Statement of cash flows

In the case of obligations not covered by external assets, pay-
ments to beneficiaries are made directly by the Company and
therefore have an impact on cash flow from operating activities. If
the benefit obligations are backed by external assets, the pay-
ments are made from existing plan assets and have no effect on
the Company’s cash flow. Instead, any contributions made to the
external pension fund by the Company result in a cash outflow for
operating activities.

During the reporting year, pension benefits of €46.2 million
(2016: €41.8 million) were paid in connection with the main pen-
sion entitlements in the KION Group, of which €17.9 million
(2016: €13.9 million) was paid directly by the Company and
€28.3 million (2016: €27.9 million) was paid from plan assets.
Cash contributions to plan assets in 2017 amounted to €10.0 mil-
lion (2016: €6.6 million). Furthermore, pension benefit payments
totalling €0.3 million (2016: €0.1 million) were transferred to
external pension funds.

Income statement

In accordance with IAS 19, actuarial computations are performed
for benefit obligations in order to determine the amount to be
expensed in each period in accordance with fixed rules. The
expenses recognised in the income statement for pensions and
similar obligations consist of a number of components that must
be calculated and disclosed separately.
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The service cost is the new pension entitlement arising in the
financial year and is recognised in the income statement. It is cal-
culated as the present value of that proportion of the expected
defined benefit obligation when the pension is paid attributable to
the year under review on the basis of the maximum length of ser-
vice achievable by each employee.

Past service cost arises if there is a change to the pension
entitlement and it is recognised immediately in full.

The net interest expense/income, which is calculated by multi-
plying the net liability (present value of the defined benefit obligation
minus plan assets) or the net assets (if the plan assets exceed the
present value of the defined benefit obligation) at the start of the year
by the discount rate, is also recognised in the income statement.

The breakdown of the net cost of the defined benefit obliga-
tion (expenses less income) recognised in the income statement
for 2017 is shown in > TABLE 083.



Funded status and net defined benefit obligation TABLE 081
Germany UK USA Other Total
in € million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Present value of the
funded defined benefit obligation -564.5 -547.0 -428.9 -4485 -2026 -210.3 -86.6 -90.2 -1,282.6 -1,295.9
Fair value of plan assets 93.8 86.3 448.7 4557 165.0 167.0 78.4 81.4 785.9 790.4
Surplus (+)/ deficit (-) -470.7 -460.7 19.8 73 -37.6 -433 -8.1 -8.7 -496.7 -505.5
Present value of the
unfunded defined benefit obligation -436.9 -427.7 -0.0 -0.0 -7.3 -79 -376 -37.7 -481.8 -473.2
Net liability (-)/net asset (+)
as at 31/12/ -907.5 -888.3 19.8 73 -450 -51.2 -458 -46.4 -978.5 -978.7
Reported as
“retirement benefit obligation” -907.5 -888.3 -4.4 -50 -450 -512 -458 -46.4 -1,002.7 -991.0
Reported as “Other non-current assets” - - 24.2 12.3 - - - - 24.2 12.3

Overall, the funding ratio (ratio of plan assets to the present

value of the defined benefit obligation) in the KION Group was

44.5 per cent (2016: 44.7 per cent).

The changes in the retirement benefit obligations reported in

the statement of financial position are shown in > TABLE 082.

Changes in retirement benefit obligation TABLE 082
Germany UK USA Other Total

in € million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Balance as at 01/01/ 888.3 749.9 5.0 3.6 51.2 0.4 46.4 44.3 991.0 798.0
Group changes 0.5 38.3 - - - 58.8 - 2.0 0.5 99.1
Exchange differences - - -0.2 -0.6 -6.3 2.5 -0.8 0.1 -7.3 2.1
Total service cost 35.5 30.4 0.0 0.0 0.1 0.1 3.9 3.8 39.5 34.3
Net interest expense 16.5 17.4 0.1 0.1 2.1 0.4 0.6 0.8 19.3 18.7
Pension benefits directly paid by

company -156.6 -12.8 - - -0.4 - -1.9 -11 -17.9 -138.9
Employer contributions to plan assets -0.9 -0.9 -0.3 -0.3 -39 -0.0 -1.3 -1.3 -6.4 -25
Liability transfer out to third parties -04 -0.2 - - - - 0.1 - -0.3 -0.2
Remeasurements -16.4 66.2 -0.3 2.2 24 -11.0 -1.3 -21 -156 556.3
Balance as at 31/12/ 907.5 888.3 4.4 5.0 45.0 51.2 45.8 46.4 1,002.7 991.0
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Changes in plan assets TABLE 080
Germany UK USA Other Total
in € million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Fair value of plan assets as at 01/01/ 86.3 79.8 4557 467.2 167.0 - 81.4 794 7904 626.4
Group changes - - - - - 156.0 - - - 156.0
Exchange differences - - -179 -6567 -21.9 8.3 -3.9 0.6 -43.6 -56.7
Interest income on plan assets 1.6 1.9 11.1 15.5 5.6 1.0 0.8 1.1 19.1 19.5
Employee contributions 3.5 2.9 - - - - 1.0 1.0 4.5 4.0
Employer contributions 0.9 0.9 3.9 4.3 3.9 0.0 1.3 1.3 10.0 6.6
Pension benefits paid by funds -1.2 -23 -16.6 -185 7.7 -1.2 -2.7 -59 -283 -27.9
Liability transfer out to third parties -0.1 -0.1 - - - - - - -0.1 -0.1
Remeasurements 2.9 3.1 12.4 52.8 18.0 2.9 0.6 4.0 33.9 62.8
Fair value of plan assets as at 31/12/ 93.8 86.3 448.7 455.7 165.0 167.0 78.4 814 7859 790.4

The payments expected for 2018 amount to €26.1 million (2017:

€28.5 million), which includes expected employer contributions of

€6.8 million to plan assets (2017: €10.1 million) and expected

direct payments of pension benefits amounting to €19.3 million

(2017: €18.4 million) that are not covered by corresponding reim-

bursements from plan assets. The expected employer contributions

for 2018 include payments of €5.1 million for one plan in the US.

KION GROUP AG | Annual Report 2017

The reconciliation of funded status and net defined benefit

obligation to the amounts reported in the consolidated statement

of financial position as at 31 December is shown in > TABLE 081.



Statement of financial position

The change in the present value of the defined benefit obligation
(DBO) is shown in > TABLE 079.

The DBO in the other countries was predominantly attributable
to subsidiaries in Switzerland (2017: €50.2 million; 2016: €53.7 mil-
lion) and the Netherlands (2017: €35.7 million; 2016: €36.2 million).

The change in the fair value of plan assets is shown in
> TABLE 080.

Employees in Germany paid a total of €3.5 million (2016:
€2.9 million) into the KION pension plan in 2017.

In 2017, employer contributions in the United Kingdom,
which amounted to €3.9 million, included one-off payments of
€3.6 million (2016: €4.2 million) into pension funds on the basis
of contractual agreements. In Germany, one-off payments of
€0.5 million (2016: €0.4 million) were also made to a German CTA
for the other members of the KION GROUP AG Executive Board.

Changes in defined benefit obligation TABLE 079
Germany UK USA Other Total
in € million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Present value of defined benefit
obligation as at 01/01/ 974.7 829.7 4485 440.5 218.1 04 1278 123.6 1,769.1 1,394.2
Group changes 0.5 38.3 - - - 2148 - 2.0 0.5 255.1
Exchange differences - - 174 -627 -282 10.9 -4.6 0.7 -50.2 -51.1
Current service cost 35.5 30.4 1.0 0.9 0.1 0.1 4.0 3.9 40.6 35.3
Past service cost (+) and income (-) - - - - - - -0.1 -0.1 -0.1 -0.1
Interest expense 18.0 194 10.9 14.5 7.7 1.3 1.4 1.9 38.1 37.1
Employee contributions 3.5 2.9 - - - - 1.0 1.0 4.5 4.0
Pension benefits directly paid by
company -156 -12.8 - - -0.4 - -19 -1.1 -17.9 -13.9
Pension benefits paid by funds -1.2 -23 -166 -18.5 -7.7 -1.2 -2.7 -59 -283 -27.9
Liability transfer out to third parties -0.5 -0.2 - - - - 0.1 - -0.4 -0.2
Actuarial gains () and losses (+)
arising from
changes in demographic assumptions - - -0.4 - 5.0 - -0.0 -0.7 4.6 -0.7
changes in financial assumptions -11.8 80.4 2.8 83.3 14.2 -8.1 -0.7 5.2 4.5 160.7
experience adjustments -1.7 =111 0.1 -9.5 1.2 -0.0 0.0 -2.6 -0.5 -23.2
Present value of defined benefit
obligation as at 31/12/ 1,001.4 9747 4289 4485 210.0 2181 1242 127.8 1,764.4 1,769.1
thereof unfunded 436.9  427.7 0.0 0.0 7.3 7.9 37.6 37.7  481.8 472.6
thereof funded 564.5 547.0 428.9 448.5 202.6 210.3 86.6 90.2 1,282.6 1,296.5
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Assumptions underlying pensions expenses TABLE 078
Germany UK USA Other

2017 2016 2017 2016 2017 2016 2017 2016

Discount rate 1.90% 2.35% 2.55% 3.75% 4.05% 3.80% 1.35% 1.61%

Salary increase rate 2.75% 2.75% 4.12% 4.25% - - 2.51% 2.50%

Pension increase rate 1.75% 1.75% 3.47% 3.13% - - 0.28% 0.42%

an asset for an excess of plan assets is only permitted if the com-

pany concerned, in its function as the employer, gains economic
benefits in the form of reductions in future contributions to the plan
or in the form of refunds from the plan. If the present value of the
defined benefit obligation is not covered by the plan assets, the net

obligation is reported under the retirement benefit obligation.

In two defined benefit plans in the United Kingdom, plan
assets exceed the present value of the defined benefit obligation.
Stipulations limiting the asset to be recognised in the statement of

financial position do not apply.

KION GROUP AG | Annual Report 2017



Assumptions underlying provisions for pensions and other postemployment benefits TABLE 077
Germany UK USA Other

2017 2016 2017 2016 2017 2016 2017 2016

Discount rate 1.95% 1.90% 2.35% 2.55% 3.60% 4.05% 1.41% 1.35%

Salary increase rate 2.75% 2.75% 4.12% 4.12% - - 1.49% 2.51%

Pension increase rate 1.75% 1.75% 3.37% 3.47% - - 0.27% 0.28%

The assumed discount rate is determined on the basis of the yield
as at the reporting date on AA-rated, fixed-interest senior corpo-
rate bonds with maturities that match the expected maturities of
the pension obligations. Pension obligations in foreign companies
are calculated on a comparable basis taking into account any
country-specific requirements.

Future increases in salaries are estimated on an annual basis
taking into account factors such as inflation and the overall eco-
nomic situation.

The biometric mortality rates used in the calculation are
based on published country-specific statistics and empirical
values. Since 31 December 2009, the modified Heubeck 2005 G
mortality tables have been used in Germany as the biometric
basis; the modified tables include a somewhat higher life expec-
tancy for males than the unmodified tables. The SINA CMI 2013
tables (standard mortality tables for self-administered pension
schemes (‘SAPS’) based on normal health) with a long-term trend
of 1.25 per cent p.a. are applied to the two defined benefit plans
in the United Kingdom. In the US, calculations use the modified
RP-2014 mortality tables with the generational projection from
the Mortality Improvement Scale MP-2016.

The actuarial assumptions not listed in > TABLE 077, such as
employee turnover, invalidity, etc., are determined in accordance
with recognised forecasts in each country, taking into account
the circumstances and forecasts in the companies concerned.

The significant weighted-average assumptions shown in
> TABLE 078 were applied to the calculation of the net interest
cost and the cost of benefits earned in the current year (current
service cost).

Differences between the forecast and actual change in the
defined benefit obligation and changes in related assets (known
as remeasurements) are recognised immediately in other com-
prehensive income (loss) in accordance with IAS 19. This serves
to ensure that the pension liability in the statement of financial
position is the present value of the defined benefit obligation.

In the case of externally funded pension plans, this present
value of the defined benefit obligation is reduced by the fair value
of the assets of the external pension fund (plan assets). If the plan
assets exceed the present value of the defined benefit obligation
(net assets), a corresponding asset is recognised in accordance
with IAS 19. IAS 19.64 in conjunction with the supplementary
explanatory information in IFRIC 14 states that the recognition of
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which oversees the running of the plan as well as its funded status
and the investment strategy. The members of the board of
trustees comprise people appointed by the company involved
and selected plan beneficiaries.

Under UK law, the board of trustees is obliged to have a val-
uation of the plan carried out at least every three years. In con-
nection with the valuation of the pension plans for the employees
of the KION Group’s UK companies as at 1 January 2015, the
Company and the trustees of the pension funds agreed in
March 2016 on certain assumptions relevant to the valuation,
according to which the deficit for the two pension plans amounted
to €111 million as at 1 January 2015. On this basis, the
KION Group agreed with the trustees that it would pay approxi-
mately the equivalent of €3.6 million in 2017 in order to reduce the
deficit. The trustees and the Company are currently assessing the
valuation of the pension plans as at 1 January 2018.

In addition, collateral in rem in the form of charges on the real
estate of Group companies in the UK and flexible collateral in
respect of the rental fleets of UK dealers within a maximum over-
all limit of approximately €20.3 million were extended for the
benefit of the pension funds. The term of this collateral is limited
to four years (1 July 2021), and the overall limit will not be reduced
by payments made by the KION Group. The likelihood of the
guarantee being used is deemed low in view of the position of the
individual companies with regard to their current and future
financial and earnings situations.

United States

Following the acquisition of Dematic, the KION Group maintains
three main defined benefit pension plans in the US. The defined
benefits include not only a life-long retirement pension but also
surviving dependants’ benefits.

Unionised employees receive pension entitlements on the
basis of fixed amounts for each month of service. Salaried employ-
ees receive benefits that generally depend on their period of ser-
vice and on their average final salary fixed on the date the plan
concerned was frozen. These defined benefit plans have been
frozen for some time now in relation to future periods of service.

Two of the plans are subject to statutory minimum funding
provisions that specify a certain coverage ratio and provide for
annual payments amounting to approximately the equivalent of
€5.3 million to maintain the required ratio.
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Other countries

Furthermore, significant asset volumes are invested in external
pension funds with restricted access in Switzerland and the
Netherlands. Decisions on additions to plan assets take into
account the change in plan assets and pension obligations. They
also take into account the statutory minimum coverage require-
ments and the amounts deductible under local tax rules.

Measurement assumptions

In accordance with IAS 19 ‘Employee Benefits’, pension provi-
sions are recognised to cover obligations arising from the current
and future pension entitlements of active and (after the vesting
period has expired) former employees of the KION Group and
their surviving dependants. The discount rate used to calculate
the defined benefit obligation at each reporting date is deter-
mined on the basis of current capital market data and long-term
assumptions about future salary and pension increases in
accordance with the best estimate principle. These assumptions
vary depending on the economic conditions affecting the cur-
rency in which benefit obligations are denominated and in which
fund assets are invested, as well as capital market expectations.
Benefit obligations are calculated on the basis of current
biometric probabilities as determined in accordance with actuarial
principles. The calculations also include assumptions about future
employee turnover based on employee age and years of service
and about the probability of retirement. The defined benefit obli-
gation is calculated on the basis of the significant weighted-aver-
age assumptions as at the reporting date shown in > TABLE 077.



(81 December 2016: 92.8 per cent) — are in Germany, the United
Kingdom and the US.

Germany

In Germany, the pension benefits granted under the 2001 pen-
sion benefit conditions and 2002 pension benefit conditions
depend on employees’ length of service and gross annual
remuneration (pension component entitlement). The pension
component is calculated by multiplying a certain percentage by
an age-dependent annuitisation factor. The contribution rate is
3.4 per cent (2001 pension benefit conditions) or 2.0 per cent
(2002 pension benefit conditions) of the gross remuneration that
an employee earns in the computation period. Employees receive
the pension entitlement that they have earned in the form of a
monthly retirement pension or invalidity benefit or, in the event of
their death, the entitlement is paid to their surviving dependants
in the form of a widow’s/widower’s pension or orphans’ pension.
Members of the Executive Board and other executives are pre-
dominantly covered by individual pension plans. For details of the
pension entitlements of KION GROUP AG Executive Board mem-
bers, please refer to the information in note [45]. The amount of
the benefits paid to executives depends on the type of entitle-
ment. Under the ‘old’ individual pension plans, executives were
entitled to a certain percentage of income as their pension bene-
fit. By contrast, the employer-funded entitlement under the ‘new’
individual pension plans consists of two components: a fixed
basic pension and a variable top-up pension through which
annual components are earned within a defined contribution sys-
tem. Both components depend on the seniority of the executive.
The existing employer-funded company pension schemes for
employees covered by collective pay agreements and those not
subject to such agreements (2001 pension benefit conditions,
2002 pension benefit conditions, KION pension plan) was closed
to new entrants with effect from 1 January 2018. From this date,
the 2018 pension benefit conditions apply to new entrants at par-
ticipating companies.

On 1 January 2018, the KION pension plan was replaced by
the 2018 KION pension plan for all employees covered by collec-
tive pay agreements and those not subject to such agreements at
participating companies. The new pension plans are also
designed as defined contribution plans. The contributions are

invested on the capital markets and, at the same time, entitlement
to a guaranteed pension benefit is granted.

In addition, employees in Germany are able to pay part of
their salary into a company pension plan, for which KION pro-
vides a defined minimum rate of return to enable employees to
build up their personal pension provision. The pension benefits
consist of retirement, invalidity and surviving dependants’ bene-
fits. Each contribution made is converted into a capital compo-
nent on the basis of a guaranteed minimum rate of return of
3.0 per cent and depending on the age of the employee. The cap-
ital components acquired each calendar year are added up to
give the pension capital. When an insured event occurs, the pen-
sion capital is converted into an ongoing life-long pension or a
one-off capital payment.

In Germany, the KION Group also helps employees to build
up their own pension provision with an additional matching con-
tribution for those employees who pay part of their salary into
the KION pension plan. The additional matching contribution
received by executives is 50.0 per cent of the amount they defer
in a calendar year, although the absolute amount of this contri-
bution is limited to a certain percentage of income (ranging from
2.5 per cent to a maximum of 5.0 per cent). All other employees
who participate in the company pension scheme receive up to
0.4 per cent of their gross remuneration.

Some of the KION Group’s pension obligations in Germany
are financed by way of contractual trust arrangements (CTAs),
which qualify as plan assets within the meaning of IAS 19. The
trustees are required to follow a defined investment strategy and
guidelines. There are no statutory minimum funding require-
ments. In the event of the Company’s insolvency, the company
pension scheme in Germany is to a large extent protected by law
by the insolvency protection scheme (Pensions-Sicherungs-
Verein Versicherungsverein auf Gegenseitigkeit, PSVaG).

United Kingdom
In the United Kingdom, defined benefit pension obligations pre-
dominantly relate to two plans. The defined benefits include not
only a life-long retirement pension but also surviving dependants’
benefits. The amount of the pension depends on employees’
length of service and final salary.

The two plans were closed to new employees more than ten
years ago. Each plan is monitored by its own board of trustees,
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Accumulated other comprehensive income (loss)

The breakdown of accumulated other comprehensive income
(loss) is shown in > TABLE 044.

The currency translation adjustment contains the exchange
differences arising from the financial statements prepared in a for-
eign currency of foreign subsidiaries, associates and joint ventures.

The gains/losses on the defined benefit obligation are the
result of remeasuring defined benefit pension obligations (see
also note [29]).

The gains/losses on hedge reserves are the effective portion
of the changes in the fair value of the hedging instruments for
cash flow hedges and net investment hedges. The gains/losses
on available-for-sale financial instruments relate to the remeasure-
ment of the equity investment in Balyo SA at fair value.

The gains/losses from equity-accounted investments contain
the share of other comprehensive income (loss) from associates
and joint ventures accounted for under the equity method.

Non-controlling interests

Non-controlling interests in companies in the KION Group
amounted to €4.4 million (31 December 2016: €5.7 million).

[29] RETIREMENT BENEFIT
OBLIGATION

The retirement benefit obligation is recognised for obligations
to provide current and future post-employment benefits. Post-
employment benefit plans are classified as either defined benefit
plans or defined contribution plans, depending on the substance
of the plan as derived from its principal terms and conditions.
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Defined contribution plans

In the case of defined contribution pension plans, the Group pays
contributions to government or private pension insurance pro-
viders based on statutory or contractual provisions, or on a vol-
untary basis. The Group does not enter into any obligations above
and beyond the payment of contributions to an external pension
fund. The amount of future pension benefits is based solely on
the amount of the contributions paid by the employer (and in
some cases the beneficiaries themselves) to the external pension
fund, including income from the investment of these contribu-
tions. The total expense arising from defined contribution plans
amounted to €92.9 million in 2017 (2016: €84.5 million). Of this
total, contributions paid by employers into government-run
schemes came to €72.8 million (2016: €75.0 million). The defined
contribution plan expense is reported within the functional costs.

Defined benefit plans

In the case of defined benefit plans, the beneficiaries are granted
a specific benefit by the Group or an external pension fund. Due
to future salary increases, the benefit entitlement at the retirement
age of the beneficiary is likely to be higher than the amount
granted as at the reporting date. Pensions are often adjusted
after an employee reaches retirement age. The amount of the
Group’s obligation, which is defined as the actuarial present value
of the obligation to provide the level of benefits currently earned
by each beneficiary, is expressed as the present value of the
defined benefit obligation (DBO) including adjustments for future
salary and pension increases.

The KION Group currently grants pensions to almost all
employees in Germany and a number of foreign employees.
These pensions consist of fixed benefit entitlements and are
therefore reported as defined benefit plans in accordance with
IFRS. As at 31 December 2017, the KION Group had set up
defined benefit plans in 13 countries. For all of the significant
defined benefit plans within the Group, the benefits granted to
employees are determined on the basis of their individual income,
i.e. either directly or by way of intermediate benefit arrangements.
The largest of the KION Group’s defined benefit plans — together
accounting for 93.0 per cent of the global defined benefit obligation



[28] EQUITY

Subscribed capital and capital reserves

As at 31 December 2017, the Company’s share capital amounted
to €118.1 million (31 December 2016: €108.8 million) and was fully
paid up. It was divided into 118.1 million no-par-value shares
(81 December 2016: 108.8 million).

The Annual General Meeting on 11 May 2017 voted to create
new authorised capital that will enable the KION Group to con-
tinue to meet its funding needs quickly and flexibly. Subject to the
consent of the Supervisory Board, the Executive Board is author-
ised until 10 May 2022 to increase the Company’s share capital
by up to €10.879 million by way of an issue of up to 10,879,000
new no-par-value bearer shares (2017 Authorised Capital).

With the consent of the Supervisory Board, the Executive
Board of KION GROUP AG decided on 22 May 2017 to utilise the
authorised capital created by the 2017 Annual General Meeting.
The purpose of the capital increase was to partly refinance the
bridge loan taken out for the acquisition of Dematic. The Company’s
share capital was increased by 8.55 per cent in return for cash
contributions; shareholders’ pre-emption rights were disapplied.
The share capital was increased by issuing 9.3 million new
no-par-value bearer shares. The gross proceeds from the capital
increase came to €602.9 million. An amount of €593.6 million was
paid into the capital reserves. The capital increase was entered in
the commercial register on 23 May 2017.

The costs associated with the capital increase amounting to
€3.0 million (net) were recognised directly in equity.

The total number of shares outstanding as at 31 December
2017 was 117,929,171 no-par-value shares (31 December 2016:
108,625,514 no-par-value shares). Between 10 October 2017 and
30 October 2017, a further 60,000 treasury shares were repur-
chased via the stock exchange at an average price of €72.15 in
order to provide the shares for employees’ own investments and
the free shares under the KEEP 2017 employee share option pro-
gramme. The total cost was €4.3 million. Due to the issue of
27,363 bonus shares under KEEP 2014 and 36,294 no-par-value
shares (2016: 45,564 no-par-value shares) under KEEP 2017,
KION GROUP AG held 160,829 treasury shares at the reporting

date (31 December 2016: 164,486). These treasury shares are not
dividend-bearing and do not confer any voting rights. Further
details on the KEEP employee share option programme can be
found in note [44].

As at 31 December 2017, KION Group employees held
options on a total of 50,166 no-par-value shares (31 Decem-
ber 2016: 67,106 no-par-value shares). The share options granted
under the employee share option programme are not divi-
dend-bearing and do not confer any voting rights.

Retained earnings

The changes in retained earnings are shown in the consolidated
statement of changes in equity in > TABLE 044. The retained earnings
comprise the net income (loss) for the financial year and past con-
tributions to earnings by the consolidated entities, provided they
have not been distributed.

The distribution of a dividend of €0.80 per share (2016: €0.77
per share) to the shareholders of KION GROUP AG resulted in an
outflow of funds of €86.9 million in May 2017 (2016: €76.0 million).

Appropriation of profit

The Executive Board and the Supervisory Board propose to the
Annual General Meeting to be held on 9 May 2018 that an amount
of €116.7 million be appropriated from the distributable profit of
KION GROUP AG for the 2017 financial year of €168.1 million for
the payment of a dividend of €0.99 per dividend-bearing share. It
is also proposed that a further sum of €51.2 million be transferred
to other revenue reserves and that €0.1 million be carried forward
to the next accounting period. If the net income is adjusted for
remeasurement of deferred tax assets and liabilities in connection
with the lowering of the corporate income tax rate in the United
States, this equates to a dividend payout rate of around
35 per cent of the net income accruing to the shareholders of the
KION Group.
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Construction contracts TABLE 075
in € million 2017 2016
Contract costs incurred and
recognised profits (less recognised losses) 2,300.1 2,247.8
less progress billings -2,469.4 -2,445.4
Total -169.3 -197.6
thereof gross amount due from customers for contract work 94.7 103.1
thereof gross amount due to customers for contract work -264.0 -300.7

Construction contracts with a net credit balance due from cus-
tomers are included in trade receivables. Construction con-
tracts with a net debit balance due to customers are reported
under other current liabilities (see note [35]). Advances received
in respect of construction contracts for which no work had yet
been carried out amounted to €19.2 million as at 31 Decem-
ber 2017 (31 December 2016: €28.3 million). Customer reten-
tions relating to construction contracts came to €0.3 million
(81 December 2016: €0.6 million).

[27] CASH AND CASH EQUIVALENTS

The change in cash and cash equivalents is shown in the consol-
idated statement of cash flows. For more detailed information,
please also refer to note [37]. > TABLE 076

Cash and cash equivalents TABLE 076
in € million 2017 2016
Balances with banks, cash and cheques 172.8 276.0
Pledged cash 0.4 3.5
Total cash and cash equivalents 173.2 279.6
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[25] INVENTORIES [26] TRADE RECEIVABLES

The reported inventories break down as follows: > TABLE 073 The trade receivables break down as follows: > TABLE 074

The year-on-year expansion in inventories was largely attributable Valuation allowances of €51.1 million (31 December 2016:

to increases in materials and supplies (17.2 per cent), work in pro- €40.4 million) were recognised for trade receivables.

gress (3.5 per cent) and finished goods (15.8 per cent). In 2017,

The breakdown of construction contracts that had not been

write-downs of €18.0 million were recognised on inventories completed by the reporting date is presented in > TABLE 075.

(2016: €17.8 million). Reversals of write-downs had to be recog-
nised in the amount of €7.5 million (2016: €3.2 million) because
the reasons for the write-downs no longer existed.

Inventories TABLE 073
in € million 2017 2016
Materials and supplies 185.2 158.0
Work in progress 109.0 105.3
Finished goods and merchandise 459.0 396.5
Advances paid 15.4 12.6
Total inventories 768.6 672.4
Trade receivables TABLE 074
in € million 2017 2016
Receivables from third parties 958.5 863.6

thereof receivables from third parties before valuation allowances 1,009.6 904.0

thereof valuation allowances for overdue receivables >90 days <180 days -10.0 -4.8

thereof valuation allowances for overdue receivables > 180 days -25.8 -24.7

thereof other valuation allowances for receivables -156.3 -11.0
Trade receivables from non-consolidated subsidiaries 13.2 13.2
Trade receivables from equity-accounted investments and other investments 27.7 19.1
Construction contracts with a net credit balance due from customers 94.7 103.1
Total trade receivables 1,094.1 998.9
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Pension assets relate to asset surpluses from two defined benefit

[24] OTHER ASSETS

plans in the United Kingdom (31 December 2016: two), in which

plan assets exceed the present value of the defined benefit
obligation (see note [29]).

Other assets of €108.5 million (31 December 2016: €98.5 million)

comprise the following: > TABLE 072

Other assets TABLE 072
in € million 2017 2016
Pension assets 24.2 12.3
Other non-current assets 24.2 12.3
Deferred charges and prepaid expenses 40.2 49.5
Sundry tax receivables 44.0 36.6
Other current assets 84.3 86.2
Total other assets 108.5 98.5
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[23] OTHER FINANCIAL ASSETS

The breakdown of other financial assets of €176.1 million
(81 December 2016: €129.4 million) is shown in > TABLE 071.

The non-consolidated subsidiaries and other equity investments
include the equity investment in Balyo SA in an amount of
€11.7 million (31 December 2016: €2.7 million), which is measured

at fair value due to Balyo’s IPO in 2017.

Other financial assets TABLE 071
in € million 2017 2016
Investments in non-consolidated subsidiaries and other investments 36.0 22.2
Loans receivable 2.2 4.6
Other financial investments 18.9 20.7
Other non-current financial assets 571 47.5
Derivative financial instruments 30.0 10.3
Financial receivables 30.3 21.3
Sundry other financial assets 58.7 50.3
Other current financial assets 119.0 82.0
Total other financial assets 176.1 129.4
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[22] LEASE RECEIVABLES

In the case of leases under which KION Group entities lease
assets directly to customers as part of the Group’s financial
services activities, the Group’s net investment in the lease is

reported as a lease receivable.
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The amounts recognised as lease receivables are based on
the following data: > TABLE 070

Gross investments include minimum lease payments from
non-cancellable sub-leases amounting to €715.2 million
(31 December 2016: €648.4 million).

Lease receivables include unguaranteed residual values of
€107.3 million (31 December 2016: €87.6 million).

Lease receivables TABLE 070
in € million 2017 2016
Gross investments 962.2 807.9
due within one year 262.5 225.6
due in one to five years 655.6 552.0
due in more than five years 441 30.2
Present value of outstanding minimum lease payments 875.8 731.5
due within one year 228.0 200.3
due in one to five years 605.3 503.3
due in more than five years 42.4 27.9
Unrealised financial income 86.5 76.3
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[21] EQUITY-ACCOUNTED INVEST-

MENTS

The KION Group reported equity-accounted investments with a
total carrying amount of €80.3 million as at 31 December 2017 (31

December 2016: €72.7 million).

The carrying amount of the equity-accounted investments
mainly resulted from the shares (10.0 per cent) in Linde Hydraulics
GmbH & Co. KG, Aschaffenburg (‘Linde Hydraulics’), the shares
(45.0 per cent) in Linde Leasing GmbH, Wiesbaden, and the
shares (50.0 per cent) in JULI Motorenwerk s.r.o, Moravany,
Czech Republic. The associates and joint ventures can be seen in
the list of shareholdings (see note [47]). Their financial information
is summarised below. > TABLES 068-069

Summarised financial information associates TABLE 068
in € million 2017 2016
Total carrying amount 43.8 42.5
Profit (+)/loss (-) from continuing operations 5.2 0.2
Other comprehensive income -0.7 0.3
Total comprehensive income 4.5 0.5
Summarised financial information joint ventures TABLE 069
in € million 2017 2016
Total carrying amount 36.4 30.1
Profit (+)/loss (-) from continuing operations 8.5 6.3
Other comprehensive income 1.3 0.1
Total comprehensive income 9.7 6.4

The amounts in the tables are based on the share held by the

KION Group in the relevant associate or joint venture.
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[20] OTHER PROPERTY, PLANT AND

EQUIPMENT

Land and buildings in the amount of €18.3 million (31 Decem-
ber 2016: €18.3 million) were largely pledged as collateral for
accrued retirement benefits under partial retirement agreements.

Plant & machinery and office furniture & equipment include
assets from procurement leases (finance leases) amounting to

The changes in the carrying amounts of other property, plant and €27.6 million (31 December 2016: €17.2 million). Depreciation on

equipment are shown in > TABLE 067.

these assets came to €9.9 million in 2017 (2016: €5.6 million). The
corresponding liabilities are reported as other financial liabilities.

Other property, plant and equipment TABLE 067
Plant, machinery, Advances paid
and office furniture and assets under
in € million Land and buildings and equipment construction Total
Balance as at 01/01/2016 305.7 1741 29.0 508.8
Group changes 69.1 80.9 10.7 160.7
Currency translation adjustments -2.2 -0.3 -0.1 -2.6
Additions 10.0 59.7 24.8 94.5
Disposals -0.3 -3.9 -2.3 -6.5
Depreciation -13.9 -62.3 - -76.2
Reclassification 5.8 18.7 -24.9 -04
Balance as at 31/12/2016 374.2 266.8 37.3 678.3
Gross carrying amount as at 31/12/2016 727.9 1,059.6 37.3 1,824.7
Accumulated depreciation -353.7 -792.8 - -1,146.4
Balance as at 01/01/2017 374.2 266.8 37.3 678.3
Group changes 14 2.0 0.3 3.7
Currency translation adjustments -12.2 -10.0 -1.1 -23.3
Additions 9.7 90.2 37.2 137.0
Disposals -15 -2.8 -6.0 -10.3
Depreciation -18.3 -84.2 - -102.4
Impairment -0.5 -5.8 - -6.2
Reclassification 3.0 18.0 -20.9 0.1
Balance as at 31/12/2017 355.9 274.3 46.7 676.9
Gross carrying amount as at 31/12/2017 714.6 1,091.5 46.7 1,852.8
Accumulated depreciation -358.7 -817.2 - -1,175.9
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[19] RENTAL ASSETS

The changes in rental assets in 2017 and 2016 were as follows:
> TABLE 065

Rental assets TABLE 065
in € million 2017 2016
Balance as at 01/01/ 575.3 544.0
Group changes 0.5 6.1
Currency translation adjustments -9.8 -29
Additions 347.2 286.1
Disposals -77.0 -91.8
Depreciation -185.2 -169.1
Reclassification 0.4 2.8
Balance as at 31/12/ 651.4 575.3
Gross carrying amount as at 31/12/ 1,114.7 990.0
Accumulated depreciation -463.3 -414.6

Rental assets are allocated solely to the Industrial Trucks & Services
segment. The breakdown of rental assets by contract type is
shown in the following table: > TABLE 066

The rental assets item comprises assets resulting from short-term
rentals (‘operating leases as lessor’) and assets in relation to
which significant risks and rewards remain with the KION Group
although they were sold (‘sale with risk’).

Rental assets broken down by contract types TABLE 066
Operating leases as lessor Sale with risk Total

in € million 2017 2016 2017 2016 2017 2016

Industrial trucks 586.3 514.4 63.2 57.9 649.5 572.3

Truck equipment 1.9 3.0 0.0 0.0 1.9 3.0

Total rental assets 588.2 517.4 63.2 57.9 651.4 575.3
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[18] LEASED ASSETS

The changes in leased assets in 2017 and 2016 were as follows:
> TABLE 063

Leased assets are attributable to the Industrial Trucks & Services
segment and relate to industrial trucks in the amount of €522.3 mil-
lion (31 December 2016: €429.7 million) that are leased to external
customers under operating leases.
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Leased assets include assets leased over the long term with
a residual value of €420.8 million (31 December 2016: €367.5 mil-
lion) that are funded by means of sale and leaseback transactions
with leasing companies and leased assets with a residual value of
€101.5 million (31 December 2016: €62.2 million) that are funded

internally or by means of bank loans.

Leased assets resulted in non-cancellable minimum lease

payments under operating leases with customers amounting to

€514.3 million (31 December 2016: €402.7 million).

The following table shows the maturity structure of these

future payments: > TABLE 064

Leased assets TABLE 063
in € million 2017 2016
Balance as at 01/01/ 429.7 334.4
Group changes 0.5 7.4
Currency translation adjustments -2.2 -2.8
Additions 327.9 290.3
Disposals -116.7 -103.0
Depreciation -116.4 -94.2
Reclassification -0.5 -24
Balance as at 31/12/ 522.3 429.7
Gross carrying amount as at 31/12/ 897.2 747.3
Accumulated depreciation -374.9 -317.6
Minimum lease payments TABLE 064
in € million 2017 2016
Cash receipts from future minimum lease payments 514.3 402.7

due within one year 185.2 144.7

due in one to five years 317.3 248.5

due in more than five years 11.8 9.6
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Intangible assets TABLE 062
Technology & Sundry

in € million Gooduwill Brand names development intangible assets Total
Balance as at 01/01/2016 1,548.1 604.1 1941 106.2 2,452.5
Group changes 1,961.8 353.5 519.1 824.3 3,658.7
Currency translation adjustments 63.0 -3.0 17.0 30.0 1071
Additions - - 50.6 22.1 72.6
Disposals - - -0.0 -0.1 -0.1
Amortisation - -0.3 -57.0 -57.9 -115.2
Balance as at 31/12/2016 3,672.9 954.3 723.7 924.6 6,175.6
Gross carrying amount as at

31/12/2016 3,5672.9 956.2 933.1 1,154.7 6,616.8
Accumulated amortisation - -1.9 -209.3 -230.0 -441.2
Balance as at 01/01/2017 3,572.9 954.3 723.7 924.6 6,175.6
Group changes 9.5 - - 0.1 9.6
Currency translation adjustments -199.8 -0.9 -59.8 -86.0 -346.5
Additions - - 75.4 24.8 100.2
Disposals 0.0 - - 3.7 3.7
Amortisation - -0.2 -69.0 -148.2 -217.5
Impairment - -8.6 - - -8.6
Balance as at 31/12/2017 3,382.5 944.6 670.3 719.0 5,716.4
Gross carrying amount as at

31/12/2017 3,382.5 955.2 917.2 1,049.5 6,304.3
Accumulated amortisation -0.0 -10.6 —246.9 -330.5 -587.9

The total carrying amount for technology and development assets
as at 31 December 2017 was €670.3 million (31 December 2016:
€723.7 million). Development costs of €75.4 million were capital-
ised in the reporting year (2016: €50.6 million). Research and

development costs totalling €137.0 million (2016: €96.5 million)

were expensed. Furthermore,

amortisation expenses of

€69.0 million were recognised (31 December 2016: €57.0 million);

these expenses are reported under cost of sales.

software and customer relationships.

Other intangible assets relate in particular to licences, patents,

The change to the basis of consolidation in 2016 had been
due almost entirely to the acquisition of the Dematic Group.
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[17] GOODWILL AND OTHER
INTANGIBLE ASSETS

Goodwill is broken down by segment as follows: > TABLE 061

Goodwill broken down by segment TABLE 061
in € million 2017 2016
Industrial Trucks & Services 1,511.0 1,504.9
LMH EMEA 817.7 813.4
STILL EMEA 549.7 546.5
KION Americas 23.5 23.5
KION Asia Pacific 120.1 121.6
Supply Chain Solutions 1,871.5 2,068.0
Dematic 1,871.5 2,068.0
Total goodwill 3,382.5 3,672.9

The change in goodwill in 2017 mainly resulted from currency
effects. There was also an impact from the acquisitions of
Eisengiesserei Dinklage GmbH and Nordtruck AB, from which
goodwill totalling €9.5 million arose. In 2016, the change in good-
will was mainly due to the acquisition of Dematic and other busi-
nesses, from which goodwill totalling €1,949.1 million arose.

The Group intends to retain and further strengthen the Linde,
STILL, OM STILL and KION brand names on a long-term basis.
Brand names worth €466.2 million are assigned to the LMH
EMEA CGU (31 December 2016: €466.3 million) and brand
names worth €114.8 million to the STILL EMEA CGU (31 Decem-
ber 2016: €115.0 million). These assets are not amortised as they
have an indefinite useful life. As at 31 December 2017, the brand
names allocated to the KION APAC CGU had a residual value of
€7.8 million (31 December 2016: €8.3 million) and had an indefi-
nite useful life. In 2016, a value of €349.7 million was attributed to
the Dematic brand name and allocated to the Supply Chain Solu-
tions segment as part of the purchase price allocation. A value of
€8.6 million was attributed to the Egemin Automation brand name
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and allocated to the Supply Chain Solutions segment as part of
the original purchase price allocation. In 2017, impairment losses
of €8.6 million were recognised due to the Egemin Automation
brand name being subsumed within the Dematic brand name. As
a result, the brand names allocated to the Supply Chain Solutions
segment decreased to a carrying amount of €350.6 million as at
31 December 2017 (31 December 2016: €359.6 million), of which
€349.7 million was attributable to brand names with an indefinite
useful life (31 December 2016: €358.3 million). The KION brand
name is allocated to the Corporate Services segment and had
a carrying amount as at 31 December 2017 of €5.1 million
(81 December 2016: €5.1 million). This asset is not amortised as it
has an indefinite useful life. > TABLE 062



[16] EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net income
(loss) accruing to the KION GROUP AG shareholders by the
weighted average number of shares outstanding during the
reporting period (2017: 114,328,999 no-par-value shares; 2016:
103,241,256 no-par-value shares). The net income accruing to
the shareholders of KION GROUP AG was €424.8 million (2016:
€245.5 million); information about determining the net income
(loss) accruing to the KION GROUP AG shareholders can be
found in the consolidated income statement. Basic earnings
per share for the reporting period came to €3.72 (2016: €2.38).
The 160,829 no-par-value treasury shares repurchased by
KION GROUP AG were not included in this figure as at 31 Decem-
ber 2017 (31 December 2016: 164,486).

Diluted earnings per share is calculated by adding the
potential dilutive no-par-value shares that employees can
obtain for free under the employee share option programme
(KEEP) to the weighted average number of shares outstanding
during the reporting period. The calculation of diluted earnings
per share was based on a weighted average of 114,356,934
no-par-value shares issued (2016: 103,278,542 no-par-value
shares). Diluted earnings per share for the reporting period
came to €3.71 (2016: €2.38).
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[15] OTHER INCOME STATEMENT
DISCLOSURES

The cost of materials rose by €904.6 million in the reporting year
to €3,573.7 million (2016: €2,669.1 million). The figure for 2016
only includes Dematic for two months because it was acquired
on 1 November 2016.

Personnel expenses went up by €469.4 million to €1,989.7 mil-
lion in 2017 (2016: €1,520.3 million). These personnel expenses
(2016:
€1,198.3 million), social security contributions of €320.8 million

included wages and salaries of €1,590.4 million

(2016: €258.4 million) and expenses for pensions of €78.5 million
(2016: €63.6 million). The interest cost from the unwinding of the
discount on estimated pension obligations is not recognised
under personnel expenses and is instead reported under financial
expenses as a component of interest cost of the defined benefit
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obligation. Pension expenses essentially comprised the pension
entitlements of €40.6 million vested in 2017 (2016: €35.3 million)
and unrecognised past service income of €0.1 milion (2016:
€0.1 million) arising from plan amendments and curtailments.

Impairment losses and depreciation expenses on property,
plant and equipment together with impairment losses and amor-
tisation expenses on intangible assets amounted to €636.4 mil-
lion in the reporting year (2016: €454.7 million). Inventories were
written down by €18.0 million (2016: €17.8 million).

The breakdown of rental and lease payments expensed in
the period and arising in connection with operating leases in
which KION Group entities are lessees is as follows: > TABLE 060

The expenses in connection with sub-leases relate to leases and
rental agreements in which KION Group entities are both lessors
and lessees. These expenses were offset by income of €37.3 mil-
lion in 2017 (2016: €43.8 million).

Lessee: Expenses recognised for operating lease payments TABLE 060
in € million 2017 2016
Procurement lease contracts 126.4 89.6
Sublease contracts 35.9 36.3
Total recognised expenses for lease payments 162.4 125.9
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Deferred taxes are recognised on tax loss carryforwards and
interest carryforwards to the extent that sufficient future taxable
income is expected to be generated against which the losses can
be utilised. The total amount of unrecognised deferred tax assets
relating to loss carryforwards is therefore €124.5 million (2016:
€139.6 million), of which €120.9 million (2016: €130.1 million)
concerns tax losses that can be carried forward indefinitely.

The KION Group’s corporation-tax loss carryforwards in
Germany as at 31 December 2017 amounted to €109.1 million
(81 December 2016: €126.1 million), while trade-tax loss carry-
forwards stood at €88.6 million (31 December 2016: €97.3 mil-
lion). There were also foreign tax loss carryforwards totalling
€481.1 million (31 December 2016: €547.8 million).

The interest that can be carried forward indefinitely in
Germany as at 31 December 2017 amounted to €185.0 million
(31 December 2016: €206.1 million).

The table below shows the reconciliation of expected income
tax expense to effective income tax expense. The Group recon-
ciliation is an aggregation of the individual company-specific
reconciliations prepared in accordance with relevant local tax
rates, taking into account consolidation effects recognised in
income. The expected tax rate applied in the reconciliation is
30.82 per cent (2016: 30.85 per cent). > TABLE 059

Income taxes TABLE 059
in € million 2017 2016
Earnings before taxes 468.3 339.2
Anticipated income taxes -144.3 -104.6
Deviations due to the trade tax base -2.6 -4.0
Deviations from the anticipated tax rate 3.2 17.3
Losses for which deferred taxes have not been recognised -27.9 -6.5
Change in tax rates and tax legislation 92.2 1.1
Non-deductible expenses -5.8 -54
Non-taxable income/tax-exempt income 34.7 8.7
Taxes relating to other periods 16.2 -0.3
Deferred taxes relating to prior periods 3.7 5.0
Non-creditable withholding tax on dividends -9.8 -
Other -1.4 —4.4
Effective income taxes (current and deferred taxes) -41.9 -93.1
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Deferred tax liabilities are allocated to the following items in the
statement of financial position: > TABLE 058
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Deferred tax liabilities TABLE 058
in € million 2017 2016
Intangible assets and property, plant and equipment* 854.9 1,052.8
Financial assets 3.0 5.7
Current assets 296.9 214.8
Deferred charges and prepaid expenses 0.7 0.8
Provisions 16.6 16.5
Liabilities 60.1 36.9
Deferred income 5.5 4.4
Offsetting -572.5 —448.4
Total deferred tax liabilities 665.2 882.5

* Prior-year figures were adjusted due to retrospective changes of the purchase price allocation (PPA) for Dematic

The deferred tax liabilities essentially related to the purchase price
allocation in the acquisition of the KION Group and Dematic, par-
ticularly for intangible assets and property, plant and equipment.

In 2017, deferred taxes — not including currency effects — of
minus €10.5 million were recognised in other comprehensive
income (loss), resulting in a decrease in equity (2016: €17.2 mil-
lion, resulting in an increase in equity). Of this amount, deferred
taxes of minus €8.0 million (2016: €16.7 million) arose from the
remeasurement of the defined benefit obligation. Furthermore,
deferred taxes of minus €2.4 million (2016: €0.4 million) were rec-
ognised in connection with realised and unrealised changes in
the fair value of derivatives in cash flow hedges (minus €1.7 mil-
lion; 2016: €11 million) and net investment hedges (minus
€0.7 million; 2016: minus €0.7 million). In 2017, deferred taxes of
minus €0.1 million were recognised for the first time on the
remeasurement of available-for-sale financial instruments, result-
ing in a decrease in equity.

The deferred taxes recognised in the statement of financial
position also rose as a consequence of the purchase price allo-
cation in connection with the other acquisitions (2017: rise in
deferred tax assets of €1.5 million; 2016 primarily in relation to the
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Dematic acquisition: rise in deferred tax assets of €104.8 million
and rise in deferred tax liabilities of €601.2 million). In addition,
currency translation as at the reporting date led to deferred taxes
of €33.9 million (2016: minus €18.0 million) that were predomi-
nantly attributable to the first-time consolidation of Dematic.
These currency effects were recognised in other comprehensive
income (loss) under cumulative translation adjustment, result-
ing in an increase in equity (2016: resulting in a decrease in
equity).

In 2017, the parent company and subsidiaries that reported
losses for 2017 or 2016 recognised net deferred tax assets on
temporary differences and on loss carryforwards totalling
€24.2 million (2016: €29.4 million). The assets were considered
to be unimpaired because these companies are expected to
generate taxable income in future.

No deferred tax assets have been recognised on tax loss
carryforwards of €526.0 million (2016: €509.3 million) — of which
€13.0 million (2016: €29.4 million) can only be carried forward on
a restricted basis —, on interest carryforwards of €185.0 million
(2016: €193.5 million) or on other temporary differences of
€5.2 million (2016: €4.7 million).



(2016: expense of €0.3 million) relating to previous financial years.
The deferred tax income included income of €92.2 million, which
relates to the decision taken on 22 December 2017 to lower the
corporate income tax rate in the United States from
35.0 per cent to 21.0 per cent.

At the reporting date, there were income tax assets of
€14.4 million receivable from tax authorities (2016: €35.2 million)
and income tax liabilities of €82.6 million (2016: €63.0 million).

Deferred taxes are recognised for temporary differences
between the tax base and IFRS carrying amounts. Deferred taxes
are determined on the basis of the tax rates that will apply at the
recovery date, or have been announced, in accordance with the
current legal situation in each country concerned. The current
corporate income tax rate in Germany is 15.0 per cent plus the
solidarity surcharge (5.5 per cent of corporate income tax). Taking

into account the average trade tax rate of 15.00 per cent (2016:

15.03 per cent), the combined nominal tax rate for entities in
Germany was 30.82 per cent (2016: 30.85 per cent). The income
tax rates for foreign companies used in the calculation of deferred
taxes were between 9.0 per cent and 34.0 per cent (2016:
between 9.0 per cent and 40.0 per cent).

No deferred taxes have been recognised on temporary differ-
ences of €231.4 million (2016: €78.7 million) between the net
assets reported in the consolidated financial statements for the
Group companies and the tax base for the shares in these Group
companies (outside basis differences) because the KION Group
is in a position to manage the timing of the reversal of temporary
differences and there are no plans to dispose of investments in
the foreseeable future.

Deferred tax assets are allocated to the following items in the
statement of financial position: > TABLE 057

Deferred tax assets TABLE 057
in € million 2017 2016
Intangible assets and property, plant and equipment* 143.9 109.9
Financial assets 1.0 1.0
Current assets 67.7 53.5
Deferred charges and prepaid expenses 2.3 1.7
Provisions 229.8 216.5
Liabilities 430.5 395.5
Deferred income 29.1 37.5
Tax loss carry forwards, interest carry forwards and tax credits 38.7 52.6
Offsetting -572.5 -448.4
Total deferred tax assets 370.5 419.8

* Prior-year figures were adjusted due to retrospective changes of the purchase price allocation (PPA) for Dematic
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[13] FINANCIAL EXPENSES

Financial expenses break down as follows: > TABLE 056
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Financial expense TABLE 056
in € million 2017 2016
Interest expense from loans 29.6 16.0
Interest expense from corporate bond - 18.9
Interest expense from promissory note 12.2 -
Interest cost of leases 47.6 50.8
Net interest expense from defined benefit plans 19.3 18.7
Amortisation of finance costs 8.8 7.9
Foreign currency exchange rate losses (financing) 66.6 45.6
Compounding of non-current financial liabilities 0.0 1.6
Other interest expenses and similar charges 29.2 25.1
Total financial expense 213.3 184.5

In 2017, financial expenses rose by €28.8 million year on year.
This increase stemmed largely from the rise in the current interest
expense on loans and the promissory note in connection with the
acquisition of Dematic and from exchange rate losses (see note
[12] for details of the countervailing exchange rate gains).

At the time of the early repayment of certain financial liabilities
(see also note [30]), deferred borrowing costs of €3.5 million were
reclassified as financial expenses. The prior-year figure included
one-off financial expenses of €25.7 million, which were also incurred
in connection with the optimisation of the financing structure.

The interest cost of leases relates to the interest portion of
lease payments in financial services transactions in which the
material risks and rewards are borne by KION Group entities as
lessees (finance leases). Sale and finance leaseback operating
sub-leases (SALB-FL-OL) incurred interest expenses of €27.7 mil-
lion (2016: €28.3 million). The income from corresponding cus-
tomer agreements is, according to IAS 17, a component of the
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rental and lease payments received and is therefore reported
within revenue rather than as interest income.

Net interest expense from defined benefit plans relates to
the net interest cost of the net liability of pension plans applying
the discount rate for plans in which pension obligations exceed
plan assets.

[14] INCOME TAXES

The income tax expense of €41.9 million (2016: expense of
€93.1 million) consisted of €184.9 million in current tax expense
(2016: current tax expense of €86.2 million) and €143.0 million
in deferred tax income (2016: deferred tax expense of €6.9 mil-
lion). The current tax expense included income of €16.2 million



The interest income from leases relates to the interest portion

[12] FINANCIAL INCOME

of lease payments in financial services transactions in which

KION Group entities operate as lessors (finance leases).
The line item ‘Net interest income from defined benefit

Financial income breaks down as shown in > TABLE 055. plans’ relates to the net interest income on the net assets of two

pension plans in the United Kingdom in which plan assets
The increase in financial income in 2017 mainly resulted from gains exceed pension obligations.
in connection with foreign currency positions in internal financing
and from the related hedging transactions. These gains were
offset by corresponding exchange rate losses (see note [13]).

Financial income TABLE 055
in € million 2017 2016
Interest income from leases 36.2 36.4
Foreign currency exchange rate gains (financing) 87.5 42.2
Net interest income from defined benefit plans 0.4 1.1
Other interest and similar income 8.2 9.1
Total financial income 132.2 88.9
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[10] OTHER EXPENSES

The breakdown of other expenses is as follows: > TABLE 054
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Other expenses TABLE 054
in € million 2017 2016
Foreign currency exchange rate losses 40.1 25.1
Losses on disposal of non-current assets 3.3 3.0
Impairment of non-current assets 14.8 -
Sundry expenses 12.8 13.8
Total other expenses 711 41.9

Gains arising from operational foreign currency positions recog-
nised under foreign currency exchange rate gains (see note [9)])
were offset by losses shown under foreign currency exchange
rate losses. These arose partly in connection with the hedging of
foreign currency positions in the operating business for which the
hedge instruments in question do not form part of a documented
hedging relationship. Of the total amount recognised as impair-
ment of non-current assets, €8.6 million resulted from giving up
the Egemin brand. The remaining amount was attributable to
buildings, plant & machinery and office furniture & equipment.

[11] SHARE OF PROFIT (LOSS) OF
EQUITY-ACCOUNTED INVEST-
MENTS

The share of profit (loss) of equity-accounted investments in
the reporting year amounted to a profit of €13.6 million (2016:
€6.5 million). Further details on equity-accounted investments
can be found in note [21].
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[9] OTHER INCOME

The breakdown of other income is as follows: > TABLE 053

Other income TABLE 053
in € million 2017 2016
Foreign currency exchange rate gains 34.5 22.0
Income from reversal of provisions 2.5 6.0
Gains on disposal of non-current assets 3.3 2.4
Rental income 1.2 1.2
Sundry income 34.3 56.0
Total other income 75.7 87.7

The rise in foreign currency exchange rate gains was largely
attributable to gains arising in the course of the Group companies’
operating activities. This line item also contains gains on hedges
that were entered into in order to hedge currency risk arising from
the operating business but do not form part of a documented
hedging relationships. Sundry income also included income from
non-consolidated subsidiaries and other equity investments
amounting to €2.1 million (2016: €3.0 million).
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[8] REVENUE

The revenue generated by the KION Group in the year under
review broken down by product category is as follows: > TABLE 052

Revenue with third parties by product category TABLE 052
in € million 2017 2016
Industrial Trucks & Services 5,626.9 5,200.5
New business 3,126.0 2,860.2
Service business 2,500.9 2,340.2
— Aftersales 1,429.5 1,363.8

- Rental business 619.3 558.3

— Used trucks 306.6 285.8

— Other 1455 132.4
Supply Chain Solutions 2,001.8 364.7
Business Solutions 1,509.1 263.9
Service business 492.7 100.7
Corporate Services 24.8 221
Total revenue 7,653.6 5,687.2

The ‘Supply Chain Solutions’ line item includes revenue from
construction contracts amounting to €1,725.6 million (2016:
€325.4 million). The figure for 2016 only includes Dematic for two
months because it was acquired on 1 November 2016.

Detailed information on the geographical breakdown of
revenue is provided in note [41].
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growth rates for the period thereafter. Any material changes to
these and other factors might result in the recognition of impairment
losses. Further information on goodwill can be found earlier in this
note and in note [17].

Information on leases can be found in the sections on
leases/short-term rentals, leased assets, rental assets and other
property, plant and equipment in this note.

Defined benefit pension obligations are calculated on the basis
of actuarial parameters. As differences due to remeasurements
are taken to other comprehensive income (loss), any change in
these parameters would not affect the net profit for the current
period. For further details about sensitivity analysis in relation
to the impact of all significant assumptions, please refer to the
information about the retirement benefit obligation in note [29].

The recognition and measurement of other provisions is
based on an estimate of the probability of the future outflow of
resources, supplemented by past experience and the circum-
stances known to the Group at the reporting date. Accordingly,
the actual outflow of resources for a given event may be different
from the amount recognised in other provisions. Further details
can be found in note [32].

Significant estimates are involved in calculating income taxes.
These estimates may change on the basis of new information and
experience (see also note [14]). In the year under review, this new
information concerns the future tax rates in the US, which have a
direct impact on the level of deferred taxes. Deferred tax assets
on tax loss carryforwards and interest carryforwards are recog-
nised on the basis of an estimate of the future recoverability of the
tax benefit, i.e. an assumption as to whether sufficient taxable
income or tax relief will be available against which the carryfor-
wards can be utilised. The actual amount of taxable income in
future periods, and hence the actual utilisation of tax loss carry-
forwards and interest carryforwards, may be different from the
estimates made when the corresponding deferred tax assets
were recognised.

On first-time consolidation of an acquisition, all identifiable
assets and liabilities are recognised at their fair value at the
acquisition date. The fair values of identifiable assets are deter-
mined using appropriate valuation techniques. These measure-
ments are based, for example, on estimates of future cash
flows, expected growth rates, exchange rates, discount rates
and useful lives. In the event of material changes to assumptions
or circumstances, estimates must be reassessed and this can
lead to the recognition of an impairment loss for the asset con-
cerned. For further information on acquisitions, see note [5].

Construction contracts are accounted for using the percent-
age-of-completion method based on management estimates of
the contract costs incurred. If estimates change, or if there are
differences between planned and actual costs, this is directly
reflected in the profit or loss from construction contracts. The
Operating Units continually review the cost estimates and adjust
them as appropriate. Further information on construction contracts
can be found earlier in this note.

Where necessary, the KION Group’s accounting departments
receive assistance from external advisors when making the
estimates required.

The carrying amounts of the affected line items can be
found in the relevant notes/the consolidated statement of
financial position.

The impact of a change to an estimate is recognised pro-
spectively when it becomes known and assumptions are
adjusted accordingly.
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plan has raised the valid expectation in those affected that the
entity will carry out the restructuring by starting to implement that
plan or announcing its main features to those affected by it. The
measurement of a restructuring provision only includes the direct
expenditures arising from the restructuring and not associated
with the ongoing activities of the entity concerned.

Share-based payments

IFRS 2 distinguishes between equity-settled and cash-settled
share-based payment transactions.

Equity-settled share-based payment transactions are recog-
nised at their fair value at the date of grant. The fair value of the
obligation is recognised as an expense under functional costs
over the vesting period and offset against capital reserves.

The portion of the fair value of cash-settled share-based
payments that is attributable to service provided up to the valua-
tion date is recognised as an expense under functional costs and
is also reported as a liability. The fair value is recalculated on each
reporting date until the end of the performance period. Any
change in the fair value of the obligation must be recognised
(pro rata temporis) under expenses.

Financial liabilities and other financial liabilities

The KION Group differentiates between financial liabilities held
for trading at fair value through profit or loss (FLHfT) and finan-
cial liabilities at amortised cost using the effective interest
method (FLaC).

The FLHfT category contains derivative financial instruments
that do not form part of a formally documented hedge. These are
reported under other financial liabilities and must be carried at fair
value through profit or loss. Derivative financial instruments form-
ing part of a documented hedge are not assigned to any of the
IAS 39 measurement categories.

All other financial liabilities reported under financial liabili-
ties or other financial liabilities must be categorised as FLaC.
These liabilities are initially recognised at fair value at the time
they are entered into. Directly attributable transaction costs
are deducted. These liabilities are then measured at amortised
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cost. Any differences between historical cost and the settle-
ment amount are recognised in accordance with the effective
interest method.

Trade payables

Trade payables are categorised as FLaC and, in the first period in
which they are recognised, are carried at fair value net of the
directly attributable transaction costs. In subsequent periods,
these liabilities are measured at amortised cost using the effective
interest method. Low-interest or non-interest-bearing liabilities
due in more than one year are carried at their present value.

Assumptions and estimates

The preparation of the IFRS consolidated financial statements
requires the use of assumptions and estimates for certain line
items that affect recognition and measurement in the statement
of financial position and the income statement. The actual
amounts realised may differ from estimates. Assumptions and
estimates are applied in particular:

== in assessing the need for and the amount of impairment
losses on intangible assets, property, plant and equipment,
and inventories,

in determining the useful life of non-current assets,

in classifying leases,

in recognising and measuring defined benefit pension
obligations and other provisions,

in recognising and measuring current and deferred taxes,

in recognising and measuring assets acquired and liabilities
assumed in connection with business combinations, and

== in evaluating the stage of completion in the case of long-term
construction contracts.

Goodwill is tested for impairment annually at the level of the
cash-generating units to which goodwill is allocated, applying the
budget for 2018 and the medium-term planning for 2019 to 2020
combined with the growth predicted in the market forecasts for
the projections for 2021 to 2022 and assuming division-specific



Derivative financial instruments

Derivative financial instruments are measured at their fair value
and are reported as financial assets or financial liabilities as at the
reporting date. They are initially recognised and derecognised in
the financial statements on their settlement dates.

Currently, derivative financial instruments in the KION Group
mainly comprise currency forwards and interest-rate swaps
that are used for hedging purposes to mitigate currency risk and
interest-rate risk.

In accordance with IAS 39, all derivative financial instruments
must be measured at their fair value irrespective of an entity’s
purpose or intention in entering into the derivative contract. The
KION Group currently uses cash flow hedges for currency risk
and interest-rate risk.

In the case of cash flow hedges, derivatives are employed to
hedge future cash flow risks from existing hedged items, planned
transactions and firm obligations not reported in the statement of
financial position. The effective portion of changes in the fair value
of derivatives is initially recognised in other comprehensive income
(loss) and is subsequently reclassified to the income statement
when the corresponding hedged item is also recognised. The
ineffective portion of the changes in fair value is recognised
immediately in the income statement.

If the criteria for hedge accounting are not satisfied, changes
in the fair value of derivative financial instruments are recognised
in the income statement.

Further information on risk management and accounting
for derivative financial instruments can be found in notes [39]
and [40].

Retirement benefit obligation

The retirement benefit obligation is calculated in accordance with
the projected unit credit method. Future pension obligations are
measured on the basis of the pro rata vested benefit entitlements
as at the reporting date and discounted to their present value.
The calculations include assumptions about future changes in
certain parameters, such as expected salary and pension
increases and biometric factors affecting the amount of future
benefits. Pension provisions are reduced by the fair value of the

plan assets used to cover the Group’s benefit obligations. Plan
assets are measured at fair value.

Remeasurements, including deferred taxes, are recognised
in other comprehensive income (loss). It is not permitted to reclas-
sify remeasurements recognised in other comprehensive income
(loss) to profit or loss in future periods. The cost of additions to
pension provisions is allocated to functional costs. The interest
cost on pension obligations and the interest income from plan
assets are netted and reported in net financial income/expenses.
Further details can be found in note [29].

Other provisions

Other provisions are recognised when the Group has a legal or
constructive obligation to a third party as the result of a past event
that is likely to lead to a future outflow of resources and that
can be reliably estimated. Where there is a range of possible
outcomes and each individual point within the range has an equal
probability of occurring, a provision is recognised in the amount
of the mean of the individual points. Measurement is at full cost.
Provisions for identifiable risks and contingent liabilities are
recognised in the amount that represents the best estimate of
the cost required to settle the obligations. Recourse claims are
not taken into account. The settlement amount also includes
cost increases identifiable as at the reporting date. Provisions
with a maturity of more than twelve months are discounted using
the standard market interest rate. The discount rate is a before-
tax rate that reflects current market expectations for the time
value of money and the specific risks inherent in the liability.
The interest cost from unwinding the discount is recognised in
interest expenses.

Warranty provisions are recognised on the basis of past or
estimated future claim statistics. The corresponding expense is
recognised in cost of sales at the date on which the revenue is
recognised. Individual provisions are recognised for claims that
are known to the Group.

Provisions for expected losses from onerous contracts and
other business obligations are measured on the basis of the work
yet to be performed.

A restructuring provision is recognised when a KION Group
entity has prepared a detailed, formal restructuring plan and this
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pletion method). The percentage of completion is the proportion
of contract costs incurred up to the reporting date compared to
the total estimated contract costs as at the reporting date (cost-
to-cost method). Under the percentage-of-completion method,
construction contracts are measured at the amount of the con-
tract costs incurred to date plus the pro rata profit earned accord-
ing to the percentage of completion. If it is probable that the total
contract costs will exceed the contract revenue, the expected
loss is immediately recognised as an expense in the financial year
in which the loss becomes apparent. If the contract costs incurred
and the profit and loss recognised exceed the progress billings,
the excess is recognised as an asset under trade receivables (see
note [26)). If the progress billings exceed the capitalised costs and
recognised profit and loss, the excess is recognised as a liability
under other liabilities (see note [35]).

If the outcome of a construction contract cannot be reliably
estimated, the likely achievable revenue is recognised up to the
amount of the costs incurred. Contract costs are recognised as
an expense in the period in which they are incurred. Variations in
the contract work, claims and incentive payments are recognised
if they are likely to result in revenue and their amount can be
reliably estimated.

Trade receivables

In the first period in which they are recognised, trade receivables
categorised as loans and receivables (LaR) are carried at fair
value including directly attributable transaction costs. In subse-
quent periods they are measured at amortised cost using the
effective interest method. Appropriate valuation allowances
are recognised for identifiable individual risks. Low-interest or
non-interest-bearing receivables due in more than one year are
carried at their present value.

Cash and cash equivalents
Cash and cash equivalents comprise cash, credit balances with

banks and current financial assets that can be transformed into
cash at any time and are only subject to a minor level of volatility.

KION GROUP AG | Annual Report 2017

149

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Basis of presentation

Other financial assets

Primary financial assets are initially recognised and derecognised
in the financial statements on their settlement dates.

The KION Group differentiates between financial assets held
for trading at fair value through profit or loss (FAHfT), available for
sale financial assets (AfS) and financial assets classified as loans
and receivables (LaR).

The FAHfT category contains derivative financial instruments
that do not form part of a formally documented hedge. Derivative
financial instruments forming part of a documented hedge are not
assigned to any of the IAS 39 measurement categories.

Available-for-sale financial assets (AfS) are carried at fair
value. Unrealised gains and losses, including deferred taxes, are
reported in other comprehensive income (loss) until they are real-
ised. Equity investments for which no market price is available are
carried at cost less impairment losses, as observable fair values
are not available and reliable results cannot be obtained using
other permitted valuation techniques. At present there is no inten-
tion to sell these financial instruments.

In the first period in which they are recognised, financial
assets categorised as loans and receivables (LaR) are carried
at fair value including directly attributable transaction costs. In
subsequent periods they are measured at amortised cost using
the effective interest method. Appropriate valuation allowances
are recognised for identifiable individual risks. Low-interest or
non-interest-bearing receivables due in more than one year are
carried at their present value.

Carrying amounts of financial assets are tested for impairment
on every reporting date and whenever indications of impairment
arise. If there is an objective indication of impairment (such as a
borrower being in significant financial difficulties), an impairment
loss must be recognised directly in the income statement.

If objective facts in favour of reversing impairment losses are
present on the reporting date, reversals are carried out to an
appropriate extent. The recognition of reversals must not result in
a carrying amount greater than the amortised cost that would
have arisen if the impairment loss had not been recognised. In the
case of debt instruments classified as available-for-sale financial
assets (AfS), reversals of impairment losses are recognised in the
income statement.



148

subject to a limit such that the carrying amount of the asset is no
higher than its amortised cost. This does not apply to goodwill.

Equity-accounted investments

In accordance with the equity method, associates and joint ven-
tures are measured as the proportion of the interest in the equity
of the investee. They are initially carried at cost. Subsequently, the
carrying amount of the equity investment is adjusted in line with
any changes to the KION Group’s interest in the net assets of the
investee. The KION Group’s interest in the profit or loss generated
after acquisition is recognised in income. Other changes in the
equity of associates and joint ventures are recognised in other
comprehensive income (loss) in the consolidated financial state-
ments in proportion to the Group’s interest in the associate or
joint venture.

If the Group’s interest in the losses made by an associate or
joint venture exceeds the carrying amount of the proportionate
equity attributable to the Group, no additional losses are recog-
nised. Any goodwill arising from the acquisition of an associate or
joint venture is included in the carrying amount of the investment
in the associate or joint venture.

If there is evidence that an associate or joint venture may
be impaired, the carrying amount of the investment in question
is tested for impairment. The carrying amount of the asset is
compared with its recoverable amount. If the carrying amount is
greater than the recoverable amount, an impairment loss is rec-
ognised for the equity investment.

Income taxes

In the consolidated financial statements, current and deferred
taxes are recognised on the basis of the tax laws of the jurisdictions
involved. Deferred taxes are recognised in other comprehensive
income (loss) if they relate to transactions also recognised in other
comprehensive income (loss).

Deferred tax assets and liabilities are recognised in accord-
ance with the liability method for all temporary differences
between the IFRS carrying amounts and the tax base, as well as
for temporary consolidation measures.

Deferred tax assets also include tax refund claims that arise
from the expected utilisation of existing tax loss carryforwards and
interest carryforwards in subsequent years and whose utilisation
is reasonably certain according to current forecasts. On the basis
of this estimate, deferred tax assets have been recognised on
some loss carryforwards and interest carryforwards.

Deferred taxes are determined on the basis of the tax rates
that will apply at the recovery date, or have been announced, in
accordance with the current legal situation in each country
concerned. In accordance with the provisions in IAS 12, deferred
tax assets and liabilities are not discounted. Deferred tax assets
are offset against deferred tax liabilities to the extent that they
have the same maturity and relate to the same taxation authority.

Inventories

Inventories are carried at the lower of cost and net realisable
value. The acquisition costs of raw materials and merchandise
are calculated on the basis of an average. The cost of finished
goods and work in progress includes direct costs and an
appropriate portion of the material and production overheads
and production-related depreciation directly attributable to the
production process. Administrative costs and social insur-
ance/employee benefits are included to the extent that they
are attributable to the production process. The amount recog-
nised is an average value or a value determined in accordance
with the FIFO method.

Net realisable value is the selling price that can be realised
less the estimated costs of completion and the estimated costs
necessary to make the sale.

Write-downs are recognised for inventory risks resulting
from duration of storage, impaired recoverability, etc. If the
reasons for the recognition of the write-downs no longer apply,
they are reversed, but subject to a limit such that the carrying
amount of the asset is no higher than its cost.

Construction contracts

Receivables and revenue from construction contracts are recog-
nised according to the stage of completion (percentage-of-com-

Annual Report 2017 | KION GROUP AG



Other property, plant and equipment

Property, plant and equipment is carried at cost less straight-
line depreciation and impairment losses. The cost of internally
generated machinery and equipment includes all costs directly
attributable to the production process and an appropriate por-
tion of production overheads. This includes production-related
depreciation and proportionate costs for administration and
social insurance/employee benefits.

The cost of property, plant and equipment is reduced by the
amount of any government grants received, provided the relevant
requirements are met. Expenses for maintenance and repairs are
recognised in income to the extent that they are not required to be
capitalised. Borrowing costs are capitalised for certain items of
property, plant and equipment whose acquisition or production
exceeds one year as soon as the definition of a qualifying asset
is met. As was the case in the previous year, there were no quali-
fying assets in 2017.

Depreciation of property, plant and equipment is recognised
on a straight-line basis and reported under functional costs. The
useful lives and depreciation methods are reviewed annually and
adjusted to reflect changes in conditions.

The useful lives below are applied in determining the carrying
amounts of items of property, plant and equipment. > TABLE 051

KION Group companies also lease property, plant and equipment
for their own use through finance leases, which are recognised as
other property, plant and equipment. In this case, the lower of the
fair value and present value of future lease payments is recog-
nised at the inception of the lease. A corresponding liability to
the lessor is recognised under other financial liabilities in the
statement of financial position.
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Property, plant and equipment covered by finance leases is
depreciated over the shorter of its useful life or the term of the
lease, unless title to the leased assets passes to the lessee when
the lease expires, in which case the property, plant and equip-
ment is depreciated and the other financial liabilities are reversed
over the useful life of the leased assets.

The difference between total finance lease liabilities and the
fair value of the financed leased assets represents the finance
charge which is recognised in the income statement over the
term of the lease at a constant rate of interest on the outstanding
balance in each period. At the end of the lease term, the leased
assets are returned or purchased, or the contract is extended.

If there are certain indications of impairment of the property,
plant and equipment, the assets are tested for impairment by
comparing the residual carrying amount of the assets with their
recoverable amount, which is defined as the higher of value in use
and fair value less costs to sell. If the residual carrying amount is
greater than the recoverable amount, an impairment loss is rec-
ognised for an asset. The impairment losses on property, plant
and equipment are reported under other expenses.

If the recoverable amount is calculated on the basis of value
in use, the expected future cash flows are discounted using a
risk-adjusted discount rate, taking into account the current and
future level of earnings and segment-specific, technological,
economic and general trends.

If an impairment test for an item of property, plant and equip-
ment is performed at the level of a cash-generating unit to which
goodwill is allocated and results in the recognition of an impair-
ment loss, first the goodwill and, subsequently, the assets must
be written down in proportion to their relative carrying amounts. If
the reason for an impairment loss recognised in prior years no
longer applies, the relevant impairment losses are reversed, but

Useful life of other property, plant and equipment TABLE 051

Years
Buildings 10-50
Plant and machinery 3-15
Office furniture and equipment 2-15
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Leases/short-term rentals

KION Group entities lease industrial trucks and related items of
equipment to their customers in order to promote sales. The
leases may be of a short-term nature (short-term rental) or
long-term nature (leasing).

Entities in the KION Group enter into leases as lessors and as
lessees. In line with IAS 17, these contracts are classified as
finance leases if substantially all of the risks and rewards incidental
to ownership of the leased/rental asset are transferred to the
lessee. All other rentals and leases are classified as operating
leases, again in accordance with IAS 17.

If a KION Group entity enters into a finance lease as the
lessor, the future lease payments to be made by the customer are
recognised as lease receivables at an amount equal to the net
investment in the lease. Interest income is allocated to each
reporting period in order to ensure a constant return on the
outstanding net investment in the lease.

Leased assets

If the beneficial ownership of leased assets remains with a
KION Group entity as the lessor under an operating lease, the
assets are reported as leased assets in a separate item in the
statement of financial position. The leased assets are carried at
cost and depreciated on a straight-line basis over the term of
the underlying leases.

To fund leases, industrial trucks are generally sold to leasing
companies. The industrial trucks are then leased back to entities
in the Industrial Trucks & Services segment (head lease), who
sub-lease them to external end customers (described below as
‘sale and leaseback sub-leases’). If, in the case of sale and lease-
back sub-leases, the risks and rewards incidental to the head
lease are substantially borne by entities in the Industrial Trucks &
Services segment, the corresponding assets are reported as
leased assets within non-current assets. These leased assets are
reported in the statement of financial position at the lower of the
present value of the minimum lease payments and fair value.
However, if substantially the risks and rewards incidental to the
head lease are transferred to the end customer, a corresponding
lease receivable is recognised. In both cases, the funding items

for these long-term customer leases, which are funded for terms
that match those of the leases, are recognised as lease liabilities.

Rental assets

Rental assets are assets resulting from short-term rentals as well
as industrial trucks in relation to which significant risks and
rewards remain with the KION Group despite the trucks having
been sold (‘sale with risk’).

In the case of short-term rentals, entities in the Industrial
Trucks & Services segment rent industrial trucks to end custom-
ers directly. Short-term rental agreements usually have a term of
one day to one year. The risks and rewards remain substantially
with the entities in the Industrial Trucks & Services segment.
The industrial trucks are carried at cost and depreciated on a
straight-line basis over the normal useful life of between five
and seven years, depending on the product group. If a sale-and-
leaseback arrangement is in place for refinancing purposes,
the assets are reported in the statement of financial position at
the lower of the present value of the minimum rental payments
and fair value.

In an indirect end customer finance arrangement, industrial
trucks are sold to finance partners who enter into leases with
end customers. If entities in the Industrial Trucks & Services
segment provide residual value guarantees on a significant scale
or provide a customer default guarantee (‘sale with risk’), these
transactions, which are classified as sale agreements under civil
law, are recognised in accordance with the provisions relating
to lessors with operating leases in conjunction with the IFRS
principles for revenue recognition. In this case, the trucks are
recognised as assets in the statement of financial position at their
cost on the date of the sale and written down to their guaranteed
residual value, or zero, on a straight-line basis over the period
until the residual value guarantee or the customer default guaran-
tee expires. If the KION Group provides a residual value guarantee,
an amount equivalent to the residual value obligation is recog-
nised under other financial liabilities.
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Other intangible assets

Other purchased intangible assets with a finite useful life are
carried at historical cost less all accumulated amortisation and
all accumulated impairment losses. If events or market develop-
ments suggest impairment has occurred, impairment tests are
carried out on the carrying amount of items classified as other
intangible assets with a finite useful life. The carrying amount of
an asset is compared with its recoverable amount, which is
defined as the higher of its value in use and its fair value less costs
to sell. If the reasons for recognising impairment losses in the past
no longer apply, the relevant impairment losses are reversed, but
subject to a limit such that the carrying amount of the asset is no
higher than its amortised cost.

Other intangible assets with an indefinite useful life are
carried at cost and are capitalised brand names. Brand names
are not amortised because they have been established in the
market for a number of years and there is no foreseeable end to
their useful life. In accordance with IAS 36, they are tested for
impairment at least once a year or whenever there are indications
that the asset might be impaired. The impairment test is per-
formed in the same way as the impairment test for goodwill and
uses the same assumptions. Assessments of indefinite useful life
are carried out in every period.

Development costs are capitalised if the following can be
demonstrated:

= the technical feasibility of the intangible asset,
= the intention to complete the intangible asset and use or sell it,
== the ability to use or sell the intangible asset,
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= the likelihood that the intangible asset will generate future
economic benefits,

== the availability of adequate technical, financial and other
resources to complete the development and to use or sell the
intangible asset, and

== the ability to reliably measure the expenditure attributable to
the intangible asset during its development.

Capitalised development costs include all costs and overheads
directly attributable to the development process. Once they have
been initially capitalised, these costs and internally generated
intangible assets — particularly internally generated software — are
carried at cost less accumulated amortisation and accumulated
impairment losses. Internally generated intangible assets are
not qualifying assets so finance costs are not capitalised. All
non-qualifying development costs are expensed as incurred and
reported in the income statement under research and develop-
ment costs together with research costs.

Amortisation of intangible assets with a finite useful life is
recognised on a straight-line basis and, with the exception of
the amortisation expense on capitalised development costs, is
reported under functional costs. The impairment losses on
intangible assets are reported under other expenses.

The useful lives shown in > TABLE 050 are applied in deter-
mining the carrying amounts of other intangible assets.

Useful life of other intangible assets TABLE 050

Years
Customer relationships/client base 4-15
Technology 10-15
Development costs 5-7
Patents and licences 3-15
Software 2-10
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Goodwill

Goodwill has an indefinite useful life and is therefore not amor-
tised. Instead, it is tested for impairment in accordance with I1AS
36 ‘Impairment of Assets’ at least once a year, and more fre-
quently if there are indications that the asset might be impaired.

Impairment testing for goodwill is performed at the level of
the individual cash-generating units (CGUs) or groups of CGUs.
A CGU is defined as the smallest identifiable group of assets
that generates cash inflows from continuing use that are largely
independent of the cash inflows from other assets or groups of
assets. CGUs are generally based on the lowest level of an entity
at which — for internal management purposes — the management
systematically monitors and controls goodwill. However, a CGU
may not be larger than an operating segment as defined in
IFRS 8 ‘Operating Segments’.

For the purposes of internal and external reporting, the activ-
ities of the KION Group are broken down into the Industrial Trucks
& Services, Supply Chain Solutions and Corporate Services
segments. The 2017 forecast, the budget for 2018, the medium-
term planning for 2019 to 2020 and the KION Group’s internal
projections for 2021 to 2022 were drawn up on the basis of this
reporting structure.

The CGUs identified for the purposes of testing goodwill and
brand names for impairment equate to the Operating Units LMH
EMEA, STILL EMEA, KION APAC, KION Americas in the segment
Industrial Trucks & Services and Dematic in the segment Supply
Chain Solutions.

The recoverable amount of a CGU is determined by calcu-
lating its value in use on the basis of the discounted cash flow
method. The cash flows forecast for the next five years are
included in the calculation for the impairment test in accordance
with IAS 36.33(b). The financial forecasts are based on assump-
tions relating to the development of the global economy, com-
modity prices and exchange rates. Cash flows beyond the
five-year planning horizon were extrapolated for the LMH EMEA,
STILL EMEA, KION APAC, KION Americas and Dematic CGUs
using a growth rate of 0.5 per cent (2016: 0.5 per cent).

CGU cash flows are discounted using a weighted average
cost of capital (WACC) that reflects current market assessments
of the specific risks to individual CGUs.

Yield curve data from the European Central Bank (three-
month average, rounded) was used to determine the risk-free
interest rate; as at 1 November 2017, the rate was 1.25 per cent
(1 November 2016: 0.6 per cent). The market risk premium
derived from empirical studies of the capital markets was set at
6.75 per cent (2016: 7.0 per cent) and was within the band recom-
mended by the technical committee for business valuation and
administration (FAUB) of the German Institute of Auditors (IDW),
which is 5.5 per cent to 7.0 per cent.

The implied return on equity was 8.0 per cent, which was
slightly higher than in the previous year (2016: 7.6 per cent). The
mark-up for the assumed country risk was 0.16 per cent for the
LMH EMEA CGU (2016: 0.16 per cent), 0.19 per cent for the STILL
EMEA CGU (2016: 0.21 per cent), 0.85 per cent for the KION
APAC CGU (2016: 0.78 per cent), 1.62 per cent for the KION
Americas CGU (2016: 1.67 per cent) and 0.11 per cent for the
Dematic CGU (2016: 0.15 per cent).

The underlying capital structure for the LMH EMEA, STILL
EMEA, KION APAC and KION Americas CGUs is determined by
comparing peer group companies in the same sector. The beta
factor derived from this peer group was 1.05 (2016: 1.00). A lever-
age ratio of 26.8 per cent (2016: 25.8 per cent) was calculated
based on the capital structure determined for the peer group.
Based on a sector-specific peer group, a leveraged beta of
0.89 (2016: 0.88) and a leverage ratio of 0.0 per cent (2016:
1.8 per cent) were used for the Dematic CGU.

The WACC before tax, which is used to discount the esti-
mated cash flows, was calculated at 9.3 per cent for LMH
EMEA, 9.3 per cent for STILL EMEA, 8.9 per cent for KION
APAC, 11.7 per cent for KION Americas and 9.8 per cent for
Dematic. The WACC after tax was 6.6 per cent for LMH EMEA,
6.7 per cent for STILL EMEA, 7.6 per cent for KION APAC,
7.8 per cent for KION Americas and 7.6 per cent for Dematic.

The impairment test carried out in the fourth quarter of 2017
did not reveal any need to recognise impairment losses for the
existing goodwill recognised for the LMH EMEA, STILL EMEA,
KION APAC, KION Americas and Dematic CGUs. Using sensitiv-
ity analysis, it was determined that no impairment losses need to
be recognised for goodwill, even if key assumptions vary within
realistic limits, in particular variations in WACC of plus or minus
100 basis points.
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that a future economic benefit will accrue to the entity and that
it can be reliably measured. Other criteria may arise, depending
on each individual transaction, such as:

Sale of goods

Revenue from the sale of goods is recognised when the
KION Group delivers goods to a customer, the risks and rewards
incidental to the ownership of the goods sold are substantially
transferred to the customer and the flow of benefits to the Group
is considered to be sufficiently probable. If a customer is expected
to accept goods but has yet to do so, the corresponding revenue
is only recognised when the goods are accepted. Appropriate
provisions are recognised for risks relating to the sale of goods.

Rendering of services

Revenue from the rendering of services is recognised in the year
in which the services are rendered. For services provided over
several periods, revenue is recognised in accordance with the
proportion of the total services rendered in each period (stage of
completion). Revenue from long-term service agreements is
therefore recognised on the basis of the average term of the service
agreements and in line with progressive costs (constant margin).
Revenue from financial service transactions is recognised in
the amount of the sale value of the leased asset if classified as a
finance lease and in the amount of the lease payments if classi-
fied as an operating lease. If industrial trucks are first sold to and
then leased back from a finance partner to refinance leases, the
selling margin in connection with an operating lease sub-lease is
deferred and recognised as revenue in profit or loss over the term
of the refinancing. In addition, as part of the financial services pro-
vided by the Group, industrial trucks are sold to finance partners
who enter into leases directly with the end customer (‘indirect end
customer finance’). If significant risks and rewards remain with
KION Group companies as a result of an agreed residual value
guarantee that accounts for more than 10 per cent of the asset’s
value or as a result of an agreed customer default guarantee (‘sale
with risk’), the proceeds from the sale are deferred and recog-
nised as revenue on a straight-line basis over the term until the
residual value guarantee or the default guarantee expires.
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Construction contracts

Revenue from construction contracts is recognised according to
the stage of completion (percentage-of-completion method).

Interest income and royalties

Interest income is recognised pro rata temporis in accordance
with the effective interest method. Income from royalties is
deferred in accordance with the substance of the relevant agree-
ments and recognised pro rata temporis.

Cost of sales

The cost of sales comprises the cost of goods and services sold
and includes directly attributable material and labour costs as
well as directly attributable overheads, including depreciation of
production equipment, amortisation expense on capitalised
development costs and certain intangible assets, and write-
downs of inventories. Cost of sales also includes additions to
warranty provisions, which are recognised in the amount of the
estimated cost at the date on which the related product is sold.

Financial income and expenses

Financial income and expenses mainly consist of interest
expenses on financial liabilities, interest income from financial
receivables, interest income from leases and the interest cost on
leases, exchange rate gains and losses on financial activities and
the net interest cost of the defined benefit obligation.

Interest income and expenses are recognised in profit and
loss in accordance with the effective interest method. The effec-
tive interest method is used for calculating the amortised cost of
a financial asset or financial liability and the allocation of interest
income and interest expenses over the relevant periods.

Dividends are recognised in income when a resolution on
distribution has been passed. They are reported in the consoli-
dated income statement under other income, provided they are
dividends from subsidiaries carried at cost.
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[6] CURRENCY TRANSLATION

Financial statements in foreign currencies are translated in
accordance with the functional currency concept (IAS 21 ‘The
Effects of Changes in Foreign Exchange Rates’). The functional
currency is the currency of the primary economic environment
in which an entity operates. The modified closing-rate method
is used for currency translation.

The assets and liabilities of foreign subsidiaries, including
goodwill, are translated at the middle spot exchange rate, i.e. at
the average of the bid or offer rates on the reporting date. Income
and expenses are translated at the average rate. With the excep-
tion of income and expenses recognised as other comprehensive
income (loss), equity is recognised at historical rates. The resulting
translation differences are not taken to income and are recog-
nised in other comprehensive income (loss) until subsidiaries
are disposed of.

The financial statements of foreign equity-accounted invest-
ments are also translated using the method described above.

Transactions of the consolidated entities in foreign currencies
are translated into the relevant company’s functional currency at
the rate prevailing on the transaction date. On the reporting date,
monetary items are translated at the closing rate and non-mone-
tary items at the rate prevailing on the transaction date. Currency

translation differences are taken to income and recognised in
other income/expenses or in net financial income/expenses.

The translation rates used for currencies that are material to
the financial statements are listed in > TABLE 049.

[7] ACCOUNTING POLICIES

The accounting policies applied in these consolidated financial
statements are, besides the aforementioned accounting policies
to be adopted for the first time in 2017, fundamentally the same as
those used for the year ended 31 December 2016. These consol-
idated financial statements are based on the financial statements
of the parent company and its consolidated subsidiaries pre-
pared in accordance with the standard accounting policies appli-
cable throughout the KION Group.

Revenue recognition

Revenue is the fair value of the consideration received for the sale
of products and services and rental and lease income (excluding
VAT) after deduction of trade discounts and rebates. In accordance
with IAS 18, revenue is recognised when it is sufficiently probable

Major foreign currency rates in € TABLE 049
Average rate Closing rate

2017 2016 2017 2016
Australia (AUD) 1.4734 1.4884 1.5372 1.4597
Brazil (BRL) 3.6090 3.8560 3.9785 3.4288
China (CNY) 7.6292 7.3501 7.8024 7.3382
United Kingdom (GBP) 0.8764 0.8193 0.8881 0.8535
U.S.A. (USD) 1.1300 1.1069 1.2005 1.0517
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Impact of the other acquisitions on the financial position of the KION Group

TABLE 048

Fair value at the

in € million acquisition date
Goodwill 9.5
Other property, plant and equipment 3.7
Leased/Rental assets 1.0
Lease receivables 7.3
Trade receivables 3.8
Cash and cash equivalents 0.3
Other assets 5.2
Total assets 30.7
Financial liabilities 4.0
Lease liabilities 7.9
Trade payables 3.6
Other liabilities 41
Total liabilities 19.6
Total net assets 11.1
Cash payment 7.2
Consideration transferred 7.2
Previously held share of equity 4.0
Total 11.1

The impact of these acquisitions on the consolidated financial
statements of KION GROUP AG based on the figures available
at their acquisition dates is shown in > TABLE 048.

The goodwill constitutes the strategic, technological and geo-
graphical synergies that the KION Group expects to derive from
these business combinations. None of the goodwill arising from
the other acquisitions is currently tax deductible. The goodwill
derived from Nordtruck AB is assigned to the LMH EMEA Oper-
ating Unit, while that derived from Eisengiesserei Dinklage GmbH
is assigned to the STILL EMEA Operating Unit.
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The line item ‘Acquisition of subsidiaries (net of cash acquired)
and other equity investments’ in the consolidated statement of
cash flows contains a net cash outflow totalling €6.9 million for
these transactions.

The purchase price allocations for the other acquisitions
presented were considered provisional as at 31 December 2017
because some details, particularly the measurement of intangible
assets, provisions and leases, had not yet been fully evaluated.
In addition, the deferred taxes should be considered provisional.
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[5] ACQUISITIONS

Dematic purchase price allocation

The purchase price allocation for the acquisition of DH Services
Luxembourg Holding S.ar.l., Luxembourg, on 1 November 2016
that was recognised in the consolidated financial statements of
KION GROUP AG as at 31 December 2016 was provisional.

As part of the finalisation of the purchase price allocation
(PPA) for the acquisition of Dematic in the third quarter of 2017,
the intangible assets were allocated to individual companies. This
adjustment resulted in a reduction of deferred tax liabilities and a
corresponding decline of €13.1 million in goodwill.

As a result of the retrospective restatement of the purchase
price allocation as at 1 November 2016, adjustments were also
made to the carrying amounts as at 31 December 2016. These
adjustments are presented in > TABLE 047.

Currency translation effects as at 31 December 2016 fell by a
total of €39.4 million because goodwill and other intangible assets
had been allocated to individual companies for the purposes of
foreign currency translation. The retrospective adjustments to

the purchase price allocations did not have a material impact
on the KION Group’s consolidated income statement.

Other acquisitions

With effect from 3 October 2017, the remaining share capital
and voting rights (75.0 per cent) in Nordtruck AB, Ornskoldsvik,
Sweden, were acquired. The purchase consideration for these
shares was €4.8 million. Remeasurement of the investment of
25.0 per cent previously held, which had been recognised at
cost, resulted in a fair value of €1.6 million. The difference of
€1.5 million resulting from remeasurement was taken to income
and recognised in the consolidated income statement under
other income.

Furthermore, the remaining share capital and voting rights
(50.0 per cent) in Eisengiesserei Dinklage GmbH, Dinklage,
Germany, were acquired with effect from 15 November 2017.
The purchase consideration for these shares was €2.4 million.
Remeasurement of the investment of 50.0 per cent previously
held, which had been recognised at cost, resulted in a fair value
of €2.4 milion. The difference of €0.9 million resulting from
remeasurement was taken to income and recognised in the
consolidated income statement under other income.

Consolidated statement of financial position TABLE 047
31/12/2016 Adjustment Effects from 31/12/2016
Before Purchase price exchange After
in € million Adjustments allocation Dematic differences Adjustments
Assets
Goodwill 3,605.8 -13.1 -19.8 3,5672.9
Other intangible assets 2,630.9 0.0 -28.2 2,602.7
Other property, plant and equipment 679.1 - -0.8 678.3
Deferred taxes 420.2 -0.3 -0.1 419.8
Equity and liabilities
Accumulated other comprehensive income -207.0 - -39.4 -246.4
Deferred taxes 905.3 -13.3 -9.5 882.5
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German entities exempted from disclosure requirements TABLE 046
Entities exempted Head office
BlackForxx GmbH Stuhr
Eisenwerk Weilboach GmbH Wiesbaden
Fahrzeugbau GmbH Geisa Geisa
KION Financial Services GmbH Wiesbaden

KION Information Management Services GmbH

Frankfurt am Main

KION Warehouse Systems GmbH Reutlingen
Klaus Pahlke GmbH & Co. Fordertechnik KG Haan
Linde Material Handling GmbH Aschaffenburg
LMH Immobilien GmbH & Co. KG Aschaffenburg
LMH Immobilien Holding GmbH & Co. KG Aschaffenburg

LR Intralogistik GmbH

Wérth an der Isar

Schrader Industriefahrzeuge GmbH & Co. KG Essen
STILL Financial Services GmbH Hamburg
STILL Gesellschaft mit beschrénkter Haftung Hamburg
Urban-Transporte Gesellschaft mit beschrankter Haftung UnterschleiBheim
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Shareholdings by categories TABLE 045
01/01/2017 Additions Disposals 31/12/2017

Consolidated subsidiaries 139 7 8 138
Domestic 25 1 2 24
Foreign 114 6 6 114
Equity-accounted associates and joint ventures 9 - - 9
Domestic - - 5
Foreign 4 - - 4
Non-consolidated subsidiaries and other investments 60 3 7 56
Domestic 13 3 1 15
Foreign 47 - 6 41

A total of 24 German (2016: 25) and 114 foreign (2016: 114) sub-
sidiaries were fully consolidated in addition to KION GROUP AG
as at 31 December 2017.

In connection with the integration of Egemin and Retrotech
into Dematic, a total of five subsidiaries were merged into other
subsidiaries and were therefore no longer included in the basis of
consolidation. KION Supply Chain Solutions Czech, s.r.o., Cesky
Krumlov, Czech Republic, was founded in January 2017 and will
start manufacturing modules for Dematic’s automated conveyor
systems from early 2018.

As had been the case a year earlier, nine joint ventures and
associates were accounted for under the equity method as at
31 December 2017. In each case, the last available annual
financial statements were used as the basis for measurement.

Equity investments in 56 (2016: 60) companies with mini-
mal business volumes or no business operations were gener-
ally recognised at amortised cost. This includes the start-up
Comnovo GmbH, which was acquired by Linde Material Han-
dling GmbH in July 2017. The financial investment in Balyo SA is
measured at fair value due to Balyo’s IPO in 2017.

These non-consolidated subsidiaries and other equity invest-
ments (joint ventures and associates that are not accounted
for using the equity method, plus financial investments) are of
minor importance to the presentation of the financial position
and financial performance of the KION Group, both individually
and as a whole.

Where other requirements are met, the fully consolidated
companies listed in > TABLE 046 are exempt from the obligation
to disclose annual financial statements and to prepare notes to
the financial statements and management reports in accordance
with sections 264 (3) and 264b HGB on account of their inclusion
in the consolidated financial statements. In the case of STILL
Financial Services GmbH, it has been decided solely not to
disclose the annual financial statements.

A detailed overview of all the direct and indirect sharehold-
ings of KION GROUP AG is shown in the list of shareholdings
(note [47]).
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In the case of business combinations in stages, previously held
equity interests are recognised at their fair value at the acquisition
date. The difference between their carrying amount and fair value
is recognised in the consolidated income statement.

For the purpose of impairment testing, goodwill is allo-

cated to cash-generating units that are likely to benefit from
the business combination.
Transaction costs are immediately taken to income. Contingent
consideration elements are included at fair value at the date of
acquisition when determining the purchase consideration. Con-
tingent consideration elements may consist of equity instruments
or financial liabilities. Depending on the category, changes in their
fair value are included in subsequent measurements.

The consolidated financial statements include all of the
parent company’s material subsidiaries. Intragroup balances,
transactions, income and expenses, and gains and losses on
intercompany transactions are eliminated in full. Deferred taxes
are recognised on temporary differences arising from consoli-
dation transactions.

Transactions with non-controlling interests are treated as
transactions with the Group’s equity providers. Differences
between the consideration paid for the acquisition of a non-con-
trolling interest and the relevant proportion of the carrying amount
of the subsidiary’s net assets are recognised in equity. Gains and
losses arising from the sale of non-controlling interests are also
recognised in equity, provided there is no change in control.

Associates and joint ventures that are of material impor-
tance to the presentation of the financial position and financial
performance of the KION Group are accounted for using the
equity method.
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[4] BASIS OF CONSOLIDATION

KION GROUP AG’s equity investments include subsidiaries,
joint ventures, associates and financial investments.

In addition to KION GROUP AG, the consolidated financial
statements of the KION Group include, using the acquisition
method, all material subsidiaries over which KION GROUP AG
exercises control. KION GROUP AG controls a subsidiary if it has
decision-making power over the main activities of the entity and
can use this power to affect the amount of the variable returns to
which it is exposed as a result of the equity investment. Subsidi-
aries acquired in the course of the financial year are consolidated
from the date on which control is obtained. Companies sold in the
course of the financial year are deconsolidated from the date on
which control is lost.

A joint venture is an equity interest in which the entity is jointly
managed by companies in the KION Group and one or more
partners on the basis of a contractual agreement, and these
parties have rights to the net assets of the joint venture.

Associates are entities in which companies in the KION Group
are able to exercise significant influence, either directly or indi-
rectly, over the financial and operating policies of the entity con-
cerned. Significant influence is assumed when KION GROUP AG
holds between 20 per cent and 50 per cent of the voting rights.

Equity interests over which KION GROUP companies are
unable to exercise control or a significant influence, or that are not
jointly controlled by them, are classified as financial investments.

The number of equity investments broken down by category
is shown in > TABLE 045.



For the majority of financial assets, the new classification rules in
IFRS 9 do not require any change to the respective measurement
model. However, the first-time adoption of IFRS 9 primarily results
in changes to the subsequent measurement of financial assets.
The KION Group applies the simplified impairment approach of
IFRS 9 for the majority of financial assets and thus recognises life-
time expected losses. As a result of the new impairment model,
which is based on expected losses, the KION Group expects the
loss allowance recognised for counterparty risks to be reduced
by between €25.0 million and €35.0 million. The KION Group is
adopting IFRS 9 for the first time from 1 January 2018; as per-
mitted under the applicable transitional provisions, the prior-year
figures will not be restated. Furthermore, it is expected that all
existing hedging relationships will also satisfy the requirements
in IFRS 9 regarding hedge accounting. The amended hedge
accounting requirements are applied prospectively.

Based on the analysis of the implications of the first-time
adoption of IFRS 15 as at the transition date, it is expected that
the revenue recognition pattern (point in time vs. over time) for
the vast majority of today’s new business and service business
contracts as well as construction contracts will not change. In the
Supply Chain Solutions segment, KION expects that revenue will
have to be recognised later for only a few, individual construction
contracts currently accounted for by the percentage-of-comple-
tion method in accordance with IAS 11, because the IFRS 15
criteria for revenue recognition over time are not met. The result-
ing effect on the financial position of the KION Group is expected
to be less than €50.0 million and for the financial performance
insignificant. The KION Group is adopting IFRS 15 retrospectively
for the first time with effect from 1 January 2018 and is restating
the prior-year figures accordingly. Overall, there is no material
impact on retained earnings as at 1 January 2017.

Analysis of the first-time adoption of IFRS 16 indicates
that, as at the transition date, all off-balance procurement leases
that were previously recognised as operating leases must in
future be recorded in the statement of financial position as a right
of use asset plus a corresponding lease liability. This will result
in additional right of use assets of between €240.0 million and
€280.0 million as well as liabilities from procurement leases of
between €260.0 million and €300.0 million. Moreover, in relation
to indirect end customer financing, the application of IFRS 15
and IFRS 16 is expected to result in a not insignificant proportion

of such transactions — previously regarded as sales transactions
— being categorised as leases in future. In particular, this will
cause leased assets to rise by between €660.0 million and
€720.0 million. Correspondingly, there will be additional residu-
al-value liabilities of between €290.0 million and €350.0 million as
well as deferred revenues of between €520.0 million and
€580.0 million. The KION Group is adopting IFRS 16 retrospec-
tively for the first time with effect from 1 January 2018; it will
restate the prior-year figures in accordance with the pertinent tran-
sitional provisions. As a result of retrospective adoption, the
decrease in retained earnings as at 1 January 2017 is likely to be
in the region of €145.0 million to €195.0 million.

The effects of the first-time adoption of the other aforemen-
tioned standards and interpretations on the presentation of the
financial position and financial performance of the KION Group
are expected to be immaterial.

[3] PRINCIPLES OF CONSOLIDATION

Acquisitions are accounted for using the acquisition method. In
accordance with IFRS 3, the identifiable assets and the liabilities
assumed on the acquisition date are recognised separately
from goodwill, irrespective of the extent of any non-controlling
interests. The identifiable assets acquired and the liabilities
assumed are measured at their fair value.

The amount recognised as goodwill is calculated as the
amount by which the acquisition cost, the amount of non-con-
trolling interests in the acquiree and the fair value of all previously
held equity interest at the acquisition date exceeds the fair value
of the acquiree’s net assets. If the cost of acquisition is lower
than the fair value of the acquiree’s net assets, the difference is
recognised in income.

For each acquisition, the Group decides on a case-by-
case basis whether the non-controlling interest in the acquiree
is recognised at fair value or as a proportion of the net assets
of the acquiree. KION GROUP AG recognises non-controlling
interests at the proportionate value of the net assets attributa-
ble to them excluding goodwill.
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Financial reporting standards to be adopted
for the first time in the current financial year

The following financial reporting standards were adopted for
the first time in 2017:

= Amendments to IFRS 12 ‘Disclosure of Interests in Other
Entities’: amendments in connection with the annual improve-
ments to IFRSs (2014-2016)

== Amendments to IAS 7 ‘Statement of Cash Flows’: amend-
ments in connection with the disclosure initiative

= Amendments to IAS 12 ‘Income Taxes’: amendments relating
to the recognition of deferred tax assets for unrealised losses
on available-for-sale financial assets.

The first-time adoption of these amendments to standards has
had no significant effect on presentation of the financial perfor-
mance, financial position or notes to the financial statements
of the KION Group. To provide a more detailed overview of the
KION Group’s financing-related incoming and outgoing pay-
ments, a reconciliation of liabilities arising from financing activities
in the current reporting period has been added in note [37] in
connection with improvements to the disclosure requirements.

Financial reporting standards released but not
yet adopted

Inits consolidated financial statements for the year ended 31 Decem-
ber 2017, the KION Group has not applied the following standards
and interpretations, which have been issued by the IASB but were
not yet required to be adopted in 2017:

== Amendments to IFRS 2 ‘Share-based Payment’: amendments
relating to the classification and measurement of share-based
payment transactions

== Amendments to IFRS 4 ‘Insurance Contracts’: exempting
provisions relating to the adoption of IFRS 9 ‘Financial Instru-
ments’ before the effective date of the new version of IFRS 4

== |FRS 9 ‘Financial Instruments’
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= Amendments to IFRS 9 ‘Financial Instruments’: amendments
relating to the classification of particular prepayable financial
assets

IFRS 15 ‘Revenue from Contracts with Customers’

Clarifications to IFRS 15 ‘Revenue from Contracts with
Customers’: amendments relating to the identification of
performance obligations, classification as principal or agent,
revenue from licences and transition relief

IFRS 16 ‘Leases’

IFRS 17 ‘Insurance Contracts’

Amendments to IAS 19 ‘Employee Benefits’: amendments

in connection with the remeasurement of net defined benefit

liabilities resulting from plan amendments, curtailments or

settlements

== Amendments to IAS 28 ‘Investments in Associates and Joint
Ventures’: amendments in connection with the annual
improvements to IFRSs (2014-2016)

== Amendments to IAS 28 ‘Investments in Associates and Joint
Ventures’: clarification relating to the accounting treatment of
long-term interests that form part of the net investment in the
associate or joint venture

== Amendments to IAS 40 ‘Investment Property’: clarification
in relation to transfers of property to, or from, investment
property

== |FRIC 22 ‘Foreign Currency Transactions and Advance

Consideration’

IFRIC 23 ‘Uncertainty over Income Tax Treatments’
Annual Improvements to IFRSs (2015-2017).

These standards and interpretations are expected to be
applied by the entities included in the KION Group only from
the date of mandatory initial application. An exception is IFRS
16 ‘Leases’, which because of its interactions with IFRS 15
‘Revenue from Contracts with Customers’ is being adopted
early, on 1 January 2018.
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Basis of presentation

[1] GENERAL INFORMATION ON
THE COMPANY

KION GROUP AG, whose registered office is at Abraham-
Lincoln-Strasse 21, 65189 Wiesbaden, Germany, is entered in
the commercial register at the Wiesbaden local court under refer-
ence HRB 27060. The Company has had a new business address
since November 2017: Thea-Rasche-Strasse 8, 60549 Frankfurt
am Main, Germany.

Shandong Heavy Industry Group Co., Ltd., Jinan, People’s
Republic of China, is the company that prepares the global
consolidated financial statements for the largest number of
affiliated companies. These consolidated financial statements
are not publicly available.

Weichai Power Co., Ltd., Weifang, People’s Republic of China,
is the company that prepares the global consolidated financial
statements for the smallest number of affiliated companies.
These are available in English on the websites of the Hong
Kong Stock Exchange (www.hkexnews.hk) and the company
(www.weichaipower.com).

The KION Group is a global leader in industrial trucks,
warehouse technology, related services and supply chain
solutions. In 2017, the Group’s approximately 32,000 highly
skilled employees generated €7,653.6 million in revenue (2016:
€5,587.2 million).

The consolidated financial statements and the combined
group management report and management report of the
Company were prepared by the Executive Board of KION
GROUP AG on 21 February 2018.

[2] BASIS OF PREPARATION

The consolidated financial statements of the KION Group for the
financial year ended 31 December 2017 have been prepared in
accordance with section 315e of the German Commercial Code
(HGB) in conjunction with the International Financial Reporting
Standards (IFRSs) of the International Accounting Standards
Board (IASB) applicable as at the reporting date as well as the
associated interpretations (IFRICs) of the IFRS Interpretations
Committee (IFRS IC) as adopted by the European Union in
accordance with Regulation (EC) No. 1606/2002 of the European
Parliament and of the Council concerning the application of
international accounting standards. All of the IFRSs and IFRICs
that had been enacted by the reporting date and that were
required to be applied in the 2017 financial year have been applied
in preparing the consolidated financial statements.

In order to improve the clarity of presentation, certain items
are aggregated in the statement of financial position and the
income statement. The items concerned are disclosed and
explained separately in the notes. Assets and liabilities are broken
down into current and non-current items in accordance with
IAS 1.60. The consolidated income statement is prepared in
accordance with the cost of sales (function-of-expense) method.

The consolidated financial statements are prepared in euros,
which is the Group’s functional currency and reporting currency.
All amounts are disclosed in millions of euros (€ million) unless
stated otherwise. The addition of the totals presented may result
in minor rounding differences. The percentages shown are calcu-
lated on the basis of the respective amounts, rounded to the
nearest thousand euros. The separate financial statements of the
subsidiaries included in the consolidation were prepared as at
the same reporting date as the annual financial statements of
KION GROUP AG.
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Consolidated statement of changes in equity

TABLE 044
Accumulated other comprehensive income (loss)
Gains/losses Equity
Gains/losses on available- Gains/losses attributable to

Cumulative on defined Gains/losses for-sale from equity-  shareholders Non-

translation benefit on hedge financial accounted of KION controlling
adjustment obligation reserves instruments investments GROUP AG interests Total
-11.4 -251.9 -0.2 0.0 -2.0 1,841.0 7.7 1,848.7
245.5 0.5 2461
71.0 -50.1 -1.7 -0.1 19.1 -0.6 18.5
71.0 -50.1 -1.7 0.0 -0.1 264.6 -0.1 264.6
-76.0 0.0 -76.0
459.3 0.0 459.3
-2.0 0.0 -2.0
0.0 -21 -21
-2.8 0.0 -2.8
3.2 0.0 3.2
0.0 0.2 0.2
2.6 0.0 2.6
59.7 -302.0 -1.9 0.0 -2.2 2,490.0 5.7 2,495.7
59.7 -302.0 -1.9 0.0 -2.2 2,490.0 5.7 2,495.7
424.8 1.6 426.4
-314.8 18.7 3.7 8.4 1.6 -282.4 -0.5 -282.8
-314.8 18.7 3.7 8.4 1.6 142.5 1.1 143.6
-86.9 0.0 -86.9
602.9 0.0 602.9
-3.0 0.0 -3.0
0.0 -2.7 2.7
-4.3 0.0 -4.3
3.3 0.0 3.3
0.0 0.2 0.2
-255.1 -283.3 1.8 8.4 -0.6 3,144.4 4.4 3,148.8
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Consolidated statement of changes in equity

Subscribed Capital Retained
in € million Note capital reserves earnings
Balance as at 01/01/2016 98.7 1,996.6 11.3
Net income for the year 2455
Other comprehensive income (loss) [28]

Comprehensive income (loss) 0.0 0.0 245.5
Dividend of KION GROUP AG [28] -76.0
Capital increase [28] 9.9 449.4

Transaction costs [28] -2.0

Dividends paid to non-controlling interests

Acquisition of treasury shares 28] -0.1 -2.7

Changes from employee share option programme [28] 0.0 3.2

Effects from the acquisition/disposal of non-controlling

interests [28]

Other changes 2.6
Balance as at 31/12/2016 108.6 2,444.4 183.4
Balance as at 01/01/2017 108.6 2,444.4 183.4
Net income for the year 424.8
Other comprehensive income (l0ss) 28]

Comprehensive income (loss) 0.0 0.0 424.8
Dividend of KION GROUP AG [28] -86.9
Capital increase [28] 9.3 593.6

Transaction costs [28] -3.0

Dividends paid to non-controlling interests 28]

Acquisition of treasury shares [28] -0.1 -4.3

Changes from employee share option programme [28] 0.1 3.2

Effects from the acquisition/disposal of

non-controlling interests 28]

Balance as at 31/12/2017 117.9 3,034.0 521.3
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Consolidated statement of cash flows (continued) TABLE 043
in € million Note 2017 2016
Capital contribution from shareholders for the carried out capital increase [37] 598.6 456.7
Capital increase from issuing of employee shares [28] 2.3 3.2
Acquisition of treasury shares -4.3 -2.8
Dividend of KION GROUP AG -86.9 -76.0
Dividends paid to non-controlling interests -2.7 -2.1
Cash receipts/payments for changes in ownership interests in subsidiaries

without change of control 0.5 0.3
Financing costs paid [37] -7.4 -28.2
Proceeds from borrowings [37] 2,425.3 4,362.5
Repayment of borrowings [37] -3,340.0 -2,618.5
Interest received 7.5 8.0
Interest paid [37] -58.1 -76.3
Cash receipts/payments from other financing activities -7.3 -55
Cash flow from financing activities [37] -472.5 2,026.3
Effect of foreign exchange rate changes on cash and cash equivalents -12.2 0.2
Change in cash and cash equivalents -106.4 176.5
Cash and cash equivalents at the beginning of the year [37] 279.6 103.1
Cash and cash equivalents at the end of the year [37] 173.2 279.6

* Net working capital comprises inventories, trade receivables and unbilled construction contracts (net) less trade payables and advances received
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Consolidated statement of cash flows TABLE 043
in € million Note 2017 2016
Earnings before interest and taxes 549.4 434.8
Amortisation, depreciation and impairment charges of non-current assets [15] 636.4 454.7
Other non-cash income (-)/expenses (+) 24.6 45.0
Gains (-)/losses (+) on disposal of non-current assets -0.2 1.7
Changes in leased assets (excluding depreciation) and lease

receivables/ liabilities [18], [22], [31] -143.6 -120.4
Change in rental assets (excluding depreciation) and liabilities

for Finance Leases [19], [34] -205.8 -158.2
Change in net working capital * -109.6 -28.6
Cash payments for defined benefit obligations [29] -28.2 -20.6
Change in other provisions [32] -4.0 4.7
Change in other operating assets/ liabilities 33.2 -90.0
Taxes paid -136.3 -108.7
Cash flow from operating activities [37] 615.8 414.3
Cash payments for purchase of non-current assets [37] -218.3 -166.7
Cash receipts from disposal of non-current assets [37] 4.0 6.4
Dividends received 9.3 9.6
Acquisition of subsidiaries (net of cash acquired) and other equity investments [8], [37] -18.3 -2,118.7
Cash receipts/payments for sundry assets -19.3 5.0
Cash flow from investing activities [37] -237.6 -2,264.3
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Consolidated statement of financial position — Equity and liabilities TABLE 042
in € million Note 2017 2016
Subscribed capital 117.9 108.6
Capital reserve 3,034.0 2,444.4
Retained earnings 521.3 183.4
Accumulated other comprehensive loss* -528.8 -246.4
Non-controlling interests 4.4 5.7
Equity * [28] 3,148.8 2,495.7
Retirement benefit obligation [29] 1,002.7 991.0
Non-current financial liabilities [30] 2,024.8 2,889.1
Lease liabilities [31] 798.2 722.0
Other non-current provisions [32] 95.6 92.3
Other financial liabilities [34] 407.8 349.3
Other liabilities [35] 235.7 202.8
Deferred taxes™ [14] 665.2 882.5
Non-current liabilities * 5,230.0 6,128.9
Current financial liabilities [30] 243.9 293.9
Trade payables [33] 923.9 802.2
Lease liabilities [31] 332.9 285.2
Income tax liabilities [14] 82.6 63.0
Other current provisions [32] 149.0 163.4
Other financial liabilities [34] 296.7 222.6
Other liabilities [35] 820.7 842.1
Current liabilities 2,849.6 2,672.5
Total equity and liabilities* 11,228.4 11,297.0

* Prior-year figures were adjusted due to retrospective changes of the purchase price allocation (PPA) for Dematic, for details see note [5] to the consolidated financial statements
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Consolidated statement of financial position

Consolidated statement of financial position — Assets TABLE 041
in € million Note 2017 2016
Goodwill* [17] 3,382.5 3,5672.9
Other intangible assets* 17 2,333.9 2,602.7
Leased assets [18] 522.3 429.7
Rental assets [19] 651.4 575.3
Other property, plant and equipment* [20] 676.9 678.3
Equity-accounted investments [21] 80.3 72.7
Lease receivables [22] 647.8 531.3
Other financial assets [23] 57.1 47.5
Other assets [24] 24.2 12.3
Deferred taxes™* [14] 370.5 419.8
Non-current assets* 8,746.9 8,942.4
Inventories [25] 768.6 672.4
Trade receivables [26] 1,094 .1 998.9
Lease receivables [22] 228.0 200.3
Income tax receivables [14] 14.4 35.2
Other financial assets [23] 119.0 82.0
Other assets [24] 84.3 86.2
Cash and cash equivalents [27] 173.2 279.6
Current assets 2,481.5 2,354.6
Total assets™ 11,228.4 11,297.0

* Prior-year figures were adjusted due to retrospective changes of the purchase price allocation (PPA) for Dematic, for details see note [5] to the consolidated financial statements
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Consolidated statement of comprehensive income

Consolidated statement of

comprehensive income
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Consolidated statement of comprehensive income TABLE 040
in € million Note 2017 2016
Net income 426.4 246.1
Items that will not be reclassified subsequently to profit or loss 19.7 -50.4
Gains/losses on defined benefit obligation [29] 18.7 -50.1
thereof changes in unrealised gains and losses 26.7 -66.9
thereof tax effect -8.0 16.7
Changes in unrealised gains and losses from equity-accounted investments 1.0 -0.2
Items that may be reclassified subsequently to profit or loss -302.5 68.9
Impact of exchange differences™* -315.2 70.5
thereof changes in unrealised gains and losses -315.2 70.5
Gains/losses on hedge reserves [40] 3.7 -1.7
thereof changes in unrealised gains and losses 11.6 21.8
thereof realised gains (-) and losses (+) -5.5 -24.0
thereof tax effect -2.4 0.4
Gains/losses on available-for-sale financial instruments 8.4 -
thereof changes in unrealised gains and losses 8.5 -
thereof tax effect -0.41 -
Gains/losses from equity-accounted investments 0.6 0.1
thereof changes in unrealised gains and losses 0.6 0.1
Other comprehensive loss (income) -282.8 18.5
Total comprehensive income 143.6 264.6
Attributable to shareholders of KION GROUP AG 142.5 264.6
Attributable to non-controlling interests 1.1 -0.1

* Prior-year figures were adjusted due to retrospective changes of the purchase price allocation (PPA) for Dematic, for details see note [5] to the consolidated financial statements
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Consolidated income statement

Consolidated income statement TABLE 039
in € million Note 2017 2016
Revenue 8] 7,653.6 5,687.2
Cost of sales -5,699.1 -4,034.6
Gross profit 1,954.5 1,552.6
Selling expenses -829.6 -662.4
Research and development costs -137.0 -96.5
Administrative expenses -456.8 -411.2
Other income [9] 75.7 87.7
Other expenses [10] -71.1 -41.9
Profit (loss) from equity-accounted investments [11] 13.6 6.5
Earnings before interest and taxes 549.4 434.8
Financial income [12] 132.2 88.9
Financial expenses [13] -213.3 -184.5
Net financial expenses -81.1 -95.7
Earnings before taxes 468.3 339.2
Income taxes [14] -41.9 -93.1
Current taxes -184.9 -86.2
Deferred taxes 143.0 -6.9
Net income 426.4 246.1
Attributable to shareholders of KION GROUP AG 424.8 245.5
Attributable to non-controlling interests 1.6 0.5
Earnings per share according to IAS 33 (in €) [16]
Basic earnings per share 3.72 2.38
Diluted earnings per share 3.71 2.38
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The KION Group’s medium- to long-term strategic opportunities
in the Supply Chain Solutions segment arise, in particular, from

== further consolidation of its position in the market for intralo-
gistics solutions based on the growing acceptance of auto-
mation concepts,

== the advancing digitalisation and automation of production
and supply chains, and

= strengthening of the market position in the EMEA region —
above all, central and eastern Europe — by using the sales
structures of Industrial Trucks & Services.

Business-performance opportunities

Business-performance opportunities arise firstly from ongoing
activities to modernise and streamline the KION Group’s produc-
tion facilities and from the worldwide integration of the production
network. By investing in new locations and expanding existing
ones, products can be assembled nearer to the markets in which
they are to be sold, economies of scale can be achieved across
the Group and synergies can be leveraged. Secondly, activities
are carried out under the KION strategy aimed at improving oper-
ational excellence in logistics, technology & product development
and production and at lowering material and quality costs, for
example by reducing the complexity of the product range.

The following may lead to an increase in profitability in the
medium term:

== (Ongoing efficiency increases at production sites may boost
sales and improve the gross margin.

== Fffective use of global development capacities may create
synergies and economies of scale.

== Activities to improve operational excellence and lower costs
may help the KION Group to achieve future growth with a dis-
proportionately small rise in costs.
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Opportunity situation
Market opportunities

The economy as a whole may perform better than expected in
2018. In addition, circumstances may occur in the wider market
at any time — such as quality problems at competitors or the
effects of consolidation — that increase demand for products from
the KION Group brands. New, unforeseen regulatory initiatives
could be launched, for example the tightening of health and safety
regulations or emissions standards, that would push up demand
for products offered by the KION Group brands. Average prices
for procuring commodities over the year may be cheaper than
anticipated. Medium- to long-term market opportunities are pre-
sented, in particular, by:

== growing demand for intralogistics products, solutions and
services as a consequence of globalisation, industrialisation
and fragmentation of supply chains as well as efficiency
increases that are needed due to limited warehouse space
and changing consumer requirements

== high demand for replacement investments, especially in
developed markets

== the trend towards outsourcing service functions, particularly
in the market for industrial trucks, and growth in demand for
finance solutions

== ncreased use of industrial and warehouse trucks powered
by electric motors — one of the KION Group’s particular
strengths

== growing demand for automation solutions and fleet manage-
ment solutions in connection with the rapidly expanding e-com-
merce sector and the implementation of Industry 4.0 projects
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COMBINED MANAGEMENT REPORT

Outlook, risk report and opportunity report

Strategic opportunities

The positive impact of the strategic activities under the KION
strategy is already largely reflected in the expectations regarding
the KION Group’s financial performance in 2018. Nevertheless,
the individual activities could create positive effects that exceed
expectations. There is also a possibility that new strategic oppor-
tunities that were not part of the planning may arise over the
course of the year, for example in the form of acquisitions and
strategic partnerships.

The KION Group’s medium- to long-term strategic opportu-
nities in the Industrial Trucks & Services segment arise, in par-
ticular, from:

== gchievement of a leading global market and technology posi-
tion with regard to truck automation and innovative drive
technologies as an integral element of automated warehouse
solutions

== g greater presence in the economy and volume price seg-
ments, particularly as a result of the systematic implementa-
tion of the segment-wide platform strategy

== further strengthening of its market-leading position in the
EMEA region and achievement of a significant position in the
Americas region, in particular by boosting its technological
expertise, making greater use of shared modules and har-
nessing potential for cross-selling

== oxpansion of the service portfolio, including financial services,
at every stage of the product lifecycle, taking advantage of
the high number of trucks in use and the installed base of
supply chain solutions
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several times in the past, this risk is contained by collaborating
closely with employee representatives and, if job losses are nec-
essary, taking comprehensive steps to ensure they are achieved
with the minimum possible social impact.

The legal risks arising from the KION Group’s business are
typical of those faced by any company operating in this sector.
The Group companies are a party in a number of pending law-
suits in various countries. The individual companies cannot
assume with any degree of certainty that they will win any of the
lawsuits or that the existing risk provision in the form of insurance
or provisions will be sufficient in each individual case. However,
the KION Group is not expecting any of these existing legal pro-
ceedings to have a material impact on its financial position or
financial performance. These lawsuits relate, among other things,
to liability risks, especially as a result of legal action brought by
third parties because, for example, the Company’s products were
allegedly faulty or the Company allegedly failed to comply with
contractual obligations. Further legal risk may arise as a result of
the environmental restoration of sites that have been shut down in
recent years, for example work required due to contamination.
Any damage to the environment may lead to legal disputes and
give rise to reputational risk.

The Company has taken measures to prevent it from incur-
ring financial losses as a result of these risks. Although legal dis-
putes with third parties have been insignificant both currently and
in the past, the Company has a centralised reporting system to
record and assist pending lawsuits. In addition to the high quality
and safety standards applicable to all users of the Company’s
products, with which it complies when it develops and manufac-
tures the products, it has also taken out the usual types of insur-
ance to cover any third-party claims. In addition, interdisciplinary
teams work on the avoidance of risks arising from inadequate
contractual arrangements. A further objective of this cooperation
across functions is to ensure compliance with mandatory laws,
regulations and contractual arrangements at all times.

Owing to the KION Group’s export focus, legal risk and rep-
utational risk arise due to the numerous international and local
export controls that apply. The Company mitigates these risks
with a variety of measures. Consequently, export controls are an
important part of the compliance activities carried out by the
Group companies.

OPPORTUNITY REPORT

Principles of opportunity management

Opportunity management, like risk management, forms a central
part of the Company’s day-to-day management. In 2017, the
aggregate opportunity position was largely unchanged com-
pared with the previous year. Individual areas of opportunity are
identified within the framework of the strategy process. Opportu-
nities are determined and managed on a decentralised basis in
line with the Group strategy.

There are monthly reports on the opportunity situation as
part of the regular Group reporting process. As a result, the KION
Group is in a position to ascertain at an early stage whether mar-
ket trends, competitive trends or events within the Group require
individual areas of opportunity to be re-evaluated. This may lead
to reallocation of the budgets earmarked for the realisation of
opportunities. Such decisions are made on the basis of the
potential of the opportunity, drawing on empirical values. There is
no management system for the evaluation of opportunities com-
parable to the system for risk management.

Categorisation of opportunities

‘Opportunities’ are understood as positive deviations from the
expectations set out in the outlook relating to the economic situ-
ation and the KION Group’s position. Opportunities are divided
into three categories:

= Market opportunities describe the potential resulting from
trends in the market and competitive environment and from
the regulatory situation.

== Strategic opportunities are based on implementation of the
Group’s strategy. They may lead to positive effects that
exceed planning assumptions.

== Business-performance opportunities arise in connection
with operational activities along the value chain, such as
restructuring or cost-cutting measures.

Annual Report 2017 | KION GROUP AG



the liquidity planning and uses it to determine the funding require-
ments of each company.

The funding terms and conditions faced by the lenders them-
selves (manifested, for example, in the payment of liquidity premi-
ums on interbank lending) may result in a future shortage of lines
of credit and/or increased financing costs for companies. How-
ever, the Group currently does not expect any further changes in
its lines of credit or any excessive increases in margins.

Goodwill and brand names represented 38.5 per cent of total
assets as at 31 December 2017 (31 December 2016: 40.1 per cent).
Pursuant to IFRS, these assets are not amortised and their meas-
urement depends, above all, on future expectations. If these future
expectations are not fulfilled, there is a risk that impairment losses
will have to be recognised on these assets.

The individual Group companies directly manage counter-
party risks involving customers. These counterparty risks did not
change significantly in 2017. Each individual Group company has
established a credit management system for identifying custom-
er-related counterparty risks at an early stage and initiating the
necessary countermeasures. Analysis of the maturity structure of
receivables is an integral element of monthly reporting.

Risks arising from financial services

The leasing activities of the Industrial Trucks & Services segment
mean that the KION Group may be exposed to residual value risks
from the marketing of trucks that are returned by the lessee at the
end of a long-term lease and subsequently sold or re-leased.
Residual values in the markets for used trucks are therefore con-
stantly monitored and forecast. The KION Group regularly assesses
its aggregate risk position arising from financial services.

The risks identified are immediately taken into account by the
Company in the costing of new leases by recognising writedowns
or valuation allowances and adjusting the residual values.
Risk-mitigating factors include the demand for used trucks, which
stabilises the residual values of the KION Group’s industrial
trucks. In many cases, the residual values are based on remarketing
agreements that transfer any residual-value risk to the leasing
company. This had a positive impact on the financial results in
2017. Groupwide standards to ensure that residual values are
calculated conservatively, combined with an IT system for
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Outlook, risk report and opportunity report

residual-value risk management, reduce risk and provide the
basis on which to create the transparency required.

The KION Group mitigates its liquidity risk and interest-rate
risk attaching to financial services by ensuring that most of its
transactions and funding loans have matching maturities and by
constantly updating its liquidity planning. Long-term leases are
primarily based on fixed-interest agreements. The credit facilities
provided by various banks and an effective dunning process
ensure that the Group has sufficient liquidity.

In order to exclude currency risk, the KION Group generally
funds its leasing business in the local currency used in each market.

Because of low default rates, counterparty risk has not been
significant to date in the Group. The KION Group has not identified
any material changes between 2016 and 2017. The Group also
mitigates any losses from defaults by its receipt of the proceeds
from the sale of repossessed trucks. Furthermore, receivables
management and credit risk management are refined on an
ongoing basis. Besides the design of the business processes,
these refinements also encompass the risk management and risk
control processes.

Moreover, the KION Group mostly offers financial services
indirectly via selected financing partners that bear the risks of the
finance transaction. As far as these financial services are con-
cerned, the KION Group bore the counterparty risk in under
3 per cent of cases (2016: 3 per cent).

Human resources risks and legal risks

The KION Group relies on having highly qualified managers and
experts in key roles. If they left, it could have a long-term adverse
impact on the Group’s prospects.

That is why the KION Group actively engages in HR work
aimed at identifying and developing young professionals with
high potential who already work for the Company and retaining
them over the long term, thereby enabling succession planning
for key roles across the Group. The KION Group also positions
itself in the external market as an employer of choice. This will
enable it to make strategic additions to its portfolio of existing
staff and, in this way, avert the risk of possibly losing expertise
and thereby becoming less competitive.

Any restructuring measures may result in a risk of strikes and
reactions of other kinds by the workforce. As demonstrated



The potential risks that may arise in the project realisation phase
are analysed in every individual project using detailed continuous
reviews based on the individual items of work that make up the
project. This keeps potential risks to a minimum.

Sales risks

The main sales risks — besides a drop in revenue caused by mar-
ket conditions - result from dependence on individual customers
and sectors. For example, it is possible that customers would
postpone or cancel orders during a period of economic difficulty.
There have not been any significant cancellations in previous
years, however. It is also conceivable that customers would face
a liquidity shortfall and therefore be unable to fulfil their payment
obligations immediately or even at all. Because of its customer
project business, the Supply Chain Solutions segment generally
has a greater dependence on individual sectors and individual
customers than the Industrial Trucks & Services segment. Never-
theless, the concentration risk for the KION Group overall is still
considered to be low. The business is highly diversified from a
regional perspective. In addition, the KION Group supplies com-
panies of all sizes. Experience has shown that the KION Group’s
exposure to the risk of possible payment defaults is low, but this
risk can be further mitigated by recovering any collateral.

[T risks

A high degree of interconnectedness between sites and with cus-
tomers and other companies means that the KION Group also
relies on its IT systems working flawlessly. The KION Group under-
takes ongoing further development of a reliable, extendable and
flexible IT system environment with the aim of countering any
[T-related risks that may arise from the failure of IT systems and IT
infrastructure. Internal IT resources are pooled in the cross-seg-
ment KION IT function, which has well-established processes
for portfolio management and project planning and control.
Independent external audits are conducted to provide addi-
tional quality assurance. Various technical and organisational
measures protect the data of the KION Group and the Group
companies against unauthorised access, misuse and loss.
These measures include procedures to validate and log access
to the Group’s infrastructure.

Financial risks

Group Treasury is responsible for ensuring that sufficient financial
resources are always available for the KION Group’s international
growth. The main types of financial risk managed by Group
Treasury, including risks arising from funding instruments, are
liquidity risk, currency risk, interest-rate risk and counterparty risk.
Counterparty risk consists solely of credit risks attaching to finan-
cial institutions. Risk management procedures issued by Group
Treasury stipulate how to deal with the aforementioned risks.

Non-current financial liabilities fell by €864.3 million from their
level at 31 December 2016 to reach €2,024.8 million at the end of
2017. As at 31 December 2017, the main financial liabilities classi-
fied as non-current were a promissory note with a volume of
€1,010.0 million plus the amount of €1,000.0 million still outstand-
ing under the bridge loan (AFA) following substantial repayments.
The unused, unrestricted SFA loan facility stood at €965.3 million
as at 31 December 2017. Risk arising out of the lending and
promissory note conditions that have been agreed was not
regarded as material as at 31 December 2017. It relates in particular
to the restrictions in respect of compliance with financial cove-
nants and upper limits for certain transactions and in respect of
the obligation to submit special regular reports. The KION Group
complied with all the obligations in this regard in the reporting
year. Some of the Group’s financing takes the form of floating-rate
financial liabilities. Interest-rate swaps were entered into in 2017 in
order to hedge the resultant interest-rate risk.

The Company generally refers to credit ratings to manage
counterparty risk when depositing funds with a financial institu-
tion. The KION Group only uses derivatives to hedge underlying
operational and financial transactions; they are not used for spec-
ulative purposes. It is exposed to currency risk because of the
high proportion of its business conducted in currencies other
than the euro. Normally, at least 75 per cent of the currency risk
related to the planned operating cash flows based on liquidity
planning is hedged by currency forwards in accordance with the
relevant guideline. Group Treasury rigorously complies with and
monitors the strict separation of functions between the front, mid-
dle and back offices. Each Group company’s liquidity planning is
broken down by currency and incorporated into the KION Group’s
financial planning and reporting process. Group Treasury checks
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including the growing use of digital technologies in value chains —
and has to quickly bring new products to market. If the Company
does not succeed in doing this, its technological and competitive
position could be compromised in the long term.

The innovations developed by the KION Group are compre-
hensively protected by intellectual property rights, in particular
patents. Nevertheless, there is always the possibility that prod-
ucts or product components will be imitated. There is also a risk
that patent applications will not be successful. The KION Group
mitigates research and development risk by focusing firmly on
customer benefit in its development of products and solutions.
Customer needs are incorporated into the development pro-
cess on an ongoing basis by ensuring close collaboration
between sales and development units and taking account of all
region-specific requirements.

Procurement risks

Procurement activities constitute a potential risk for the KION
Group in terms of the general lack of availability of parts and com-
ponents and the rising cost of raw materials, energy, inputs and
intermediate products. In particular, restricted capacity in a tight
supplier market could result in the KION Group facing backlogs in
the supply of individual raw materials and components. The KION
Group obtains some of its key components from a limited number
of core suppliers. Key components in the Industrial Trucks & Ser-
vices segment include internal combustion engines, tyres and
high-performance forged and electronic parts.

The risk of supply bottlenecks — for example in the event of a
shortage of raw materials or financial difficulties at core suppliers
—cannot be ruled out in future. The KION Group mitigates this risk
through appropriate diversification of its supplier structure in the
context of a global procurement organisation. In addition, the
supplier development department, which focuses on improving
suppliers’ production processes, helps suppliers to ensure that
their processes are cost-efficient and offer excellent quality.
Price changes present another procurement-related risk. In 2017,
around 25 per cent of the cost of materials for new trucks was
directly influenced by changes in commodity prices (2016: around
25 per cent). Moreover, conditions in the commodity markets typ-
ically affect component prices after a delay of three to six months.
The KION Group endeavours to pass on price increases to cus-
tomers but cannot always do so entirely due to market pressures.
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Production risks

Production risks are largely caused by quality problems, possible
disruptions to operational procedures or production downtime at
individual sites. In such cases, the KION Group’s closely inte-
grated manufacturing network presents a heightened risk to its
ability to deliver goods on time. There is also a risk that structural
measures and reorganisation projects will not be implemented
owing to disruption of production or strikes. Delays in delivery or
a rise in the number of complaints could harm the KION Group’s
positioning in the price segments and sales markets that it serves
and, as a result, could harm its financial situation.

To mitigate these risks, the KION Group carries out preven-
tive maintenance, implements fire protection measures, trains its
staff and builds a pool of external suppliers. The Company has
taken out a commercially appropriate level of insurance cover
against loss. Quality assurance is a high priority throughout the
value chain and reduces possible quality-related risks arising
from the products and services provided. The KION Group miti-
gates its quality-related risks significantly by applying rigorous
quality standards to its development activities, conducting strin-
gent controls throughout the process chain and maintaining
close contact with customers and suppliers.

Risks arising from customer project business

In the customer project business, risks can arise from deviations
from the schedule originally agreed with the customer, potentially
leading to revenue and profit being recognised in subsequent
years o, in isolated cases, contractual penalties having to be paid.
Another possible risk is that the technology deviates from the
promised specifications, which may result in additional completion
costs. The long-term nature of individual projects can lead to cost
increases over the term of the project that were not anticipated in
the project costing and cannot be passed onto the customer.

To mitigate these risks in the Supply Chain Solutions seg-
ment, project management includes a comprehensive process of
risk management. This involves detailed evaluation of the risks
when defining the technical aspects of quotations plus financial
risk provisioning based on the individual project specifications
when preparing quotations. A multistage approval process based
on an extensive list of criteria ensures that financial, country-spe-
cific, currency-specific and contractual risks are largely avoided.
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growth in the material handling market. The market risks referred
to could be heightened by geopolitical risk, including protectionist
measures and possible currency crises. However, it is not cur-
rently foreseeable whether these risks will become relevant and
then have a material effect on the business situation and financial
performance. The geopolitical situation is monitored closely.
Various measures aimed at making cost structures more
flexible — such as the consolidation of production facilities, lever-
aging of cost synergies and the platform strategy — help to con-
tain the earnings risk arising from reductions in revenue caused
by economic conditions. Diversification of the customer base in
terms of industry and region as well as expansion of service activ-
ities also play a role in mitigating risk. Moreover, the KION Group
closely monitors the market and its competitors so that it can
identify market risks at an early stage and adjust its production
capacities in good time. Besides global economic growth and
other data, the KION Group also analyses exchange rates, price
stability, the consumer and investment climate, foreign trade
activity and political stability in its key sales markets, constantly
monitoring the possible impact on its financial performance and
financial position. Other risks arise as a result of constant changes
in the Company’s political, legal and social environment. Because
it operates in countries in which the political or legal situation is
uncertain, the KION Group is exposed to the consequent risk of
government regulation, changes to customs rules, capital con-
trols and expropriations. The KION Group mitigates such strate-
gic risks by, for example, carrying out in-depth market research,
conducting thorough evaluation procedures to assess political
and economic conditions and drafting contracts appropriately.

Competition risks

Competition risk describes the risk that growing competitive
pressure will prevent the KION Group from achieving its predicted
margins and market share. The markets in which the KION Group
operates are characterised by strong competition, often price-
driven. Price competition is compounded by some manufacturers
having cost advantages in production, sometimes due to the cur-
rency situation and sometimes because local labour costs are
lower. This mainly affects the Industrial Trucks & Services seg-
ment, where competition is fierce, particularly in the economy
and volume price segments, and the impact is especially strong
in emerging markets. Building on their local competitive strength,

manufacturers in emerging markets are also looking for opportu-
nities to expand. Although the high quality expectations and ser-
vice needs of customers in developed markets present a barrier
to growth for many of these manufacturers, this situation is likely
to intensify competitive pressures in future.

It is also conceivable that competitors will join forces and
their resulting stronger position will be detrimental to the KION
Group’s sales opportunities. Moreover, predictions of higher
volumes and margins may lead to overcapacity, which would put
increased pressure on prices.

Although the excellent customer benefits provided by its
products have enabled the KION Group to charge appropriate
prices until now, it is taking a variety of steps to contain competi-
tion risk. Alliances, partnerships, acquisitions and other meas-
ures are increasingly playing a role in improving the KION Group’s
competitiveness in terms of resources, market access and product
range. The steps that the KION Group is taking to mitigate its
competition risk also include making its plants more efficient and
securing low-cost sources of supply.

The KION Group also continually evaluates its options for
strengthening and consolidating its position in emerging markets,
in particular through proactive cross-selling by the two operating
segments, strategic partnerships, the creation of joint ventures or
acquisition of local manufacturers. One of the risks of such
alliances and acquisitions is that the expected benefits will mate-
rialise only partly or not at all. For example, the organisational inte-
gration of new units can harm financial performance for a variety
of reasons. It is also possible that a partner will collaborate with
competitors if exclusivity agreements are not in place.

Risks along the value chain

Research and development risks

The KION Group’s market position and business performance
depend to a large extent on its ability to build on its leading tech-
nological position in respect of individual products and system
solutions in order to become the leading supplier of automated
supply chain solutions and mobile automation solutions. This
requires the Group to continually develop products that meet
customer expectations and comply with changing regulatory and
technological requirements. To this end, the KION Group must
anticipate customers’ needs and changing market conditions —
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Risk

Aggregate risk

The aggregate risk position was largely unchanged compared
with the end of 2016. With regard to 2018, the risks in the risk
matrix below will be continually observed and evaluated in terms
of their extent and probability of occurrence. For example, the
KION Group considers the probability of market risk materialising
as low because of the generally positive market expectations.
However, the possible impact of market risk continues to be rated
at a medium risk level because of the importance of the market
for the KION Group’s business situation and financial perfor-
mance. As things stand at present, there are no indications of any
risks that could jeopardise the Company’s continuation as a
going concern. > DIAGRAM 005

The market risks and competition risks described, the risks
along the value chain, the human resources risks and the legal
risks largely relate to the Industrial Trucks & Services and Supply
Chain Solutions segments. Risks arising from financial services
mainly affect the Industrial Trucks & Services segment, while
financial risks would predominantly impact on the Corporate
Services segment.

Market risks and competition risks

Market risks

Market risk can arise when the economy as a whole or a particu-
lar sector does not perform as well as had been anticipated in the
outlook. Cyclical fluctuations in macroeconomic activity affect
both the market for industrial trucks and the market for auto-
mated supply chain solutions. Customers’ decisions on whether
to invest depend to a large degree on the macroeconomic situa-
tion and conditions in their particular sector. During an economic
downturn, or even just periods of heightened economic uncer-
tainty, customers tend to postpone their capital expenditure
plans. Although demand for services is less cyclical, it correlates
with the degree of utilisation of the trucks and systems — which
usually declines during difficult economic periods. As the KION
Group can only adjust its fixed costs to fluctuations in demand to
a limited extent, reductions in revenue impact on earnings.

KION GROUP AG | Annual Report 2017

&)

COMBINED MANAGEMENT REPORT 1 1

Qutlook, risk report and opportunity report

Risk matrix DIAGRAM 005
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Despite the increase in the proportion of revenue generated
outside the eurozone (due in part to the strong North American
business of the Supply Chain Solutions segment), the bulk of
revenue continues to be billed in euros. As a result, the market
conditions that prevail in the eurozone impact significantly on the
KION Group’s financial performance. In view of the continued sta-
bilisation of economic growth, even — and especially — in coun-
tries that were hit hard by the financial and economic crisis, the
direct market risk arising from a downturn in the economy has
further reduced for the eurozone. However, any weakening of
economic growth affecting major trading partners, e.g. China,
might reduce eurozone customers’ willingness to invest and con-
sequently the demand for the KION Group’s products.

Any loss of momentum in the emerging markets could also
have a negative effect on global trade volumes and thus on



Board’s Audit Committee are informed of the Group’s risk posi-
tion once a quarter. The Internal Audit department audits the risk
management system at regular intervals.

Material features of the internal control and
risk management system pertaining to the
(Group) accounting process

Principles

The main objectives of the accounting-related internal control
system are to avoid the risk of material misstatements in financial
reporting, to identify material mismeasurement and to ensure
compliance with the applicable regulations and internal instruc-
tions. This includes verifying that the consolidated financial state-
ments and combined management report comply with the rele-
vant accounting standards.

Material processes and controls in the
(Group) accounting process

For its (Group) accounting process, the KION Group has defined
suitable structures and processes within its internal control and risk
management system and implemented them in the organisation.

Changes to the law, accounting standards and other pro-
nouncements are continually analysed with regard to their rele-
vance and effect on the consolidated financial statements and
group management report; the relevant changes are then incor-
porated into the Group’s internal policies and systems.

All consolidated entities must follow the KION GROUP IFRS
Accounting Manual when preparing their IFRS reporting pack-
ages. This manual contains the recognition, measurement and
disclosure rules to be applied in the KION Group’s accounting in
accordance with IFRS. The accounting guidelines primarily
explain the financial reporting principles specific to the KION
Group’s business. In addition, all companies must adhere to the
schedule defined by head office for preparing the consolidated
financial statements and group management report.

The accounting-based internal control and risk manage-
ment system encompasses defined control mechanisms,
automated and manual reconciliation processes, separation of

functions, the double-checking principle and adherence to
policies and instructions.

The employees involved in the (Group) accounting process
receive regular training in this field. Throughout the accounting
process, the local companies are supported by central points of
contact. The consolidated accounts are drawn up centrally using
data from the consolidated subsidiaries. A consolidation depart-
ment with specially trained employees carries out the consolida-
tion activities, reconciliations and monitoring of the stipulated
deadlines and processes. Monthly checklists have been drawn
up for the consolidation process and are worked through in a
standardised manner. All postings are managed centrally and
documented. This team also monitors the system-based controls
and supplements them with manual checks. The entire accounting
process contains a number of specific approval stages, for which
extensive plausibility checks have been set up. Employees with
the relevant expertise provide support on specialist questions
and complex issues.

Internal control mechanisms and ongoing analysis of the reg-
ulatory framework enable any risks that might jeopardise the
compliance of the consolidated financial statements and group
management report with accounting standards to be identified as
soon as possible so that appropriate countermeasures can be
taken. Such risks form part of the KION Group’s aggregate risk
profile and are classified as operational risk.

The Internal Audit department evaluates governance, risk
management and the control processes by following a systematic
and structured process, thus helping to bring about improve-
ments. It focuses primarily on the following aspects:

== gppropriateness and effectiveness of the internal control
systems for avoiding financial losses

== compliance with legal requirements, directives from the
Executive Board, other policies and internal instructions

== correct performance of tasks and compliance with business
principles
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Expected financial position of the KION Group

Having significantly reduced its borrowing in the reporting year,
the KION Group intends to use free cash flow to achieve a further
moderate decrease in net debt.

Overall statement on expected performance

The KION Group believes it will continue along its path of profit-
able growth and aims to further improve its market position
worldwide in 2018.

RISK REPORT

Risk strategy

The business activities of the KION Group necessarily involve risk.
Dealing responsibly with risk and managing it in a comprehensive
manner is an important element of corporate management. The
overarching aim is to fully harness business opportunities while
ensuring that risk always remains under control. Using its group-
wide risk management system, the KION Group contains all iden-
tified risks by implementing suitable measures and takes appro-
priate precautions. This ensures that the losses expected if these
risks arise will be largely covered and therefore will not jeopardise
the Company’s continuation as a going concern.

Risk management is embedded in the corporate controlling
function and plays an active and wide-ranging role due to the
strategic focus of corporate controlling. The Operating Units’
business models, strategic perspectives and specific plans of
action are examined systematically. This ensures that risk man-
agement is fully integrated into the KION Group’s overall planning
and reporting process.
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Principles of risk management

The procedures governing the KION Group’s risk management
activities are laid down in internal risk guidelines. For certain types
of risk, such as financial risk or risks arising from financial services,
the relevant departments also have guidelines that are specifically
geared to these matters and describe how to deal with inherent
risks. Risk management is organised in such a way that it directly
reflects the structure of the Group itself. Consequently, risk
officers supported by risk managers have been appointed for
each company and each division. A central Group risk manager
is responsible for the implementation of risk management pro-
cesses in line with procedures throughout the Group. His or her
remit includes the definition and implementation of standards to
ensure that risks are captured and evaluated.

The risk management process is organised on a decentral-
ised basis. Firstly, a groupwide risk catalogue is used to capture
the risks attaching to each company. Each risk must be captured
individually. If the losses caused by a specific risk or the likelihood
of this risk occurring exceed a defined limit, the KION Group’s
Executive Board and its corporate controlling function are notified
immediately. Each risk is documented in an internet-based
reporting system designed specifically for the requirements of
risk management. Risks affecting more than one Group com-
pany, such as market risks, competition risks, financial risks and
risks arising from financial services, are not recorded individually
but are instead evaluated at Group level. Consequently, such
risks are not quantified.

The scope of consolidation for risk management purposes is
the same as the scope of consolidation for the consolidated
financial statements. The risks reported by the individual compa-
nies are combined to form divisional risk reports as part of a rig-
orous reporting process. To this end, minuted risk management
meetings are held once a quarter. Moreover, material risks are
discussed with the segments at the business review meetings.
The divisional risk reports are then used to compile an aggregate
risk portfolio for the KION Group as a whole. To support this, the
relevant departments of the holding company are consulted
each quarter in order to identify and assess risk — particularly
Company-wide, cross-brand risk affecting areas such as treasury,
purchasing, tax, human resources and financial services. The
Executive Board of KION GROUP AG and the Supervisory



Following very strong growth in the global market for new indus-
trial trucks in 2017, growth rates are predicted to normalise,
returning closer to the long-term trend of around 4 per cent.
Europe and North America are expected to register further mod-
erate increases in orders. The KION Group anticipates continued
growth in demand in China, with a rise in the proportion of electric
forklift trucks and warehouse trucks. The constantly increasing
number of trucks in operation worldwide provides a sustainable
customer base for the service business.

Demand for supply chain solutions is likely to be underpinned
by the strong inclination to invest seen in the main customer
industries in connection with multichannel and e-commerce
strategies. In the years ahead, market growth of around
10 per cent per year is predicted.

Expected business situation and financial
performance of the KION Group

In 2018, the KION Group aims to build on its successful performance
in 2017 and, based on the forecasts for market growth, achieve
further increases in order intake, revenue and adjusted EBIT.

The order intake of the KION Group is expected to be
between €8,050 million and €8,550 million. The target figure for
consolidated revenue is in the range of €7,700 million to
€8,200 million. The target range for adjusted EBIT is €770 million

to €835 million. Free cash flow is expected to be in a range
between €410 million and €475 million; the cash payment for the
planned acquisition of a non-controlling interest in the Chinese
company EP Equipment has already been factored in. The target
figure for ROCE is in the range of 8.7 per cent to 9.7 per cent. The
outlook for free cash flow and ROCE reflects the impact of apply-
ing the new IFRS accounting standards for the first time. Further
details can be found in the ‘Basis of preparation’ section of the
notes to the consolidated financial statements.

Order intake in the Industrial Trucks & Services segment is
expected to be between €5,950 million and €6,150 million. The
target figure for revenue is in the range of €5,700 million to
€5,900 million. The target range for adjusted EBIT is €650 million
to €685 million.

Order intake in the Supply Chain Solutions segment is
expected to be between €2,100 million and €2,400 million. The
target figure for revenue is in the range of €2,000 million to
€2,300 million. The target range for adjusted EBIT is €180 million
to €215 million.

The outlook is based on the current exchange rate environ-
ment and the assumption that material prices will hold steady.
> TABLE 038

Outlook TABLE 038

KION Group Industrial Trucks & Services Supply Chain Solutions

2017 2018 2017 2018 2017 2018
in € million Actual Outlook Actual Outlook Actual Outlook
Order intake* 7,979.1 8,050-8,550 5,859.5 5,950-6,150 2,099.2 2,100-2,400
Revenue* 7,653.6 7,700-8,200 5,630.9 5,700-5,900 2,006.3 2,000-2,300
Adjusted EBIT 765.6 770-835 640.1 650-685 181.4 180-215
Free cash flow 378.3 410-475 - - - -
ROCE 9.9% 8.7%-9.7% - - - -

* Disclosures for the segments Industrial Trucks & Services and Supply Chain Solutions include also intra-group cross-segment order intake and revenue (Total revenue)
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OUTLOOK

Forward-looking statements

The forward-looking statements and information given below are
based on the Company’s current expectations and assessments.
Consequently, they involve a number of risks and uncertainties.
Many factors, several of which are beyond the control of the KION
Group, affect the Group’s business activities and profitability as
well as the earnings of KION GROUP AG. Any unexpected develop-
ments in the global economy would result in the KION Group’s
and KION GROUP AG'’s performance and profits differing signifi-
cantly from those forecast below. The KION Group does not
undertake to update forward-looking statements to reflect subse-
quently occurring events or circumstances. Furthermore, the
KION Group cannot guarantee that future performance and
actual profits generated will be consistent with the stated assump-
tions and estimates and can accept no liability in this regard.

Actual business performance may deviate from our fore-
casts due, among other factors, to the opportunities and risks
described here. Performance particularly depends on macroe-
conomic and industry-specific conditions and may be negatively
affected by increasing uncertainty or a worsening of the eco-
nomic and political situation.

Outlook for 2017

The overall assessment of the financial situation of the KION
Group compares the outlook included in the 2016 combined
management report and the adjusted outlook in the Q3 2017
quarterly statement with actual performance in 2017.
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Assumptions

The forecasts in this section are derived from the KION Group’s
multiple-year market, business and financial plan, which is based
on certain assumptions. Market planning takes into account
macroeconomic and industry-specific performance, which is
described below. Business planning and financial planning are
based on expected market performance, but also draw on other
assumptions, such as those relating to changes in the cost of
materials, the KION Group’s ability to command higher prices
from customers and movements in exchange rates.

Expected macroeconomic conditions

In its outlook for 2018 published in January, the International
Monetary Fund (IMF) predicts global output growth of 3.9 per cent,
which is slightly higher than the rate for the past year. Besides the
sustained upturn in Europe and Asia, stimulus from the US tax
reforms approved in late 2017 is having a positive effect. At
4.6 per cent, the worldwide volume of trade is expected to be
close to its 2017 level.

The outlook for macroeconomic conditions is based, in par-
ticular, on the assumption that conditions in financial markets will
continue to be favourable and that market sentiment will remain
upbeat. These factors will support further growth of demand,
particularly in terms of capital expenditure. Furthermore, it is
expected that trading partners of the United States will also ben-
efit from the US tax reforms.

Expected sectoral conditions

Going forward, the overall market for industrial trucks and ware-
house systems will continue to depend heavily on the strength
of the economy in the main sales markets. In past years, the
market’s growth — measured by the number of new trucks sold
and the revenue of the largest system manufacturers — has con-
sistently exceeded the growth rates for global gross domestic
product (GDP). In view of the generally positive macroeconomic
prospects, the KION Group anticipates that the worldwide mar-
ket for industrial trucks and warehouse systems will continue to
expand in 2018.



Customers

The KION Group’s industrial trucks and supply chain solutions
are deployed in all kinds of industries.

The Industrial Trucks & Services segment has a very broadly
diversified customer base, ranging from large key accounts with
global operations to small and medium-sized enterprises that
typically order just a few trucks each year.

The Supply Chain Solutions segment benefits from long-stand-
ing customer relationships with major players in the e-commerce
and logistics sectors. They influence the success of the seg-
ment’s new business and service business. The Dematic Oper-
ating Unit’s focus industries also include general merchandise,
grocery wholesale and retail, fashion, food and beverages, and
parcel and courier services. The KION Group including Dematic
already ranks among the global market leaders in most of these
sectors and enjoys excellent relationships with its customers. It
has been able to strengthen these relationships through joint
development projects and other initiatives.

The KION brand companies again exhibited at the sector’s
leading trade fairs in various regions in 2017 in order to intensify
their collaboration with customers and partners.

The KION Group’s full range of products in the Industrial Trucks
& Services and Supply Chain Solutions segments was represented
for the first time at ProMat, which was held in Chicago in April 2017.
Numerous new products were unveiled. For example, the market
launch of new Linde and Baoli counterbalance trucks in North
America was announced. Dematic demonstrated its Dematic iQ
warehouse execution system, robotics order picking and other
products. The KION brands also showcased the full spectrum of
solutions at Movimat in S&o Paulo in October 2017. At the Hannover
Messe trade fair (CeMat preview), STILL highlighted the latest topics
and solutions. The KION Group also participated in various other
trade fairs, including Logistica in Utrecht, where Dematic exhibited
innovative technologies for the storage and retrieval of small parts,
and Logimat in Stuttgart, at which not only Linde and STILL but also
Baoli presented their portfolios for the EMEA region. In addition,
numerous customer and dealer events as well as training courses
were held.

Once again, the KION brand companies attracted attention
by collecting a number of accolades in 2017. STILL, for example,
was again among the winners at the International Forklift Truck of
the Year (IFOY) awards.

Sustainability

Acting responsibly is one of the principles by which the KION
Group and its brand companies operate. They strive for a balance
between environmental, economic and social considerations in
their business activities. This focus on sustainability is reflected in
the Group’s eco-friendly and safe products that help customers
to conserve energy, reduce emissions and comply with strict
workplace safety standards (see the ‘Research and develop-
ment’ section). Furthermore, the KION Group ensures that its
production processes have as minimal an impact on the environ-
ment as possible and that it offers safe and discrimination-free
working conditions.

The first groupwide sustainability report was published in the
year under review. As well as comprehensive information on strat-
egy, the management approach and structures for sustainability,
the report contains data on relevant key performance indicators.
The report to be published in 2018 (see: http:/reports.kiongroup.
com/2017/sr) will also include the KION Group’s non-financial
declaration as required under the German law to implement the
CSR directive. For this reason, the KION Group has not provided
detailed information in the 2017 combined management report.
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