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The assessment is made based on the following limits:

Impactassessment No.064

Amontofdamagein € Probability of occurrencein %

<10 million very low <25% improbable
>=10 million -

<25 million low 25%-¢<50% possible
>=25million-

<=50million medium 50%-75%  probable

>50 million high >75% highly probable

In assessing risks, the Schaeffler Group differentiates between
gross exposures and net exposures; measures already in place
can reduce the gross exposure with respect to both amount of
damage and probability of occurrence. The net exposure
represents the amount of damage and the probability of
occurrence after taking into account any risk mitigation
measures in place at the reporting date.

Identified risks are actively managed to achieve the company’s
intended level of risk mitigation. Management takes measures to
avoid or reduce risks or to provide safeguards against them. Any
risks that cannot be mitigated by taking appropriate action are
classified as business risks. Risks with a low impact on the
Schaeffler Group are managed by operating management. Risks
with a medium or high impact, however, are also managed by the
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Board of Managing Directors of Schaeffler AG. Within its area of
responsibility, the Board of Managing Directors decides what
measures are required and ensures that they are implemented
and kept up to date. The current risk assessment is regularly
reported to the Board of Managing Directors and the audit
committee.

Corporate risk management reports to the Board of Managing
Directors on the risk situation semiannually, which ensures that
the Board of Managing Directors is continually updated on the
current risk situation of the Schaeffler Group and its change over
time. All net exposures with a medium or high impact are
reported to the Board of Managing Directors. These reports also
include an aggregated summary of identified opportunities.
Between regular reporting dates, emerging risks are reported
using a defined ad hoc process, ensuring timely communication
of emerging risks to the Board of Managing Directors.

Internal audit regularly satisfies itself that the risk management
system is effective.

In response to the growing complexity of the risk management
system and to ensure data is protected, Schaeffler has captured
risks in a risk management tool developed specifically for this
purpose.

4.2 Internal control system

Paralleling the risk management system, the Schaeffler Group
has a system of internal controls over financial reporting (ICS)
ensuring the accuracy of the accounting system and the related
financial reporting.

Like the risk management system, the Schaeffler Group’s ICS is
conceptually based on the COSO Framework. The components
defined in the Framework are applied to all levels of the group,
especially including the compilation of the separate and
consolidated financial statements of Schaeffler AG.

The financial statement information reported by Schaeffler AG
and its subsidiaries via a uniform groupwide chart of accounts
represents the base data for the compilation of the separate and
consolidated financial statements. Many subsidiaries receive
support from an internal shared service organization in this
process. Schaeffler obtains assistance from external specialists
in dealing with certain complex issues requiring extensive
specialized knowledge (such as the valuation of pension
obligations).

Conceptual and process-related requirements and deadlines as
well as analyses and reasonability checks at the corporate level
ensure that the separate and consolidated financial statements of
Schaeffler AG are compiled, prepared, and issued in accordance
with IFRS, to a high level of quality, and on time.
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The following significant features of the system of internal
controls over financial reporting have been implemented within
the Schaeffler Group as part of this process:

» An accounting manual sets out uniform accounting policies,
taking into account new IFRS financial reporting standards
required to be applied for the first time.

Closing instructions issued quarterly provide Schaeffler AG
subsidiaries with information on all relevant issues regarding
the content as well as the processes and deadlines for
compiling the financial statements.

Tasks and responsibilities regarding the compilation of the
separate and consolidated financial statements are clearly
defined and assigned.

The operating units and the various staff members involved
in the process stay in close contact on matters concerning
accounting, financial statement compilation, and quality
assurance with respect to financial statement compilation.

The process for compiling the separate and consolidated
financial statements itself is secured by numerous control
activities, taking into account materiality. In particular, these
include extensive systems-based reasonability checks, controls
using reviews (by a second member of staff) performed on a
regular basis, and analyses and reasonability checks of the
quarterly and annual consolidated financial statements at the
corporate level.

As at each year-end, management assesses the appropriateness
and effectiveness of the ICS in place. To this end, the Schaeffler
Group uses a standardized methodology to identify the group
companies and processes relevant to ICS, define the required
controls and document them in accordance with uniform
requirements. This is then followed up with a review of the
effectiveness of the defined controls that is performed using a
risk-based approach, either by the reporting unit itself, by
internal audit, or as part of the audit of the consolidated financial
statements.

These arrangements as well as their continuous improvement are
designed to provide reasonable assurance that the ICS prevents
significant misstatements of the financial statements and
consolidated financial statements and to ensure quality
standards are maintained in compilation, preparation, and
issuance.

The Board of Managing Directors considers the system of internal
controls over the compilation of the annual and consolidated
financial statements of Schaeffler AG to be effective for 2016.

4.3 Risks

The risks set out below could take on a medium or high impact
on the Schaeffler Group’s earnings, financial position, and net
assets within the planning horizon. Risks are divided into
strategic, operating, legal, and financial risks and are described in
decreasing order of the magnitude of their impact on Schaeffler’s
net assets, financial position, and earnings. Unless the extent

to which one or both divisions are affected by these risks is
explicitly described, the discussion of the risks relates to both

of the Schaeffler Group’s divisions.

Strategic risks

The key operating risks of the Schaeffler Group are described
below.

Electric mobility

Electrification is progressing, and as a result, the further devel-
opment of conventional drive trains is coming under pressure.
Firstly, improvements to conventional drive trains will become
less relevant, and secondly, existing products/applications will
be replaced. The Schaeffler Group has established its electric
mobility business field with the intention of creating a portfolio
of products for this field designed to offset any potential future
losses in revenue from conventional drive trains. Should the
initiatives undertaken not have the desired effect, this could
have a medium impact on the Schaeffler Group’s financial position
and earnings.

Digitalization

Digitalization is progressing rapidly and has already completely
transformed certain sectors. The Schaeffler Group recognized the
issue of digitalization early on, has developed a digitalization
strategy — its “Digital Agenda” — and is in the process of imple-
menting it at a rapid pace. The pace of implementation and
adaptation represents an important success factor in this regard
and, therefore, also a risk. Digitalization is also affecting the
work place and will lead to changes in the working environment.
As part of the “Digital Agenda”, employees with varying skills
and qualifications are increasingly confronted with new
products, processes, and structures requiring extensive training
and also re-qualification. The Schaeffler Group has focused on
this issue early on. However, should the Schaeffler Group
nevertheless be unable to overcome these challenges as quickly
as necessary, this could have a medium impact on the group’s
financial position and earnings.





