as the accounting assessment and measurement of deferred

and uncertain tax items requires that the executive directors of
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Diirr Aktiengesellschaft exercise judgment for the assessment of
subject matters related to tax and must perform estimates regard-
ing income tax risks.

In the context of accounting and measurement of deferred tax
items, an assessment of future usability of the tax loss carry-
forwards as well as other deferred tax assets from temporary
differences is necessary. The recognition of deferred tax assets for
tax loss carryforwards depends on the usability of losses in each
country due to country-specific provisions on the one hand, and,
on the other, on budget assumptions for future taxable income.
Particularly the corporate planning regarding the future taxable
income is subject to judgment to a high degree. The executive
directors make estimates regarding the economic development
of every taxable entity, which is affected by the current and future
market environment.

Auditor’s response:

Due to the complexity in the area of tax provisions, we consulted
internal experts from our tax department with expertise in the rele-
vant local legal systems and provisions in our audit. We also assessed
the correspondence with the responsible tax authorities, analyzed
and reviewed the assumptions for the calculation of income tax
provisions on the basis of their knowledge and experience in the
current application of the relevant legal provisions by the author-
ities and courts.

To assess the recognition and measurement of deferred taxes
at Group companies, we considered, among other things, the
underlying processes for complete reporting and measurement
of deferred taxes as well as to avoid or detect and correct errors.
In addition, we verified the identification and quantification of
deviations between the recognition and measurement of assets
and liabilities according to income tax provisions and financial
reporting in accordance with IFRSs as well as the calculation of
the deferred taxes with regard to these deviations using the corre-
sponding tax rate. For the impairment testing of deferred tax assets
from temporary differences as well as from loss carryforwards, we
verified using samples whether tax forecasts were derived from
corporate planning, the Group-wide planning horizon was used
to assess the usability of tax loss carryforwards and the respective
country-specific tax requirements for the use of loss carryforwards

were observed.
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In the course of our substantive audit procedures for uncertain
tax items, we assessed the compliance with the relevant local tax
law of assessments made by the legal representative for tax impli-
cations of significant business transactions or events in the 2018
reporting period, from which uncertain tax items may result or
could influence the measurement of existing uncertain tax items.
In particular, this includes the income tax implications arising from
the acquisition or disposal of company shares, corporate restruc-

turing as well as findings from tax field audits.

Our audit procedures did not lead to any reservations regarding
the recognition and measurement of income tax provisions and
deferred taxes.

Reference to related disclosures:

The Company’s disclosures on the accounting policies for income
tax provisions and deferred taxes are contained in notes 7 and 17 of
the notes to the consolidated financial statements.

4. Accounting treatment of the acquisition

of the MEGTEC/Universal entities including

the purchase price allocation
Reasons why the matter was determined to be
a key audit matter:
With the acquisition of MEGTEC/Universal entities, Diirr Aktien-
gesellschaft acquired an operationally active group that is included
in Diirr Aktiengesellschaft’s consolidated financial statements by
way of full consolidation.

The fair values resulting from the remeasurement of recognized
assets and the identification of acquired assets as well as the differ-
ence between the purchase price and the net assets of the MEGTEC/
Universal entities measured at fair value are significant for the
consolidated financial statements of Diirr Aktiengesellschaft.
Furthermore, the remeasurements of the acquired assets and
liabilities are subject to estimation and judgment uncertainties as
the measurement of the acquired intangible assets (e.g., customer
base, technology and brand name) is dependent on the corporate
planning of the acquired entities.
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Auditor’s response:

Based on our knowledge of the business of the MEGTEC/Univer-
sal entities and the explanation and plans of the Board of Manage-
ment, we verified the identification of the assets and liabilities in
the course of the purchase price allocation.

During our audit procedures in connection with determining the
fair values of the acquired assets and liabilities, we also consulted
internal valuation experts. This largely involved us assessing the
discounted cash flow measurement model used by the Company
and verifying the clerical accuracy. We assessed the derivation of
the discount rate and its individual components by analyzing the
peer group, comparing market data with external evidence and veri-
fying the clerical accuracy of the calculation. We discussed the plan-
ning assumptions used in the cash flow planning of the individual
assets and liabilities with management and assessed the significant
planning assumptions.

We also examined the completeness of the disclosures in the notes
to the consolidated financial statements according to the regula-
tions of IFRS 3.

Our audit procedures in connection with the accounting treatment
of the acquisition of the MEGTEC/Universal entities did not lead to
any reservations.

Reference to related disclosures:

The Company’s disclosures on the accounting treatment of the
MEGTEC/Universal entities are contained in note 18 of the notes to
the consolidated statements.

OTHER INFORMATION

The Supervisory Board is responsible for the Report of the Super-
visory Board. Otherwise, the executive directors are responsible
for other information. Other information particularly comprises
the following components of the annual report: The Chairman’s
letter, the Report of the Supervisory Board, the section “Diirr on the
capital market”, the disclosures made in the annual report in the
Responsibility Statement contained in the consolidated financial
statements, the group non-financial statement included in the
“Sustainability” section of the group management report as well as
the disclosures in the “Other information on corporate governance”
section and the Corporate Governance Declaration. We received a
version of this ‘Other information’ by the time this auditor’s report
was issued.
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Our opinions on the consolidated financial statements and on the
group management report do not cover the other information, and
consequently we do not express an opinion or any other form of
assurance conclusion thereon.

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

information

is materially inconsistent with the consolidated financial state-
ments, with the group management report or our knowledge
obtained in the audit, or

otherwise appears to be materially misstated.

RESPONSIBILITIES OF THE EXECUTIVE DIRECTORS
AND THE SUPERVISORY BOARD FOR THE
CONSOLIDATED FINANCIAL STATEMENTS AND

THE GROUP MANAGEMENT REPORT

The executive directors are responsible for the preparation of
the consolidated financial statements that comply, in all material
respects, with IFRSs as adopted by the EU and the additional require-
ments of German commercial law pursuant to Sec. 315e (1) HGB,
and that the consolidated financial statements, in compliance with
these requirements, give a true and fair view of the assets, liabilities,
financial position, and financial performance of the Group. In addi-
tion, the executive directors are responsible for such internal con-
trol as they have determined necessary to enable the preparation
of consolidated financial statements that are free from material

misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the executive
directors are responsible for assessing the Group’s ability to con-
tinue as a going concern. They also have the responsibility for dis-
closing, as applicable, matters related to going concern. In addition,
they are responsible for financial reporting based on the going
concern basis of accounting unless there is an intention to liquidate
the Group or to cease operations, or there is no realistic alternative
but to do so.

Furthermore, the executive directors are responsible for the prepa-
ration of the group management report that, as a whole, provides
an appropriate view of the Group’s position and is, in all material
respects, consistent with the consolidated financial statements,
complies with German legal requirements, and appropriately
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presents the opportunities and risks of future development. In
addition, the executive directors are responsible for such arrange-
ments and measures (systems) as they have considered necessary
to enable the preparation of a group management report that is in
accordance with the applicable German legal requirements, and to
be able to provide sufficient appropriate evidence for the assertions

in the group management report.

The Supervisory Board is responsible for overseeing the Group’s
financial reporting process for the preparation of the consolidated
financial statements and of the group management report.

AUDITOR’'S RESPONSIBILITIES FOR THE AUDIT
OF THE CONSOLIDATED FINANCIAL STATEMENTS
AND OF THE GROUP MANAGEMENT REPORT

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and whether
the group management report as a whole provides an appropriate
view of the Group’s position and, in all material respects, is consis-
tent with the consolidated 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 report that includes
our opinions on the consolidated financial statements and on the
group management report.

Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with Sec. 317 HGB
and the EU Audit Regulation and in compliance with German
Generally Accepted Standards for Financial Statement Audits pro-
mulgated by the Institut der Wirtschaftspriifer 1DW) will always
detect a material misstatement. Misstatements can arise from
fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the eco-
nomic decisions of users taken on the basis of these consolidated
financial statements and this group management report.

We exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of the

consolidated financial statements and of the group management

report, whether due to fraud or error, design and perform audit
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procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opin-
ions. 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, misrepre-
sentations, or the override of internal control.

Obtain an understanding of internal control relevant to the
audit of the consolidated financial statements and of arrange-
ments and measures (systems) relevant to the audit of the group
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.

Evaluate the appropriateness of accounting policies used by the
executive directors and the reasonableness of estimates made by
the executive directors and related disclosures.

Conclude on the appropriateness of the executive directors’
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 Group’s ability to continue as a going concern. If we con-
clude that a material uncertainty exists, we are required to draw
attention in the auditor’s report to the related disclosures in
the consolidated financial statements and in the group manage-
ment 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 report. How-
ever, future events or conditions may cause the Group to cease

to be able to continue as a going concern;

Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements present the
underlying transactions and events in a manner that the consoli-
dated financial statements give a true and fair view of the assets,
liabilities, financial position and financial performance of the
Group in compliance with IFRSs as adopted by the EU and the
additional requirements of German commercial law pursuant
to Sec. 315e (1) HGB;

Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities
within the Group to express opinions on the consolidated
financial statements and on the group management report. We
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are responsible for the direction, supervision and performance
of the group audit. We remain solely responsible for our audit

opinions;

Evaluate the consistency of the group management report
with the consolidated financial statements, its conformity with
[German] law, and the view of the Group’s position it provides;

Perform audit procedures on the prospective information pre-
sented by the executive directors in the group management
report. On the basis of sufficient appropriate audit evidence we
evaluate, in particular, the significant assumptions used by the
executive directors as a basis for the prospective information,
and evaluate the proper derivation of the prospective infor-
mation from these assumptions. We do not express a separate
opinion on the prospective information and on the assumptions
used as abasis. 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 require-
ments, and communicate with them all relationships and other
matters that may reasonably be thought to bear on our indepen-
dence and where applicable, the related safeguards.

From the matters communicated with those charged with gover-
nance, we determine those matters that were of most significance
in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these
matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter.
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OTHER LEGAL AND REGULATORY REQUIREMENTS

Further information pursuant to Art. 10 of

the EU Audit Regulation

We were elected as auditor of the consolidated financial statements
by the annual general meeting on May 9, 2018. We were engaged
by the Supervisory Board on November 16, 2018. We have been the
group auditor of Diirr Aktiengesellschaft without interruption since

the 2002 reporting period.

We declare that the opinions expressed in this auditor’s report
are consistent with the additional report to the audit committee
pursuant to Art. 11 of the EU Audit Regulation (long-form audit
report).

German Public Auditor responsible for the engagement
The German Public Auditor responsible for the engagement is
Marco Koch.

Stuttgart, 12 March 2019

Ernst & Young GmbH
Wirtschaftspriifungsgesellschaft

%M %@% . be

Marbler Koch

Wirtschaftsprifer
(German Public Auditor)

Wirtschaftsprifer
(German Public Auditor)
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INDEPENDENT
AUDITOR'S LIMITED
ASSURANCE REPORT

The assurance engagement performed by Ernst & Young (EY) relates
exclusively to the German version of the group non-financial statement
2018 of Diirr Aktiengesellschaft. The following text is a translation of
the original German Independent Assurance Report.

To Diirr Aktiengesellschaft, Stuttgart

We have performed a limited assurance engagement on the group
non-financial statement of Diirr Aktiengesellschaft according to
§ 315b HGB (“Handelsgesetzbuch”: German Commercial Code),
consisting of the disclosures in the combined management report
which are marked with a line in the margin and the abbreviation
“NFD” for the reporting period from 1 January 2018 to 31 December

2018 (hereafter group non-financial statement).

MANAGEMENT'S RESPONSIBILITY

The legal representatives of the Company are responsible for the
preparation of the group non-financial statement in accordance
with §§ 315¢ in conjunction with 289c to 289e HGB.

This responsibility includes the selection and application of appro-
priate methods to prepare the group non-financial statement as
well as making assumptions and estimates related to individual dis-
closures, which are reasonable in the circumstances. Furthermore,
the legal representatives are responsible for such internal controls
that they have considered necessary to enable the preparation of a
group non-financial statement that is free from material misstate-
ment, whether due to fraud or error.
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AUDITOR’S DECLARATION RELATING TO
INDEPENDENCE AND QUALITY CONTROL

We are independent from the Company in accordance with the pro-
visions under German commercial law and professional require-
ments, and we have fulfilled our other professional responsibilities
in accordance with these requirements.

Our audit firm applies the national statutory regulations and pro-
fessional pronouncements for quality control, in particular the
by-laws regulating the rights and duties of Wirtschaftspriifer and
vereidigte Buchpriifer in the exercise of their profession [Berufs-
satzung fiir Wirtschaftspriifer und vereidigte Buchpriifer] as well
as the IDW Standard on Quality Control 1: Requirements for Qual-
ity Control in audit firms [IDW Qualitétssicherungsstandard 1:
Anforderungen an die Qualitétssicherung in der Wirtschaftspriifer-
praxis (IDW QS 1)].

AUDITOR’S RESPONSIBILITY

Our responsibility is to express a limited assurance conclusion on
the group non-financial statement based on the assurance engage-
ment we have performed.

We conducted our assurance engagement in accordance with the
International Standard on Assurance Engagements (ISAE) 3000
(Revised): Assurance Engagements other than Audits or Reviews
of Historical Financial Information, issued by the International
Auditing and Assurance Standards Board (IAASB). This Standard
requires that we plan and perform the assurance engagement to
obtain limited assurance about whether the group non-financial
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statement of the Company has been prepared, in all material
respects, in accordance with §§ 315c in conjunction with 289c to
289e HGB. In alimited assurance engagement the assurance proce-
dures are less in extent than for a reasonable assurance engagement
and therefore a substantially lower level of assurance is obtained.
The assurance procedures selected depend on the auditor’s profes-

sional judgment.

Within the scope of our assurance engagement, which has been
conducted between December 2018 and March 2019, we performed
amongst others the following assurance and other procedures:

* Inquiries of employees regarding the selection of topics for the
group non-financial statement, the risk assessment and the con-
cepts of Diirr for the topics that have been identified as material,

Inquiries of employees responsible for data capture and con-
solidation as well as the preparation of the group non-financial
statement, to evaluate the reporting processes, the data cap-
ture and compilation methods as well as internal controls to
the extent relevant for the assurance of the group non-financial

statement,

Identification of likely risks of material misstatement in the
group non-financial statement,

Inspection of relevant documentation of the systems and pro-
cesses for compiling, analyzing and aggregating data in the rel-
evant areas, e.g. compliance and employees in the reporting
period and testing such documentation on a sample basis,

Analytical evaluation of disclosures in the group non-financial

statement,

Inquiries and inspection of documents on a sample basis relat-
ing to the collection and reporting of selected qualitative infor-
mation and data,

Evaluation of the presentation of disclosures in the group
non-financial statement.

ASSURANCE CONCLUSION

Based on our assurance procedures performed and assurance evi-
dence obtained, nothing has come to our attention that causes
us to believe that the group non-financial statement of Diirr
Aktiengesellschaft for the period from 1 January 2018 to 31 Decem-
ber 2018 has not been prepared, in all material respects, in accor-
dance with §§ 315c in conjunction with 289c to 289e HGB.
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INTENDED USE OF THE ASSURANCE REPORT

We issue this report on the basis of the engagement agreed with
Diirr Aktiengesellschaft. The assurance engagement has been per-
formed for the purposes of the Company and the report is solely
intended to inform the Company as to the results of the assurance
engagement and must not be used for purposes other than those
intended. The report is not intended to provide third parties with
support in making (financial) decisions.

ENGAGEMENT TERMS AND LIABILITY

The “General Engagement Terms for Wirtschaftspriifer and
Wirtschaftspriifungsgesellschaften [German Public Auditors and
Public Audit Firms]” dated 1 January 2017 are applicable to this
engagement and also govern our relations with third parties in the
context of this engagement (www.de.ey.com/general-engagement-
terms). In addition, please refer to the liability provisions contained
there in no. 9 and to the exclusion of liability towards third parties.
We assume no responsibility, liability or other obligations towards
third parties unless we have concluded a written agreement to the
contrary with the respective third party or liability cannot effec-
tively be precluded.

We make express reference to the fact that we do not update the
assurance report to reflect events or circumstances arising after it
was issued unless required to do so by law. It is the sole responsibil-
ity of anyone taking note of the result of our assurance engagement
summarized in this assurance report to decide whether and in what
way this result is useful or suitable for their purposes and to supple-

ment, verify or update it by means of their own review procedures.

Munich, 12 March 2019

Ernst & Young GmbH
Wirtschaftspriifungsgesellschaft

Annette Johne
Wirtschaftspriiferin
(German Public Auditor)

Nicole Richter
Wirtschaftspriiferin
(German Public Auditor)
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Responsibility statement by management

RESPONSIBILITY

STATE
BY MANA

To the best of our knowledge, and in accordance with the applicable
reporting principles, the consolidated financial statements give a
true and fair view of the assets, liabilities, financial position and
profit or loss of the Group, and the combined management report

M Covto Cowlys

Ralf W. Dieter Carlo Crosetto

MENT
GEMENT

includes a fair review of the development and performance of the
business and the position of the Group, together with a descrip-
tion of the principal opportunities and risks associated with the
expected development of the Group.

CCOND — TJoles Leyon

Pekka Paasivaara Dr. Jochen Weyrauch

Bietigheim-Bissingen, March 12, 2019
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Ten-year summary Dirr Group

TEN-YEAR SUMMARY

4.1 — TEN-YEAR SUMMARY DURR GROUP?

2018 2017 2016 2015 2014 2013 2012 2011 2010 2009

Incoming orders € million | 3,930.9| 3,803.0 3,701.7 3,467.5 2,793.0 2,387.1 2,596.8  2,6849 16422 11847
Orders on hand € million | 2,577.2| 24494 25684  2,465.7 27253  2,150.1 2,316.8  2,142.7  1,359.1 1,002.4
Sales revenues € million | 3,869.8| 3,713.2 3,573.5  3,767.1 25749 24069 2,399.8 1,922.0 1,261.4 1,077.6
Gross profit on sales € million 855.5 857.2 858.3 828.0 591.1 487.3 437.8 331.4 237.5 210.8
Overhead costs (incl. R&D costs) € million -612.9 -601.8 -605.5 -566.4 -359.5 -280.7 -262.9 -225.5 -201.6 -202.5
EBITDA € million 326.9 367.7 360.3 348.2 262.9 230.4 205.4 127.1 54.6 25.6
EBIT € million 233.5 287.0 271.4 267.8 220.9 203.0 176.9 106.5 36.6 5.7
Financial result € million -13.8 -19.8 -13.3 -23.3 -16.2 -18.4 -29.2 -20.7 -24.1 -17.9
EBT € million 219.7 267.3 258.1 244.5 204.7 184.6 147.7 85.8 12.5 -12.2
Income taxes € million -56.2 -67.6 -70.3 -78.0 -54.4 -43.7 -36.3 -21.6 -5.4 -13.5
Net income/loss € million 163.5 199.6 187.8 166.6 150.3 140.9 M1.4 64.3 7.1 -25.7
Profit/loss attributable
to Durr AG shareholders € million 157.1 192.6 181.9 161.6 149.8 140.1 107.2 61.9 6.3 -26.9
STOCK
Earnings per share € 2.27 2.78 2.63 2.34 2.17 2.03 1.55 0.90 0.10 -0.39
Dividend per share € 1.00? 1.10 1.05 0.93 0.83 0.73 0.57 0.30 0.08 0.00
Book value per share (Dec. 31) € 1412 12.80 11.70 10.08 8.89 7.29 6.13 5.19 4.53 4.26
Operating cash flow per share € 2.34 1.73 3.29 2.50 4.21 4.76 1.70 1.85 0.80 1.38
Closing price (Dec. 31) € 30.53 53.28 38.18 36.80 36.63 32.41 16.88 8.50 5.97 4.25
Number of shares (weighted average) thousand 69,202 69,202 69,202 69,202 69,202 69,202 69,202 69,202 69,202 69,202
Market capitalization (Dec. 31) € million 2,113 3,687 2,642 2,547 2,535 2,243 1,168 588 413 294
INCOME STATEMENT
Gross margin % 221 23.1 24.0 22.0 23.0 20.2 18.2 17.2 18.8 19.6
EBITDA margin % 8.4 9.9 10.1 9.2 10.2 9.6 8.6 6.6 4.3 2.4
EBIT margin % 6.0 7.7 7.6 7.1 8.6 8.4 7.4 5.5 2.9 0.5
EBT margin % 5.7 7.2 7.2 6.5 8.0 7.7 6.2 4.5 1.0 -1.1
Interest coverage 1.5 13.4 13.7 10.7 12.6 10.7 6.0 5.0 1.5 0.3
Tax rate % 25.6 253 27.2 31.9 26.6 23.7 24.6 25.1 43.3 -
CASH FLOW
Operating cash flow € million 162.3 119.8 227.4 173.0 291.3 329.1 117.6 127.9 55.4 95.4
Free cash flow € million 78.4 14.3 129.9 62.8 2211 261.9 65.9 91.8 22.9 63.7
Capital expenditure (property, plant &
equipment and intangible assets) € million 74.4 88.0 81.9 102.3 54.9 51.2 32.5 23.4 16.6 21.4
Change in net financial status € million -144.0 17.6 471 -38.4 -112.7 183.8 44.9 28.2 20.6 37.4
BALANCE SHEET
Non-current assets (Dec. 31) € million | 1,244.3| 1,110.1 1,125.3  1,182.0  1,124.2 590.9 551.9 529.0 462.3 452.6
Current assets (Dec. 31) € million | 2,370.1| 2,401.4 22232 18046 1,851.9 14009 1,255.8  1,132.0 754.1 515.5

of which cash and cash equivalents

(Dec. 31) € million 655.0 659.9 724.2 435.6 522.0 458.5 349.3 298.6 252.3 103.9
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2018 2017 2016 2015 2014 2013 2012 2011 2010 2009

Equity (with non-controlling interests)
(Dec. 31) € million 992.2 900.5 831.0 T14.4 725.8 511.4 432.1 364.3 319.4 301.4
Non-current liabilities (Dec. 31) € million 786.1 787.3 843.3 585.0 643.1 394.8 402.6 401.9 328.2 201.1

of which pension obligations (Dec. 31) € million 50.1 49.8 51.8 49.7 53.7 49.8 53.5 57.8 55.9 55.1
Current liabilities (Dec. 31) € million | 1,836.2| 1,823.8 16742 1,687.2 1,607.3  1,085.7 973.0 894.8 568.8 465.6
Financial liabilities (Dec. 31) € million 623.3 622.6 654.5 350.9 426.5 2711 286.1 286.2 2323 104.0
Total assets (Dec. 31) € million | 3,614.4| 3,511.6 33485 29867 2,976.1 1,991.8  1,807.7 1,661.0 12165 968.1
Net financial status (Dec. 31) € million 323 176.3 176.5 129.4 167.8 280.5 96.7 51.8 23.6 3.0
Net financial debt/EBITDA =2 =3 =3 =3 =3 =2 =3 =3 =3 =2
Gearing (Dec. 31) % -3.4 -24.3 -27.0 -22.1 -30.1 -121.5 -28.8 -16.6 -8.0 -1.0
Net working capital (Dec. 31) € million 4414 373.7 194.4 236.8 87.6 -33.1 98.6 32.6 27.3 57.4
Days working capital days 41.1 36.2 27.2 22.6 12.2 -4.9 14.8 6.1 7.8 19.2
Days sales outstanding days 56.1 51.7 47.3 51.9 67.8 47.6 51.9 61.5 52.5 62.4
Inventory turnover days 49.8 (YA 40.4 37.0 51.0 22.1 21.7 23.3 211 20.9
Equity assets ratio (Dec. 31) % 79.7 81.1 73.8 60.4 64.6 86.5 78.3 68.9 69.1 66.6
Degree of asset depreciation (Dec. 31) % 38.5 36.1 34.3 32.1 30.7 43.9 48.4 48.8 56.9 56.9
Depreciation expense ratio % 6.4 6.5 6.7 6.4 4.2 4.3 4.2 3.3 4.1 4.3
Asset coverage (Dec. 31) % 142.9 152.0 148.8 109.9 121.8 153.3 151.2 144.8 140.1 111.0
Asset intensity (Dec. 31) % 34.4 31.6 33.6 39.6 37.8 29.7 30.5 31.8 38.0 46.8
Current assets to total assets (Dec. 31) % 65.6 68.4 66.4 60.4 62.2 70.3 69.5 68.2 62.0 53.2
Cash ratio (Dec. 31) % 35.7 36.2 43.3 26.4 32.6 42.4 35.9 33.4 44 4 223
Quick ratio (Dec. 31) % 66.5 64.8 89.8 80.8 85.7 104.5 107.3 103.3 113.3 91.7
Equity ratio (Dec. 31) % 27.4 25.6 24.8 23.9 24.4 25.7 23.9 21.9 26.3 31.1
Return on equity % 16.5 22.2 22.6 23.3 20.7 27.6 25.8 17.6 2.2 -8.5
Capital employed (CE] (Dec. 31) € million 971.9 738.9 670.6 590.6 571.5 266.4 373.0 350.8 339.7 339.7
ROCE % 24.0 38.6 41.1 453 38.7 76.2 47.4 30.4 10.8 1.7
Weighted average cost of capital (WACC) % 9.00 7.88 7.20 6.98 5.78 6.69 6.58 7.64 8.10 8.08
Economic value added (EVA) € million 76.0 142.7 142.5 146.2 121.6 124.3 99.3 47.7 -1.9 -23.4
EMPLOYEES/R&D
Employees (Dec. 31) 16,312 14,974 15,235 14,850 14,151 8,142 7,652 6,823 5,915 5,712
Cost per employee [year average) €| -67,188| -68,725 -67,100 -67,000 -64,800 -65,200 -64,900 -62,700 -59,300 -57,200
Sales per employee (year average) €| 248,176 250,772 237,000 260,000 262,900 301,900 327,100 299,200 218,300 183,100
R&D ratio % 3.1 3.1 3.0 2.6 2.2 1.8 1.6 1.5 2.0 2.4
R&D employees (Dec. 31) 782 713 695 667 619 248 199 180 162 157
R&D expenditure € million -121.0 -116.7 -105.9 -97.1 -55.4 -43.0 -37.2 -29.5 -25.8 -25.9
R&D cost capitalized € million 14.5 9.6 12.4 11.5 5.5 3.4 3.1 2.7 3.6 2.5
Amortiziation of R&D cost capitalized € million -9.9 -12.7 -13.1 -10.4 -4.3 -3.9 -6.1 -4.0 -3.3 -3.3
All figures according to IFRS
1 Please note the information on page 55 concerning the figures and comparability with prior years.
2 Dividend to be proposed at the annual general meeting
3 Since 2009, the Group has had a positive net financial status.
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GLOSSARY

Technology and products

F

L

Adaptive manufacturing

In adaptive manufacturing, the production processes
adapt autonomously to new tasks and are self-opti-
mizing. This relies on the machines being digitally
connected and their data evaluated.

Application technology

General term for all products related to the application
of paint and high-viscosity materials, e.g. painting
robots, paint atomizers, and color change systems.

B

Balancing technology

Rotating components such as wheels and turbines
must be tested for imbalances. Any imbalance is then
removed since it would otherwise cause vibrations or
oscillations.

Big data

Large volumes of data are collected in digitized and
connected production systems, for example by means
of sensors. The analysis of this data enables production
to be optimized and flexibilized.

D

Digital service

Digital services use operating data to optimize pro-
duction operations and increase system availability.
One example of this is predictive maintenance. In this,
an app provides early notification when maintenance
work is due for a system or when a component has
to be replaced. Users of our machines and plant can
source digital services via the digital marketplaces
LOXEO and tapio.

Dip-coating

Process for applying the first prime coat that protects
against corrosion. To coat the interior of the body as
well, itis immersed. The coating is applied with the aid
of an electric field.

Drying oven
Tunnel-like systems for curing freshly applied coats
of paint.

E

End of line
Area in final vehicle assembly where the assembled
cars are tested and prepared for shipping.

Engineering

Development and design of machinery and plants.
At Dirr, engineering often involves developing technical
solutions that are geared to customers’ specific pro-
duction goals.
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Filling systems

Equipment designed for filling vehicles with the neces-
sary operating media (e.g. brake fluid, refrigerant) in
the course of their final assembly. Filling systems are
also employed for charging refrigerators, air conditio-
ners and heat pumps with refrigerant.

G

Glueing technology
Manufacturing process, in which parts such as the
sheetmetal components of a car are joined together by
means of adhesives.

H

High-speed rotating atomizer

Atomizers ensure a uniform distribution of the spray
jet in paint application processes. High rotation ato-
mizers rely on a bell-shaped disk revolving at up to
70,000 r.p.m. Due to this design, the paint fed to the
center of the disk is accelerated and separated into
fine threads which dissolve into minuscule droplets as
they are propelled off the disk.

Light vehicles
Cars and light trucks.

Lightweight design

Lightweight design refers to the practice of building
cars with weight minimization in mind. The vehicle's
fuel consumption and CO2 emissions can thus be
reduced. Low-weight materials such as magnesium,
titanium or synthetic fiber composites are becoming
increasingly widespread to reduce vehicle weight.

0

Overspray
Excess paint that does not land on the surface being
sprayed.

S

Sealing
Process for sealing welding seams created when car
body parts are joined. Sealing also includes the appli-
cation of an undercoating that protects against rock
impact.

T

10T/ Industrial Internet of Things

The term Industrial Internet of Things refers to the use
of the Internet of Things in industrial production. The
Internet of Things is the digital connection of, and com-
munication between, smart machines and appliances
via the internet.

lloT platform

Higher-level software system that collects and evalua-
tes big data, i.e. large volumes of production data. To
that end, the machines from one or more production
systems are fitted with sensors. The sensors capture
the operating data (e.g. material consumption, cycle
time) and transmit it to the lloT platform. Data evalua-
tion on the lloT platform enables plant operators to gain
a better understanding of their production processes
and identify potential for optimization.

Industry 4.0

Industry 4.0 refers to the digitization and networking of
industrial production. It is aimed at creating a ‘Smart
Factory’ in which production and logistics systems lar-
gely organize themselves.

Test systems
End of line systems test the functions of fully assembled
vehicles, e.g. headlights and ABS.
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G

R

Asset coverage
Aratio that indicates the extent to which shareholders’
equity covers non-current assets.

equity
X 100 (%)
non-current assets

Asset intensity

Aratio that indicates the relative weight of non-current
assets in total assets. High asset intensity means high
fixed costs and high levels of capital tied up.

non-current assets
X 100 (%)
total assets

C

Capital employed

This is the capital used within the enterprise that is not
subject to interest payable to external creditors. It is
calculated by deducting liabilities from total non-cur-
rent and current assets. However, all interest-bearing
items are excluded.

D

Days sales outstanding
This ratio indicates the average length of time in days
that capital is tied up in receivables.

receivables x 360

sales revenues

The same method can be used to calculate the average
length of time that capital is tied up in inventories and
in net working capital.

E

Equity assets ratio

Aratio that indicates the extent to which shareholders’
equity and non-current liabilities cover non-current
assets.

equity + non-current liabilities
X100 (%)

non-current assets

F

Free cash flow

Free cash flow is the cash flow from operating acti-
vities remaining after deducting capital expenditures
and net interest paid and received, and represents
the amount of cash that is freely available to pay a
dividend and to pay off debt.
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Gearing

This is the ratio of net financial debt to shareholders’
equity and net financial debt. The higher the relative
weight of net financial debt, the higher the reliance
on external lenders. However, a high gearing is not
necessarily negative if the interest paid does not reduce
profits excessively.

Interest coverage

An interest coverage ratio of <1 indicates that the com-
pany is not able to meet its interest payments from
operating earnings.

earnings before tax + net interest expense

net interest expense

L

Liquidity ratios: cash ratio and quick ratio

These two liquidity ratios show the degree to which
current liabilities are covered by cash and cash equiva-
lents (and other current assets). They serve to measure
a company'’s solvency.

cash and cash equivalents

X 100 (%)
current liabilities
cash and cash equivalents +
short-term trade receivables
X100 (%)

current liabilities

N

Net financial status

This represents the balance of the financial liabilities
(without financial leases) reported in the balance sheet
after deducting liquid funds. If a company’s liquid funds
exceed its financial liabilities, it is de facto debt free.

financial liabilities — liquid funds

Net Working Capital (NWC)

This is a measure of the net funding required to finance
current assets. Negative NWC is beneficial since it
implies that sales are prefinanced by suppliers and
customers. For the Diirr Group, the prepayments re-
ceived from customers are an important factor affec-
ting NWC.

inventories 4 trade receivables — trade payables

Return on Capital Employed (ROCE)

This measures the rate of return on the capital tied up
in a company’s operating assets (for instance in machi-
nery and equipment, inventories, accounts receivable)
and is the ratio of earnings before interest and taxes
(EBIT) to capital employed.

EBIT

- X100 (%)
capital employed

Return on Equity (ROE)

This is the rate of return earned on shareholders’
equity. It should exceed the rate of return on a com-
parable investment.

earnings after taxes

- X 100 (%)
shareholders’ equity

Return on Investment (ROI)
This ratio serves to measure how efficiently a company
employs the total resources at its disposal.

earnings after taxes + interest expense

X 100 (%)
total assets
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FINANCIAL CALENDAR

March 22, 2019 May 10, 2019 May 17, 2019 August 7, 2019 November 7, 2019

Publication annual Annual general Interim statement Interim financial Interim statement for

report 2018 meeting, Bietigheim- for the first quarter report for the first the first nine months
Bissingen of 2019 half of 2019 of 2019

CONTACT

Please contact us for further Diirr AG Published by

information. Corporate Communications & Diirr AG, Carl-Benz-Strasse 34,
Investor Relations 74321 Bietigheim-Bissingen, Germany
Carl-Benz-Strasse 34
74321 Bietigheim-Bissingen Concept & Design
Germany Kirchhoff Consult, Hamburg, Germany
Phone +49 7142 78 - 1785
Fax +49 714278 - 1716 Printing
corpcom(@durr.com Kunst- und Werbedruck,
www.durr-group.com Bad Oeynhausen, Germany

The English translation of our 2018 annual reportis
based on the German version. The German version

shall prevail.

Forward-looking statements

This annual report includes forward-looking statements about future developments. As is the case for any business activity conducted in a global environment, such forward-looking
statements are always subject to uncertainty. Our information is based on the conviction and assumptions of the Board of Management of Diirr AG, as developed from the information
currently available. However, the following factors may affect the success of our strategic and operating measures: geopolitical risks, changes in general economic conditions (especially
a prolonged recession), exchange rate fluctuations and changes in interest rates, new products launched by competitors, and a lack of customer acceptance for new Diirr products or
services, including growing competitive pressure. Should any of these factors or other imponderable circumstances arise, or should the assumptions underlying the forward-looking
statements prove incorrect, actual results may differ from those projected. Diirr AG undertakes no obligation to provide continuous updates of forward-looking statements and informa-

tion. Such statements and information are based upon the circumstances as of the date of their publication.

P The FSC® logo identifies products which
, 5 MiX contain wood from well-managed forests
Paper from
responsible sources certified in accordance with rules of the
FSC "
wntsoorg  FSC® 011291 Forest Stewardship Council®.
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GLOBAL CUSTOMER FOCUS

16,312 employees at 108 business locations in 32 countries
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