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Combined management report in accordance with section 315 (5) HGB
(also referred to as “group management report” or “management report™).
The company has chosen to integrate the management report of
Schaeffler AG with the following group management report of the
Schaeffler Group.

Special items

In order to facilitate a transparent evaluation of the company’s results of
operations, the Schaeffler Group reports EBIT, EBITDA, net income, net debt
to EBITDA ratio, Schaeffler Value Added, and ROCE before special items
(=adjusted).

Impact of currency translation/constant currency

Revenue figures at constant currency, i.e. excluding the impact of currency
translation, are calculated by translating revenue using the same exchange
rate for both the current and the prioryear or comparison reporting period.

Rounding differences may occur.

* Not part of the group management report and unaudited.
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Content of websites referenced in the group management report merely
provides further information and is not part of the group management report
and is unaudited. This does not apply to the corporate governance report
including the corporate governance declaration in accordance with sections
289f HGB and 315d HGB, including the declaration of conformity pursuant

to section 161 AktG. The reference to the combined separate group
non-financial report in accordance with section 289b (3), section 315b (3), and
section 298 (2) HGB also forms part of the group management report.

Disclaimer in respect of forward-looking statements

This group management report contains forward-looking statements that are
based on the Board of Managing Directors’ current estimation at the time of
the creation of this report. Such statements refer to future periods or they are
designated by terms such as “estimate”, “forecast”, “intend”, “predict”,
“plan”, “assume”, or “expect”. Forward-looking statements bear risks and
uncertainties. A variety of these risks and uncertainties are determined by
factors not subject to the influence of the Schaeffler Group. Therefore, actual
results can deviate substantially from those indicated.
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1. Fundamental information about

the group

1.1 Organizational structure and
business activities

The Schaeffler Group (also referred to as “Schaeffler” below) is a
global automotive and industrial supplier. Employing a workforce
of approximately 87,700, the company develops and manufac-
tures high-precision components and systems in engine, trans-
mission, and chassis applications, as well as rolling and plain
bearing solutions for a large number of industrial applications.
These include innovative and sustainable technologies both for
vehicles with only an internal combustion engine and for hybrid
and electric vehicles, as well as components and systems for
rotary and linear movements, and services, maintenance prod-
ucts, and monitoring systems for a large number of industrial
applications. Additionally, the company provides repair solutions
in original-equipment quality for the automotive spare parts
market worldwide.

Schaeffler Group organizational structure
sinceJanuary 1,2020

Organizational and leadership structure

The Schaeffler Group is characterized by a three-dimen-
sional organizational and leadership structure which differe-
ntiates between divisions, functions, and regions. The
Schaeffler Group’s business is managed based on the three
divisions — Automotive OEM, Automotive Aftermarket, and
Industrial — which also represent the reportable segments. The
Automotive OEM division organizes its business into the four
business divisions E-Mobility, Engine Systems, Transmission
Systems, and Chassis Systems. The Automotive Aftermarket and
Industrial divisions are managed based on the regions Europe,
Americas, Greater China, and Asia/Pacific.

In addition to the divisions, the Schaeffler Group’s organiza-
tional model includes five functional areas: (1) CEO Functions,
(2) R&D, (3) Operations, Supply Chain Management & Purchasing,
(4) Finance & IT, and (5) Human Resources. Distribution is
embedded directly in each of the divisions. The third dimen-
sion are the group’s four regions Europe, Americas, Greater
China, and Asia/Pacific.

Schaeffler Group

Divisions Functions Regions
Automotive Automotive CEO Operations, Finance Human Greater Asia/
. 1 .
OEM Aftermarket Industrial Functions Ra&D St & &IT Resources Europe Americas China Pacific
Purchasing

Simplified presentation forillustration purposes.
D Supply Chain Management.
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Schaeffler Group functions
sincejanuary 1,2020

Schaeffler Group

CEO Functions

R&D

Operations, Supply Chain
Management & Purchasing

Finance & IT

Human Resources

— Quality

— Schaeffler Consulting

- Communications & Branding

— Investor Relations

- Legal

- Internal Audit

— Corporate Development &
Strategy

— Compliance & Corporate
Security

— Corporate Real Estate

— Strategic IT & Digitalization

— R&D Management

— Advanced Research &
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— R&D Processes, Methods &
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- Digitalization & Operations IT
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Technology

— Production Technology

— Special Machinery

— Supply Chain Management &
Logistics

— Purchasing & Supplier
Management

- Quality Operations, Supply
Chain Management &
Purchasing

— Finance Strategy, Processes
& Infrastructure

- Corporate Accounting

— Corporate Controlling

— Corporate Treasury

— Corporate Tax & Customs

— Corporate Reporting

— Corporate Insurance

— Shared Services

—IT & Digitalization

— HR Strategy, Policies &
Standards

— Leadership, Recruiting &
Talent Management

— Schaeffler Academy

— HR Systems, Processes &
Reporting

- Sustainability, Environment,
Health & Safety

— HR Functions

Simplified presentation forillustration purposes.

The Schaeffler Group is managed by the Board of Managing
Directors of Schaeffler AG. Along with the Chairman of the

Board of Managing Directors (Chief Executive Officer — CEQ), the
Board of Managing Directors comprises the CEOs of the
Automotive OEM (CEO Automotive OEM), Automotive Aftermarket
(CEO Automotive Aftermarket), and Industrial (CEO Industrial)
divisions and the Managing Directors responsible for the
Schaeffler Group’s functions (Chief Technology Officer,

Chief Operating Officer, Chief Financial Officer, and Chief Human
Resources Officer).

Schaeffler Group leadership structure

Schaeffler Group

Chief Executive Officer
Board of a1 . G . CEO
Manag- Automotive Automotive Industrial
. OEM Aftermarket
ing
Directors Executive
Chief Chief Chief Chief Human Board
Financial Technology Operating Resources
Officer Officer Officer Officer
—
Regional CEO CEO CEO CEO
CEOs Europe Americas Greater China Asia/Pacific
L _

The Board of Managing Directors is directly responsible for man-
aging the company, setting objectives and strategic direction,
and managing the implementation of the growth strategy, taking
into account the interests of shareholders, employees and other
stakeholders of the company in order to add long-term value. The
Chairman of the Board of Managing Directors (CEO) coordinates
the management of the company and the Schaeffler Group. In
addition to the divisions and the functions, the group’s matrix
organization comprises the regions Europe, Americas, Greater
China, and Asia/Pacific, each managed by a Regional CEO. The
Regional CEOs report directly to the CEO. Jointly, the Board of
Managing Directors and the Regional CEOs represent the
Schaeffler Group’s Executive Board. In this manner, the
Schaeffler Group’s organizational structure is reflected in its
leadership structure.

The Supervisory Board of Schaeffler AG appoints, advises, and
oversees the Board of Managing Directors and is involved in
fundamental decisions. The Chairman of the Supervisory Board
coordinates the work of the Supervisory Board.

The Board of Managing Directors and the Supervisory Board
comply with the recommendations of the German Corporate Gov-
ernance Code in conducting their affairs and have issued the
declaration of conformity pursuant to section 161 German Stock
Corporations Act (“Aktiengesetz” — AktG) in December 2019. The
corporate governance report including the corporate governance
declaration in accordance with sections 289f HGB and 315d HGB
incl. the declaration of conformity pursuant to section 161 AktG
is publicly available from the company’s website.

@ Corporate governance report including the corporate governance
declaration in accordance with sections 289f HGB and 315d HGB incl.
the declaration of conformity pursuant to section 161 AktG at:
www.schaeffler.com/ir


http://www.schaeffler.com/ir
http://www.schaeffler.com/ir
http://www.schaeffler.com/ir
http://www.schaeffler.com/ir
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Legal group structure

In addition to Schaeffler AG, which acts as the group’s lead
company, the Schaeffler Group included 152 (prior year: 152)
domestic and foreign subsidiaries as at December 31, 2019. The
corporate head office of the Schaeffler Group is located in
Herzogenaurach. As at December 31, 2019, 103 (prior year: 104)
of the subsidiaries are domiciled in the Europe region, 24 (prior
year: 25) in the Americas region, 13 (prior year: 10) in the Greater
China region, and 13 (prior year: 13) in the Asia/Pacific region.

Schaeffler AG is a publicly listed corporation domiciled in Germany.
Schaeffler AG’s share capital consists of a total of 666 million
shares. 500 million of these shares are unlisted common bearer
shares and 166 million are common non-voting bearer shares.
Each common share and each common non-voting share represents
an interest in total share capital of EUR 1.00.

All 500 million of the common bearer shares are held by IHO
Verwaltungs GmbH, which is part of IHO Holding. This represents
an approximately 75.1% interest in Schaeffler AG. The 166 million
common non-voting bearer shares in Schaeffler AG are widely
held. The free float amounted to approximately 24.9% as at
December 31, 2019.

Acquisitions and disposals

The Schaeffler Group continued to press ahead with the transfor-
mation of the company in 2019. As part of the transformation
process, the Schaeffler Group acquired Elmotec Statomat
Holding GmbH on January 31, 2019. Elmotec Statomat is a manu-
facturer of production machinery for the high-volume construction
of electric motors. The acquisition represents a step toward
expanding the Schaeffler Group’s expertise in manufacturing
electric motors.

The Schaeffler Group acquired Xtronic GmbH, based in
Boeblingen, under an agreement entered into on May 3, 2019.
Xtronic GmbH possesses core expertise related to the develop-
ment of the “Space Drive” drive-by-wire technology. The acqui-
sition provides the Schaeffler Group with further expertise and
know-how in the field of steering systems and autonomous
driving.

In addition, the Schaeffler Group closed the sale of its subsidiary
The Barden Corporation (UK) Ltd., located in Plymouth, UK, to
HQW Holding (UK) Co. Limited on May 31, 2019. The sale repre-
sents a step in the reorganization of the Schaeffler Group’s UK
business activities. As part of this reorganization, the company
also closed the production location in Llanelli and consolidated
two logistics centers at one location in the UK.

The Schaeffler Group sold Schaeffler Friction Products Hamm GmbH,
Hamm, to the company’s management team (management
buyout) on June 30, 2019. The Hamm location mostly produced
friction linings for dry double clutch transmissions in the
Automotive OEM division. Alongside friction linings, the Hamm
plant manufactured specialized friction solutions for the
Industrial division, including applications for agriculture, lift and
hoist systems, electromagnetic brakes, and wind turbines.

Furthermore, the company entered into an agreement to sell its
plants in Unna and Kaltennordheim on December 5, 2019, as
part of the program “RACE”. As a consequence of the disposal, a
transfer of business occurred on February 3, 2020, under which
the employee’s employment contracts were assumed by the new
owners. The Kaltennordheim location assembles clutches for
trucks and tractors. Operations in Unna include reconditioning
and small-series production of clutch pressure plates and clutch
disks for passenger vehicles. The main reasons for the decision
to dispose of the two plants were the decrease in demand for
manual clutch systems as well as increasing pricing pressure for
truck clutches. The two locations will continue to supply the
Schaeffler Group with goods and services fora 15-months transi-
tion period scheduled to start in early February.

5
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Business activities

The Schaeffler Group’s business is managed based on the three
operating divisions — Automotive OEM, Automotive Aftermarket,
and Industrial — which each have global responsibility and also
represent the reportable segments in accordance with IFRS 8.
The Automotive OEM division is headquartered in Buehl, the
Automotive Aftermarket division is managed from Langen, and
the Industrial division is located in Schweinfurt. The corporate
head office of the Schaeffler Group is located in Herzogenaurach.

Schaeffler Group revenue by division

inpercent

Industrial 24.5

Automotive
Aftermarket 12.8

Automotive OEM 62.7

Automotive OEM division

The Automotive OEM division partners with the global automotive
industry in developing and manufacturing components and
systems for engine, transmission, and chassis applications, as
well as for hybrid and electric drive systems. Along with technolo-
gies for low-emission and emission-free drive systems, the divi-
sion develops components and systems for connecting vehicles
and for autonomous driving. The Automotive OEM division
manages its business based on the four business divisions (BD)
E-Mobility, Engine Systems, Transmission Systems, and Chassis
Systems which in turn comprise several business units:

* The E-Mobility BD develops and manufactures products and
system solutions for drive train electrification — from 48-volt
mild hybrids and plug-in hybrids through to all-electric drives.
The product portfolio includes hybrid modules, electric axle
drives, electromechanical actuators, wet double clutches,
primary components for continuously variable transmissions,
and electric motors.

e The Engine Systems BD develops and manufactures compo-
nents and systems such as valve-lash adjustment elements,
variable valve train systems, camshaft phasing systems, and
the thermal management module.

e The Transmission Systems BD develops and manufactures
components and systems for transmissions. The product port-
folio includes solutions for double-clutch, manual, automated,
and automatic transmissions (e.g. torque converters, the dual-
mass flywheel, clutches, transmission bearings).

e The Chassis Systems BD develops and manufactures compo-
nents and systems for the chassis. Its product spectrum
ranges from wheel bearings through to mechatronic systems
for active chassis.

Demand for the Automotive OEM division’s products is closely
linked to technological developments in the automotive industry
as well as to global automobile production, which is affected by
short- and long-term legal and economic conditions. Fuel prices,
consumer behavior, and alternative mobility concepts impact
market trends. Buying incentives and an expanding charging
infrastructure could increase demand for components and
systems for hybrid and electric drives.

Being a supplier to the largest automobile manufacturers and
automotive suppliers (Tier 1), the Automotive OEM division oper-
ates in a very competitive market environment. For a long time,
the Automotive OEM division has primarily competed with other
large automotive suppliers in the fields of drive technology and
chassis systems. In the future-oriented fields of electric mobility
and autonomous driving, additional competitors new to the
industry are entering the market.

Automotive OEM division technology pyramid

Entire system

Mechatronic systems

Mechanical systems

2% & P

oo/ @ ()
i s B

Being a partner to the manufacturers of passenger cars and
commercial vehicles, the Automotive OEM division is actively
involved in shaping the technological change in the industry via
its research and development activities. These activities are
aimed at strengthening the extensive existing expertise in the
field of mechanical components and mechanical systems and
enhancing it with respect to mechatronic applications and sys-
tems. New developments focus especially on efficient and
electrified drives and autonomous driving.
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Based on the degree of electrification — “micro”, “mild”, “full”,
“plug-in hybrid”, or all-electric vehicles — the Automotive OEM
division develops new solutions in the engine, transmission, and
electric drive subsystems within what it has called a “Powertrain
Matrix”. A modular, highly integrated technology platform allows
the company to tailor and manufacture electric motors with a
focus on the design envelope. Potential applications of these
electric motors range from hybrid modules and dedicated hybrid
transmissions through to electric axles in performance classes
ranging from 15 to more than 300 kW. Volume production, for
instance for electric motors and 2-in-1 electric axles, fora range
of customer projects worldwide is scheduled to begin in 2021.

Further, the Automotive OEM division continues to work on
advancing drives based on an internal combustion engine and
on increasing their efficiency. This includes, for instance, the
most recent version of the fully variable valve control system

UniAir, electric camshaft phasing units, and the thermal manage-

ment module. Even conventional bearing solutions for balancer
shafts, camshafts, and crankshafts still offer potential for
improving fuel economy and lowering emissions. The
“Schaeffler Vision Powertrain” is forecasting that 70% of cars
manufactured in 2030 will still be equipped with an internal
combustion engine. This includes 30% driven exclusively by an
internal combustion engine and 40% hybrid vehicles. Another
30% will have all-electric drive systems.

A further area of ongoing development in the automotive sector
is autonomous driving, which, along with increased driving
comfort, is also expected to improve road safety in the long run.
Owned by the Schaeffler-Paravan joint venture, Space Drive is
atechnology for automated, autonomous, and connected driving
that is slated to be advanced to the point of volume production
by 2021. A scenario developed by Schaeffler and entitled
“Schaeffler Vision Intelligent Corner Vehicle” indicates that by
2035, approximately 14% of passenger cars and light commer-
cial vehicles manufactured will drive in a highly automated
manner, 18% in a fully automated manner, and 9% autonomously.

The Automotive OEM division has established a program named
“RACE” to sustainably increase efficiency and adjust its busi-
ness portfolio. The main objectives of the program are, firstly, to
adapt the business portfolio to changing market conditions,
including making the relevant adjustments to the worldwide net-
work of plants, and, secondly, to reduce overheads, more closely
focus research and development efforts on profitable products
with a promising future, and sustainably increase order intake.
Initial cost reduction measures have made an impact during the
year, and the capex ratio has been improved. The division also
reported considerably more nominations for customer projects in
the E-Mobility and Engine Systems business divisions. In addi-
tion, significant steps aimed at transforming the Automotive OEM
division have already been implemented successfully, including
disposing of the Hamm location and the plants in Unna and

Kaltennordheim and downsizing the workforce, primarily in
Europe.

Automotive Aftermarket division

The Automotive Aftermarket division is responsible for the
Schaeffler Group’s global business with spare vehicle parts and
provides components and comprehensive repair solutions in
original-equipment quality for engine, transmission, and chassis
applications. The Automotive Aftermarket division is largely sup-
plied by the Automotive OEM division’s manufacturing locations.
Like the Automotive OEM and Industrial divisions, the
Automotive Aftermarket division operates under the Schaeffler
corporate brand and distributes its range under the three product
brands LuK, INA, and FAG. In addition, it offers comprehensive
services for repair shops under the service brand REPXPERT.

The management model follows a regional approach using the
regions Europe, Americas, Greater China, and Asia/Pacific.
Within each region, products and services are sold via two distri-
bution channels: the Original Equipment Service (OES) and the
open (independent) spare parts market, known as the Indepen-
dent Aftermarket (IAM). The OES comprises the automobile
manufacturers’ spare parts business, that is, supplying original
spare parts to branded repair shops, i.e. those that are authorized
by automobile manufacturers. IAM supplies independent, non-
branded repair shops with components as well as repair solu-
tions and services. IAM differentiates between two types of busi-
ness: In addition to the traditional component business
consisting of replacing parts, the Automotive Aftermarket division
develops and distributes custom-assembled repair sets and kits
for simple, efficient, and professional vehicle repairs. A global
network of distributors, many of whom are organized in trade
cooperatives, acts as the Automotive Aftermarket division’s IAM
sales market. The OES distribution channel’s customers include
the vehicle manufacturers.

The spare parts business is partly influenced by the steadily
growing vehicle population and the rising average age as well as
the growing complexity of vehicles. The division expects the
Greater China region to experience the largest increase in vehicle
population; demand for repairs will rise in that region, driven by
the vehicle age increasing as well. Therefore, the Automotive
Aftermarket division is strengthening its global footprint in the
Greater China growth region, especially, including by expanding
its local sales network and technical customer support.

The Schaeffler Group believes that increasing vehicle complexity
will offer additional growth opportunities to the Automotive
Aftermarket division in the coming years. As a result, a further
expansion of the product portfolio and a targeted focus on the
needs of this specific market are designed to contribute signifi-
cant growth. At the same time, the division is preparing for future
challenges, especially those arising from the move toward new



COMBINED MANAGEMENT REPORT

Fundamental information about the group | Organizational structure and business activities

drive technologies. Networking with the Automotive OEM divi-
sion within the Schaeffler Group is key to this preparation.

The Automotive Aftermarket perceives its cross-selling activities,
i.e. expanding the product portfolio with existing customers, to
hold potential for additional revenue.

Additionally, digitalization is playing an increasingly important
role in order to meet customer needs, both new and existing. As
aresult, the Automotive Aftermarket division is continuing to

develop its e-commerce activities and relies on the close integra-

tion of marketing, distribution, and services. Together with
industry partners, the division is also working to promote the
issue of vehicle connectivity and non-discriminatory access to
data and is actively involved in the digital data marketplace
CARUSO and the related activities.

Five core elements for profitable growth

Profitable growth

@ | | ®

Product portfolio Operational excellence

@ Digital expertise

out] Operational excellence

Cross-selling

The Automotive Aftermarket division considers commitment to
customer service and operational excellence important success
factors. Therefore, in order to further expand its operational
excellence, the division strives to make its deliveries to customers
around the world even faster and more reliably in order to raise
the level of customer satisfaction and loyalty. The focus here is
on efficiently supplying customers with intelligent repair solu-
tions, which is ensured by employing state-of-the-art assembly
and packaging centers (“Aftermarket Kitting Operation”). Three
assembly and packaging centers are already in operation in
Mexico City, Singapore, and Shanghai. The assembly and pack-
aging center for Europe is scheduled to commence operations

in Halle/Saale in mid-2020.

The competitive pressure in the automotive aftermarket has
intensified in recent years. Particularly the Europe and Americas
regions are experiencing consolidation at the wholesale level,
resulting in growing market power of certain distributors.

In order to safeguard earnings quality and increase the division’s
capital efficiency, the division established the program “GRIP”.
Along with these objectives, “GRIP” mainly aims to free up funds
for taking forward-looking measures, including measures
regarding sales and logistics, digitalization, and the product
portfolio.

“GRIP” consists of numerous individual measures designed to
help ensure the Automotive Aftermarket division’s future long-term
viability. The various measures have been grouped into eight
work streams with different objectives, such as harmonizing
pricing and discipline in personnel expenses, other functional
expenses, and in inventory management. A significant number of
these measures has been initiated during the reporting period
and some are already implemented.

Industrial division

The Industrial division develops and manufactures components
and systems for rotary and linear movements and offers services
forvarious industrial sectors. The management model of the
Industrial division follows a regional approach based on the
regions Europe, Americas, Greater China, and Asia/Pacific.
Within the regions, the direct business with customers is grouped
into eight sector clusters: (1) wind, (2) raw materials, (3) aero-
space, (4) railway, (5) offroad, (6) two wheelers, (7) power trans-
mission, and (8) industrial automation. Managing the business
on a regional basis allows the division to closely target its
response to local customer needs and to strengthen customer
loyalty. Transregional issues, such as the global technology and
product strategy, are driven forward by the close network linking
the regions within the division. In addition, the business with
distributors is managed by the Industrial Distribution unit.
Industry 4.0 products and services are concentrated in a stra-
tegic business field with global responsibility. A global key
account management function for key customers with operations
in more than one region is aimed at meeting their needs with the
same level of quality all over the world. Thus, the Industrial busi-
nessis aligned along customer and market needs in order to
grow sustainably and profitably.

The Industrial division’s product portfolio includes rolling and
plain bearing solutions, linear technology, maintenance prod-
ucts, monitoring systems, and direct drive technology. Bearing
solutions cover a wide range from high-speed and high-precision
bearings with small diameters to large-size bearings several
meters wide. Applications for the bearings manufactured by the
division include drive technology, production machinery and
wind turbines, as well as heavy industry. In the aerospace sector,
the division is also a manufacturer of high-precision bearings
with applications including aircraft and helicopter engines. The
Industrial division offers rotary and linear mechatronic products,
digital services, as well as new data-based business models for
the implementation of Industry 4.0. This includes services and
systems for condition monitoring and predictive maintenance that
facilitate targeted scheduled maintenance of power units, thus
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helping to increase machine and equipment availability as well
as reduce operating costs.

The Industrial division considers growth in global industrial pro-
duction a key indicator of trends in its relevant market, a market
that is characterized by a large number of competitors and cus-
tomers in numerous sectors. The Industrial division’s future
growth will continue to be based on components for rotary and
linear applications, which are continually being enhanced. The
wide product portfolio ranging from standard products with
technical advice through to solutions developed specifically for
the customeris designed to enable the Industrial division’s
customers to obtain maximum performance from their plant and
machinery while reducing their total operating cost. Growth
areas for rotary rolling bearings include, forinstance, the fields
of renewable energy and mobility infrastructure, in which the
Industrial division participates by manufacturing large-and mid-
size rolling bearings.

Industrial division technology pyramid

Service solutions

Industry 4.0

& 2

Mechatronics

Mechanical systems

Components

b

Rotary Linear
technologies technologies

High-quality components and an understanding of how they
interact within the system are fundamental to success in the sys-
tems business with Industry 4.0 solutions. For that reason, the
division is strengthening the extensive expertise it already pos-
sesses in the field of mechanical components and mechanical
systems and is also enhancing it with respect to mechatronic
systems and Industry 4.0 service solutions.

The Schaeffler DuraSense system for automated needs-based
relubrication of monorail guidance systems and the Schaeffler
SpindleSense system, which employs a monitoring system for
spindle bearings to reduce machine downtimes and increase uti-
lization of machine capacity, are examples of this interaction.

In order to further leverage efficiencies, the division established
the program “FIT”. The program targets sales, production, and
purchasing. In sales, it focuses on adjustments to prices and the
product and customer portfolios as well as on more extensive
use of e-commerce. In production, the program aims to increase
productivity by, forinstance, enhancing utilization of machine
capacity, taking measures to reduce costs, and raising the degree
of localization. These measures also involve adjusting the work-
force. By signing new price agreements with customers and sup-
pliers, downsizing the workforce, as well as reducing machine
set-up times and changing manufacturing processes at the plants,
the company has already implemented significant measures
during the year.

Locations and production network

With its approximately 170 locations worldwide, 70 production
facilities in 22 countries, 20 research and development centers,
and a tight-knit sales and service network, the Schaeffler Group
ensures that the customer always finds it close at hand.
Cooperation across divisions and countries thus leads to a high
degree of flexibility in solving new customer requirements and
the opportunity of anticipating emerging trends early on. The
Schaeffler Group has a global production system. The plants,
which employ approximately 70,000 staff, form the core of the
Schaeffler Group’s operations and are managed based on uni-
form principles. The global production system and the manufac-
turing technologies utilized in the plants represent key factors
underlying the Schaeffler Group’s worldwide success. The
Schaeffler Group is committed to consistently ensuring top quality
and product safety across all areas of application. All of the
Schaeffler Group’s manufacturing locations are certified under
globally recognized quality norms, standards, and regulations.

The Schaeffler Group develops new production technologies on
a cross-divisional basis and consistently enhances existing
technologies in volume production. This has resulted in a tech-
nology network that enables the company to realize synergies
and establish uniform production standards.

In order to further strengthen the company’s production efficiency
and quality, it has set up its new “Advanced Production Tech-
nology” unitin 2019 to identify new manufacturing technologies
and then pilot and apply them in a technology factory. At the
same time, the company has established a structure aimed at
digitalizing the entire value chain in order to realize its vision of
digital, semi-autonomous, and sustainable production using its
digital expertise and its own local manufacturing experts.

The Schaeffler Group has established campus locations effective
January 1, 2020. A key feature of these campus locations is

the existence of several plants at one location with shared infra-
structure such as human resources, IT, logistics, or location
planning functions. The new plant assignment has reduced the

9
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complexity of the existing plant network, streamlined work flows
and processes, and eliminated duplicate structures. The change
sets the company up to be more efficient and competitive.

One of the Schaeffler Group’s key challenges in continually
enhancing its global footprint relates to proactively localizing
activities in the markets of the future. The resulting growing
regional presence is also reflected in a high degree of localiza-
tion. The degree of localization describes the relation of sales
volume manufactured in a region — taking into account procure-
ment flows — to that region’s sales.!

Schaeffler Group revenue
by region

inpercentbymarketview

Asia/Pacific 10.4

o

Greater China 19.2 Europe 48.5

Americas 21.9

Until December 31, 2019, the Europe region combined the subre-
gions Germany; Western Europe, Central and Eastern Europe &
Middle East and Africa (CEEMEA), as well as India. The India sub-
region has been reallocated to the Asia/Pacific region effective
January 1, 2020. In addition, the CEEMEA subregion has been
separated into the Middle East & Africa (MEA) and the Central
and Eastern Europe (CEE) subregions effective January 1, 2020.
The Europe region contributed 48.5% (prior year: 51.4%) of con-
solidated revenue in 2019. Its Germany subregion represents the
Schaeffler Group’s largest sales market. The degree of localiza-
tion amounted to approximately 89% (prior year: 90%) in 2019.
The Europe region employed a total of 60,155 employees in 2019,
representing 68.6% of the company’s entire workforce. This
figure includes the employees of the group’s global head office
in Herzogenaurach. The Europe region has 43 plants and 12 R&D
centers. Its regional head office is located in Schweinfurt.

The Americas region consists of the two subregions North America
and South America. Starting January 1, 2020, Mexico is consid-
ered a separate subregion due to the significance of the locations
there with approximately 3,000 employees. The Americas region
contributed 21.9% (prior year: 20.2%) of revenue in 2019.

The degree of localization amounted to approximately 56%
(prioryear: 56%) in the Americas region. A total of 12,264 staff
were employed at 14 plants — consisting of 8 plants in the U.S.
and 2 each in Canada, Mexico, and Brazil — and 5 R&D centers as
well as at distribution locations in North and South America.
The Americas region has its regional head office in Fort Mill in
the U.S. The Schaeffler Group has been manufacturing in this
region since 1953.

1Sales by market view.

The regional head office of the Greater China region, which also
includes Taiwan, Hong Kong, and Macao, is located in Anting,
China. Schaeffler’s first subsidiary in this region was founded
in Taicang, China, in 1995. The region generated 19.2%
(prioryear: 18.0%) of group revenue in 2019. The degree of local-
ization amounted to approximately 54% (prior year: 51%). A
total of 12,182 staff were employed at 8 plants and 1 R&D center
in the Greater China region. As a consequence of the especially
dynamic trend in recent years, it is important to the company to
further expand not only E-Mobility, but also its local presence
and to consistently raise the degree of localization in the future.

Until December 31, 2019, the Asia/Pacific region comprised the
subregions South Korea, Japan, and the countries in Southeast
Asia. The India subregion has been added to the Asia/Pacific
region effective January 1, 2020. 10.4% (prior year: 10.5%) of
group revenue was generated by this region in 2019. The degree
of localization amounted to approximately 43% (prior year: 35%)
in 2019. The Asia/Pacific region had 3,147 employees. The
regional head office is located in Singapore. The Schaeffler Group
operates a total of 5 plants and 2 R&D centers in this region
and has been represented in this region since 1953. The
Schaeffler Group celebrated the opening of its new plant in Bien
Hoa, Vietnam, on May 9, 2019. The company has invested over
EUR 45 m in the construction of this new production plant. Indus-
trial bearings and components for a wide range of applications
will be produced there, including radial insert bearings and
needle roller bearings.
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1.2 Research and development

The Schaeffler Group’s research and development activities are
largely aimed at strengthening the company’s extensive existing
expertise in the field of mechanical components and mechanical
systems and enhancing it with respect to mechatronic applica-
tions and systems. With respect to the Automotive OEM and
Automotive Aftermarket divisions, these development activities
focus on new drive technologies and automated driving. Develop-
ment activities for the Industrial division mainly concentrate on
Industry 4.0 and robotics. The R&D function’s credo is to prove
its passion for both technology and efficiency.

R&D roadmap

R&D success factors

Innovation

Strong focus on innovative
fields closely aligned with
business strategies

Systems & services

A

Mechatronics

Efficiency

Cultural change from passion
fortechnology to passion for
technology & efficiency

Mechanical systems
- -

In order to achieve this objective, the Schaeffler Group has

New expertise
Transformation to a broader
spectrum of know-how
regarding systems, new
technologies, and processes

identified three key success factors: innovations, R&D efficiency,
and expertise in new technologies and processes. In order to
generate innovations, the Schaeffler Group concentrates on the
divisions’ strategically relevant business fields. Agile project
management is aimed at transferring newly developed products
to profitable volume production as quickly as possible. With
respect to R&D efficiency, the Schaeffler Group plans to struc-
turally reduce its expenditures for developing components in the
coming years while assigning additional resources to research
and development in the fields of mechatronics as well as systems
and services. In addition, Schaeffler has had a global network

of R&D centers in place for several years, that keeps it close to its
customers and facilitates efficient processes. The expansion of
expertise in new technologies and processes mainly focuses on
mechatronic systems and the related application technology.
The company launched the “Fit4Mechatronics” training program
during the reporting period. The program is designed to pass on
the knowledge of mechatronic systems — and of how to develop
and manufacture them — that currently exists within the company
to other employees.
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In 2019, the Schaeffler Group employed an average of

7,834 R&D staff (prioryear: 7,956) at 20 R&D centers (prior year: 20)
and additional R&D locations in a total of 23 countries.

The Schaeffler Group filed 2,417 patent registrations with the
German Patent and Trademark Office in 2018, making it the
second most innovative company in Germany for the sixth con-
secutive year. In addition, Schaeffler Group employees internally
reported 3,298 inventions in 2019 (prior year: 3,452).

Research and development expenses

2015 2016 2017 2018 2019

Research and development
expenses (in € millions) 673 751 846 847 849

Research and development

expenses (in % of revenue) 51% 5.6% 6.0% 6.0% 5.9%
Average numberofresearch
and development staff 6,651 7,121 7,634 7,956 7,834

R&D activities in 2019 included, among other things, the devel-
opment of key components for fuel cells and fuel cell stacks
known as metallic bipolar plates. The company used its exper-
tise in materials technology, forming technology, and surface
technology in this development work. Bipolar plates are pro-
duced by precise forming and coating in the thin-layer range and
then stacked to form the core of a fuel cell system. The fuel cell
stacks are energy converters in which H, reacts with O, to form
water. The electricity generated during this process can be
used to power electric motors in vehicles. The Schaeffler Group
became a steering member in the Hydrogen Council, a globally
active hydrogen interest group, in 2020. The international initia-
tive comprises 81 leading companies in the energy, transport,
and industrial sectors, and its objective is to promote the indus-
trialization of hydrogen technology.

In addition, the company continued to develop the “Space Drive”
steer-by-wire technology with joint venture Schaeffler Paravan
Technologie GmbH & Co. KG. This system is an electronic inter-
face that operates vehicle steering, accelerator, and braking
functions, thus enabling autonomous driving in a wide range of
application scenarios such as passenger transport as well as
agricultural and industrial applications. “Space Drive” can be
used to control the direction of the vehicle without requiring a
mechanical connection to the steering mechanism and does not
require a steering wheel, rendering new space-saving vehicle
concepts possible. As part of its activities in this area, the
Schaeffler Group signed an investment agreement with the prov-
ince of Hunan in China in 2019 to develop a mobility ecosystem.
The agreement calls for enhancements of technology for autono-
mous driving and the establishment of a new R&D center. As part

of this collaboration, Schaeffler plans to enhance particularly its
Space Drive technology, a key enabler of autonomous driving,
and the Schaeffler Mover, a mobility concept featuring
Schaeffler Intelligent Corner Module technology.
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The Schaeffler Group closely collaborates with universities in its
“Schaeffler Hub for Advanced Research” (SHARE) initiative using
the “Company on Campus” concept to develop future-oriented
technologies. SHARE at KIT (Karlsruhe Institute for Technology),
which was founded in 2013, concentrates on electric mobility
with a special focus on automated driving. In the publicly subsi-
dized “OmniSteer” and “SmartLoad” projects, research teams
were working on new steering concepts for autonomous vehicles
and on the resilience of actuators in 2019. The “OmniSteer”
project was successfully completed in September 2019. SHARE
at FAU (Friedrich-Alexander University of Erlangen-Nuremberg)
focuses its research on Digitalization along the entire value chain
(e.g. additive manufacturing of concrete components, machine
learning, condition monitoring and predictive maintenance, real-
time process monitoring in production). SHARE at NTU (Nanyang
Technological University, Singapore) prioritizes robotics and
SHARE at SWJTU (Southwest Jiatong University, Chengdu) con-
centrates on (chassis) solutions for high-speed trains. Along
with other collaborations with universities, the Schaeffler Group
has a strategic partnership with Fraunhofer-Gesellschaft that
has been in place since 2017.

In December 2019, the Schaeffler Group and ABT e-Line GmbH
(“ABT e-Line” below) announced a joint agreement to fully
electrify light commercial vehicles weighing up to 3.5 tons. The
objective of the agreement between Schaeffler and ABT e-Line

is to develop electric drive trains and to integrate and incorporate
them into light commercial and specialized vehicles. A further
objective is to develop flexible mechatronic chassis solutions.

1.3 Group strategy and management

The Schaeffler Group is a global automotive and industrial
supplier and a listed family business —a company with a strong
foundation of values, established by its founders. Schaeffler
particularly identifies with the corporate values “Sustainable”,
“Innovative”, “Excellent”, and “Passionate”. These values form
an important basis for the success of the Schaeffler Group for
the benefit and in the interest of its customers and business
partners, employees and managers, as well as its shareholders
and family shareholders.

Strategy “Mobility for tomorrow”

In late 2016, the Schaeffler Group developed its strategy
“Mobility for tomorrow” and presented it to the public. The years
2017 to 2019 were all about implementing this strategy. The
company vigorously pressed ahead with advancing its expertise
in new drive concepts, autonomous driving, and Industry 4.0.
As part of this process, all three divisions expanded beyond the
component business to include the business with modules and
system solutions. The new “E-Mobility” business division and the
new “Industry 4.0” business field were established. Additionally,
important adjustments to the Schaeffler Group’s portfolio of
products and technologies were implemented in connection with
execution of the M&A strategy. These include founding the
joint venture Schaeffler Paravan Technologie GmbH & Co. KG,
acquiring Elmotec Statomat Holding GmbH and Xtronic GmbH,
and disposing of certain subsidiaries in the UK and in Germany.

To execute the strategy “Mobility for tomorrow”, the company
also launched its program for the future, the “Agenda 4 plus One”,
with the Schaeffler Group’s 16 most significant strategic initia-
tives in 2016. The program was expanded to include four addi-
tional initiatives, increasing the number of initiatives to 20 effec-
tive January 1, 2018. The strategic initiatives are grouped in

4+1 categories: Customer focus, Operational excellence,
Financial flexibility, Leadership and Talent management, and
—as “plus One” — Securing long-term competitiveness and

value creation.

By the end of 2019, the “CORE”, “Working Capital”, “Global Foot-
print”, “E-Mobility”, “Industry 4.0”, “Quality for Tomorrow”,
“Factory for Tomorrow”, “Leadership & Corporate Values” and
“New Work” initiatives were successfully completed or trans-
ferred to line functions to ensure that their impact is sustainable.
The remaining initiatives will be transferred to line functions or
anew agendain 2020.
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Capital allocation and portfolio management

A significant criterion for all of the Schaeffler Group’s strategic
decisions is the efficient allocation of capital. As a result, the
Schaeffler Group has developed a new framework for managing
its capital allocation. This framework comprises four portfolio
strategies (Build, Grow, Harvest, Exit) and four capital expendi-
ture categories (Growth, Rationalization, Maintenance, Security
and Regulation).

The initial step under the framework is setting total capital
expenditures for a given period based on a reinvestment rate.
The next step involves allocating capital expenditures to port-
folio strategies and capital expenditure categories.

Capitalallocation management framework

(1] 2] 3] 4]

Capital expen-

diture cate-|  Growth Rationa- Main- Safetyand | Total
Portfolio ~80res lization tenance regulatory
fields
@ Build v v
Q crow v v v v
G Harvest \/ ‘/ ‘/
0 Exit ‘/ \/
Total < otal capital
o2 expenditures)

U Capital expenditures on capacity expansion and new products.

The investment strategies for the portfolio strategies are defined
as follows:

 Build: Capital expenditures are made to establish and grow
new business fields and for new products at the start of their
lifecycle. The growth potential in this portfolio area is very
high, while profitability is initially still low.

e Grow: Capacity is expanded in existing business fields with
high potential for growth and very high profitability. The com-
pany also invests in further efficiency gains and in maintaining
assets.

» Harvest: Capacity in business fields with low potential for
growth is not expanded any further. Capital expenditures are
made on further efficiency gains and to maintain assets.

» Exit: Capacity is not expanded in business fields with low
profitability and low potential for growth; rather, only neces-
sary maintenance is done. A divestment of such business
fields should be considered.

Capital expenditures necessary for safety measures and to
comply with regulatory standards are made in all four portfolio
strategies.

Portfolio overview

Growth

A

,,,,, /

Build
C&) Grow

‘ Harvest

. Exit

» SVAD

D Schaeffler Value Added.

M&A strategy

The Schaeffler Group pursues a strategy of mainly organic
growth based on its existing technological expertise and
innovative ability. Under this strategy, acquisitions will primarily
be made - in defined focus areas — if they expand the
Schaeffler Group’s technological expertise or strengthen its
current market position.

At the core of this approach is an M&A radar that is applicable
groupwide and defines seven focus areas where the company is
aiming to acquire expertise and generate inorganic growth both
within the various divisions and across divisions. The company’s
search for opportunities to expand the profile of its expertise
and its portfolio specifically targets these clearly defined areas.
It focuses on the acquisition of smaller, additive targets in the
nine figure range intended to complement and strengthen the
technology spectrum, thus adding long-term value.

Roadmap 2024

Given the changing environment and a persistently challenging
competitive environment, the Schaeffler Group will continue to
press ahead with its transformation in the coming years, as well.

The Schaeffler Group will announce its Strategy 2024 on March 24,
2020. One of the main focal points of the strategy will be on
identifying business fields in which the Schaeffler Group can grow
profitably in the long term and on how this growth can be
generated. The capital allocation management framework will
play an important role in addressing these issues.
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Strategic financial performance indicators

SVA
(in EUR)

EBIT

Average capital
employed

Non-current
assets

Property, plant
and equipment

Intangible assets
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( +\‘% Trade receivables
N
Y
<+/‘ Working capital H

Cost of capital

\
N /w

(EUR)

Cost of capital

(\—)% Trade payables

Group management

Schaeffler AG’s Board of Managing Directors is directly respon-
sible for managing the Schaeffler Group, setting objectives and
the strategic direction, and managing the implementation of the
growth strategy. The Supervisory Board of Schaeffler AG appoints,
supervises, and advises the Board of Managing Directors.

In 2019, the Schaeffler Group’s management utilized a three-
dimensional matrix organization consisting of three divisions, five
functions, and four regions to manage the group’s business
activities. The Schaeffler Group’s internal management system
consists of the annual budget developed based on the strategic
framework specified by the Board of Managing Directors, ongoing
monitoring and management of financial performance indicators,
regular meetings of the Board of Managing Directors and man-
agement meetings, as well as reports provided to the Supervisory
Board of Schaeffler AG. Ongoing monitoring and management

is based on a comprehensive system of standardized reports on
net assets, financial position, and earnings. Discussions at the
meetings of the Board of Managing Directors and the management
meetings address the results of operations, including the
achievement of targets and objectives, as well as the outlook for
the year as a whole and any action that may be required.

Value-based management

The Schaeffler Group’s internal management system is designed
to support implementation of the group strategy. Ensuring that
the Schaeffler Group conti nues to meet its core business objec-
tive of growing profitably and creating long-term value requires
avalue-based approach to managing its business portfolio. One
important principle underlying value-based management of
companies is the necessity to reflect the interests and needs of
investors.

2ROCE is defined as EBIT divided by average capital employed.

Value-based management is an integral component of all planning,
management, and control processes. The Schaeffler Group’s
performance-based management remuneration is directly linked
to the economic development of the company as well .

Strategic financial performance indicators

In order to grow profitably and create long-term value, the com-

pany has to employ its available capital profitably. This requires
having earnings sustainably exceed the cost of debt and equity

capital employed.

The Schaeffler Group’s internal management system consists

of several levels. The Schaeffler Group’s key value-based perfor-
mance indicator is Schaeffler Value Added (SVA). Return on
Capital Employed (ROCE)?Z s closely linked to SVA. Both indicators
are determined before special items.

@ More on special items on pp. 30 et seq.

The Schaeffler Group’s value added is measured using the
amount of value added by the company, referred to as
Schaeffler Value Added (SVA). Calculation of SVA starts with the
company’s EBIT (earnings before financial result, income (loss)
from equity-accounted investees, and income taxes). Positive SVA
means that EBIT has exceeded the cost of capital for the period
and, therefore, that the Schaeffler Group has created value
beyond covering its cost of capital. Cost of capital is calculated
by applying the minimum return of 10% p.a. (before tax) set by
the Board of Managing Directors and the Supervisory Board to
the average capital employed during the year. Due to persistently
low interest levels and the Schaeffler Group’s reduced borrowing
costs compared to previous years, the calculation of SVA is
based on a cost of capital of 9% starting in 2020.
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Average capital employed is calculated by adding up the following
operating balance sheet items: property, plant and equipment,
intangible assets, and working capital, which in turn comprises
trade receivables and inventories net of trade payables. The
annual average is determined as the mathematical average of
the balance at the end of each of the four quarters.

Key operating financial performance indicators

The SVAindicator serves as an indicator of the amount of share-
holder value added in 2019. This strategic performance indicator
is operationalized using key financial performance indicators.
Thus, the Schaeffler Group focuses on continually monitoring and
increasing the following three key operating financial perfor-
mance indicators:

» Revenue growth (at constant currency)
« EBIT margin (before special items)

» Free cash flow before cash in- and outflows for M&A activities

These three key operating financial performance indicators
represent the basis for operating decisions and are also the basis
for the outlook. On the whole, increasing these indicators adds
shareholder value for the long term by sustainably generating a
premium over and above the cost of capital.

Revenue growth (at constant currency): Since the

Schaeffler Group’s economic success is based on a long-term
growth strategy, significant importance is attached to the perfor-
mance indicator revenue growth. Revenue growth measures the
change in revenue compared to the prioryear as a percentage.
In order to make the evaluation of the company’s results of opera-
tions as transparent as possible and to increase the compara-
bility over time, the Schaeffler Group reports revenue growth at
constant currency.

EBIT margin (before special items): The EBIT margin is used to
measure the Schaeffler Group’s operating earnings. The EBIT
margin is a relative indicator calculated as the ratio of EBIT to
revenue. This ratio measures the company’s profitability. The
EBIT margin is calculated before special items in order to make
the operating performance more comparable over time.

Free cash flow before cash in- and outflows for M&A activities:
Free cash flow measures the company’s ability to convert its
operating performance to cash inflows. It is defined as the sum
of cash flows from operating activities, cash flows from
investing activities, and principal repayments on lease liabilities.
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Along with profitability, the key factors affecting free cash flow

are effective management of working capital as well as the level
of capital expenditures. In order to make the evaluation of the
company’s results of operations as transparent as possible and
improve comparability over time, the Schaeffler Group reports
free cash flow, one of its key operating financial performance
indicators, before cash in- and outflows for M&A activities.

@ More on trends in the indicators discussed above under “Course of
business” on pp. 23 et seq. and on special items on pp. 30 et seq.

Management system

Strategic financial
performance indicators

Key operating financial
performance indicators )

Revenue growth

Outlook
EBIT margin Free cash flow
Additional financial Capex ratio R&D ratio
performance indicators .
Net debt to EBITDA ratio

Effective tax rate Dividend payout ratio
R Financial rating
Non-financial Quality ) Delivery
indicators Occupational safety e OTTENE:

Staff capacity (FTE)

Customer satisfaction Employee satisfaction

D Revenue growth (at constant currency), EBIT margin (before special items),
free cash flow before cash in- and outflows for M&A activities.

Additional financial performance indicators

In addition to the three key operating financial performance
indicators, the Board of Managing Directors also continually
tracks additional financial performance indicators including,
among others, the capex ratio, R&D ratio, net debt to EBITDA
ratio, effective tax rate, dividend payout ratio, and financial
rating.

The company further monitors a number of leading operating
indicators in orderto be able to identify trends in a multitude of
factors affecting the Schaeffler Group’s business early on and
take them into account in managing the company. For instance,
the company analyzes forecasts of relevant market, economic,
and sector data, such as gross domestic product, currency trends,
as well as automobile and industrial production in order to gain
insight into the future of the business. Raw materials prices are
monitored as well in order to estimate trends in significant costs.
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In order to obtain a reliable indication of the likely level of
capacity utilization and the probable revenue trend, Schaeffler
also monitors certain leading operating indicators specific to
each division.

» Automotive OEM: Nominations for customer projects won
within one period are measured using the indicator “lifetime
sales” on an ongoing basis and compared to current period
revenue by calculating the “book-to-bill ratio” which provides
an indication of the Automotive OEM division’s medium- to
long-term potential for growth. Orders received for short-term
delivery under master agreements with customers validly
cover a period of approximately two months. Changes in this
measure of capacity utilization are monitored on a weekly
basis.

* Automotive Aftermarket: For the Automotive Aftermarket, no
comparable leading indicators can be derived from the volume
of order intake or orders on hand. This division holds regular
discussions with major customers and observes its markets to
obtain leading indications of the short-term demand situation.

Industrial: The Industrial division uses the change in orders
on hand due within the following three months as a leading
indicator. This figure is monitored on a monthly basis.

All financial indicators are calculated on a monthly basis using
standardized reports on earnings, financial position, and net
assets. These reports contain a comparison of budget vs. actual
as well as a prior year comparison. The comparison of budget vs.
actualis based on the annual budget flowing from the integrated
operating budget embedded in a longer-range strategic corporate
plan established by the Board of Managing Directors.

Non-financial indicators

In addition to the financial performance indicators, management
monitors additional key non-financial indicators. Such indica-
tors are calculated using standardized reports during the year
and include: quality, staff capacity (full-time equivalent, FTE),
delivery performance, customer satisfaction, employee satisfac-
tion, and occupational safety.

@ More on sustainability management on pp. 19 et seq.

For purposes of managing sustainability, the company obtains
additional non-financial indicators for the four fields of action
addressed in the sustainability strategy. These indicators are
used in managing the operation of the group’s sustainability
measures. For 2020, Schaeffler AG’s Supervisory Board has set a
specific sustainability target as part of the variable short-term
remuneration of the Board of Managing Directors. The company
has a medium-term objective to define non-financial perfor-
mance indicators and to incorporate these indicators in the value-
based management of the company.

In managing the company, senior management considers it
imperative that Schaeffler Group employees act strictly within
the relevant legal limits and comply with corporate governance
standards.

@ More on corporate governance on pp. 63 et seq.

Presentation of strategic financial and key operating financial performance indicators in the group management report

Financial
positionand Reporton
Course of Performance finance Overall expected
2019 2018 business Earnings indicators management assessment developments
SVA
(before specialitems, in € millions) 284 557 4 v 4
ROCE
(before specialitems, in %) 13.2 16.7 v v 4
Revenue growth
(atconstant currency, in %) 0.1 3.9 4 v 4 4 v
EBITmargin
(before specialitems, in %) 8.1 9.7 v v v v v
Free cash flow before cash in-
and outflows for M&A activities
(in € millions) 473 384 v v v v
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1.4 Employees

The objective of the Schaeffler Group’s human resources activi-
ties is to recruit, support, and retain the best employees for the
long term as an attractive employer on a worldwide basis.

Human resources strategy

The Schaeffler Group’s human resource activities are based on
the company’s human resources (HR) strategy. At the core of this
strategy are five pillars representing its key fields of action.

HR strategy house
Schaeffler People Strategy
Employer Talent Leadership & Training & Sustainability,
Branding & Management Corporate Learning Environment,
Rekrutierung Values Health &
Safety

Diversity Strategic Workforce Planning Digitalization
|1 |1 |1 |1

HR Operating Modell

Governance & Organization Processes & Systems

Employer branding & recruiting

The company’s employer branding activities strengthen
Schaeffler’s perception as an attractive employer with the aim of
contacting the best talents worldwide and recruiting them for the
company. In 2019, activities aimed at recruiting new employees
were characterized especially by the further specification of job
descriptions, including those in the fields of E-Mobility and
Industry 4.0.

Talent management

The Schaeffler Group’s talent management follows a uniform and
standardized global approach to identifying, supporting, and
retaining talents for the Schaeffler Group in the long term. For
purposes of strategic succession management, high-potential
staff are identified and their suitability for possible key positions
discussed early on. Employees are provided with feedback
enabling them to take responsibility for and independently drive
the next steps in their career as well as with specific develop-
ment measures with the support of the relevant manager and the
human resources organization.
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Leadership & corporate values

The Schaeffler Group has strong values: “Sustainable”, “Innova-
tive”, “Excellent”, and “Passionate”. Based on these values,

the Executive Board issued Leadership Essentials applicable
worldwide that were rolled out in workshops throughout the
group during the year. The Leadership Essentials (“Connect for
success”, “Empower your team”, “Care for people”, “Manage

for results”, “Drive the change”, and “Take on responsibility”)
provide guidance to all managers within the company in their
daily work and also represent the standard employees expect of
their managers. During the year, the company also defined
Employee Essentials for all employees without management
responsibilities. The guidelines comprising the Employee Essen-
tials are: “Foster our collaboration”, “Take the initiative”,
“Support our change”, “Focus on results”, “Build on strengths”,
and “Perform in teams”. Together, the Leadership Essentials
and the Employee Essentials represent a uniform groupwide
framework for teamwork within the company.

Additionally, Schaeffler’s leadership and feedback culture is
strengthened by the continued implementation of moderated
feedback meetings (“upward feedbacks”), in which employees
provide feedback to managers, as well as by a new 360 feedback
tool. The 360 feedback tool enables managers to obtain feed-
back on their leadership style from various parties by digital
means.

Training & learning

All of the company’s training and continuing education courses
worldwide are consolidated under the umbrella of the Schaeffler
Academy. The Schaeffler Academy supports individual compe-
tency-based learning by providing qualification programs with
content and methodologies oriented toward the needs of the
business. To meet these requirements, the Schaeffler Academy
regularly expands its training offerings to include target
group-specific training sessions. In 2019, several training pro-
grams were developed, including programs designed to increase
mechatronics expertise and to strengthen the commitment of
sales staff and key account managers to customer service.

Sustainability, environment, health & safety

In its business activities, the Schaeffler Group is intent on com-
bining commercial success, a long-term focus, and awareness of
the social and ecological aspects of the company’s operations.
One of the Schaeffler Group’s areas of focus in the process of
adding long-term value is on meeting the demands of its signifi-
cant stakeholders with respect to products, processes, and the
company’s supply chain as closely as possible. To this end, sus-
tainability aspects are increasingly included in the company’s
business processes.

@ Please refer to the “Sustainability” chapter on page 19 and the
Schaeffler Group’s sustainability report for a detailed discussion and
background information on sustainability
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Diversity

The Schaeffler Group promotes diversity within the company
with the objective of strengthening innovative ability and flexi-
bility in order to be able to identify and meet the needs of
global markets.

In 2019, the company established a Diversity Council
consisting of members of the Executive Board and other senior
managers. The Diversity Council strives to further raise the
Schaeffler Group’s organization’s awareness of the importance
of a diverse workforce structure and intercultural exchange,
identify measures to help increase diversity, and provide the
impetus for pilot projects. Additionally, the diversity aspect was
increasingly integrated in existing HR processes such as
employer branding, onboarding, and talent management in 2019.
The issue was also added to the recruiting process in order to
increase the focus on diversity when hiring new employees as well.

Employee structure

The Schaeffler Group employed an average of 89,778 employees
(prioryear: 92,232) in 2019. The number of employees as at
December 31, 2019, declined to 87,748 (prior year: 92,478),
5.1% below the prioryear level.

The workforce was downsized especially in production and pro-
duction-related areas — mainly in the Europe region, particularly
in Eastern Europe, as well as in the Americas and Greater China
regions. Schaeffler places great emphasis on designing that
personal measures to be socially responsible.

Personnel development

Along with training sessions, employees can also participate in
other development measures designed to enhance their

Schaeffler Group employees
by region

inpercent,asatDecember31,2019

Asia/Pacific 3.6

"

Greater China 13.9

Europe 68.6

Workforce - structural data

Change

12/31/2019 12/31/2018 in

Average age (years) 40.5 39.9 1.5 %

Averagetenure (years) 11.9 11.2 6.3 %

Laborturnoverrate (%) V 4.4 4.8 -0.4 %-pts.
Proportion of female

employees (%) 22.1 22.0 0.1 %-pts.
Proportion of female

managers (%) 2 11.5 10.9 0.6 %-pts.

D nitiated by employee.
2 Managers are defined as employees in a supervisory function.

cross-functional skills and expand their network. A portal for
finding mentors outside the immediate working environment is
available on the intranet for this purpose. The company also offers
job shadowing and the opportunity to rotate desks. Job shad-
owing allows employees to gain insight into a different job. Desk
rotation has employees working in another department for a
limited amount of time while still being responsible for their own
job. This gives employees a chance to network and to under-
stand other departments’w needs.

The interdisciplinary concept of “New Work” combines new
approaches to work organization and processes, the working
environment, and work culture. One example of this concept

are offices whose modern design facilitates better and interdis-
ciplinary use of work spaces. Along with the Schweinfurt,
Frauenaurach, and Nuremberg locations, where “New Work” is
already implemented in full orin part, all other company loca-
tions can apply the concept to their office work spaces as well
starting in 2019.

Specialist and project career path

Globally uniform specialist and project career paths enable
employees to gain expert knowledge and project management
skills. Employees are also given the opportunity to develop in
accordance with their strengths and interests.

Schaeffler Group employees
by function

inpercent,asatDecember31,2019

General administration 5.2

Distribution 7.4

‘I

Research

and development 8.9 Production/

Americas 14.0

Manufacturing 78.5
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Supporting new talents

The Schaeffler Group wants to attract and train new talents
for all areas of the company. 3,078 trainees (or 3.5% of the
Schaeffler Group’s workforce) were pursuing an apprenticeship
at the Schaeffler Group (prioryear: 3,275 or 3.5% of the
workforce) as at the end of 2019.

As part of its support for new talents in Germany, the company
offers apprenticeships and also provides cooperative degree
programs — bachelor programs in business administration, com-
puter science, and engineering — in cooperation with colleges

offering cooperative education programs (“Duale Hochschulen”).

The degree programs are closely linked with work terms at the
company. Additionally, the Schaeffler Group offers a “Two-in-One”
degree program which either combines an apprenticeship as an

electronics technician with a degree program in automation tech-

nology allowing the employee to earn a bachelor’s degree in
mechatronics engineering, or allows the employee to concurrently
complete an apprenticeship as an industrial mechanic and a
degree program leading to a bachelor’s degree in mechanical
engineering.

In 2019, a total of 173 Schaeffler Group employees were enrolled
in a cooperative degree program and 139 in a “Two-in-One”
degree program. For graduates with particularly high academic
achievement, the company offers additional support toward a
master’s degree.

In addition, the Schaeffler Group offers trainee programs to
university graduates in the fields of quality, finance, human
resources, research and development, operations (production,
logistics, purchasing), automotive, and digitalization. Partici-
pants gain extensive insight into the group and a variety of jobs
by doing rotations over a period of 12 to 24 months. Mentoring
and concurrent training on technical, soft, and intercultural skills
prepare these trainees for their future position.
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1.5 Sustainability

To the Schaeffler Group, sustainable profitability means taking
on ecological and social responsibility in production, at the
product level, and within its own supply chain. Because of the
importance of sustainability, it is also a key element embedded
in Schaeffler’s corporate values.

The 17 Sustainable Development Goals (SDGs) issued by the
United Nations as part of its “Agenda 2030” guide the company’s
sustainability focus. The onus is on companies, as well, to
actively contribute to these goals and thus to sustainable devel-
opment. The Schaeffler Group is aware of this responsibility and
actively contributes to the SDGs.

Sustainability management and
organization

The Sustainability, Environment, Health & Safety department
created in 2019 coordinates the groupwide sustainability activi-
ties and is responsible for developing and implementing the sus-
tainability strategy. The long-term direction of the company’s
sustainability management is determined by the Sustainability
Committee, which consists of the Executive Board and selected
heads of various business departments.

The focus of the company’s sustainability activities was
realigned in 2019 with the participation of significant stake-
holders. The company performed a significance analysis in 2019.
The core of this analysis formed a worldwide online survey, with
results discussed in internal sustainability workshops and vali-
dated by the Sustainability Committee. The significant matters
identified in this process also act as a framework for the current
sustainability report.

The Board of Managing Directors of Schaeffler AG approved the
sustainability roadmap defining specific fields of action in 2019.
Its focal points include, forinstance, the issues of climate pro-
tection and supplier management, for which specific actions
have been approved.

In 2019, Schaeffler AG has integrated its group non-financial
declaration in accordance with sections 289b (3) and 315b (3)
HGB into its separate sustainability report, which is not part of
the group management report. The 2019 sustainability report is
available from the Schaeffler Group’s website.

@ Combined separate group non-financial report in accordance with
sections 289b (3) and 315b (3) HGB within the sustainability report
at: www.schaeffler-sustainability-report.com/2019
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2. Report on the economic position

2.1 Economic environment

Macroeconomic environment

Global economic growth slowed perceptibly in 2019. Based on
available estimates, global gross domestic product grew by
2.8% (prioryear: 3.6%), marking the lowest rate of expansion
since the global financial crisis (Oxford Economics; January 2020).
The slowdown was driven by a weakening of world trade and
investment in light of slowing global demand, heightened policy
uncertainly, and growing trade restrictions. From a sector
perspective, momentum was mainly hampered by the weakness
in the manufacturing sector, while the service sector proved
more robust.

In the euro region, growth in gross domestic product slowed con-

siderably, especially in Germany and Italy. Momentum was held
by back by foreign trade; domestic demand, however, provided a
positive impetus for growth. In September 2019, the ECB further
eased its monetary policy, which had been highly expansive for
years, and, along with reducing interest rates, it also decided,
forinstance, to renew its bond buying program. In the U.S., eco-
nomic growth weakened slightly amid slowing investment and
exports. However, private consumption continued to develop
positively, buoyed by a dynamic labor market. Given the slowing
of economic growth and little inflationary pressure, the

U.S. Federal Reserve Bank eased its monetary policy as well,
lowering its benchmark interest rate a total of three times over
the course of the year. Economic activity in Japan remained
subdued. Both weak domestic demand and declining exports
hampered the growth in gross domestic product.

In China, the gradual slowing of economic growth continued.
Investment fell short of expectations. In addition, the trade con-
flict with the U.S. held back exports. The weaker growth is also
a consequence of the Chinese government being increasingly
careful about taking measures to support the economy in order
to avoid economic imbalances. The Indian economy lost consid-
erable momentum in 2019. Against the backdrop of restrictive
lending practices, growth in private consumption and especially
in investment were weaker than in the previous year.

In this context, the situation of the Schaeffler Group’s regions
was as follows: Gross domestic product in the Europe region
rose by 2.2%, with India, which is also part of the Europe region,
contributing a 5.0% growth rate. Economic output in the Amer-
icas region increased by 1.5%, while the Greater China region
reported growth of 5.8%. Gross domestic product in the Asia/
Pacific region grew by 2.9%.

The global capital markets performed well, with the Dow Jones
Industrial Average (DJIA), the Deutsche Aktienindex (DAX), and
the Mid-Cap-Dax (MDAX), among others, gaining in value over
the course of the year.

In the currency markets, the euro declined against all of the
foreign currencies most significant to the Schaeffler Group. On
an annual average basis, it fell against the U.S. dollar, the
Chinese renminbi, the Indian rupee, and the Mexican peso. It
appreciated against the Korean won, however.
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Sector-specific environment

The trend in automobile production significantly affects the
results of operations of the Schaeffler Group’s Automotive OEM
business. The global trend in industrial production provides

an indication of the development of the Industrial division’s
business.

Automobile production

Global automobile production, measured as the number of vehi-
cles up to six tons in weight produced, shrank by 5.8% in 2019,
experiencing its largest decline since the global financial crisis
(IHS Markit, January 2020). The slump in production across coun-
tries and regions is attributable to a number of factors, both
structural and cyclical, including a decline in consumer confi-
dence due to increased economic uncertainty and delayed
purchases in connection with the transition to electric mobility.
Country-specific factors adversely affected global automobile
production as well.

In the Europe region, automobile production was down 6.3% from
prioryear, with all significant markets reporting declines —
especially the euro region (-5.3%), the United Kingdom (-14.0%),
and India (-10.7%). The contraction in the euro region was mainly
driven by the trend in Germany — automobile production there
fell 9.1% short of the prior yearin light of significantly weaker
exports. The slump in production in the United Kingdom is attrib-
utable to several factors, including weak exports and disruptions
related to the Brexit process. In India, the decline in production
was partly the result of a decrease in domestic demand driven by
restricted access to loans outside of the banking sector. Vehicle
purchases in India are frequently financed using loans. Automo-
bile production in the Americas region was 3.9% below the prior
year level. Automobile production in the U.S. fell by 3.9%, pri-
marily due to a seven-week strike at one of the major automobile
manufacturers which also contributed to the contraction in
Canada and Mexico. In Brazil, automobile production remained
static at its prior year level as exports to Argentina — Brazil’s
most important export market — remained extremely weak due to
the economic crisis there. In the Greater China region, automo-
bile production contracted by 8.7%. The significant contraction
is attributable to a number of factors, especially deteriorating
consumer sentiment given the trade conflict with the U.S. and
disruptions related to the — partly early — implementation of a
new emissions standard. Automobile production in the Asia/
Pacific region was 2.7% below the prioryear level. Automobile
production in Japan dropped by 1.2%. The fourth quarter saw a
significant decline compared to the prioryear because of an
increase in value-added tax effective October 1, while acceler-
ated purchases contributed to solid growth in the first three
quarters. In South Korea, automobile production fell 3.2% short
of the prioryear level due to weak domestic demand and
exports.
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Automobile production

Change million

in% units

-6.3 26.8
Europe

-1.6 28.7

-3.9 19.4
Americas

-0.1 20.2
Greater -8.7 24.7
China 3.8 27.1
Asia/ -2.7 17.8
Pacific 2.3 18.2

-5.8 88.7
World

-1.0 94.2

2019 2018

Source: IHS Markit (January 2020).
Regions reflect the regional structure of the Schaeffler Group.

Industrial production

Based on preliminary estimates, growth in global industrial
production, measured as gross value added based on constant
prices and exchange rates, slowed perceptibly to 1.7% in 2019
(Oxford Economics, December 2019). This is the lowest growth
rate since the global financial crisis. The loss in growth
momentum was partly driven by a lower propensity to invest due
to increased economic uncertainty, mainly as a result of per-
sistent trade conflicts. In addition, because of close interdepen-
dencies along the value chain, the weakness in the automotive
sector also affected otherindustrial sectors such as the metals
industry. The cyclical downturn in parts of the electrical sector,
such as the semiconductorindustry, was another factor.

Industrial production

Change
in%
E [ -0.2
urope

P 2.2
0.8

Americas
2.6
Greater 5.5
China 6.2
Asia/ 0.4
Pacific 2.7
1.7

Welt

3.5

2019 2018

Source: Oxford Economics (December 2019).
Regions reflect the regional structure of the Schaeffler Group.
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In the Europe region, industrial production was approximately
flat with prioryear (-0.2%). Industrial production in the euro
region declined continually over the course of the year, dropping
by a total of 0.8% compared to the prior year level. Germany
reported the most marked weakness: Against a backdrop of
lower demand in Asia, increased Brexit uncertainty, and a
decline in automobile production, industrial production con-
tracted by 3.3%. India experienced considerably slower growth
with the growth rate there falling to below 2%. Growth in the
Americas region (0.8%) slowed in light of momentum weakening
across countries. In the U.S., industrial production expanded

by 1.5%, growing considerably less than in the prior year. Growth
was hampered by, among other things, tensions with a number of
trading partners — especially China — adversely affecting the
investment climate. In the Greater China region, industrial pro-
duction was up 5.5% in total, less than in the prior year. Both
the trade conflict with the U.S. and the ongoing transformation
into a more sustainable economic model contributed to the
slower expansion. In the Asia/Pacific region, growth in industrial
production amounted to 0.4%. While industrial production in
South Korea was up slightly, Japan reported a decline of 1.5%.
The decline in Japan is attributable to both weak demand for
exports — especially from China — and subdued investment.

Procurement markets

The Schaeffler Group uses various materials, especially different
types of steel, aluminum, copper, as well as plastics and lubricants.
Commodity market price trends affect the Schaeffler Group’s
cost to varying degrees and in some instances with some delay,
depending on the terms of the relevant supplier contracts.

Prices of selected steeltypes
inpercent(12/31/2018 =100)

Prices for most of the Schaeffler Group’s significant input
materials fell over the course of the year, mainly due to declining
demand as a result of weakening global economic growth.
Annual average prices were consistently lower than in the prior
year (Bloomberg; EIA; ICIS; Platts).

Steel is used to manufacture rolling bearings and automotive
components. Prices for cold- and hot-rolled steel dropped in

the majority of cases over the course of the year and, depending
on where the materials were procured, averaged between just
under 8% and more than 25% less than in the prior year. The
highest average price reduction was reported in the U.S.

Aluminum is primarily used for pressure die castings, while
copperis mainly required for use in electric motors and mecha-
tronic components. While the price of aluminum largely declined
continually, the copper price was volatile and closed higher at
year-end than at the beginning of the year. On an annual average
basis, the price of aluminum fell by just under 15% from its prior
year level, copper by just under 8%.

The Schaeffler Group uses plastics, forinstance to produce
cages forrolling bearings, and lubricants serve to reduce friction
in components and as preservatives. Plastics and lubricants
are often made based on crude oil. The price of Brent crude was
volatile over time and closed higher at year-end than at the
beginning of the year. The annual average price of crude oil

fell just under 10% short of its prior year level. Based on the
ICIS Global Petrochemical Index (IPEX), prices of processed
petrochemical products, including the plastics used by the
Schaeffler Group, declined over the course of the year. On an
annual average basis, prices dropped by just under 17%.
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M hot-rolled steel M cold-rolled steel

Source: Platts, based on hot- and cold-rolled coil Northern Europe (EUR/metric ton).
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2.2 Course of business 2019

Overall assessment of the 2019 business
year by the Board of Managing Directors

The Schaeffler Group has successfully held its own in a chal-
lenging market and competitive environment. Its results of oper-
ations have met the adjusted 2019 guidance for revenue growth
excluding the impact of currency translation and for the EBIT margin
before special items. Its free cash flow before cash in- and out-
flows for M&A activities exceeds the adjusted guidance. However,
special items considerably held back net income (which is not
part of the guidance) in 2019.

Global automobile production, in particular, deteriorated signifi-
cantly more sharply than originally anticipated at the beginning of
2019, resulting in weaker demand in the Automotive OEM divi-
sion. Nevertheless, the Automotive OEM division clearly outper-
formed global automobile production despite the more difficult
trade environment, declining sales market growth, and increased
pressure on prices. The Automotive Aftermarket division felt the
impact of uncertain economic factors and adjustments to inven-
tory levels made by a few major customers. Following noticeable
revenue declines in the first two quarters, the division was able
to stabilize its revenue trend over the remainder of the year. The
Industrial division saw its growth momentum slow in the second
half of the year. The Industrial business did better than originally
anticipated, however, since certain sector clusters experienced
higher demand than previously expected at the beginning of the
year. Thus, Schaeffler’s nature as a global automobile and indus-
trial supplier has once more served it well — revenue declines in
one division can be compensated for, at least in part, by another
division.

In response to the tense situation in the market, declining demand,
and pressure for technological change, the Schaeffler Group has
decided to initiate clearly focused measures to reposition the
company better and more efficiently in line with customer needs.
The programs “RACE”, “GRIP”, and “FIT” are designed to serve
this purpose, and have already achieved initial successes. Initial
cost reduction measures have made an impact during the year,
and the capex ratio has improved. The Automotive OEM division
also reported considerably more nominations for customer proj-
ects in the E-Mobility and Engine Systems business divisions.
The disposal of the Hamm location as well as the plants in Unna
and Kaltennordheim and the further downsizing of the workforce

in both direct and indirect areas are further significant steps that
have already been implemented successfully. The Board of Man-
aging Directors places great emphasis on designing, together with
the employee representatives, that these personal measures

are socially responsible. Additionally, integrating the Elmotec
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Statomat Holding GmbH represented an important step toward
expanding the manufacturing expertise in the field of electric
motors, and the acquisition of Xtronic GmbH added further
know-how regarding steering systems and autonomous driving.

In addition to reducing its financial debt in 2019, the

Schaeffler Group also placed investment grade bonds with an
aggregate volume of EUR 2.2 bn in the capital markets for the
first time. With a net debt to EBITDA ratio before special items of
1.2 (prioryear: 1.2) and high liquidity, the group’s financial and

net asset position is solid.

Results of operations compared to
outlook 2019

On February 19, 2019, the Board of Managing Directors of
Schaeffler AG approved guidance on the development of key
operating financial performance indicators for the Schaeffler
Group and its three divisions for 2019. On July 29, 2019, the
Board of Managing Directors of Schaeffler AG decided to reduce
the guidance for 2019 as a result of changes in market conditions.

Comparison to outlook 2019 - group

Actual Actual
2018 Outlook 2019 2019
issued issued
02/19/2019 07/29/2019
Schaeffler Group
Revenue growth? 3.9% 1t03% -1t01% 0.1%
EBITmargin before
specialitems? 9.7% 810 9% 7t08% 8.1%
approx. EUR350
Free cash flow? EUR384m EUR400m to400m EUR473m

1 Compared to prioryear; excluding the impact of currency translation.
2 please refer to pp. 30 et seq. for the definition of special items.
3 Before cash in- and outflows for M&A activities.

The main reason for the adjustment to the guidance were deteri-
orating market conditions for the Automotive OEM division,
especially in China and Europe, and the impact of the resulting
lower volumes. Consequently, the guidance for the Automotive
OEM division’s constant-currency revenue growth and EBIT margin
before special items for 2019 was lowered. In addition, lower
demand from a few major customers made a reduction in the
revenue guidance for the Automotive Aftermarket division
necessary. Demand in certain sectors of the Industrial division,
however, exceeded demand, and the revenue guidance was
increased as a result.
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The Schaeffler Group has met its adjusted revenue guidance —
revenue grew by 0.1% excluding the impact of currency transla-
tion. Its EBIT margin before special items of 8.1% was slightly
higher than the adjusted guidance. Free cash flow before cash
in- and outflows for M&A activities of EUR 473 m considerably
exceeded the adjusted guidance for 2019. This outcome was
driven by the better-than-expected working capital performance
in particular.

The Automotive OEM division’s revenue growth of 0.8%, excluding
the impact of currency translation, and EBIT margin before
special items of 5.4% both fall within the adjusted guidance.

The decline in revenue of the Automotive Aftermarket division
amounted to 1.1% excluding the impact of currency translation,
falling within the adjusted guidance. The division’s EBIT margin
before special items for 2019 was 16.1%, thus slightly exceeding
the guidance.

The Industrial division met the adjusted revenue guidance,
generating 3.1% in revenue growth excluding the impact of currency
translation. Its EBIT margin before special items for 2019 of
10.5% was within the adjusted guidance as well.

Comparison to outlook 2019 - divisions

Actual Actual
2018 Outlook 2019 2019
issued issued
02/19/2019 07/29/2019
Automotive OEM
Revenue growth V) 2.1% 1t03% 2t00% -0.8%
EBITmargin before
specialitems? 7.5%3 6t07% 5t0 6% 5.4%
Automotive Aftermarket
Revenue growth 1 2.2% 1t03% -2t0 0% -1.1%
EBITmargin before
specialitems? 18.2%3 15t016% 15t016% 16.1%
Industrial
Revenue growth ¥ 10.1% 1t03% 2t04% 3.1%
EBITmargin before
specialitems? 10.9%3  10t011% 10to11% 10.5%

1 Compared to prioryear; excluding the impact of currency translation.
2 please refer to pp. 30 et seq. for the definition of special items.
3) Comparative figure based on 2019 segment structure.

Significant events 2019

Schaeffler establishes efficiency and transformation
programs

The Schaeffler Group has established the programs “RACE” in
the Automotive OEM division, “GRIP” in the Automotive
Aftermarket division, and “FIT” in the Industrial division in 2019.
The three programs are designed to increase the relevant divi-
sion’s profitability and adapt the business portfolio to changing
market conditions. In addition, the programs aim to strengthen

the long-term competitiveness of the divisions, by, forinstance,
improving capital allocation and developing new opportunities for
revenue.

“RACE”, “GRIP”, and “FIT” led to EUR 356 m in special items that
adversely affected the Schaeffler Group’s earnings for the year
and were mainly related to measures aimed at downsizing the
workforce such as a cross-divisional voluntary severance scheme
in Germany. Significant additional expenditures were incurred

in connection with adjusting capacity of non-current assets and
with adjusting the product portfolio and the plant network.

@ More on the programs in the “Business activities” chapter on pp. 6
et seq. and the “Earnings” chapter on pp. 27 et seq.

Schaeffler continues to execute M&A strategy

The Schaeffler Group acquired Elmotec Statomat Holding GmbH
in a transaction that closed on January 31, 2019. Elmotec Statomat
is a manufacturer of production machinery for the high-volume
construction of electric motors. The acquisition represented a
further step toward expanding the Schaeffler Group’s manufac-
turing expertise in the field of construction of electric motors
and implementing its electric mobility strategy.

The Schaeffler Group has obtained control of Xtronic GmbH,
based in Boeblingen, by entering into an agreement to acquire a
100% interest in Xtronic GmbH on May 3, 2019. Xtronic GmbH is
a technology partner that develops customer-specific software
and electronics solutions for the international automotive industry.
It provides services and solutions for applications in fields such
as automated driving and electric mobility. Xtronic possesses core
expertise related to the development of the “Space Drive” drive-
by-wire technology. The acquisition of Xtronic GmbH provides
the Schaeffler Group with further expertise and know-how in the
field of steering systems and autonomous driving.
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In December 2019, the Schaeffler Group and ABT e-Line GmbH
(“ABT e-Line” below) announced a joint agreement to fully
electrify light commercial vehicles weighing up to 3.5 tons. The
objective of the agreement between Schaeffler and ABT e-Line

is to develop more advanced electric drive trains and to integrate
and incorporate them into vehicles, focusing on light commercial
and special vehicles. A further objective is to develop flexible
mechatronic chassis solutions.

Schaeffler Group completes reorganization of its UK
business activities

On May 31, 2019, the Schaeffler Group closed the sale of its
subsidiary The Barden Corporation (UK) Ltd., located in Plymouth,
UK, to HQW Holding (UK) Co. Limited that had been agreed on
April 26, 2019. The purchaser also acquired the global rights to
the Barden brand except for America. In America, the

Schaeffler Group will continue to have exclusive use of the
Barden brand. The sale represents a step in the reorganization
of the Schaeffler Group’s UK business activities initiated by the
company. As part of this reorganization, the company also
closed the Llanelli production location and consolidated two
logistics centers at one location. This completed the reorganiza-
tion of the company’s UK business activities.

Enhancing the Schaeffler Group’s organizational
structure

The Board of Managing Directors of Schaeffler AG has decided to
simplify and further decentralize the Schaeffler Group’s organi-
zational structure effective January 1, 2020, in order to increase
the company’s flexibility and efficiency. As part of this process,
the Europe and Asia/Pacific regions and their subregions were
redrawn and the organizational structure within Automotive OEM
division streamlined. Additionally, the company strengthened
divisional management by, forinstance, integrating certain parts
of the R&D and logistics functions directly into the divisions.

Changes in the Executive Board

At its meeting on March 1, 2019, the Supervisory Board of
Schaeffler AG decided to extend the contract of Matthias Zink,
CEO of the Automotive OEM division, by a further five years
until December 31, 2024. In addition, the new Regional CEOs for
the Americas and Asia/Pacific regions were announced. Marc
McGrath has assumed the role of CEO for the Americas region
from Bruce Warmbold, who retired at the end of the year. The
Asia/Pacific region will be led by Dharmesh Arora who has suc-
ceeded Helmut Bode. Helmut Bode retired at the end of the year
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as well. Marc McGrath and Dharmesh Arora, took on their new
roles on October 1, 2019, and have been members of the Execu-
tive Board of the Schaeffler Group since that date.

At its meeting on October 1, 2019, the Supervisory Board of
Schaeffler AG bade farewell to Chief Technology Officer and
Deputy CEO Prof. Dr.-Ing. Peter Gutzmer. The Supervisory Board
of Schaeffler AG appointed Uwe Wagner as Professor Gutzmer’s
successor on the Board of Managing Directors for a term of three
years, effective October 1, 2019. Uwe Wagner, previously Head
of Research and Development Automotive OEM and Industrial, is
responsible for R&D.

On November 5, 2019, the Schaeffler Group announced that
Dietmar Heinrich will not extend his contract. Dietmar Heinrich
has been the CFO of Schaeffler AG since August 2017. His
employment agreement ends on July 31, 2020.
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Schaeffler Group

Constant-currency revenue growth nearly flat with prior year // H2 2019 constant-currency revenue

growth at plus 0.8%, mainly driven by higher demand in the Automotive OEM and Automotive

Aftermarket divisions // EUR 372 m in special items, largely related to programs “RACE”, “GRIP”,

and “FIT” // EBIT margin before special items below prior year: 8.1% (prior year: 9.7%) //

Adjusted revenue guidance met; adjusted earnings guidance slightly exceeded

Revenue EUR 14,427 m

EBIT margin before special items 8.1%

Schaeffler Group earnings

24.5%

Industrial

12.8%

Automotive Aftermarket

62.7%

Automotive OEM

Change
in€millions 2019 2018 in %
Revenue 14,427 14,241 1.3
« atconstantcurrency 0.1
Revenue by division V)

Automotive OEM 9,038 8,996 0.5
« atconstantcurrency -0.8
Automotive Aftermarket 1,848 1,862 -0.7
«atconstantcurrency -1.1
Industrial 3,541 3,383 4.7
*atconstantcurrency 3.1
Revenue by region?

Europe 7,003 7,313 -4.2
* atconstantcurrency -4.5
Americas 3,154 2,874 9.8
e atconstantcurrency 6.4
Greater China 2,763 2,562 7.9
 atconstantcurrency 6.7
Asia/Pacific 1,506 1,493 0.9
*atconstantcurrency -0.7
Costofsales -10,853 -10,558 2.8
Gross profit 3,574 3,683 -3.0
*in%ofrevenue 24.8 25.9

Research and developmentexpenses -849 -847 0.2
Sellingand administrative expenses -1,533 -1,492 2.8
Earnings before financial result, income (loss)

from equity-accounted investees, and income taxes (EBIT) 790 1,354 -41.7
*in%ofrevenue 5.5 9.5

Specialitems 372 27 »100
EBIT before specialitems 1,161 1,381 -15.9
*in%ofrevenue 8.1 9.7

Financialresult -137 -155 -11.3
Income (loss) from equity-accounted investees -17 -4 »100
Income taxes -196 -300 -34.7
Netincome® 428 881 -51.4
Earnings percommon non-voting share (basic/diluted, in €) 0.65 1.33 -51.1

U Prioryear information presented based on 2019 segment structure.

2 Based on market (customer location).
3 Please refer to pp. 30 et seq. for the definition of special items.
4 Attributable to shareholders of the parent company.
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2.3 Earnings

Schaeffler Group earnings

The Schaeffler Group’s revenue increased by 1.3% to

EUR 14,427 m (prior year: EUR 14,241 m) during the reporting
period. Constant currency revenue growth amounted to 0.1%.
The revenue trend was characterized by the mixed trends of the
individual divisions in 2019. In the Automotive OEM division,
revenue declined by 0.8% driven by prices. While revenue in the
Automotive Aftermarket division declined by 1.1%, mainly driven
by volumes, the Industrial division grew its revenue by 3.1%

due toincreases in both prices and volumes.

The revenue trend in the Schaeffler Group’s four regions was
also quite mixed. Revenue in the Europe region fell by 4.2%
(-4.5% at constant currency). This was attributable to revenue
decreasingin all three divisions. The Americas region increased
its revenue considerably by 9.8% (+6.4% at constant currency).
All three divisions contributed to this region’s revenue growth.
Greater China region revenue was up 7.9% (+6.7% at constant
currency), mainly as a result of an increase in Industrial division
revenue there. The Automotive OEM division also generated
revenue growth in the Greater China region as a result of
encouraging growth in the second half of 2019. Revenue in the
Asia/Pacific region rose by 0.9% (-0.7% at constant currency).
The decline in revenue excluding the impact of currency transla-
tion was mainly attributable to the Automotive OEM division.

Cost of sales for the year amounted to EUR 10,853 m, EUR 295 m
or 2.8% higherthan in the prioryear period (prior year:

EUR 10,558 m). Gross profit decreased by EUR 109 m or 3.0%

to EUR 3,574 m (prior year: EUR 3,683 m). The gross margin
declined correspondingly, falling by 1.1 percentage points to
24.8% (prior year: 25.9%). The lower margin is largely attribut-
able to an adverse impact of selling prices and a change in
product mix in the Automotive OEM division, partly due to the
expanded systems business. In addition, gross margin was
adversely affected by higher fixed costs.

Functional costs rose by EUR 44 m or 1.9% to EUR 2,383 m
(prioryear: EUR 2,339 m), growing by 0.1 percentage points to
16.5% of revenue (prioryear: 16.4%). Research and development
expenses of EUR 849 m were virtually flat with prior year
(+0.2%; prior year: EUR 847 m) and represented an R&D ratio

of 5.9% of revenue (prior year: 6.0%). Selling and administrative
expenses rose by EUR 42 m or 2.8% to EUR 1,533 m

(prioryear: EUR 1,492 m) because of increased administrative
expenses. These were mainly caused by higher personnel
expenses and the cost of IT and digitalization projects.

COMBINED MANAGEMENT REPORT
Report on the economic position | Earnings

EBIT amounted to EUR 790 m during the year (prior year:

EUR 1,354 m), and the corresponding EBIT margin was 5.5%
(prioryear: 9.5%). EBIT for the reporting period was adversely
affected by EUR 372 m in special items (prior year: EUR 27 m).

At a total of EUR 356 m, most of this amount related to the pro-
grams “RACE”, “GRIP”, and “FIT” and primarily included expenses
of downsizing the workforce. Significant additional expenditures
were incurred in connection with adjusting capacity of non-cur-
rent assets and with adjusting the product portfolio and the
plant network. In addition, EUR 18 m and EUR 11 m in expendi-
tures were recognized for the reorganization of the company’s UK
business activities and the integration of the internal supplier
“Bearing & Components Technologies”, respectively. On the
other hand, a full refund of a penalty of EUR 13 m paid in 2015 in
the Industrial division in connection with antitrust proceedings
in South Korea had an offsetting effect on EBIT. The prior year
included a total of EUR 27 m in special items.

Based on that, EBIT before special items declined by EUR 220 m
or15.9% to EUR 1,161 m in 2019 (prior year: EUR 1,381 m) with
a corresponding drop in EBIT margin before special items by

1.6 percentage points to 8.1% (prior year: 9.7%). The decline was
primarily due to the decrease in gross margin as described
above. The margin trend was also hampered by the increase in
administrative expenses. In addition, an adverse impact from
transactions denominated in foreign currency held back the
margin trend compared to the prior year period.
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The Schaeffler Group’s financial result improved by EUR 18 m
to EUR-137 min 20109.

Schaeffler Group financial result

in€millions 2019 20187
Interest expense on financial debt? -103 -99
Gains and losses on derivatives

and foreign exchange -16 -1
Fairvalue changes onembedded derivatives 23 -43
Interestincome and expense on pensions

and partialretirementobligations -42 -40
Other 2 28
Total -137 -155

D The Schaeffler Group has initially applied the new standard IFRS 16 effective
January 1, 2019, using the modified retrospective approach to transition to the
new requirements. Under this approach, prioryear amounts are not adjusted.
See Note 1.4 “New accounting pronouncements” to the consolidated financial
statements for further details.

2 Incl. amortization of transaction costs and prepayment penalties.

Interest expense on financial debt amounted to EUR 103 min
2019 (prioryear: EUR 99 m). The slightly higher interest expense
is attributable to expenses related to the refinancing transac-
tion, mainly a prepayment penalty of EUR 6 m (prior year: EUR O m)
and EUR 12 m (prioryear: EUR 0 m) in deferred transaction costs
derecognized.

Net foreign exchange losses on financial assets and liabilities
and net losses on derivatives amounted to EUR 16 m
(prioryear: EUR 1 m). These include the impact of translating
the financing instruments denominated in U.S. dollars to euros
and hedges of these instruments using cross-currency swaps.

Fairvalue changes on embedded derivatives, primarily prepay-
ment options for external financing instruments, resulted in net
gains of EUR 23 m (prior year: losses of EUR 43 m).

Income tax expense amounted to EUR 196 m in 2019
(prioryear: EUR 300 m), resulting in an effective tax rate of
30.8% (prioryear: 25.1%). The increase in the effective tax rate
compared to the prior year was primarily the result of prior
year one-time items not reoccurring this year and of an increase
in non-creditable withholding taxes. A shift in the composition

of taxable income between countries with higher and lower tax
rates had an offsetting effect.

Net income attributable to shareholders of the parent company
for 2019 was EUR 428 m (prior year: EUR 881 m). This net income
was adversely affected by EUR 257 m in special items that

were mainly related to the programs “RACE”, “GRIP”, and “FIT”.
Net income before special items amounted to EUR 686 m
(prioryear: EUR 902 m). The Board of Managing Directors and the
Supervisory Board will propose a dividend for 2019 of EUR 0.44
(prioryear: EUR 0.54) per common share and EUR 0.45
(prioryear: EUR 0.55) per common non-voting share to the annual
general meeting. This represents a dividend of 43.0%
(prioryear: 40.1%) of net income attributable to shareholders
before special items.

Basic and diluted earnings per common share decreased to
EUR 0.64 (prioryear: EUR 1.32) in 2019. Basic and diluted earn-
ings per common non-voting share amounted to EUR 0.65
(prioryear: EUR 1.33). The number of shares used to calculate
earnings per common share and earnings per common
non-voting share was 500 million (prior year: 500 million) and
166 million (prior year: 166 million), respectively.

The initial application of the new financial reporting standard,
IFRS 16, during the reporting period has not had any significant
impact on EBIT and the financial result, but increased EBITDA
by EUR 62 m.

Schaeffler Value Added before special items (SVA) declined

to EUR 284 m in 2019 (prior year: EUR 557 m); return on capital
employed (ROCE) before special items fell to 13.2%

(prioryear: 16.7%). The considerable decline in SVA was mainly
attributable to the trend in Automotive OEM division EBIT
before special items. The increase in average capital employed
had a further adverse effect on SVA.
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Performance indicators and special items

The information on the Schaeffler Group’s earnings, net assets,
and financial position is based on the requirements of Interna-

tional Financial Reporting Standards (IFRS) and, where applicable,
German commercial law and German Accounting Standards (GAS).

In addition to the disclosures required by these standards, the
Schaeffler Group also discloses certain performance indicators
that are not defined in the relevant financial reporting standards.
The company presents these measures in accordance with the
Guidelines on Alternative Performance Measures issued by the
European Securities and Markets Authority, ESMA. Therefore,
these indicators should be considered supplementary information.
They are designed to provide comparability over time and across
sectors and are calculated by making certain adjustments to,

or calculating ratios between, line items contained in the income
statement, statement of financial position, or statement of cash
flows prepared in accordance with applicable financial reporting
standards.

Performance indicators

These performance indicators include EBIT, EBITDA, the net debt

to EBITDA ratio, SVA, and ROCE. The key indicators used in evalu-
ating the company’s operations are EBIT and the EBIT margin.
EBIT is defined as earnings before financial result, income (loss)
from equity-accounted investees, and income taxes. The EBIT
margin represents EBIT as a percentage of revenue. In addition to
EBIT, the company calculates EBITDA, which represents EBIT
before amortization of intangible assets, depreciation of property,
plant and equipment, and impairment losses. It is primarily

used to calculate the net debt to EBITDA ratio. This ratio is used to
evaluate the financing structure and is the ratio of net financial
debt to EBITDA, where net financial debt is defined as the sum of
current and non-current financial debt net of cash and cash
equivalents. The Schaeffler Group’s key value-based performance
indicatoris SVA as well as ROCE, which is closely linked to SVA.

@ More on SVA and ROCE on pp. 14 et seq.

The Schaeffler Group also calculates certain additional perfor-
mance measures not defined in the relevant financial reporting
standards. These are defined and discussed in the relevant
chapters.

Special items

In order to make the evaluation of the company’s results of oper-
ations as transparent as possible, the Schaeffler Group reports
the indicators described above before special items (=adjusted).
Special items are items that the Board of Managing Directors
considers to render the financial indicators less meaningful for
evaluating the sustainability of the Schaeffler Group’s profit-
ability due to their nature, frequency, and/or size. Net income
attributable to shareholders of the parent company before special
items is also presented in order to facilitate calculating the
dividend payout ratio.

In addition to presenting special items, the company also aims
to make the evaluation of the company’s results of operations as
transparent as possible by presenting its revenue figures
excluding the impact of currency translation. Revenue figures at
constant currency, i.e. excluding the impact of currency transla-
tion, are calculated by translating functional currency revenue
using the same exchange rate for both the current and the prior
year or comparison reporting period.

Free cash flow (FCF) is calculated as the sum of cash flows from
operating activities and cash flows from investing activities as
well as principal repayments on lease liabilities. The company
also reports free cash flow before cash in- and outflows for M&A
activities. M&A activities consist of acquisitions and disposals
of companies and business units. To facilitate evaluation of the
cash conversion cycle, the company determines the FCF conver-
sion ratio, which represents the ratio of FCF before cash in- and
outflows for M&A activities to EBITDA before special items.

Special items are categorized as legal cases, restructuring, and
other. The restructuring category mainly includes expenses
related to restructurings as defined in IAS 37 as well as expenses
closely related to these restructurings, such as termination
benefits as defined in IAS 19.
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2019 2018 2019 2018 2019 2018 2019 2018
Income statement (in € millions) Total Automotive OEM  Automotive Aftermarket Industrial
EBIT 790 1.354 282 662 283 341 225 351
*in%ofrevenue 5.5 9.5 3.1 7.4 15.3 18.3 6.4 10.4
Specialitems 372 27 209 11 15 -3 147 19
* Legalcases -13 -21 0 -13 0 -3 -13 -5
* Restructuring 384 48 209 24 15 0 160 23
-Program “RACE” 204 0 204 0 0 0 0 0
-Program “GRIP” 15 0 0 0 15 0 0 0
-Program “FIT” 137 0 0 0 0 0 137 0
-Integration Bearing & Components Technologies 11 26 1 12 0 0 10 14
-Reorganization United Kingdom business 18 22 4 12 0 0 13 9
* Other 0 0 0 0 0 0 0 0
EBIT before specialitems 1.161 1.381 491 673 298 339 373 370
*in%ofrevenue 8.1 9.7 5.4 7.5 16.1 18.2 10.5 10.9
Netincome? 428 881
Specialitems 372 27
* Legalcases -13 221
* Restructuring 384 48
* Other 0 0
—Taxeffect? -115 -7
Netincome before specialitems? 686 902

Statement of financial position (in € millions)

31.12.2019 31.12.2018

Netfinancial debt 2,526 2,547
/ EBITDA 1,769 2,175
Netfinancialdebt to EBITDAratio 1.4 1.2
Netfinancial debt 2,526 2,547
/ EBITDA before special items 2,116 2.202
Netfinancialdebt to EBITDAratio before special items 1.2 1.2
Statement of cash flows (in € millions) 2019 2018
EBITDA 1,769 2,175
Specialitems 347 27
* Legalcases -13 221
* Restructuring 360 48
« Other 0 0
EBITDA before specialitems 2,116 2,202
Free cash flow (FCF) 372 222
-/+Cashin-and outflows for M&A activities 101 162
(FCF) before cash in- and outflows for M&A activities 473 384
(FCF) before cashin-and outflows for M&A activities 473 384
/ EBITDA before specialitems 2,116 2,202
FCF conversion ratio (in %) 22.4 17.4
Value-based management (in € millions)

EBIT 790 1,354
— Costof capital 878 824
SchaefflerValue Added (SVA) -88 529
EBITbefore specialitems 1,161 1,381
— Costof capital 878 824
SVAbefore specialitems 284 557
EBIT 790 1,354
/ Average capital employed 8,778 8,245
ROCE (in %) 9.0 16.4
EBITbefore specialitems 1,161 1,381
/ Average capitalemployed 8,778 8,245
ROCE before specialitems (in %) 13.2 16.7

U Attributable to shareholders of the parent company.

2 Based on the group’s effective tax rate for the relevant year.
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Automotive OEM division

Favorable impact of volumes despite declining market // Constant-currency revenue decline at minus
0.8% // Global automobile production (-5.8%) clearly outperformed // H2 2019 constant-currency
revenue growth at plus 1.3%: higher demand in Greater China region; Americas region maintains high
growth rate; Europe region declines significantly // EUR 209 m in special items, largely related to
program “RACE” // Earnings quality adversely affected, partly by unfavorable impact of selling prices

and change in product mix // Adjusted revenue and earnings guidance met

Revenue EUR 9,038 m

62.7%

Automotive OEM

EBIT margin before special items 5.4%

Automotive OEM division earnings

Change
in € millions 2019 2018 in %
Revenue 9,038 8,996 0.5
« atconstantcurrency -0.8
Revenue by business division
E-Mobility BD 676 493 37.3
e atconstantcurrency 36.7
Engine Systems BD 2,793 2,782 0.4
e atconstantcurrency -1.0
Transmission Systems BD 4,006 4,167 -3.9
« atconstantcurrency -5.5
Chassis Systems BD 1,563 1,554 0.5
e atconstantcurrency -0.3
Revenue by region?

Europe 3,781 4,014 -5.8
« atconstantcurrency -6.0
Americas 2,155 1,939 11.1
= atconstantcurrency 7.4
Greater China 1,959 1,910 2.6
 atconstantcurrency 1.8
Asia/Pacific 1,143 1,133 0.9
e atconstantcurrency -0.7
Costofsales 7,172 -6,986 2.7
Gross profit 1,866 2,010 -7.2
*in%ofrevenue 20.6 22.3

Research and developmentexpenses -675 -680 -0.7
Sellingand administrative expenses -683 -674 1.4
EBIT 282 662 -57.4
*in%ofrevenue 3.1 7.4

Specialitems? 209 11 »100
EBITbefore specialitems 491 673 -27.0
*in%ofrevenue 5.4 7.5

Prioryearinformation presented based on 2019 segment structure.
1 Based on market (customer location).
2 Please refer to pp. 30 et seq. for the definition of special items.
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Automotive OEM division earnings

In 2019, Automotive OEM division revenue rose slightly com-
pared to the prior year, increasing by 0.5% to EUR 9,038 m
(prioryear: EUR 8,996 m). Excluding the impact of currency
translation, revenue dropped slightly, decreasing by 0.8%. An
adverse impact of pricing was only partially compensated for by
increased volumes. This was mainly caused by the weak market
environment in the global automotive business, with demand
deteriorating more over the course of the year than originally
anticipated at the beginning of the year. However, the division
once again clearly outperformed global automobile production,
which declined by 5.8% during the year.

In the Europe region, revenue fell by 5.8% (-6.0% at constant
currency), mainly due to the 6.3% drop in automobile production
in 2019. Despite regional vehicle production declining by 3.9%,
the Americas region generated 11.1% in additional revenue
(+7.4% at constant currency), a key contribution to Automotive
OEM division revenue. This growth was primarily the result of a
few major customers’ increased requirements due to product
ramp-ups. In the Greater China region, the Automotive OEM division
grew its revenue by 2.6% (+1.8% at constant currency) despite
the challenging environment in the automotive sector — vehicle
production there declined by 8.7% during the reporting period.
This growth was attributable to increased demand in the second
half of 2019, partly as a result of product ramp-ups, as well as

a base effect in the prior year. The Asia/Pacific region reported
0.9% in additional revenue (-0.7% at constant currency) while
vehicle production fell by 2.7%.

The E-Mobility BD increased its revenue for the year by a consid-
erable 37.3% (+36.7% at constant currency). This growth was
mainly driven by product ramp-ups of primary components for
continuously variable transmissions (CVTs) and in the actuators
field, as well as components for wet double clutches. All other
product groups increased their revenue as well.

Engine Systems BD revenue for the year was 0.4% (-1.0% at con-
stant currency) higher than in the prior year. While the thermal
management module generated significant additional revenue
and revenue with camshaft phasing units rose, revenue
decreased in other product groups.

Transmission Systems BD revenue declined by 3.9% (-5.5% at
constant currency), due especially to lower demand for compo-
nents for manual transmissions. Components for automated
transmissions, however, improved over the prior year.

Chassis Systems BD revenue for the reporting period increased
by 0.5% (-0.3% at constant currency), remaining virtually flat
with prioryear. The chassis actuators and wheel bearings
product groups, in particular, did well.
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Cost of sales increased by EUR 186 m or 2.7% to EUR 7,172 m
during the year (prior year: EUR 6,986 m). Gross profit decreased
by EUR 144 m or 7.2% to EUR 1,866 m (prior year: EUR 2,010 m).
The gross margin fell by 1.7 percentage points to 20.6% (prior
year: 22.3%), mainly due to the price-driven revenue decline and
a change in product mix, partly as a result of the expanded sys-
tems business. In addition, gross margin was adversely affected
by higher fixed costs.

Functional costs rose by EUR 5 m or 0.3% to EUR 1,358 m
(prioryear: EUR 1,353 m), remaining at 15.0% of revenue, flat
with prior year (prior year: 15%). Research and development
expenses of EUR 675 m were below prior year (prior year: EUR 680 m)
as aresult of a stronger focus on key strategic business fields.
Research and development expenses represented an R&D

ratio of 7.5% of revenue, a slight decrease from prior year (prior
year: 7.6%). Selling and administrative expenses, however, rose
by EUR 9 m or 1.4% to EUR 683 m (prior year: EUR 674 m) due

to higher administrative expenses that were primarily caused by
increased personnel expenses. IT and digitalization projects
alsoincreased costs in 2019.

Automotive OEM division EBIT for the year amounted to EUR 282 m
(prioryear: EUR 662 m), and the EBIT margin was 3.1% (prior
year: 7.4%). EBIT for the reporting period was adversely affected
by a total of EUR 209 m in special items (prior year: EUR 11 m),
including EUR 204 m related to the program “RACE”. The latter
included primarily expenses related to downsizing the work-
force. Significant additional expenditures were incurred in con-
nection with adjusting capacity of non-current assets and with
adjusting the product portfolio and the plant network. In addition,
EUR 4 m and EUR 1 m in expenditures were recognized for the
reorganization of the company’s UK business activities and the
integration of the internal supplier “Bearing & Components
Technologies”, respectively. The prior yearincluded a total of
EUR 11 min special items.

Based on that, EBIT before special items declined considerably
by EUR 182 m or 27.0% to EUR 491 m (prior year: EUR 673 m) with
a drop in EBIT margin by 2.0 percentage points to 5.4% (prior
year: 7.5%). The decline was primarily due to the change in gross
margin as described above. In addition, an adverse impact

from transactions denominated in foreign currency hampered the
margin trend compared to the prior year period, and the EBIT
margin was also held back by the increase in administrative
expenses.
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Automotive Aftermarket division

Volume-driven revenue decline: down 1.1% at constant currency // Demand declines in the Europe
region; business expanded in Americas region // Revenue trend stabilized in H2 2019 // EUR 15 m in
special items related to program “GRIP” // Earnings quality adversely affected by lower revenue
combined with higher product costs and administrative expenses // Adjusted revenue guidance met;

earnings guidance slightly exceeded

Revenue EUR 1 ,848 m

12.8%

Automotive Aftermarket

EBIT margin before special items 16.1%

Automotive Aftermarket division earnings

Change
in € millions 2019 2018 in %
Revenue 1,848 1,862 -0.7
< atconstantcurrency -1.1
Revenue by region?

Europe 1,355 1,395 -2.9
 atconstantcurrency -3.1
Americas 362 339 6.8
« atconstantcurrency 6.6
Greater China 81 76 6.8
* atconstantcurrency 5.7
Asia/Pacific 50 51 -3.2
 atconstantcurrency -5.4
Costofsales -1,217 -1,200 1.4
Gross profit 631 661 -4.6
*in%ofrevenue 34.1 35.5 -
Research and development expenses -27 -29 -7.2
Sellingand administrative expenses -307 -306 0.5
EBIT 283 341 -17.2
*in%ofrevenue 15.3 18.3

Specialitems? 15 -3 >100
EBIT before specialitems 298 339 -12.1
*in%ofrevenue 16.1 18.2 -

Prioryearinformation presented based on 2019 segment structure.
1 Based on market (customer location).
2) please refer to pp. 30 et seq. for the definition of special items.
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Automotive Aftermarket division earnings

Automotive Aftermarket division revenue dropped by 0.7%
(-1.1% at constant currency) to EUR 1,848 m (prior year: EUR 1,862
m) during the year, mainly as a result of lower demand in the
Europe region. Americas region revenue rose compared to the
prior year, however. The impact of the Greater China and Asia/
Pacific regions on the Automotive Aftermarket division’s revenue
trend for the reporting period was insignificant.

The Europe region experienced a decrease in revenue for the
reporting period by 2.9% compared to the prior year period
(-3.1% at constant currency), partly due to a few major customers
in Germany and in Western Europe adjusting inventory levels
both in the Independent Aftermarket and in the OES business.
The impact of these factors on the revenue trend was slightly
mitigated by higher demand in the Independent Aftermarket in
the Central and Eastern Europe & Middle East and Africa
subregion.

The Americas region reported a 6.8% increase in revenue
(+6.6% at constant currency) on the back of increased require-
ments and business with new customers in the Independent
Aftermarket. Revenue growth slowed considerably in the second
half of 2019, primarily driven by a base effect — business with
anew customer had already resulted in increased demand in the
Independent Aftermarket in the second half of 2018.

The Greater China region grew its revenue by 6.8% (+5.7% at
constant currency) driven by both the Independent Aftermarket
and the OES business.

The Asia/Pacific region reported a drop in revenue by 3.2%
(-5.4% at constant currency) that was attributable to lower OES
customers’ requirements.

Automotive Aftermarket division cost of sales increased by
EUR 17 m or 1.4% to EUR 1,217 m during the year (prior year:
EUR 1,200 m). Gross profit of EUR 631 m fell EUR 30 m or 4.6%
short of the prioryear level (prior year: EUR 661 m). As a result,
the division’s gross margin declined by 1.4 percentage points to
34.1% (prioryear: 35.5%), largely due to lower sales volumes
than in the prior year combined with increased product costs.
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Functional costs decreased slightly during the reporting period,
falling by EUR 1 m or 0.2% to EUR 334 m (prior year: EUR 335 m),
and representing 18.1% of revenue (prior year: 18.0%). Both the
decline in revenue and the increase in administrative expenses,
especially in connection with IT and digitalization projects,
adversely affected the relative functional cost structure.

Automotive Aftermarket division EBIT for the year amounted
to EUR 283 m (prioryear: EUR 341 m), and the EBIT margin was
15.3% (prior year: 18.3%). EBIT for the year was adversely
affected by a total of EUR 15 m in special items related to the
program “GRIP”. These included primarily expenses related

to downsizing the workforce. A special item of EUR 3 m had
increased EBIT in the prioryear.

Based on that, EBIT before special items declined considerably
by EUR 41 m or 12.1% to EUR 298 m (prior year: EUR 339 m)

with a drop in EBIT margin before special items to 16.1%

(prior year: 18.2%). Along with the decline in gross margin, an
adverse impact from transactions denominated in foreign currency
hampered the margin trend compared to the prior year. The
increase in administrative expenses had an adverse impact on
the EBIT margin as well. Further, favorable non-operating
one-time items helped improve the margin in the prior year period.
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Industrial division

Revenue increase driven by prices and volumes: up 3.1% at constant currency // Growth primarily
driven by wind sector cluster in the Greater China region and railway sector cluster in the Europe
region // H2 2019 revenue at prior year level: declines especially in the industrial automation, offroad,
and power transmission sector clusters // EUR 147 m in special items, largely related to program

“FIT” // Earnings quality hampered: gross margin increased, EBIT margin before special items below

prior year level // Adjusted revenue guidance met; earnings in line with guidance

Revenue EUR 3,541 m %dlu‘s't?a%

EBIT margin before special items 10.5%

Industrial division earnings

Change
in € millions 2019 2018 in %
Revenue 3,541 3,383 4.7
 atconstantcurrency 3.1
Revenue by region?

Europe 1,867 1,904 -1.9
 atconstantcurrency 2.4
Americas 638 596 7.0
« atconstantcurrency 2.9
Greater China 723 575 25.6
* atconstantcurrency 23.4
Asia/Pacific 314 308 1.7
e atconstantcurrency -0.1
Costofsales 2,464 -2,371 3.9
Gross profit 1,077 1,012 6.4
*in%ofrevenue 30.4 29.9

Research and developmentexpenses -147 -139 6.3
Sellingand administrative expenses -543 -512 6.1
EBIT 225 351 -35.8
*in%ofrevenue 6.4 10.4

Specialitems? 147 19 »100
EBITbefore specialitems 373 370 0.9
*in%ofrevenue 10.5 10.9

Prioryearinformation presented based on 2019 segment structure.
1 Based on market (customer location).
2 please refer to pp. 30 et seq. for the definition of special items.
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Industrial division earnings

Industrial division revenue for the reporting period increased

by 4.7% (+3.1% at constant currency) to EUR 3,541 m (prior
year: EUR 3,383 m), driven by both prices and volumes. Following
revenue growth for the first half of 2019 of 5.9%, excluding the
impact of currency translation, the economic environment kept
revenue for the second half of 2019 flat with prior year. Mainly
declining demand in a few sector clusters hampered the revenue
trend in the Europe region. The additional revenue in 2019 was
largely driven by increased demand in the wind sector clusterin
the Greater China region. The railway, raw materials, and aero-
space sector clusters as well as Industrial Distribution also con-
tributed to growth in 2019.

Revenue in the Europe region was down 1.9% (-2.4% at constant
currency), mainly as a result of the industrial automation and
offroad sector clusters. Revenue for the power transmission,
two wheelers, and aerospace sector clusters as well as for
Industrial Distribution dropped as well. Revenue decreased con-
siderably compared to the prior year period as a result of lower
demand in the second half of 2019. The railway, raw materials,
and wind sector clusters, on the other hand, provided positive
impetus for growth.

The Americas region increased its revenue by 7.0% during the
reporting period (+2.9% at constant currency). This increase was
primarily the result of growth in the wind, aerospace, and railway
sector clusters as well as in Industrial Distribution.

Greater China region revenue rose by 25.6% (+23.4% at constant
currency) during the reporting period, mainly due to higher
demand in the wind sector cluster. The raw materials, power
transmission, railway, and aerospace sector clusters contributed
to revenue growth as well, as did Industrial Distribution.

In the Asia/Pacific region, revenue was up 1.7% from the prior
year (-0.1% at constant currency). The decline in revenue
excluding the impact of currency translation, particularly in the
offroad sector cluster, was not fully offset by higher demand

in Industrial Distribution.

Industrial division cost of sales rose by EUR 93 m or 3.9% to

EUR 2,464 min 2019 (prioryear: EUR 2,371 m). Gross profit
increased by EUR 65 m or 6.4% to EUR 1,077 m (prior year:

EUR 1,012 m). The division’s gross margin improved correspond-
ingly, rising by 0.5 percentage points to 30.4% (prior year: 29.9%).
The growth in margin compared to the prior year period was
mainly attributable to the impact of volumes and successful price
realization in the market.

Functional costs for the year of EUR 691 m were EUR 40 m or
6.1% above the prior year level (prior year: EUR 651 m).
Functional costs as a percentage of revenue rose to 19.5%
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(prioryear: 19.2%). Research and development expenses
increased to EUR 147 m (prior year: EUR 139 m), partly due to
activities regarding Industry 4.0 and robotics. Selling and admin-
istrative expenses increased by EUR 31 m or 6.1% to EUR 543 m
(prioryear: EUR 512 m), partly as a result of increased personnel
and logistics expenses and the increased cost of IT and digitaliza-
tion projects.

Industrial division EBIT amounted to EUR 225 m in 2019
(prioryear: EUR 351 m), and the EBIT margin was 6.4%
(prioryear: 10.4%). EBIT for the reporting period was adversely
affected by a total of EUR 147 m in special items, including

EUR 137 m related to the program “FIT”. The latter included pri-
marily expenses related to downsizing the workforce. Significant
additional expenditures were incurred in connection with
adjusting the capacity of non-current assets and with adjustments
to the product portfolio. In addition, EUR 13 m and EUR 10 m in
expenditures were recognized for the reorganization of the com-
pany’s UK business activities and the integration of the internal
supplier “Bearing & Components Technologies”, respectively. On
the other hand, the full refund of a penalty of EUR 13 m previ-
ously paid in connection with antitrust proceedings in South
Korea had an offsetting effect on EBIT. The prioryearincluded a
total of EUR 19 m in special items.

Based on that, EBIT before special items increased by EUR 3 m or
0.9% to EUR 373 m (prior year: EUR 370 m). The division’s EBIT
margin before special items declined by 0.4 percentage points to
10.5% (prioryear: 10.9%). Along with an adverse impact from
transactions denominated in foreign currency, the EBIT margin
was mainly hampered by higher administrative expenses.
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2.4 Financial position and finance
management

Cash flow and liquidity

Cash Flow

Change
in € millions 2019 2018 in%
Cashflows from operating activities 1,578 1,606 -1.7
Cashusedininvestingactivities -1,147 -1,384 -17.1
« including cash outflows forthe acquisition of subsidiaries -105 -163 -35.4
« including proceeds fromthe disposal of subsidiaries 4 0 >100
Cashusedinfinancingactivities -572 -111 >100
< including principalrepaymentson lease liabilities -60 0
Netincrease (decrease) in cash and cash equivalents -140 110 -
Effects of foreign exchange rate changeson cash and cash equivalents 8 -8
Cash and cash equivalents as atbeginning of period 801 698 14.7
Cash and cash equivalents 668 801 -16.6
Free cash flow (FCF) 372 222 67.7
Free cash flow (FCF) before cash in- and outflows for M&A activities 473 384 23.2

Cash flows from operating activities for 2019 of EUR 1,578 m
(prioryear: EUR 1,606 m) were virtually flat with prior year
despite lower earnings. The main reasons were the earnings
impact of amortization, depreciation, impairment losses, and
provisions as well as lower income tax payments. Changes in
working capital had an adverse impact totaling EUR 224 m
(prioryear: favorable impact of EUR 32 m). This impact was driven
by the increase in trade receivables and the decline in trade
payables, which exceeded the decrease in inventory levels. The
working capital ratio, defined as working capital as a
percentage of revenue, was 18.4% as at December 31, 2019
(prioryear: 17.9%).

Capital expenditures on property, plant and equipment and
intangible assets (capex) amounted to EUR 1,045 m
(prioryear: EUR 1,232 m) in 2019.

Net cash outflows for M&A activities for 2019 were EUR 101 m
and mainly related to the acquisitions of Elmotec Statomat GmbH
and Xtronic GmbH.

EUR 572 min cash was used in financing activities

(prioryear: EUR 111 m) during the year. EUR 361 m of the

EUR 364 m in dividends paid during the year represented the
dividends paid to Schaeffler AG’s shareholders. The proceeds of
three new bond series denominated in EUR that were issued in
March 2019 resulted in a cash inflow of EUR 2,190 m. A portion
of these proceeds was used in March to prepay EUR 500 m of
the term loan and to repay the EUR 160 m outstanding under the
Revolving Credit Facility. EUR 1,431 m was used during the

second quarter to redeem three bond series. The related termi-
nation of the cross-currency swaps serving as hedging instru-
ments resulted in a cash inflow of EUR 37 m. The prepayment of
the entire remaining balance outstanding under the term loan
late in the year led to a cash outflow of EUR 500 m. EUR 115 m
and EUR 52 min funds were obtained by issuing commercial
paper and utilizing short-term lines of credit, respectively.

EUR 66 m (prioryear: EUR 94 m) was drawn under the long-term
capital investment loan in 2019. Subsidiaries repaid an addi-
tional EUR 18 m of their financial debt during the reporting
period. Principal repayments on lease liabilities — presented in
financing activities starting in 2019 in accordance with IFRS 16 —
amounted to EUR 60 m in the reporting period.

Free cash flow is calculated as the sum of cash flows from oper-
ating activities and cash flows from investing activities as well
as principal repayments on lease liabilities. Free cash flow for
2019 amounted to EUR 372 m (prior year: EUR 222 m). Free cash
flow before cash in- and outflows for M&A activities amounted
to EUR 473 m (prior year: EUR 384 m).

Cash and cash equivalents decreased by EUR 133 m to EUR 668 m
as at December 31, 2019 (prior year: EUR 801 m).
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As at December 31, 2019, cash and cash equivalents consisted
primarily of bank balances. EUR 413 m (prior year: EUR 379 m) of
this amount related to countries with foreign exchange restric-
tions and other legal and contractual restrictions. In addition, the
Schaeffler Group has a Revolving Credit Facility of EUR 1.8 bn
(prioryear: EUR 1.3 bn) and other bilateral lines of credit totaling
EUR 246 m of which EUR 12 m was drawn as at December 31, 2019.
In addition, EUR 74 m of the Revolving Credit Facility was utilized
(prioryear: EUR 13 m) in the form of letters of credit and over-
drafts on current accounts.

Capital expenditures

Capital expenditures on property, plant and equipment and intan-
gible assets (capex) declined considerably, dropping EUR 188 m
or15.2% to EUR 1,045 m in 2019 (prior year: EUR 1,232 m). Capital
expenditures amounted to 7.2% (prior year: 8.7%) of revenue
(capex ratio). By far the largest share of total capital expenditures
related to the Europe region.

Capital expenditures by region (capex)

Change

in € millions in € millions
| 637

Europe -70
707
] 150

Americas -9
159
Greater | ] 214

. -91
China 305
. e M 44

Asia/Pacifik -17
61
| 1,045

Schaeffler 187
Group 1,232

2019 2018

Regions reflect the regional structure of the Schaeffler Group.

Total additions to intangible assets and property, plant and
equipment amounted to EUR 933 m (prior year: EUR 1,275 m).
Approximately 75% of these additions related to the Automotive
OEM division, approximately 7% to the Automotive Aftermarket
division, and approximately 17% to the Industrial division. In
order to strengthen its competitive position, the Schaeffler Group
primarily invested in strategically aligning its logistics activities
and ITinfrastructure as well as in expanding capacity and in
equipment and machinery for product start-ups.

The largest share of total capital expenditures related to the
Europe region, where the company invested mainly in the
assembly and packaging center “AKO” in Halle (Saale) and the
“IT 2020” initiative that are part of the company’s program
forthe future, the “Agenda 4 plus One”. The acquisition of real
estate in Herzogenaurach represented another significant
capital expenditure. Additional funds were invested in new product
start-ups, mainly in the Automotive OEM division, and in

expanding capacity, including capacity related to electric
mobility. In the Industrial division, the Schaeffler Group primarily
invested in expanding production capacity for the rolling bearing
business.

Capital expenditures in the Americas region related especially to
equipment and machinery for product start-ups in the E-Mobility
business division and expanding capacity in the Transmission
Systems business division.

In the Greater China region, the company continued to make
targeted investments in expanding capacity and to realize new
product start-ups in 2019. Significant capital expenditures in
this field related to the Transmission Systems, Engine Systems,
and E-Mobility business divisions. The Industrial division mainly
invested in its rolling bearing business.

In 2019, the Asia/Pacific region invested primarily in expanding
the capacity of the Industrial division at the production location
in Vietnam, which manufactures mainly radial insert bearings
and needle roller bearings with a high degree of vertical integra-
tion. Further capital expenditures were made in South Korea,
mainly to expand capacity in the Transmission Systems business
division.

Financial debt

The group’s net financial debt decreased by EUR 22 m to
EUR 2,526 m (prioryear: EUR 2,547 m) in 2019.

Netto-Finanzschulden

Change
in € millions 12/31/2019 12/31/2018 in%
Bonds 2,781 2,019 37.8
Facilities Agreement 48 1,146 -95.8
Capitalinvestmentloan 249 183 36.1
Commercial paper 115 0
Otherfinancial debt 1 0 76.0
Totalfinancialdebt 3,194 3,348 -4.6
Cash and cash equivalents 668 801 -16.6
Net financial debt 2,526 2,547 -0.8

The net debt to EBITDA ratio, defined as the ratio of net financial
debt to earnings before financial result, income (loss) from
equity-accounted investees, income taxes, depreciation, amorti-
zation, and impairment losses (EBITDA), amounted to 1.4 as at
December 31, 2019 (prior year: 1.2). The net debt to EBITDA ratio
before special items was 1.2 (prioryear: 1.2).

The gearing ratio, defined as the ratio of net financial debt to
shareholders’ equity including non-controlling interests,
increased to 86.6% as at December 31, 2019 (prior year: 83.2%).
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The Schaeffler Group was able to have the remaining guarantees
provided by subsidiaries released on February 28, 2019. Since
that date, the Schaeffler Group’s group financing arrangements
have been free of any in rem security and guarantees from sub-
sidiaries.

On March 19, 2019, Schaeffler AG issued three bond series
denominated in EUR with terms ranging from three to eight years
and an aggregate volume of EUR 2.2 bn under its debt issuance
program. All three bond series were issued by Schaeffler AG and
are listed on the regulated market of the Luxembourg Stock
Exchange. The proceeds of the bond issuance were received on
March 26, 2019.

An initial portion of the bond proceeds was used to prepay

EUR 500 m of the existing term loan on March 26, 2019. At the
end of March 2019, a further portion of the issuance proceeds
was used to repay the amount outstanding under the Revolving
Credit Facility at that date.

The remaining proceeds of the bond issuance were used on
May 15, 2019, to redeem three bond series totaling EUR 900 m
and USD 600 m issued by Schaeffler Finance B.V.

The refinancing transactions triggered the amendments to

the EUR 2.3 bn Facilities Agreement and the EUR 250 m capital
investment loan agreed on August 31, 2018, including a reduc-
tion in the margins on the term loan and the Revolving Credit
Facility, improvements to other credit terms, and an increase in
the Revolving Credit Facility to EUR 1.5 bn. All of these amend-
ments became effective on March 26, 2019.

On August 19, 2019, rating agency Standard & Poor’s confirmed
its company rating for the Schaeffler Group of BBB- while
lowering the outlook for the rating to negative. Standard & Poor’s
rating for the outstanding bonds issued by Schaeffler AG and
Schaeffler Finance B.V. remains unchanged at BBB-.

Schaeffler Group syndicated loans

On December 6, 2019, Schaeffler AG established a multi-currency
commercial paper program with a maximum issued volume

of EUR 1.0 bn and issued its first short-term notes shortly there-
after.

Schaeffler AG’s Revolving Credit Facility was expanded from
EUR 1.5 bn to EUR 1.8 bn effective December 16, 2019. Also in
December 2019, the company obtained new bilateral lines of
credit totaling EUR 200 m.

Schaeffler AG prepaid the EUR 500 m term loan outstanding in
fullon December 20, 2019, from available liquidity.

The total amount drawn under the Revolving Credit Facility as at
December31, 2019, was EUR O m (December 31, 2018: EUR 160 m).

The following summary shows the ratings assigned to the
Schaeffler Group by the three rating agencies Fitch, Moody’s,
and Standard & Poor’s as at December 31:

Schaeffler Group ratings

asatDecember31

2019 2018 2019 2018

Company Bonds

Ratingagency Rating/Outlook Rating
Fitch BBB-/stable BBB-/stable BBB- BBB-
Moody’s Baa3/stable Baa3/stable Baa3 Baa3
Standard & Poor’s BBB-/negative BBB-/stable BBB- BBB-

The Schaeffler Group had the following syndicated loans out-
standing as at December 31, 2019:

12/31/2019 12/31/2018 12/31/2019 12/31/2018 12/31/2019 12/31/2018
Tranche Currency Principalin millions  Carryingamountin € millions Coupon Maturity
Euribor? Euribor?
Term Loan EUR 0 1,000 0 993 +0.80% +1.20% 09/30/2023
Euribor? Euribor?
Revolving Credit Facility 2 EUR 1,800 1,300 48 153 +0.50% +0.80% 09/30/2023
Euribor? Euribor?
Capitalinvestmentloan 3 EUR 250 250 249 183 +1.00% +1.00% 12/15/2022
Total 297 1,329

U Euribor floor of 0.00%.

2 EUR 74 m (December 31, 2018: EUR 173 m) were drawn down as at December 31, 2019, including EUR 21 m in the form of letters of credit.
3 EUR 250 m (December 31, 2018: EUR 184 m) were drawn down as at December 31, 2019.
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In addition, the group had further bilateral lines of credit in the
equivalent of EUR 246 m (prior year: EUR 45 m), primarily in
Germany and the U.S. EUR 234 m of these facilities were unuti-
lized as at December 31, 2019 (prior year: EUR 31 m).3

The Schaeffler Group’s bonds outstanding at December 31, 2019,
are set out below. Schaeffler AG’s bonds are listed on the regu-
lated market of the Luxembourg Stock Exchange, while the bond
series issued by Schaeffler Finance B.V., Barneveld, Netherlands,
istraded on the Euro MTF market of the Luxembourg Stock
Exchange.

The bond series due May 15, 2025, issued by Schaeffler Finance B.V.
carries a unilateral call option exercisable by the issuer. The
issuer can choose to call the bonds at their contractual redemp-
tion price any time after May 15, 2020.

Schaeffler Group bonds
12/31/2019  12/31/2018 12/31/2019 12/31/2018
ISIN Currency Principalin millions  Carryingamountin € millions Coupon Maturity
XS1212469966 1 EUR 400 399 2.500% 05/15/2020
XS510678640221 EUR 500 499 3.500%  05/15/2022
US806261AM57Y usb 600 525 4.750%  05/15/2023
DEOOOA2YB699 EUR 750 747 1.125%  03/26/2022
DEOOOA2YB7A7 EUR 800 793 1.875%  03/26/2024
XS12124709722 EUR 600 600 597 596 3.250%  05/15/2025
DEOOOA2YB7B5 EUR 650 644 2.875%  03/26/2027
Total 2,781 2,019
D Redeemed in full on May 15, 2019.
2 The bond series carries a unilateral call option exercisable by the issuer. It can be redeemed at a fixed price starting on May 15, 2020.
Under its existing debt financing agreements, the Schaeffler Group Maturity profile
is subject to certain constraints including a requirement to meet PrincipaloutstandingasatDecember31, 2019, in € millions
a leverage covenant. Compliance with this financial covenant is
monitored continually and reported to the lending banks on a 1,000
regular basis. As in the prior year, the company has complied 290
with the leverage covenant throughout 2019 as stipulated in the
debt agreements. 750 600 650
650
600
The company’s maturity profile, which consists of commercial
paper, the capital investment loan, and the bonds issued by
Schaeffler AG and Schaeffler Finance B.V., Barneveld, Nether-
lands, was as follows as at December 31, 2019: 115
]
2020 2021 2022 2023 2024 2025 2026 2027 2028

3 See Note 4.12 to the consolidated financial statements for further details.

B Commercial paper B bonds loans
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Finance management

The objective of the Schaeffler Group’s finance management is
to ensure that sufficient liquidity is available to the group and to
its foreign and domestic subsidiaries at all times. Finance man-
agement primarily comprises capital management and liquidity
management.

Corporate capital management provides the financial resources
required by Schaeffler Group entities, ensures the long-term
availability of liquidity, and secures the Schaeffler Group’s credit
standing. Capital management also administers and continually
improves the company’s existing financial debt consisting of
its external group financing arrangements. To this end, the
Schaeffler Group has laid the foundations for efficiently
obtaining debt and equity funding via the capital markets. The
Schaeffler Group’s management will continue to value highly
the group’s ability to place financial instruments with a broad
range of investors and to further improve financing terms.

To this end, the company particularly intends to maintain the
investment grade rating for the long term.

External group financing is primarily provided by capital and
money market instruments as well as syndicated and bilateral
lines of credit from international banks. One such line of credit
is a contractually agreed-upon Revolving Credit Facility of

EUR 1.8 bn available to cover any short- to medium-term liquidity
needs. Furthermore, Schaeffler AG has established a commercial
paper program with an aggregate volume of EUR 1.0 bn to cover
short-term liquidity needs. In addition, the Schaeffler Group
uses receivable sale programs to a limited extent to manage
liquidity and improve its working capital. For this purpose, the
company has access to an ABCP program (asset-backed commer-
cial paper) of revolving sales of trade receivables with a com-
mitted volume of EUR 200 m (prior year: EUR 200 m). Addition-
ally, the Schaeffler Group has the ability to selectively use a
further receivable sale program without a fixed committed
volume.

The Schaeffler Group has a policy of financing its domestic and
foreign subsidiaries from internal sources. In accordance with
this policy, subsidiaries’ financing needs are met largely using
internal loans to the extent possible and economically justifi-
able. As a result, subsidiaries are primarily financed by loans
provided by Schaeffler AG and one other subsidiary. As part of
the company’s liquidity management measures, liquidity is bal-
anced between group companies on a short- and medium-term
basis using primarily cash pools orintercompany loans. In a few
cases, Corporate Treasury also obtains lines of credit for subsid-
jaries from local banks. Local financing is primarily used to cover
fluctuations in working capital.

Centralized finance management performed by the Corporate
Treasury department also ensures a uniform presence in the
capital markets and when dealing with rating agencies, eliminates
structural differences between the various groups of creditors,
and strengthens the group’s bargaining position with respect to
banks and other market participants. In addition, centralized
finance management facilitates the centralized allocation of
liquidity as well as groupwide management of financial risk
(foreign exchange and interest) on a net basis.
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2.5 Net assets and capital structure

The Schaeffler Group had EUR 12,870 m in total assets as at
December 31, 2019 (prior year: EUR 12,362 m).

Consolidated statement of financial position
(abbreviated)

Change
in € millions 12/31/2019 12/31/2018 in%
ASSETS
Non-currentassets 7,387 6,827 8.2
Currentassets 5,483 5,534 -0.9
Totalassets 12,870 12,362 4.1
SHAREHOLDERS’ EQUITY AND
LIABILITIES
Shareholders’ equity 2,917 3,060 -4.7
Non-current liabilities 6,273 5,780 8.5
Current liabilities 3,680 3,521 4.5
Totalshareholders’ equity and
liabilities 12,870 12,362 4.1

Non-current assets rose by EUR 560 m to EUR 7,387 m as at
December 31, 2019 (prior year: EUR 6,827 m). The increase was
primarily attributable an increase in deferred tax assets by

EUR 193 m and capitalization of EUR 193 min right-of-use assets
under leases as part of the initial application of IFRS 16
(prioryear: EUR 0 m). In addition, intangible assets rose by
EUR 101 m, property, plant and equipment by EUR 36 m, and
other assets by EUR 38 m. The increase in intangible assets is
primarily attributable to the acquisitions of the Elmotec Group
and Xtronic GmbH.

Current assets declined by EUR 51 m to EUR 5,483 m
(prioryear: EUR 5,534 m) in 2019. The decline was largely
attributable to decreases in cash and cash equivalents by

EUR 133 m (see “Cash flow and liquidity”, pp. 38 et seq.) and
inventories by EUR 51 m. These decreases were partially
offset by trade receivables increasing by EUR 126 m. As at
December 31, 2019, trade receivables with a carrying amount
of EUR 178 m (prior year: EUR 166 m) net of retained credit risk
had been sold under the ABCP program (asset-backed
commercial paper).
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Shareholders’ equity including non-controlling interests fell
by EUR 144 m to EUR 2.917 m as at December 31, 2019
(prioryear: EUR 3,060 m). Net income of EUR 440 m increased
shareholders’ equity. The increase was partially offset by

EUR 361 min dividends paid to Schaeffler AG’s shareholders
for 2018. Accumulated other comprehensive income was
impacted adversely mainly by EUR 297 m in discount rate-driven
adjustments to pensions and similar obligations and favorably
by the EUR 65 m impact of translating the net assets of foreign
group companies. The equity ratio was 22.7% as at
December 31, 2019 (December 31, 2018: 24.8%).

Non-current liabilities rose by EUR 493 m to EUR 6,273 m as at
December 31, 2019 (prior year: EUR 5,780 m). The increase was
partly attributable to a discount rate-driven increase in pensions
and similar obligations by EUR 465 m and the recognition of
EUR 144 min lease liabilities (prioryear: EUR O m) as part of the
initial application of IFRS 16. In addition, three new bond series
denominated in euros with an aggregate volume of EUR 2.2 bn
were issued under Schaeffler AG’s debt issuance program (see
“Financial debt”, pp. 39 et seq.). A portion of the bond proceeds
was used to redeem three outstanding bond series issued

by Schaeffler Finance B.V. totaling EUR 1.431 m. Furthermore,
the EUR 1.0 bn term loan outstanding was paid off over the
course of the year, and an additional EUR 66 m was drawn under
the capital investment loan. In total, non-current financial debt
decreased by EUR 162 m.

Current liabilities rose by EUR 159 m to EUR 3,680 m as at
December 31, 2019 (prior year: EUR 3,521 m), partly due to
increases in provisions by EUR 218 m and in other financial
liabilities by EUR 65 m that were mainly related to the programs
“RACE”, “GRIP”, and “FIT”. Furthermore, the initial application

of IFRS 16 resulted in the recognition of EUR 50 m in lease liabili-
ties. These increases were partially offset by trade payables
declining by EUR 235 m.

The Schaeffler Group’s significant off-balance sheet commit-
ments include contingent liabilities (see Note 5.4 to the consoli-
dated financial statements for further details). Obligations
under non-cancelable operating rental and lease agreements
(prioryear: EUR 141 m) no longer represent off-balance sheet
commitments due to the initial application of IFRS 16 effective
January 1, 2019.
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2.6 Net assets, financial position, and
earnings of Schaeffler AG

Schaeffler AG is a corporation domiciled in Germany with its regis-
tered office located at Industriestr. 1-3, 91074 Herzogenaurach.

It acts as a management holding company and is responsible for
directing the Schaeffler Group and managing its business as
well as its financing; it also employs the staff at the Schaeffler
Group’s corporate head office.

The Board of Managing Directors of Schaeffler AG is responsible
for the key management functions of the Schaeffler Group.
Schaeffler AG’s situation is largely determined by the
Schaeffler Group’s operating performance.

The following discussion relates to the separate financial state-
ments of Schaeffler AG prepared in accordance with the require-

ments of the German Commercial Code (HGB) and the German
Stock Corporations Act (AktG).

Schaeffler AG earnings

Income statement of Schaeffler AG

(abbreviated)

Change
in € millions 2019 2018 in%
Revenue 15 35 -57.1
Costofsales -14 -31 -54.8
Gross profit 1 4 -75.0
Generaland administrative expenses -134 -116 15.5
Netotheroperatingincome 32 55 -41.8
Income from equity investments 725 800 -9.4
Interestresult -148 -142 4.2
Income taxes -22 -102 -78.4
Earnings afterincome taxes 454 499 -9.0
Netincome fortheyear 454 499 -9.0
Retained earnings brought forward 0 0 0.0
Retained earnings 454 499 -9.0

Being the ultimate parent company of the Schaeffler Group,
Schaeffler AG exclusively performs the management functions of
a corporate center. For this reason, employees fulfilling other
functions were transferred to other subsidiaries in 2018. As a
result, Schaeffler AG has been earning only minor amounts of
revenue from services for subsidiaries since then. In light of this,
the system for recharging services within the group has been
revised as well. Therefore, the structure of revenue, cost of sales,
and administrative expenses for the year has changed from that

of the prioryear.

In performing its function as management holding company of
the Schaeffler Group, Schaeffler AG incurred EUR 134 m
(prioryear: EUR 116 m) in general and administrative expenses.

Schaeffler AG performs most of the Schaeffler Group’s hedging
activities related to currency risk. As a result, its net other
operating income is characterized by foreign exchange gains and
losses on hedges of currency risk arising from the operations
and on financing arrangements of the Schaeffler Group.

Income from equity investments consisted entirely of withdrawals
from Schaeffler Technologies AG & Co. KG.

For the first time, interest expense included EUR 49 m in
accrued interest on the new bonds issued in 2019. EUR 11 m
(prioryear: EUR 18 m) in interest expense was incurred on
institutional loans. The proceeds of the bond issuance, which
Schaeffler Finance B.V. transferred to Schaeffler AG via
intercompany loans, resulted in interest paid and accrued of
EUR 46 m (prioryear: EUR 73 m).

Income tax expense for 2019 amounted to EUR 22 m
(prioryear: EUR 102 m) and consisted entirely of current tax
expense of EUR 22 m (prior year: EUR 102 m). Schaeffler AG
has had deferred tax assets since 2016. It has opted out of
recognizing deferred tax assets in accordance with section 274 (1)
sentence 2 HGB. Consequently, just as in the prior year,

the company did not have any deferred tax expense or benefit
in2019.

Net income for the year amounted to EUR 453 m
(prioryear: EUR 499 m) in 2019 and equals retained earnings
for 2019.

The Board of Managing Directors and the Supervisory Board will
propose a dividend for 2019 of EUR 0.44 (prior year: EUR 0.54)
per common share and EUR 0.45 (prior year: EUR 0.55) per
common non-voting share to the annual general meeting.
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Schaeffler AG financial position and
net assets

Balance sheet of Schaeffler AG
(abbreviated)

Change
in € millions 12/31/2019 12/31/2018 in%
ASSETS
Fixed assets 14,215 14,282 -0.5
Currentassets 8,765 8,920 -1.7
Prepaid expenses and deferred
charges 0 1 -100
Excess of plan assets over post-
employment benefit liability 5 5 0.0
Totalassets 22,985 23,208 -1.0
SHAREHOLDERS’ EQUITYAND
LIABILITIES
Shareholders’ equity 7,290 7,197 1.3
Provisions 278 294 -5.4
Liabilities 15,415 15,713 -1.9
Deferredincome 2 4 -50.0
Totalshareholders’ equity and
liabilities 22,985 23,208 -1.0

Fixed assets consisted primarily of shares in
Schaeffler Technologies AG & Co. KG.

Current assets largely consist of short-term loans and other
financial receivables related to Schaeffler AG’s cash pooling
function and responsibility for the internal group financing of the
Schaeffler Group. This line item further includes Schaeffler AG’s
claim to the net income of Schaeffler Technologies AG & Co. KG
of EUR 725 m (prior year: EUR 800 m) that had not yet been paid
as at December 31, 2019. Schaeffler Technologies AG & Co. KG
paid EUR 800 m in respect of the prior year’s net income to
Schaeffler AG in 2019, and Schaeffler AG used these funds
entirely to pay off existing liabilities due to

Schaeffler Technologies AG & Co. KG.

Schaeffler AG managed the Schaeffler Group’s cash pool and
held bank balances of EUR 46 m (prioryear: EUR 191 m) at the
end of the reporting period.

On April 24, 2019, Schaeffler AG’s annual general meeting
passed a resolution to pay a dividend of EUR 361 m

(prioryear: EUR 361 m) to Schaeffler AG’s shareholders for 2018
and to add the remaining retained earnings of EUR 138 m
(prioryear: EUR 92 m) to revenue reserves.

The decrease in provisions was mainly attributable to lower
provisions for pending losses on foreign exchange contracts held
to hedge currency risk.

For the first time, the company issued three bond series denomi-
nated in euros with an aggregate principal of EUR 2,200 m as well
as EUR 115 m in short-term commercial paperin 2019. A portion
of the proceeds was used to repay in full three loans payable to
Schaeffler Finance B.V. as well as the term loan. At December 31,
2019, the company had a loan payable to Schaeffler Finance B.V.
of EUR 600 m (prioryear: EUR 2,106 m) resulting from the transfer
of proceeds from bond issuances.

Further, the company has short-term loans payable to affiliated
companies related to Schaeffler AG’s cash pooling function

and responsibility for the internal group financing of the
Schaeffler Group.

@ More on financial debt on pp. 39 et seq.

Closing statement on the
dependency report

Closing statement on the report on relations with affiliated
companies prepared by the Board of Managing Directors in
accordance with section 312 AktG.

Schaeffler AG has been a company dependent on

IHO Verwaltungs GmbH, Herzogenaurach, in accordance with
section 312 AktG since October 24, 2014. Therefore, the Board

of Managing Directors of Schaeffler AG has prepared a report on
relations with affiliated companies by the Board of Managing
Directors in accordance with section 312 (1) AktG which contains
the following closing statement:

“In the legal transactions and measures listed in the report on
relations with affiliated companies, our company has in each
legal transaction received appropriate compensation in the cir-
cumstances known to us at the time the legal transactions were
executed or the measures were executed or not executed, and
has not been disadvantaged by the fact that such measures were
executed or not executed”.
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2.7 Other components of the group
management report

The following chapters are also part of the combined manage-
ment report:

e “Corporate governance report including the corporate gover-
nance declaration in accordance with sections 289f HGB and
315d HGB” beginning on page 63,

» “Governance structure” beginning on page 70,

e “Remuneration report” beginning on page 75 and

e “Governing bodies of the company” beginning on page 90.

The following references also form part of the combined manage-
ment report:

@ Corporate governance report including the corporate governance
declaration in accordance with sections 289f HGB and 315d HGB
including the declaration of conformity pursuant to section 161 AktG
at: www.schaeffler.com/ir

@ Combined separate group non-financial report in accordance with
sections 289b (3) and 315b (3) HGB within the sustainability report
at: www.schaeffler-sustainability-report.com/2019
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Supplementary report

3. Supplementary report

The increased incidence of coronavirus infections, particularly in
China, has led to unscheduled production downtimes subse-
quent to the reporting date, adversely impacting the net assets,
financial position, and earnings of the Schaeffler Group.

On December 5, 2019, the Schaeffler Group entered into an
agreement to sell its plants in Unna and Kaltennordheim. The
disposal on February 3, 2020, resulted in a transfer of the
business under which the employee’s employment contracts
were assumed by the new owners.

No other material events expected to have a significant impact
on the net assets, financial position, or results of operations of
the Schaeffler Group occurred after December 31, 2019.
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4. Report on opportunities and risks

The Schaeffler Group’s risk management system is an integral
component of its governance structure. The Schaeffler Group is
exposed to a large number of potential risks that can adversely
affect its business. The company also systematically identifies
opportunities.

The Schaeffler Group’s risk strategy calls for the group to cau-
tiously take on calculated business risks in order to execute the
company’s strategy and take advantage of the related oppor-
tunities. Operating a profitable business requires companies to
exploit opportunities and identify, assess, and manage the
related risks early on. Avoiding individual risks potentially jeop-
ardizing the continued existence of the company as well as
compliance violations is imperative.

To be able to appropriately respond to these risks, the company
has a risk management system in place to ensure that risks, par-
ticularly those to the company’s continued existence as a going
concern and to its development, are identified on a timely basis.
The Schaeffler Group defines risks jeopardizing the continued
existence of the company as any risk potentially resulting in
insolvency. In this context, risk tolerance is defined as the max-
imum loss that may result in the breach of a covenant, a liquidity
shortfall, or a rating downgrade below the minimum rating required
to appropriately refinance outstanding debt.

Risks are defined as possible future developments or events that
can lead to adverse deviations from budgeted results, while
opportunities are future developments or events that can lead to
favorable deviations from budgeted results. When assessing
risks, the company considers the impact on its EBIT margin
(earnings), free cash flow (financial position), and shareholders’
equity (net assets), depending on the risk category.

4.1 Risk management system

The Schaeffler Group intentionally takes risks in order to meet its
corporate objectives.

The objective of the risk management system is to identify these
risks on a timely basis and to manage them in accordance with
the company’s risk strategy. This applies particularly to risks to
the company’s continued existence as a going concern and to its
development, which are responded to with appropriate action.
Consciously addressing identified risks and regularly monitoring
risk factors is designed to increase risk awareness and ensure

a continuous improvement process.

The groupwide risk management system is based on the man-
agement-oriented enterprise risk management (ERM) approach,
which in turn has its basis in the globally recognized framework
of the Committee of Sponsoring Organizations of the Treadway
Commission (COS0). As described in this framework, the pro-
cesses of the risk management system are linked to financial
reporting and the internal control system. The Schaeffler Group’s
risk management process described below is based on the
COSO ERM framework.

Responsibility for the risk management system rests with the
Board of Managing Directors of Schaeffler AG. The Board of
Managing Directors regularly reports to the Schaeffler AG audit
committee and ensures that necessary risk management mea-
sures are approved. Details of the risk management system are
largely set out in a risk management guideline issued by the
Board of Managing Directors and published within the

Schaeffler Group, making it available to all employees. It contains
a description of the process, the allocation of responsibilities,
and the structure of the risk management system.
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Europe Americas
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region

The Board of Managing Directors has asked Risk Management to
review and update the risk management system on an ongoing
basis and to ensure that existing uniform groupwide standards
are implemented and complied with. All instructions from Risk
Management are binding on all individuals responsible for risk.

The risk management system consists of a multi-phase process
spanning various levels and organizational units in order to
appropriately reflect the matrix structure of the Schaeffler Group.
In a bottom-up process, risks are identified and analyzed at
the subsidiary level. Based on this analysis, the next step is a
top-down analysis by the appropriate global management of
the functions and divisions. They assess the risks identified within
the subsidiaries, taking into account all interdependencies
within the Schaeffler Group. This approach ensures that all
dimensions of the Schaeffler Group’s matrix structure are reflected
in the risk management system. Risks are identified at all
material Schaeffler Group companies on a semiannual basis.
Operating management is responsible for identifying risks.
The time period for identifying risks is five years, longer than the
outlook horizon.

The system for identifying risks related to the non-financial
declaration in accordance with section 289b (3) HGB in connection
with section 289c HGB is described in the Schaeffler Group’s
separate sustainability report.

@ Combined separate group non-financial report in accordance with
sections 289b (3) and 315b (3) HGB within the sustainability report
at: www.schaeffler-sustainability-report.com/2019

management

Reporting &
communication

—

Identification &
documentation

Greater China
region

Asia/Pacific
region

The guideline also defines — as a further component of the risk
management system — a groupwide catalog of risk categories to
ensure that all risks along the value chain are identified. Identi-
fied risks have to be assigned to the predefined risk categories.
This catalog must be completely reviewed by all those respon-
sible forrisk in order to ensure uniform and complete identifica-
tion of risks. To make risk assessment comparable, suggested
risk assessments have been provided for all risk categories.

Subsidiaries included are selected using a defined selection pro-
cess based on revenue and earnings (EBIT) as well as risk factors
specific to the business. This selection process ensures that all
Schaeffler Group subsidiaries that are relevant from a materiality
perspective are included in the risk management system. In
2019, 40 of 153 Schaeffler Group entities were included, repre-
senting 94% of revenue and 96% of the Schaeffler Group’s EBIT.
The remaining 113 entities are subject to an abbreviated risk
survey process ensuring that all risks to the existence of the
company as a going concern are identified.

The risk management system only deals with risks exceeding a
threshold of EUR 5 m on a net basis. Risks are assessed based
on theiramount of damage and their probability of occurrence.
The assessment classifies the amount of damage of each risk in
one of four categories: very low, low, medium, and high. Classifi-
cation is performed based on the amount of damage for one
year. The probability of occurrence is assessed using percentages
and is classified in the four categories improbable, possible,
probable, and highly probable. The combination of estimated
amount of damage and probability of occurrence determines

the risk class, which is classified as either low, medium, or high
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Risk matrix

high

medium

Amount of damage in € millions —»

low

very
low

Probability of occurrence in% —»

improbable possible probable

based on its impact on net assets, the financial position, and
earnings. Risks are assigned to the various risk classes using the
risk matrix.

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
Board of Managing Directors of Schaeffler AG. Within his or her
area of responsibility, each member of the Board of Managing
Directors decides what measures are required and ensures that
they are implemented and kept up to date.

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

highly
probable

Impact assessment

Amount of damage in €

<10 million very low

>=10 million - <25 million low

>=25million - <= 50 million medium

> 50 million high

Probability of occurrence in %

<25% improbable
25% -<50% possible
50%-75% probable
>75% highly probable
Risk classes
| B low medium high

Impact on net assets, financial position, and earnings

hoc process, ensuring timely communication of emerging risks to
the Board of Managing Directors. Reports to the audit committee
are made annually.

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 consoli-
dated 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 services organization in this
process. The Schaeffler Group obtains assistance from external
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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 group and company
level ensure that the separate and consolidated financial state-
ments of Schaeffler AG are compiled, prepared, and issued in
accordance with the law, to a high level of quality, and on time.

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:

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

e Closinginstructions 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 finan-
cial statements is itself 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. This review involves evaluating and assessing risks
as well as reporting on them to management with the relevant
responsibility at all organizational levels of the companies and
the group. Where control weaknesses exist, actions to eliminate
these weaknesses have to be defined. Regardless of the
assessed level of the Schaeffler Group’s internal control system,
the effectiveness of any internal control system is inherently lim-
ited. No control system, no matter how effective, can prevent or
detect all inaccuracies.
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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 con-
solidated financial statements and to ensure that quality stan-
dards are maintained in compilation, preparation, and issuance.

Schaeffler AG’s Board of Managing Directors and the audit com-
mittee monitor the effectiveness of the internal control system.

4.3 Risks

The net risks discussed 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 theirimpact
on the Schaeffler Group’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 all three of the Schaeffler Group’s divisions.

Strategic risks

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

Country risks

Changes in the social, political, legal, or economic stability in
certain markets could hamper the Schaeffler Group’s operations
or planned expansion projects.

Growing trade protectionism outside of the EU and changes in
the political and regulatory environment of markets in which
the Schaeffler Group does business could have a medium impact
on the net assets, financial position, and earnings of the
Schaeffler Group. In certain countries, import and export control
regulations, customs regulations, and other trade barriers
could bring sales to a complete halt. Therefore, environments
are continually monitored and modeled using scenarios in
order to initiate specific actions.

Since the Schaeffler Group’s production and manufacturing loca-
tions are located all over the world, they are subject to various
environmental standards. The locations meet the environmental
standards — a fact highlighted by the large number of locations
certified under EMAS. New legislation or changes in the legal
environment, both at the national and at the international level,
could entail risks jeopardizing trouble-free production that could
adversely affect the Schaeffler Group’s value added. These risks
could have a medium impact on the Schaeffler Group’s net
assets, financial position, and earnings. Since the group’s envi-
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ronmental management system, which has been rolled out
worldwide, is subject to a constant improvement and enhance-
ment process, occurrence of these risks is considered improbable.

Digitalization

The Schaeffler Group has prioritized the issue of digitalization
and has developed a Digitalization strategy — its “Digital Agenda”.
The pace of implementation and adaptation represents an
important success factorin this regard and, therefore, also a risk.
This issue is among the focal areas of the Schaeffler Group’s
activities. However, should the Schaeffler Group nevertheless be
unable to meet these challenges as quickly as appropriate, this
could have a medium impact on the group’s financial position
and earnings.

Strategic market and technology risks

The evolution of the company’s business from being component-
driven toward being more systems-based is ongoing, and

this change is reducing the proportion of value added by the
Schaeffler Group. This poses a medium risk to the

Schaeffler Group’s financial position and earnings. The company
is taking a variety of measures to address this trend, including,
forinstance, strategically enhancing its production system to be
more modular and building strategic supplier relationships.

The Schaeffler Group operates in a highly competitive and techno-
logically fast-paced environment. The Automotive division’s
component business is facing considerable pricing pressure driven
by increasing demands for price reductions on the part of cus-
tomers, purchasing cooperatives, and certain focused and leaner
competitors, especially in the emerging markets. The company is
currently unable to fully pass these demands for price reductions
on toits own suppliers and cannot absorb them entirely with its
existing structure.

This trend requires the Schaeffler Group to constantly improve
its efficiency and diversify into new lines of business in order to
safeguard and further expand its market position. The
increasing pricing pressure could have a medium impact on the
Schaeffler Group’s financial position and earnings.

Electric mobility

Electrification of automobiles is progressing, and as a result,

the further development of conventional drive trains is coming
under pressure. Firstly, furtherincreases in the efficiency of
conventional drive trains will become less relevant, and secondly,
existing products and applications will be replaced. The
Schaeffler Group has established its E-Mobility business division
with the intention of further expanding a portfolio of products
for this field that is designed to offset any potential losses in rev-
enue from conventional drive trains in the years ahead. Should

the initiatives undertaken not have the desired effect, this could
have a medium impact on the Schaeffler Group’s financial posi-
tion and earnings. Initiating cost reduction measures can reduce
the amount of damage.

Changes in the environment of Automotive OEM

A merger of automobile manufacturers can interfere with supply
contracts and projects to the point of their elimination. Disclosure
and sharing of information about prices and consolidation of
purchasing volumes provides transparency regarding pricing and
cost structures, potentially leading to increased pressure on
margins. This could have a medium impact on the Schaeffler Group’s
financial position and earnings. The company continually moni-
tors and analyzes the market in an attempt to recognize changes
and mergers of OEMs early on, in order to be able to address
market trends in a targeted manner. The Automotive OEM division
also tries to offer each customer customer-specific products

and technologies to reduce exchangeability and comparability to
the extent possible.

Operating risks

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

Market developments

As the Schaeffler Group is a global supplier in the automotive
and industrial sector, demand for Schaeffler productsisto a
large extent driven by global economic conditions. The demand
for products of the Schaeffler Group depends considerably on
the overall economic trend. In addition, demand is subject to
cyclical fluctuations.

In the Automotive OEM division, demand is not only affected by
global economic conditions, but also by other factors, including
changes in consumption patterns, fuel prices, and interest rate
levels. Especially the persistent uncertainty regarding the future
development of the Chinese market and the political environ-
ment in Europe could continue to jeopardize market growth. The
large number of economic factors affecting global demand for
automobiles leads to significant volatility in automobile produc-
tion, which makes forecasting sales exactly considerably more
difficult.

Anincreasing consolidation of the customer base as well as the
availability of new technological alternatives to core products
represent critical factors that could considerably affect pricing at
the Automotive Aftermarket division.
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Demand for Industrial products is influenced by a wide range of
factors due to the large variety of business fields in which the
Schaeffler Group operates.

An estimate of the impact of the spread of the coronavirus on
the Schaeffler Group’s sales and supply is not yet possible;

a task force is currently monitoring this impact and continually
reassessing the related risk.

A change in forecasted market trends could have a medium impact
on the Schaeffler Group’s net assets, financial position, and
earnings. Markets are analyzed on an ongoing basis in order to
detect changes in market structure or regulations early on. The
company uses managed cost efficiency programs to flexibly and
dynamically reduce the amount of damage from unexpected
market slowdowns. Should prices deteriorate unexpectedly, the
amount of damage arising from this risk is reduced by renegoti-
ating with suppliers.

Production risk

As the Schaeffler Group’s production is very capital-intensive,

a large proportion of its costs are fixed. As a result, a decrease in
utilization of plant capacity increases the company’s costs and
reduces its profitability. Being a global corporation, the
Schaeffler Group regularly reviews market conditions and compares
them to its footprint in the region. Several factors play a role in
this process, including the economy, supply and demand, as well
as decisions made by original equipment manufacturers. An
optimum global footprint could require plants or parts of plants
to be relocated, and this could have a medium impact on the
Schaeffler Group’s net assets, financial position, and earnings.

At several locations, facilitating the best-possible utilization of
capacity may require having only one of a given type of machine
available. The failure of one of these bottleneck machines can
lead to a bottleneck in supply to internal and external customers.
The period between failure of the bottleneck machine and when
alternative means of production are set up is key. Alternative
means of production can either be set up by a Schaeffler Group
plant with comparable production lines or provided by an alter-
native supplier. Establishing safety stock can also help reduce
losses. To minimize the probability of occurrence, the risk is miti-
gated by continuous maintenance. However, failure of bottleneck
machines represents a medium risk to the Schaeffler Group’s
financial position and earnings.

The influence of force majeure could result in delays or interrup-
tions in the supply chain. Shortening the period between failure
at the plant, regardless of the cause, and when alternative means
of production are set up is key. Where necessary, production can
either be realized by another Schaeffler Group plant with a com-
parable production line or provided by an alternative supplier. To
minimize the probability of occurrence of unplanned interruptions,
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the company takes extensive fire precautions. Nevertheless, the
consequences of the influence of force majeure could have a
medium impact on the Schaeffler Group’s net assets, financial
position, and earnings.

Loss of market share

The Schaeffler Group faces numerous competitors in its various
business fields. As a result, the company is exposed to the risk
of being displaced by existing or new competitors and of its
products being replaced by product innovations or by new tech-
nological features. The Schaeffler Group mainly competes with
other international suppliers, and to some degree also with
regional suppliers, on price, quality, delivery performance, and
design, as well as on the ability to offer technological support
and service worldwide. Should the company become no longer
able to compete on one of these factors, customers may decide
to obtain products and services from competitors.

As a result of the intense competition in the automotive supply
sector, Schaeffler considers the Automotive OEM division to be
exposed to a risk of losing market share entailing a medium
impact on the Schaeffler Group’s earnings and financial position.

Close cooperation with the Schaeffler Group’s key customers
on product development and appropriate product quality control
measures reduce the likelihood of substitution.

Warranty and liability risks

One significant factor in customers’ decision to purchase the
products offered by the Schaeffler Group is their quality. To secure
this level of quality for the long term, the Schaeffler Group
employs a certified quality management system, supported by
additional quality improvement processes. However, there is a
risk that poor quality products end up getting delivered, causing
product liability risk. The use of defective products can lead to
damage, unplanned repairs, or recalls on the part of the customer
which can result in liability claims or reputational damage.
Furthermore, deteriorating product quality can result in increased
warranty and liability risk vis-a-vis the Schaeffler Group’s cus-
tomers. The Schaeffler Group responds to such risks by adopting
strict quality control measures and continuous improvement
processes in production in order to minimize the probability of
warranty and liability risks materializing. Individual risks becoming
reality could have a medium impact on the Schaeffler Group’s
financial position and earnings. All product liability risks are
insured. The extent of actual reimbursements that can be claimed
from insurers can only be assessed on a case-by-case basis.

Delivery performance

The delivery performance represents a key competitive factor for
a long-term relationship of trust with customers; this competitive
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factoris being constantly enhanced by systematic improvements
in production and delivery logistics. The Industrial division and
the Automotive Aftermarket operate high-performance distribu-
tion centers to better supply the market with only a few logistics
locations. Ensuring that contractual delivery dates are met could
have a medium impact on the Schaeffler Group’s financial posi-
tion and earnings.

Efficiency and transformation programs

The Schaeffler Group has established a number of programs in
Germany and abroad to improve its cost structure. These programs
include measures to adapt capacity as well as initiatives to
improve the portfolio structure. Adapting the organization and
manufacturing landscape could potentially not proceed as
planned, the benefits turn out to be fewer than originally expected,
the impact occur later than expected, or not at all. Implementing

the adaptation can result in additional expenditures. This could
have a medium impact on the Schaeffler Group’s net assets,
financial position, and earnings. The efficiency programs estab-
lished are closely monitored and theirimpact is constantly
reviewed in order to ensure they are implemented in a targeted
manner and to prevent negative deviations.

Product piracy risks

The Schaeffler product brands INA, LuK, and FAG are associated
with a high standard of quality, making them increasingly
susceptible to product piracy. Not only do counterfeit products
offered at significantly reduced prices cause irritation in the
trade as well as in end customers and frequently result in requests
for price reductions, but inferior counterfeit products also lead
to loss of reputation caused by early failure of such products.
This damages both the company’s image and the value of the brand.
Therefore, combating product piracy is a high priority for the
Schaeffler Group. The Schaeffler Group protects intellectual
property not only by registering industrial property rights worldwide
but also by combating counterfeit products, which damage its
image as well as its revenue. Based on the large number of coun-
terfeit products seized, the Schaeffler Group estimates the
impact of this issue on its earnings and financial position to be
medium.

Information security risks

A growing threat to the security of information and trade
secrets can jeopardize shareholder value. The Schaeffler Group’s
information security management system is based on the
ISO/IEC 27001 standard and reflects national and sector-specific
regulations. Its objective is to protect the intellectual property
and trade secrets of the Schaeffler Group and its business part-

ners against theft, loss, unauthorized dissemination, illegal
access, and misuse. The Schaeffler Group’s business partners
are increasingly requiring the Schaeffler Group to adhere to
these standards and the related contractual obligations. The
company is addressing the growing threat by taking specific
action. Not complying with these requirements may result in a loss
of contracts. Given the increasing number and professionality of
criminal attacks, an information security risk with a medium
impact on the Schaeffler Group’s net assets, financial position,
and earnings cannot be entirely ruled out.

Legal risks

The Schaeffler Group’s operations give rise to legal risks, for
instance those resulting from non-compliance with relevant
regulations. Legal risks are reflected in provisions recognized
in accordance with financial reporting standards.

Compliance risks

As a company with operations worldwide, Schaeffler has to
comply with varying laws and regulations around the globe. Itis
possible that violations of existing law occur despite careful
observance of such legal requirements. Circumstances identified
as not meeting the requirements of the compliance management
system are immediately addressed with appropriate action. The
consequences of these instances of non-compliance could have

a medium impact on the Schaeffler Group’s net assets, financial
position, and earnings as well as on its reputation. The
Schaeffler Group cooperates with the authorities with respect
to any current and future investigations of possible instances

of non-compliance and responds appropriately to weaknesses
identified.

@ More on the company’s compliance management system on pp. 71
etseq.
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The company uses a material compliance management system to
help it meet its commitment to using only components and raw
materials that comply with the applicable laws and regulations.
However, there is a risk that legal requirements and changes
therein are not identified in time and that products are distributed
in the market in violation of the law. This could have a medium
impact on the Schaeffler Group’s financial position and earnings.

Antitrust proceedings

Current and future investigations and proceedings regarding
violations of antitrust law could have an adverse impact on the
financial position and earnings of the Schaeffler Group as well
as on its reputation. Possible payment obligations in connection
with these investigations and proceedings may result in unplanned
cash outflows. The Schaeffler Group cooperates with the investi-
gating authorities in current and future investigations as a matter
of principle. The imposition of penalties cannot be ruled out.

In addition, claims for damages have been filed against
Schaeffler Group companies as a result of known antitrust pro-
ceedings. The Schaeffler Group has recognized appropriate
provisions for possible charges to earnings.

Financial risks

Financial risks include tax risks and pension risks as well as the
impact of changes in foreign exchange rates and liquidity risks.

Tax risks

The Schaeffler Group is subject to tax audits worldwide. Tax
authorities’ interpretation of the tax law or of relevant facts
made in current or future tax audits may differ from that of the
Schaeffler Group. This may lead to adjustments to tax bases
and increases in the tax liability. An additional tax payment as
aresult of an adjustment to the tax base could have a high
impact on the Schaeffler Group’s financial position.

Pension risks

The Schaeffler Group has extensive pension obligations,
particularly in Germany, the U.S., and the United Kingdom. The
obligations in the Anglo-Saxon countries are financed by pension
funds. Pension obligations are measured using actuarial valua-
tions based on assumptions regarding possible future events,
such as the discount rate, increases in wages, salaries, and pen-
sions, and statistical life expectancy. Plan assets may be invested
in various asset classes, such as equity instruments, fixed-income
securities, or real estate, which are subject to fluctuations in
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value. A change in the parameters listed above could have a
medium impact on the Schaeffler Group’s net assets, particularly
in Germany and the United Kingdom.

Liquidity risks

The risk that the Schaeffler Group will not be able to meet its
payment obligations as they come due is referred to as liquidity
risk. The Schaeffler Group differentiates between short-,
medium- and long-term liquidity risks.

Liquidity risks can arise if financing needs cannot be met by
existing equity or debt financing arrangements. The

Schaeffler Group’s financing requirements were met throughout
2019 by existing financing instruments and by the refinancing
arrangements completed.

To avoid unforeseen short- or medium-term liquidity needs to
the extent possible, short- and medium-term liquidity risk is
monitored and managed using a rolling liquidity budget with a
forecasting period of up to twelve months. Short-term fluctua-
tions in cash flow are monitored daily and can be offset using
lines of credit. To this end, the Schaeffler Group has a Revolving
Credit Facility of EUR 1.8 bn and other bilateral lines of credit.

The Schaeffler Group’s loan and bond agreements, which are
generally long-term, contain certain constraints including a
requirement to meet certain financial covenants. The creditors
are entitled to call the debt prior to maturity under certain
circumstances, including if covenants are not met, which would
result in the debt becoming due immediately. Compliance with
financial covenants is monitored on an ongoing basis and regu-
larly reported to the lending banks. To date, the company has
complied with the financial covenants as stipulated in the debt
agreements. The Schaeffler Group also expects to comply with
these covenants in the future.

Any non-compliance with the covenants contained in the debt
agreements as well as any liquidity requirements exceeding
those that can be covered by the existing lines of credit could
have a medium impact on the Schaeffler Group’s net assets,
financial position, and results of operations. It is considered
improbable that these situations will actually occur.

Liquidity tied up in working capital reduces the financial scope
foraction. To improve the allocation of its capital, the
Schaeffler Group closely monitors its working capital and takes
action to improve it. Should the company be unable to
counteract an increase in working capital, this could have a
medium impact on the Schaeffler Group’s financial position.
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Currency risks

The Schaeffler Group is exposed to a wide range of currency risks
due to its international reach. The largest such currency risks
from operations result from fluctuations in the U.S. dollar and
Chinese renminbi exchange rates.

Currency risk is continually monitored and reported on. Currency
risk is managed at the corporate level. Currency risks are aggre-

gated across the group and hedged using hedging instruments.

Hedging instruments used include forward exchange contracts
and cross-currency swaps. Currency risks, market values of foreign
currency derivatives, and developments in foreign exchange

Riskassessment

markets are continuously monitored and managed as part of the
risk management system.

To the extent competitors from other currency areas can offer
lower prices due to movements in exchange rates, changes in
foreign exchange rates can adversely affect the Schaeffler Group’s
competitive position. The Schaeffler Group’s manufacturing
locations are spread around the world, enabling the group to reduce
the impact of changes in exchange rates on its competitive
position. However, exchange rate trends could have a medium
impact on the Schaeffler Group’s earnings and financial position.

Amount of Probability of Change from
damagein € occurrencein % Risk class prioryear
Strategicrisks
« Countryrisks low highly probable medium N
- Digitalization high improbable medium 2
- Strategic marketand technologyrisks medium possible medium >
« Electric mobility medium possible medium >
» Changeintheenvironmentofthe Automotive OEM division medium possible medium new
Operatingrisks
« Market development high possible medium 3
« Productionrisk high possible medium 72
» Lossof market share low highly probable medium 2
- Warranty and liability risks low highly probable medium 2
- Delivery performance low highly probable medium N
- Failure of bottleneck machines high improbable medium new
- Efficiencyandtransformation programs low probable medium new
« Product piracy risks low probable medium >
« Information security risks low probable medium >
Legalrisks
» Compliancerisks high improbable medium >
Financialrisks
« Taxrisks high probable high >
« Pensionrisks high possible medium >
« Working capital risks high possible medium new
- Liquidity risk high improbable medium >
« Currencyrisks medium possible medium N

PAincreased = unchanged N reduced
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4.4 Opportunities

The responsibility for identifying and utilizing opportunities lies
with operating management. The objective is to identify opportu-
nities on a timely basis and to take appropriate action to utilize
them. Opportunities identified are discussed with the Board of
Managing Directors as part of the Strategy Dialog and strategies
are then derived based on these discussions. During this process,
the relevant opportunities for growth are prioritized, specific
targets are derived, and actions and resources required to achieve
operating targets for the future direction of the Schaeffler Group
are determined.

An aggregated overview of the opportunities identified in the
Strategy Dialog is included in the reports regularly provided to
the Board of Managing Directors and the Supervisory Board of
Schaeffler AG. Opportunities are documented in the risk manage-
ment tool.

The Schaeffler Group’s most significant opportunities lie in
strategic trends and in changes to the legal environment that
may lead to increased demand for Schaeffler products.

Strategic opportunities

The Schaeffler Group and its range of products and services
have a worldwide presence in order to participate in the expected
megatrends of the future.

The Schaeffler Group’s strategic and operational opportunities
specifically result from the following factors:

Globalization

The Schaeffler Group’s extensive range of products and services
is fundamental to participating in the expected megatrends.
Automobile manufacturers, forinstance, increasingly rely on global
platforms in order to save costs (common parts, standardization

of components). Its worldwide production locations enable the
Schaeffler Group to benefit from this trend and to supply OEMs
and suppliers with products meeting the required technological
and quality standards in the desired local markets.

Growing demand for automobiles in
emerging countries

The company perceives a growing vehicle market especially in
the emerging countries. Schaeffler expects the number of vehicles
perresident in these countries to increase significantly,
approaching those of mature markets.
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Urban mobility

The increasing number of people living in mega-cities is making
public transportation within cities, such as metros, rapid transit
systems, and streetcars, as well as between cities, e.g. by high-
speed train, more and more attractive and important. Especially
rail vehicles represent an extremely interesting growing market
forthe Schaeffler Group. Reliable and innovative rolling bearing
solutions for applications ranging from bogie to the drive train

are key to modern rail vehicles — and also promise growth for
mechatronic products in the age of digitalization in mobility. In
addition, the high stresses and resulting wear and tear as well as
safety regulations make this market a market of the future with
respect not only to original equipment but also to the Aftermarket
business.

Interurban mobility

Increasing globalization has in the past been associated with an
increase in the volume of air traffic. As a result, the Schaeffler
Group is expecting growth in the aerospace sector to be steady.
In this sector, issues such as reducing CO, and weight as well as
lowering fuel consumption are increasingly gaining in importance.
The Schaeffler Group is already actively participating in these
developments.

Energy chain

The Schaeffler Group expects rising energy and water consump-
tion in large cities and metropolitan areas in the future, partly
due to urbanization. In addition, the increasing electrification of
automobiles will drive a growing need for energy. The rising
demand for energy and the beginning transition to renewable
energy both lead to an inevitable demand for energy from renew-
able sources. Especially in the wind business, the Schaeffler
Group is already active in the market. Continually expanding the
existing expertise in these business fields offers additional
future opportunities for growth.

Increasing technological standards in the truck
market

Increasing regulation in the truck market renders it necessary to
make the drive train more efficient and reduce the emissions it
produces. The Schaeffler Group specifically offers its customers
technologically advanced solutions to enable them to comply
with the stricter standards.
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Operational opportunities
Development of vehicle population

The absolute vehicle population is one of the key drivers of growth
in the Automotive Aftermarket. Growth depends on various
factors, such as demand (determined by kilometers driven and
the composition of the vehicle population), services offered,
as well as products offered. Besides the vehicle population,
increasing content per vehicle provides additional opportunities.

Industry 4.0

In practice, the term “Industry 4.0” is frequently used in connection
with highly individualized products in very flexible manufac-
turing conditions. In the future, companies may network their
machinery, warehousing systems, and equipment around the
world. The high level of interconnectedness can facilitate progress
in manufacturing, including application in the company’s own
production. Along with production technology, Industry 4.0 also
comprises digitally connecting components and machines. The
Schaeffler Group’s products can be used wherever something is
moving and primary data can be obtained. Forinstance, this
allows rolling bearings to be monitored continually and their
operation to be improved based on the results.

Digitalization

The topic of “Digitalization” connects all three of the
Schaeffler Group’s divisions. It will significantly transform the
entire economy and its traditional processes. The convergence
of the real world and the digital world will produce new busi-
ness models and a lasting increase in value creation. The
Schaeffler Group’s “Digital Agenda” comprises four key elements:
Products & Services, Machines & Processes, Analyses & Simulation,
and User Experience & Customer Value. With its “Digital Agenda”,
the Schaeffler Group is concentrating both on internal processes
and on products and solutions for its customers. It is not only
internally that the company aims to increase the efficiency of its
processes, use available data more intensively, and more effec-
tively link production locations, machines, and buildings. It also
aims to expand on its customers’ existing business models and
help them develop new ones.

Legal opportunities

The Schaeffler Group’s legal opportunities specifically result
from the following factors:

Increased standards due to new legislation

Stricter regulations, such as the continual reduction of CO, emission
targets for vehicles, render it necessary to continue to make the
internal combustion engine more efficient. Its systems and com-
ponents enable the Schaeffler Group to offer its customers
solutions that further reduce both consumption and emissions
of internal combustion engines.

Financial opportunities

Financial markets

Favorable trends in interest and foreign exchange rates can
positively impact the Schaeffler Group’s financial result and
earnings. The company constantly monitors the financial markets
in order to detect any possible impact on the Schaeffler Group
on a timely basis and identify any potential need for action.

4.5 Overall assessment of
Schaeffler Group opportunities and risks

The Board of Managing Directors estimates that the

Schaeffler Group’s situation with respect to risks has improved
slightly compared to the prior year. This change is due to a
change in the assessed impact of certain medium and high risks.

In addition to the specific risks described in the group manage-
ment report, unexpected developments significantly damaging
or harming the company’s production process, customer
relationship, or reputation can occur at any time.

The overall assessment of the significant opportunities and risks
does not indicate any risks which, either individually or in combi-
nation with other risks, jeopardize the company’s continued
existence as a going concern.
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5. Report on expected developments

5.1 Expected economic and 5.2 Schaeffler Group outlook
sales market trends

Taking into account the forecast by Oxford Economics Outlook 2020 - group
(February 2020), the Schaeffler Group expects global gross Outlook
domestic product to grow by just under 3% in 2020 Actual2019  Actual2019 2020
(2019: 2.8%). adjusted
comparative
; - figure
The expected development of the global economy is subject to
. . ) Schaeffler Group
several risks that could result in perceptibly lower growth than
. . . . . i Revenue growth V) 0.1% 0.1% -2t00%
forecast if they materialize. These risks include, in particular,
. . . EBITmargin before special items 2 8.1% 8.1%  6.5t07.5%
an escalation of global trade conflicts as well as a deepening FUR3001
. . . . . 0
slowdown in growth in the U.S., the euro region, orin China. Fur- Free cash flow?) EUR473m EUR473m 400m
ther such risks include economic crises in vulnerable emerging N ) ) ) )
Compared to prioryear; excluding the impact of currency translation.
markets, geopolitical conflicts escalating, and the spread of 2 please refer to pp. 30 et seq. for the definition of special items.
. 3 Before cash in- and outflows for M&A activities.
the coronavirus. 4 Comparative figure based on 2020 segment structure.
Taking into account the forecasts of research institute IHS Markit
(February 2020), the Schaeffler Group expects global automobile The Schaeffler Group expects its revenue to grow by -2 to 0%
production, measured in terms of the number of passenger cars excluding the impact of currency translation in 2020.
and light commercial vehicles produced, to decrease by about
3t05% in 2020 (2019: -5.8%). In addition, the company expects to generate an EBIT margin
before special items of 6.5 to 7.5% in 2020.
Based on the forecast by Oxford Economics (December 2019)
and their most recent assessment the Schaeffler Group expects The Schaeffler Group also anticipates free cash flow before
global industrial production to grow by less than 1% in 2020 cash in- and outflows for M&A activities for 2020 to amount

(2019: 1.7%). to EUR 300 to 400 m.
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Outlook 2020 - divisions

Outlook
Actual2019  Actual2019 2020
adjusted
comparative
figure3
Automotive OEM
Revenue growth V) -0.8% -0.8% -2t00%
EBITmargin before special
items? 5.4% 5.5%  4.5t05.5%
Automotive Aftermarket
Revenue growth 1) -1.1% -1.1% 0to2%%
EBITmargin before special
items? 16.1% 16.5% 13t014%
Industrial
Revenue growth D 3.1% 3.1% 2t00%%
EBITmargin before special
items? 10.5% 10.2%  9.5t010.5%

1 Compared to prior year; excluding the impact of currency translation.
2) Please refer to pp. 30 et seq. for the definition of special items.

3) Comparative figure based on 2020 segment structure.

4 Change from version as of February 18, 2020.

The group anticipates that its Automotive OEM division will
continue to outperform global automobile production, which is
expected to decline by 3 to 5%, in 2020. Therefore, the company
expects Automotive OEM division revenue to grow by -2 to 0%

in 2020 (2019: -0.8%), excluding the impact of currency transla-
tion. The company also expects an EBIT margin before special
items of between 4.5 and 5.5% for 2020 (2019, adjusted compar-
ative figure: 5.5%) for the Automotive OEM division.

For the Automotive Aftermarket division, the group anticipates
revenue growth — excluding the impact of currency translation —
of -2t0 0% (2019: -1.1%) and an EBIT margin before special items
of 13 to 14% (2019, adjusted comparative figure: 16.5%) in 2020.

In the Industrial division, the economic environment suggests
that growth will continue to slow. Based on these considerations,
the company expects to generate -2 to 0% (2019: 3.1%) in
revenue growth in 2020, excluding the impact of currency trans-
lation. In addition, the Industrial division anticipates generating

an EBIT margin before special items of between 9.5 and 10.5%
(2019, adjusted comparative figure: 10.2%) in 2020.
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Divisionalization is continuing and strengthens the division’s
management of the business; this influences the outlook 2020

for the divisions. Under this reorganization, functions previously
managed at the corporate level, such as certain logistics ware-
houses, have been integrated into the divisions, giving the divisions
full responsibility. This change has been reflected in the adjusted
comparative figures for 2019 presented above as well.

Herzogenaurach, March 5, 2020

The Board of Managing Directors
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1. Corporate governance report including
corporate governance declaration

Corporate governance stands for responsible management 1.1 Declaration of conformity pursuant

focused on adding long-term value. Efficient cooperation .
between the Board of Managing Directors and the Supervisory to section 161 AktG

Board as well as openness and transparency in corporate

and financial communications are key aspects of the In December 2019, the Board of Managing Directors and the

Schaeffler Group’s corporate governance. Supervisory Board issued the following declaration of conformity
pursuant to section 161 AktG:

The following is a report by the Board of Managing Directors

and the Supervisory Board on the corporate governance of Declaration of Conformity by the Managing Board and the
Schaeffler AG in accordance with item 3.10 of the German Supervisory Board of Schaeffler AG pursuant to section 161 of the
Corporate Governance Code. The corporate governance report German Stock Corporation Act (AktG)

alsoincludes the corporate governance declaration in accordance

with section 289f HGB. The corporate governance declaration Since the release of its last declaration of conformity in
required by sections 289f and 315d HGB has been combined for December 2018, Schaeffler AG complies with the recommenda-
Schaeffler AG and the group. Therefore, the following discussion tions of the German Corporate Governance Code in the version of
applies to Schaeffler AG and the group unless noted otherwise February 7, 2017, (“Code”) with the exception described below
below. and will also comply with the recommendations in the future with

the exception described below:
@ Corporate governance report including corporate governance

declaration, including the declaration of conformity pursuant to The Code recommends in section 5.4.1 para. 2, that the

section 161 AktG at: www.schaeffler.com/ir Supervisory Board shall specify concrete objectives regarding its
composition and also set an age limit for the members of the
Supervisory Board. The Supervisory Board of Schaeffler AG will
not set such age limit because it is of the opinion that this
criterion is not informative with respect to the suitability of a
person to perform as a member of the Supervisory Board.

Herzogenaurach, December 2019
Forthe Supervisory Board For the Board of
Managing Directors

Georg F. W. Schaeffler Klaus Rosenfeld
Chairman of the Supervisory Board Chief Executive Officer
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1.2 Corporate governance principles

The Schaeffler Group’s manner of conducting business is based
on integrity, fairness, and mutual respect. The related leadership
principles are transparency, trust, and teamwork. Transparency
generates trust, and trust is the foundation of good teamwork.
The Schaeffler Group Code of Conduct provides guidance in this
area. The principles set out in the Schaeffler Group Code of
Conduct apply equally to everyone — the Board of Managing
Directors, management, and all employees.

The Schaeffler Group Code of Conduct demands integrity of all
employees. This means complying with all applicable local,
national, and international laws and regulations, wherever the
Schaeffler Group does business.

Inits business activities, the Schaeffler Group is intent on com-
bining commercial success, a long-term focus, and awareness of
the social and ecological aspects of the company’s operations.
Combining economic success with acting responsibly toward the
environment, people, and society is very important to the
Schaeffler Group. Schaeffler identifies with the corporate values
“Sustainable”, “Innovative”, “Excellent”, and “Passionate”.
These values form an important basis for the success of the
Schaeffler Group for the benefit and in the interest of customers
and business partners, employees, and managers as well as
shareholders and family shareholders. In addition to main-
taining its fundamental orientation toward sustainability in man-
aging the company’s business, the Board of Managing Directors
issued a sustainability roadmap in 2019, comprising specific
actions to strengthen sustainability in the Schaeffler Group’s
entire value chain.

@ More on the company’s corporate governance principles at:
www.schaeffler.com/sustainability

1.3 Mode of operation of the Board of
Managing Directors and the Supervisory
Board and membership and mode of
operation of their committees

The German Stock Corporations Act requires Schaeffler AG to
have a two-tier board with strict separation between the executive
body, the Board of Managing Directors, and the supervisory
body, the Supervisory Board, in terms of personnel and functions.
The Board of Managing Directors has direct responsibility for
managing the company. The members of the Board of Managing
Directors are jointly responsible for managing the company. The
Chief Executive Officer coordinates the activities of the members
of the Board of Managing Directors. The Supervisory Board
appoints, supervises, and advises the Board of Managing Directors
and is involved in decisions that are fundamental to the com-
pany. The Chairman of the Supervisory Board coordinates the work
of the Supervisory Board.

Board of Managing Directors

The Schaeffler Group is managed by the Board of Managing
Directors of Schaeffler AG. Its actions and decisions are guided
by the company’s best interest and, therefore, take into account
the interests of shareholders, employees, and other stakeholders
of the company in order to add long-term value. The members of
the Board of Managing Directors run the business in accordance
with the law, the company’s articles of association, and the
internal rules of procedure, taking into account the obligation to
obtain approval set out in the Supervisory Board’s internal rules

of procedure. The Board of Managing Directors is directly respon-
sible for managing the company, sets objectives and the compa-
ny’s strategic direction, consults on them with the Supervisory
Board, manages the implementation of the company’s strategy,
and regularly discusses the status of its implementation with the
Supervisory Board.

The Board of Managing Directors also ensures that legal require-
ments and internal guidelines are complied with and promotes
such compliance by group companies and their employees. It
putsin place appropriate measures that are tailored to the com-
pany’s risk situation and discloses their main features. A whistle-
blowing system gives employees the opportunity — and appro-
priate protection —to report violations of the law within the
company; this opportunity is also provided to third parties.

@ More on compliance on page 71 et seq.

The internal rules of procedure of the Board of Managing Directors
set out the activities of the Board of Managing Directors, the
issues that are the responsibility of the Board of Managing Directors,
the majorities required to pass resolutions, and the areas of
responsibility of the various members of the Board of Managing
Directors. Based on the Schaeffler Group’s organizational structure,
the Board of Managing Directors consists of the Group CEO and
the CEOs of the divisions and corporate functions. Under the
internal rules of procedure, specific management responsibilities
are assigned to each member of the Board of Managing Directors.
Their responsibility for jointly managing the company remains
unaffected. Each member of the Board of Managing Directors is
directly responsible for his or her assigned area of responsibility,
taking into account the joint responsibility of the Board of Mana-
ging Directors.

The Schaeffler Group is managed using a three-dimensional
matrix consisting of the divisions, the functions, and the regions.
The Regional CEOs report directly to the CEO. Together, the

Board of Managing Directors and the Regional CEOs represent the
Schaeffler Group’s Executive Board.
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Membership of the Board of Managing Directors

In accordance with the “Act on Equal Access for Men and Women
to Leadership Positions in the Private and Public Sectors”,
Schaeffler AG’s Supervisory Board has set a target for the pro-
portion of women on the Board of Managing Directors and a
deadline for meeting this target. At its meeting on May 10, 2017,
the Supervisory Board established that the Board of Managing
Directors of Schaeffler AG has to have at least one female member.
The deadline for meeting this target is June 30, 2022, and the
Board of Managing Directors has already met this target since
Corinna Schittenhelm was appointed to the Board of Managing
Directors on January 1, 2016.

Consistent with the group’s international stature and wide variety
of sectors, the Board of Managing Directors considers diversity
when making appointments to leadership positions. It aims to give
appropriate consideration to women and has set targets for the
proportion of women within Schaeffler AG at the two levels of
management immediately below the Board of Managing Directors
in accordance with sections 76 (4) and 111 (5) AktG. At its meeting
onjune 19, 2017, the Board of Managing Directors set targets for
the proportion of women of 8% at the first level of management
and of 12% at the second level of management immediately
below the Board of Managing Directors for the period ending
June 30, 2022.

In addition to considering the relevant technical qualifications,
the Supervisory Board also strives for diversity when making
appointments to the Board of Managing Directors, and adopted a
diversity scheme in accordance with section 289f (2) (6) HGB for
the Board of Managing Directors of Schaeffler AG at its meeting
on December 15, 2017. The diversity criteria selected were gender,
age, professional experience, and internationality:

e Gender: The Board of Managing Directors should have at least
one female member. This target was met in 2019. The company
strives to increase the number of female members on the
Board of Managing Directors beyond the established target in
the long term. The targets set by the Board of Managing Directors
for the two levels of management immediately below the
Board of Managing Directors should be met.

» Age: The Board of Managing Directors should have an appro-
priate age distribution. Along with several younger members,
this Board should also have members with a greater amount of
professional and life experience. The company aims for an
average age of all members of the Board of Managing Directors
of approximately 55 years. Members may serve on the Board
of Managing Directors until their 68th birthday. In making
appointments to the Board of Managing Directors, consideration
should be given to ensuring a balanced age distribution and
increased consideration given to younger executives. The targets
established were metin 2019.

Professional experience: The members of the Board of Managing
Directors should bring diverse professional experience to the
Board. Along with sufficient professional background in the
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fields of engineering and business, they should also have
additional professional experience, especially in fields relevant
to the Schaeffler Group’s future business, such as mecha-
tronics, electrical engineering, digitalization, and IT. In making
appointments to the Board of Managing Directors, consider-
ation should be given to the candidates’ education and training,
professional career, and their current responsibilities. The
targets established were met in 2019.

« Internationality: Sufficient international experience should be
represented on the Board of Managing Directors to appropri-
ately reflect the international nature of the Schaeffler Group’s
business. The members of the Board of Managing Directors
should have different nationalities. The objective should be
that all members of the Board of Managing Directors have
experience working abroad and/or are experienced in interna-
tional business. Having at least one member with a non-German
nationality, ideally from a market relevant to Schaeffler, on the
Board of Managing Directors in the long term is considered
desirable. To be appointed to the Board of Managing Directors,
a candidate must have international experience. At the first
and second level of management immediately below the Board
of Managing Directors, the majority of employees should have
experience working abroad and be experienced in international
business. All members of the Board of Managing Directors are
experienced in international business.

At the reporting date, no member of the Board of Managing
Directors held more than three positions on Supervisory Boards
of non-group public companies or similarly demanding positions
on supervisory bodies of non-group companies.

@ More on the members of the Board of Managing Directors, their areas
of responsibility, and any positions they hold on Supervisory Boards
of other companies on pp. 90 et seq.

Supervisory Board

The Supervisory Board is responsible for advising and moni-
toring the Board of Managing Directors in managing the company.
The Board of Managing Directors has to involve the Supervisory
Board in any decisions that are fundamental to the company.
Specifically, the Supervisory Board’s internal rules of procedure
set out which legal transactions and measures taken by the
Board of Managing Directors require approval by the Supervisory
Board or the executive committee. The Supervisory Board fulfills
its responsibilities in accordance with the requirements of the
law, the company’s articles of association, and the internal rules
of procedure. The internal rules of procedure of the Supervisory
Board govern the Board’s organization and activities.

The Supervisory Board appoints the members of the Board of
Managing Directors and sets their remuneration.

@ More on the remuneration of the Board of Managing Directors
on pp. 75 et seq.
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The Supervisory Board holds a minimum of two meetings during
each of the first and second six months of the calendar year

to discuss current issues and pass any resolutions required.
Additional meetings are held when and if the interests of the
company require. For reasons of effectiveness, resolutions are
at times passed in writing or by telephone.

Membership of the Supervisory Board

The Supervisory Board of Schaeffler AG, which is subject to
co-determination on the basis of parity, consists of 20 members.
Ten of these members are appointed by the annual general meeting,
and ten members are elected by the employees in accordance
with the requirements of the German Co-Determination Act.

Since Schaeffler AG is a publicly listed company subject to code-
termination based on parity, its Supervisory Board consists of at
least 30% female and at least 30% male members in accordance
with section 96 (2) AktG. Section 25 EGAktG stipulates that the
legal gender quota is effective for new elections held on or after
January 1, 2016; current positions can be held until the end of
their regular term.

The minimum target has to be met by the Supervisory Board as a
whole. If either the shareholder representatives or the employee
representatives object to such joint compliance by a simple
majority vote, notifying the Chairman of the Supervisory Board of
such objection before the election, the minimum target has to
be met separately by the shareholder representatives as well as
by the employee representatives. The employee representatives
unanimously objected to joint compliance with the gender quota
on December 10, 2015, and unanimously confirmed that decision
on September 30, 2019. The Supervisory Board currently has six
female members, with three women being employee representa-
tives and three women representing the shareholders. As a result,
the employee representatives and the shareholders’ side both
meet the legally required quota.

In accordance with item 5.4.1 of the German Corporate Governance
Code, the Supervisory Board has set the following concrete
targets for its membership, considering the company’s specific
situation and appropriately taking into account the company’s
international operations, any potential conflicts of interest, the
number of independent Supervisory Board members, and a set
limit on the length of time a member may serve on the Supervisory
Board, as well as diversity. The Supervisory Board has stated
the following objectives for its membership:

* Members should have the knowledge, skills, and technical
experience required to properly perform their duties and be
able to devote sufficient time to these duties.

* The Supervisory Board aims to maintain the current proportion
of members with an international background.

e Underthe assumption that all employee representatives on
the Supervisory Board can be considered independent, the
Supervisory Board aims to have a minimum of 15 independent

members (as defined in item 5.4.2 of the German Corporate
Governance Code).

¢ Members of the Supervisory Board should not serve on the
governing body of orin a consulting capacity to significant
competitors of the Schaeffler Group.

e The Supervisory Board should not include more than two
former members of the Board of Managing Directors.

e Members of the Supervisory Board should not normally serve
on the Board for more than three terms of office.

In addition to the objectives set out above, the Supervisory
Board developed a profile of expertise for the Board as a whole
at its meeting on December 15, 2017. According to this profile,
the Supervisory Board should collectively cover the following
areas of technical expertise. Having at least one member of the
Supervisory Board cover an area of expertise is considered
sufficient. The profile of expertise assumes that every member of
the Supervisory Board has the personal qualifications, integrity,
sufficient time, commitment, and discretion required to success-
fully carry out the responsibilities of a member of the Supervisory
Board.

¢ Sector knowledge: The Supervisory Board should have knowl-
edge of and experience with the automotive sector and with
the sectors in which the Industrial division operates.

Law/compliance: The Supervisory Board should have members
with basic knowledge of stock corporation and corporate law
and of the compliance field.

Finance: The Supervisory Board should be knowledgeable
about and experienced in finance, financial reporting,
auditing, risk management, and systems of internal controls.

Leadership: The Supervisory Board should have members
experienced in leadership. This includes experience in man-
aging and supervising companies.

Research and development: The Supervisory Board should
also be knowledgeable about and experienced in research and
development, preferably in future-oriented fields such as
E-Mobility and Digitalization.

The current Superviso