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KEY FIGURES 2014 K EUR Sales EBITDA as % of sales EBIT as % of sales Net income for the period Earnings per share (€) 1) Adjusted EBITDA as % of sales Adjusted EBIT as % of sales Equity



2014



2013



Change in %



430.041



365.639



17.6%



34.827



34.780



0.1%



8.1%



9.5%



-



16.575



20.607



–19.6%



3.9%



5.6%



-



10.679



13.395



–20.3%



1.83



2.29



–20.3%



40.597



35.683



13.8%



9.4%



9.8%



-



22.495



21.661



3.9%



5.2%



5.9%



-



84.507



82.529



2.4%



40.3%



44.4%



-



Net debt / Net cash



–14.356



–2.881



-



Capital expenditure 2)



34.788



32.800



6.1%



8.1%



9.0%



-



30.877



31.894



–3.2%



7.2%



8.7%



-



1,173



1,059



10.8%



Equity ratio



4)



as % of sales Working Capital



4)



as % of sales 4) Number of employees (average)



3)



Based on average of 5,851,100 shares. Additions to tangible and intangible assets. 3) Excluding trainees and temporary workers. 4) Previous year figures adjusted; see Notes on page 96. 1) 2)



TARGET ACHIEVEMENT IN € MILLION



Sales – Group Sales – Pumps and Engine Components



TARGET MARCH 2015



TARGET JULI 2014



ACTUAL 2014



380–400



390–415



430.0



287–305



297–320



333.6



Sales – Brake Discs



approx. 93



93–95



96.5



Adj. EBITDA – Group



38–40



39–41.5



40.6



11%



11%



7.2%



Working Capital Ratio



Inside SHW



PEOPLE, MARKETS, INNOVATIONS AND 650 YEARS OF SUCCESS First-class components for the automotive industry, a highly innovative workforce that understands how to transform ideas into marketable products and a company history of 650 years – this is what characterises the SHW Group. With new locations in Brazil, North America and China and the successful 2014 fiscal year, we have set the stage for further international growth in the years to come.



COMPANY COMPANYPROFILE PROFILE The The future future ofof thethe automobile automobile is is being being shaped shaped byby thethe world’s world’s growing growing demand demand forfor mobility mobility and and a regulatory a regulatory environment environment that that prescribes prescribes a significant a significant reduction reduction inin thethe emissions emissions ofof motor motor vehicles. vehicles. The The SHW SHW Group Group profits profits from from -optimising -optimising this this development development through through itsits extensive extensive CO CO 2 2 product product portfolio. portfolio. We We began began early early onon toto develop develop advanced advanced components components forfor engine engine and and transmission transmission applications applications that that increase increase thethe ef-efficiency ficiency ofof internal internal combustion combustion engines engines and and their their auxiliary auxiliary units units and and minimise minimise consumption. consumption. SHW SHW brake brake discs discs also also contribute contribute toto a reduction a reduction inin vehicle vehicle weight. weight.



AsAs a reliable a reliable partner, partner, wewe create create sustainable sustainable added added value value forfor our our automotive automotive customers customers and and shareholders. shareholders. We We strive strive toto bebe one one ofof thethe world’s world’s leading leading manufacturers manufacturers ofof pumps pumps and and engine engine components components forfor allall drive drive technologies technologies and and toto make make thethe composite composite brake brake disc disc suitable suitable forfor series series production production – always – always with with thethe aim aim toto help help our our customers customers toto meet meet thethe targets targets of of today today and and tomorrow tomorrow and and to to ensure ensure environenvironCO CO 2 2 mentally mentally friendly friendly mobility. mobility.



LOCATIONS LOCATIONS



SHW SHW together together with with itsits international international locations locations inin North North and and South South America America and and inin China China is is represented represented inin thethe key key automotive automotive markets. markets.



TORONTO, TORONTO, CANADA CANADA



Aalen-Wasseralfingen Aalen-Wasseralfingen Bad Bad Schussenried Schussenried Neuhausen Neuhausen obob EckEck Tuttlingen-Ludwigstal Tuttlingen-Ludwigstal



GERMANY GERMANY



SHANGHAI, SHANGHAI, CHINA CHINA



SÃO SÃO PAULO, PAULO, BRAZIL BRAZIL



BUSINESS SEGMENTS



KEY FIGURES AND FACTS



PUMPS AND ENGINE COMPONENTS



In the Pumps and Engine Components business segment, the SHW Group produces vehicles components for various fields of application. Among the products for passenger vehicles count variable oil pumps, electric auxiliary pumps for start-stop systems and other CO2-relevant engine components. The SHW Group’s product range also includes pumps for Truck & Off-Highway applications; further crucial components for engines and transmissions are also produced.



Sales



Adjusted EBITDA



Employees



334 33,1 828 € million +21,7% compared to previous year



€ million +12,9% compared to previous year



as of 31 December 2014 +22,0% compared to previous year



BRAKE DISCS



In the Brake Disc business segment, the SHW Group develops and produces monobloc ventilated brake discs made from cast iron as well as lightweight brake discs made from a combination of an iron friction ring and aluminium pot. Brake discs for the original equipment and spare parts business are manufactured in the company foundry. For the first time, the Brake Discs business segment was able to deliver a higher number of processed brake discs than unprocessed brake discs.



Sales



Adjusted EBITDA



Employees



96



9,1



376



€ million +5,5% compared to previous year



€ million +14,3% compared to previous year



as of 31 December 2013 +2,5% compared to previous year
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A COMMENTARY ON QUALITY with Andreas Rydzewski



3



SHW AG ANNUAL REPORT 2014



4



Andreas Rydzewski



Dr. Ing. Thomas Buchholz



Sascha Rosengart



Member of the Management Board



Chief Executive Officer



Chief Financial Officer



FOREWORD OF THE MANAGEMENT BOARD



FOREWORD OF THE MANAGEMENT BOARD



Dear Shareholders 1 . Business Partners, Customers and Friends of SHW AG,



The year 2014 was a very demanding year for SHW – it was a year characterised by strategic decisions, challenges and success! We accomplished key milestones important for the future capital-efficient growth of the SHW Group and laid the personnel and organisational foundations for “SHW 2020”, a globally operating automotive supplier. The optimisation of our business processes at the plant level is on schedule and will be vigorously pursued. The internationalisation of our business activities is also bearing fruit and already visible in our results. With the new brake discs joint venture in China and our nomination as series supplier for variable engine oil pumps for a global engine platform, we have set the stage for further growth well into the next decade. Dear shareholders, thanks to your trust in our Company and your subscription of the new shares in the course of our capital increase on 18 February 2015, we have been able to significantly expand the scope of future organic and inorganic growth. Overall, the developments of the past fiscal year affirm our growth strategy and emphasise the need to further continue to consistently implement the targets set, and that the operational processes have to be stabilised. Certainly, we would also like to thank our nearly 1,200 employees worldwide for the growth achieved by the SHW Group in 2014. They deserve the special gratitude of the entire Management Board. Continuing on the growth path In the year 2014, SHW was able to decouple from the general development of the market once again. While vehicle production in the European Union increased by around 4.9 percent to 16.8 million units, Group sales climbed by 17.6 percent to € 430 million. We improved our Group earnings before interest, taxes, depreciation and amortisation of tangible and intangible assets (adjusted EBITDA) by 13.8 percent to € 40.6 million (2013: € 35.7 million). This figure includes significant one-time series start-up costs for a large series product totalling € 5.8 million. These additional non-recurring costs are directly linked to a short term increase in volume requested by a customer for the rescheduling of a conversion of diesel engines to the Euro 6 emission standard.



1



Any use of the masculine form of address in this report is simply for reasons of readability and also denotes the feminine form.
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The Pumps & Engine Components business segment grew 21.7 percent to € 333.6 million in the past fiscal year (2013: € 274.2 million) and thus achieved the highest sales level in the Company’s history. This performance was driven by the high demand experienced in the Passenger Car division, particularly for variable oil / vacuum pumps (tandem pumps) and from the expansion in capacity for electric auxiliary pumps for the start-stop function. The Brake Discs business segment also performed well and increased its sales by 5.5 percent to € 96.5 million (2013: € 91.5 million) in 2014. This segment benefited from an improved product mix, cost savings and the continued optimisation of our production processes. The Powder Metallurgy division at our Aalen-Wasseralfingen location experienced considerable logistical and operational pressures in 2014 because the higher demand outweighed the existing technical capacity. Thanks to the prompt adoption of an additive investment programme and an associated action plan, we expect to see the first substantial improvements in the division’s results by the end of the second quarter of 2015. Greater financial scope thanks to capital increase With an equity ratio of 40.3 percent and net bank liabilities of € 14.4 million as at the balance sheet date, the SHW Group’s financial position remains very solid and the Company’s financing is better than the industry standard. One of our key strategic financial objectives is to ensure sufficient financial flexibility for the further internationalisation of both divisions’ business activities, the establishment of a best-cost-country location in Eastern or Southeastern Europe and for inorganic growth. To accomplish this, we successfully carried out a capital increase in February 2015 in the context of a private placement with institutional investors, which generated a volume of € 24.6 million. Investor interest was extremely high, and the order book was several times oversubscribed. SHW AG also has a syndicated credit line in the amount of € 60 million as well as other debt and equity instruments at its disposal. Stable dividend We are very pleased with the extraordinary amount of interest in our capital increase and with the confidence shown by our investors. At this point, we would like to extend our shareholders our heartfelt appreciation! In light of this current momentum, our strong balance sheet and positive business outlook, the Management Board and the Supervisory Board have resolved to propose an unchanged dividend of € 1.00 per share to the Annual General Meeting scheduled to take place in Heidenheim on 12 May 2015. We are convinced that this level of dividend supports both the Company’s further growth and a results-oriented dividend policy.
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Presence established in strategically relevant overseas markets In 2014, we established new locations in North America and China. Our Brazilian subsidiary SHW do Brasil Ltda. delivered its first oil pumps to a US automobile manufacturer in mid-July 2014 and was able to achieve a positive result overall still in the first year. In North America, investments in the new sales and development centre for engine and transmission oil pumps and in recruiting activities have both started to bear fruit – we have successfully re-entered this strategically important market. Our discussions with a leading US automobile manufacturer were successful: SHW stood up against strong international competition and was nominated as a series supplier of variable engine oil pumps for a global engine platform. The pumps are to be produced in Europe, North America and China. According to the current schedule, the start of production (SOP) in Europe and North America will be in 2018. China is planned for the year 2019. In October 2014, the Chinese subsidiary commenced business operations after hiring its first employees in the areas of purchasing, supplier development and sales at the new location in Kunshan. This location is now rigorously preparing for the start of series production. After successfully relocating production from Bad Schussenried to Kunshan, the production of variable engine oil pumps for a European car manufacturer is scheduled to begin in the second half of 2015. We expect to reach the break-even point after just a short time – similar to what was accomplished in Brazil. Currently, we are in final discussions with a Chinese automobile manufacturer to be nominated for the delivery of an electric auxiliary pump for the start-stop function, a transmission oil pump for dual-clutch. Over the medium term, we will develop further markets in the Asia-Pacific region for our business in pumps and engine components. The Brake Discs business segment will also be developed strategically. With the conclusion of the joint venture contract in China with Shandong Longji Machinery Co., Ltd., the first milestone has been achieved in our internationalisation of the brake discs business. As a majority shareholder (51 percent), SHW will benefit from the existing customer orders that Shandong Longji is contributing to the joint venture until production for the joint venture’s first customer orders for processed brake discs will start. As a result, the joint venture will be profitable from the start, ensuring a positive contribution to earnings.
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Internal structures realigned for future growth In 2014, we directly addressed the potential improvements in the operating and structural areas identified a year ago. One theme that concerns all locations is related to the roll out of the SHW production system. In addition, we have invested in the training and development of personnel and adapted our organisational structure to meet the future requirements. In order to sustainably strengthen our competitiveness and free up resources for growth and internationalisation, SHW will continue to work intensely on raising its internal potential. We are a company rooted in tradition and values. To be able to assert ourselves successfully in the market beyond the year 2020, it is necessary for us to achieve a fine balance between tradition and modernity. We cannot stand still; we are not allowed to show any signs of “senility”, but must constantly evolve and innovate. In 2015, SHW will celebrate its 650-year anniversary. This means the year 2015 is a very special year for us – a year of celebration, reflection and new beginnings. We see it as a commitment to safeguard the interests of our shareholders, employees and other stakeholders and to work towards a sustainable automotive future. Product innovation, efficient market expansion, the highest quality standards and readiness for change – both in terms of structure and process orientation – will shape the year 2015. Five strategic growth areas will be the focus. We aim to: • strengthen and expand our core competency of producing pumps and brake discs to reduce fuel consumption and focus on breakthrough products that make SHW a leading technology partner to the automotive industry; • develop new markets through the efficient use of capital; for example, by examining our cooperation options in the field of brake discs in the NAFTA region, or by reviewing other alternative locations for pumps in Eastern and Southeastern Europe, and by strengthen our existing international activities; • evaluate potential consolidation options in the area of engine and transmission components actively; • consistently implement efficiency measures for the sustainable improvement of our results; • ensure the financial flexibility necessary to maintain strategic and operational options.
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In total, we strive to achieve concrete goals and are aware that a higher degree of internationalisation goes hand in hand with a cultural change at SHW AG. The Swabian mentality of the employees sets SHW apart: diligence, ingenuity, tenacity, commitment, a good sense of what’s possible and strong business sense. Therefore, we are very confident that together, with the help of the entire SHW workforce, we will successfully transform into a global automotive manufacturer through commitment, openness, the willingness to learn and integrity: figuratively speaking, from the spark of change comes a “roaring fire”. Therefore, our passion provides the perfect “oxidising agent” and our product innovations represent the fuel. We have set ourselves ambitious growth targets for the year 2015. We will continue to grow profitably thanks to our innovative product portfolio, our focus on selected growth markets and our internal efficiency measures. Assuming a continued stable economy, we intend to increase sales to approximately € 460 million and improve our adjusted EBITDA to a range of € 46 million to € 50 million, whereby the recent investment ratio of 8.1 percent should normalise at about 7 percent. In addition, working capital should stabilise at an average level of 11% of sales coupled with an increase in logistical complexity. Dear shareholders, we are on a successful growth path. We have shown that we have identified areas for improvement and have successfully implemented the first measures. Our goals are ambitious but realistic. We have defined a comprehensive series of measures and are making good progress. Together with our employees, we will continue our growth course with our full commitment and would be delighted if you, our shareholders, would continue to put your trust in us and accompany us on the road ahead! Aalen, 10 March 2015 The SHW AG Management Board



Dr.-Ing. Thomas Buchholz



Sascha Rosengart



Andreas Rydzewski



Chief Executive Officer



Chief Financial Officer



Member of the Management Board
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An interview with the Management Board



 HAT DRIVES US W AND DETERMINES OUR ACTIONS Five questions on Roadmap 2020 posed to the Management Board of SHW



,,



QUESTION 1: How did the “Roadmap 2020” evolve? Dr. Buchholz: It was relatively simple: As you may know, the European Union has set out a regulation stipulating an average CO2 target of 95 g CO2 / km until 2020 / 2021 for newly registered cars. Experts estimate that achieving this target will result in additional production costs in the range of approximately € 1,000 to € 2,000 per vehicle for premium cars. As one of the leading automobile suppliers of variable engine oil pumps and lightweight brake discs, SHW has developed appropriate technical solutions at an early stage and thus developed the “Roadmap 2020”. This roadmap also forms the basis for our medium-term planning until the year 2020.
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Due to the increasing globalisation of our customers’ engine and transmission production, the internationalisation of the Pumps and Engine Components business segment through the establishment of own production locations in China and North and South America, was an integral component of the roadmap from the start. Meanwhile, by setting up a joint venture, we have found a smart solution for our Brake Discs business segment that allows us to enter the strategically relevant overseas markets without being forced to make investments in local foundry capacity. Mr Rydzewski: The organic growth of the Brake Discs business segment for the next few years was clearly predefined by the existing contracts on hand for processed brake discs and composite brake discs, but unfortunately capped due to the limited foundry capacity at our Tuttlingen location – producing approximately 4.0 million to 4.2 million raw brake discs per year. On this basis we have reflected and evaluated opportunities of how to roll out our successful business model as a highly specialised niche provider of quality brake discs for the original equipment and aftermarket business of car manufacturers (original equipment service) globally. At this point, I would like not to miss the opportunity to mention that
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customers have asked repeatedly if we could produce our brake discs in the strategically important overseas markets of the NAFTA region and China. After having considered all relevant aspects, we finally concluded that we are going to pursue a joint venture strategy, as it is the most capital-efficient way to open up new growth prospects for the Brake Discs business segment beyond the year 2020.



QUESTION 2: What is the status quo of the strategy implementation? Dr. Buchholz: Large-scale solutions must be available by 2018 in order to achieve the CO2 targets set for 2020 / 2021. Since the upstream development phase takes about 2 to 3 years, we already find ourselves in the conceptual design phase with several of our customers. As part of our master plan, we have set out the product strategy and defined the required resources for the individual departments. The project plan, which has been derived from the roadmap, is being rigorously implemented. We have achieved important milestones in our internationalisation. In mid-July 2014, our Brazilian subsidiary delivered its first oil pumps to a US car manufacturer and fortunately achieved an overall positive result already in the first year. Our new Chinese location in Kunshan started operations and we are now busy preparing for the start of series production. With the



nomination by a US car manufacturer as a series supplier of variable engine oil pumps for a glo bal engine platform, we have successfully accomplished our re-entry into the North American market. Our joint venture in China opens up new growth prospects for the Brake Discs business segment, going beyond the year 2020. Mr Rydzewski: Overall, we have been making very good progress. With Shandong Longji, we have found the ideal partner to successfully implement our capital-efficient internationalisation strategy in the Asian region and to jointly participate in the strong growth of the Asian automotive markets. In the NAFTA region, we are in ongoing talks with various partners about setting up another brake discs joint venture. Mr Rosengart: I believe there are two dimensions: first, the optimisation of internal business processes, and second, SHW’s development into a global automotive supplier. Since I have joined the company, and after having implemented SAP my head of departments and I have been continuously working to stabilise the internal processes and to make them ‘weatherproof’ for the ICS (Internal Control System). Another focus is the automation of repetitive processes. This could release resources for more intellectually complex and challenging activities. One example I would like to mention is the implementation of a purchase requisition tool. This system-based process implies fully automated approval strategies and automated bookings of incoming invoices using scanned copies and archiving; or additionally, linking and connecting two production plants, which are in



01



02



03



01 Dr.-Ing. Thomas Buchholz, Chief Executive Officer 02 Andreas Rydzweski, Member of the Management Board 03 Sascha Rosengart, Chief Financial Officer
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a supplier – customer relationship. This targeted system inter-linkage would save resources in work preparations, production planning, goods intake and invoicing and would lead to a partial reduction in safety stock. In terms of optimising our internal business processes, we are right on track with regard to content and budget. I am also pleased that the work of the indirect departments is genuinely making a valuable contribution to “Roadmap 2020”.



QUESTION 3: What are the challenges you are facing while implementing this strategy? Dr. Buchholz: Due to the demanding CO2 targets, there is a clear trend towards electrically driven engine oil pumps and transmission oil pumps in order to accomplish functions such as start-stop and sailing (e.g., for automatic / dual clutch transmissions). In addition, the trend towards electrically driven pumps for higher performance classes (e.g., engine oil pumps) will consistently progress and supported by 48V wiring systems as well as the increased use of synthetic materials. This represents a profound transformation for SHW - from a producer of mechanical oil pumps to a supplier of synthetic pumps with mechatronic components. We are taking this into account by strengthening our internal resources in product development and by cooperating with other companies. One of the greatest challenges we face while becoming global, is to strengthen employee’s loyalty, to maintain qualified workers and to enhance the willingness to for assignments abroad, eventually lasting several weeks. Mr Rydzewski: The challenges we face are the typical ones when founding joint venture. The scope reaches from competition regulations, substantial coordination efforts, outflow of expertise, and intercultural issues.



In addition, we as a management team have set out to develop SHW into a “global supplier of choice” for innovative pumps and engine components and brake discs. In addition to organic growth, inorganic growth is also on the agenda. It is in my area of to initiate the essential steps and provide Preparation at a corporate level (e.g., market intelligence, evaluation of companies structuring of the process, and organising acquisition financing all fall under my area of responsibility. After having gained experience in several evaluation processes in the past few months, we have been able to build the necessary expertise internally.
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With the help of specialised law firms, SHW has negotiated comprehensive contracts that also deal with voting rights, responsibilities, control mechanisms and the (possible) dissolution of the joint venture. To protect our know-how advantage in the field of composite brake discs, the joint venture will initially focus exclusively on monobloc ventilated brake discs for the original equipment business. Additionally, SHW has the management responsibility for the areas of sales, development, quality assurance and finance. Hereby, particularly in the initial stages, it is important to motivate employees from the German plants to be willing to undertake a several week overseas assignment.
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Mr Rosengart: My job is to train and develop the employees internally and to provide the relevant financial and integration resources, if necessary. We perceive ourselves as a service provider for the operating units. QUESTION 4: What is your main objective for SHW? Dr. Buchholz: Our key objective is to generate continuous, sustainable added value for our customers, shareholders and employees. We strive to be our customers’ preferred partner for highly advanced components for CO2reduction in all major markets. Mr Rydzewski: Long-term, to position the Brake Discs business segment as a leading manufacturer of high quality brake discs worldwide. Mr Rosengart: Cherishing our 650-year legacy in 2015, a central goal to provide secure jobs for our employees well beyond the year 2020. Therefore, we are actively shaping the megatrend of CO2 and will grow by providing our customers with innovative vehicle components in outstanding product quality at competitive prices in the strategic relevant markets and thus position ourselves as an international automotive supplier (a single product from a single source – on all continents worldwide).



In 2015, I am looking forward to the start of production in China, the launch of our brake discs joint venture in China, the further expansion of our global activities and a successful turnaround in the Powder Metallurgy division. I also look forward to the many exciting conversations and discussions with our customers during the conceptual design phase in order to achieve our ambitious CO2 targets by 2020. Mr Rydzewski: The successful joint venture negotiations with our Chinese partner Shandong Longji. The year 2015 will be shaped by the start of operation of the Chinese joint venture and the ramp-up of a major order for composite brake discs for a European car manufacturer.



Mr Rosengart: Without doubt, our new joint venture with Longji Machinery Group, which also specialises in brake discs and engine oil pumps. I flew twice to the Eastern Chinese Shandong Province during the contract negotiations. Our new partners also visited us twice here in Wasseralfingen. We have succeeded in building trust with one another. Thanks to its share capital of € 32 million, SHW Longji Brake Discs Co. Ltd is solidly financed for the upcoming development of the Asian market.



QUESTION 5: What was the most exciting event in 2014, and what are you looking forward to the most in 2015? Dr. Buchholz: The most exciting event in 2014 was certainly our progress in implementing the internationalisation strategy, and the bulk order from a US OEM was the icing on the cake. 01 02



01 The strategic direction of SHW is the subject of debate: Sascha Rosengart, Dr Thomas Buchholz and Andreas Rydzewski in a discussion. 02 SHW is preparing for the future with Roadmap 2020. The focus is on globalisation and sustainable automobility.
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Dr. Ing. Thomas Buchholz on optimisation
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‘‘



When processes get hung up or the quality goes down, we can react immediately.” A commentary on



OPTIMISATION



The morning sun lets the horizon appear in an orange-violet light as the BMW 5 Series rolls downhill leaving the forest behind. Thomas Buchholz releases the accelerator. Under the engine bonnet, the transmission automatically decouples from the engine. Almost without a sound the car glides in neutral over the asphalt. The 57-year-old top manager has to smile: “We are currently working on new electric auxiliary pumps for the sailing function enabling modern cars to save up to ten percent in fuel. Going beyond, the next generation will even imply a complete switch off of the internal combustion engine allowing an emission-free, noiseless and low-resistance driving” The doctorate in engineering needs fifteen minutes every morning from the hotel to his workplace. He spends his weekends in Leimen, the birthplace of Boris Becker. Once arrived at the plant in Bad Schussenried, the Chief Executive Officer quickly switches on his laptop. Fully concentrated, he screens his email inbox while drinking his regular morning cappuccino. He then briefly discusses his schedule with his assistant. Now the first meeting with his plant managers begins.



A long conference table is surrounded with 17 executives: at the head sits Buchholz. A chart is projected on the wall with the top projects. Business-like atmosphere, short discussions, a bit of joking: the team exchanges views on current projects. Buchholz listens, questions and decides. An hour later, the 57-year-old and the plant manager pass huge storage areas and conveyor belts. The production halls smell of hot metal, lubricants and cleaning chemicals. The two over and over stop briefly at individual workers and machines. “By regularly visiting the production lines on site, our senior executives get a good picture of the processes. This ensures that if there was a bottleneck or any quality issues we can react immediately,” says Buchholz. The SHW plant in Bad Schussenried improved productivity by seven percent compared to 2013 using what is known as “shop floor” management.



01 02



01 Weekdays Dr.-Ing. Thomas Buchholz drives with his car from the hotel to the office. A picturesque drive over mountains and valleys – and through the forest. 02 Plant manager meeting. A long conference table surrounded with 17 executives: at the head sits Buchholz.
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Dr. Ing. Thomas Buchholz on optimisation



01



02 03 04



05



01  Thomas Buchholz takes his own look at the quality of a series pump. 02  Thomas Buchholz seek a discussion with colleagues before the call with a French supplier. 03  Lunch with coffee and a sandwich; if there is still time, the CEO of SHW reads the Handelsblatt. 04  Wear, weight and energy consumption – the laboratory is working on optimising the performance parameters. 05  Thomas Buchholz finds himself again with a hike – and gathers energy for the upcoming tasks.
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After the tour of the plant, Buchholz takes a look at the development lab. Oil glazed parts of a series pump are lying on a table. Buchholz and the head of department examine an adjustment ring. The four-cylinder engine component for a German premium carmaker has just completed an extensive test run. “We want to find out how we can minimise abrasion, weight and energy consumption of each single product. SHW supplies about 30 percent of the EU market. Therefore, pumps that are even just a few percent more efficient make a significant contribution to CO2 reduction.” Buchholz’s smartphone rings, he rushes back to the office. A conference call is scheduled with a French supplier of pistons and capstans for the SHW camshaft phasers. The experienced CEO is accompanied by the Chief Operations Officer and what is called a “bottleneck manager”. “Together with our suppliers, we are looking for a solution on how to optimise the deburring of parts. This is the reason why we have our own engineer on site who helps with implementing the improvement measures,” said Buchholz. After the conversation, he is pleased. Production at the French supplier is running smoothly again, plant availability has improved significantly to 80 percent and the target quantity is scheduled to be delivered within the next week. Lunchtime, Thomas Buchholz, a happily married family man, eats a sandwich at his desk and reads the Handelsblatt. In front of him is a picture showing his wife, grown up son and the family dog. There is not much time for regeneration during the week.



The CEO joins the monthly business review: for three hours, the management team reports on the last month’s development of the key performance indicators of their area of responsibility. Once again, for Buchholz this means: listen, ask critical questions, make decisions. He leaves the meeting with his sleeves rolled up. “It’s very important for me not to add additional stress on my team. I am a supporter of an open and result-oriented discussion culture,” says Buchholz. The team can benefit from their experienced coach. There is no time for a sit-down. The regular weekly phone calls with the SHW subsidiaries in Brazil and North America are on the agenda. “I am pleased that our internationalisation strategy is progressing and unfolding. In Brazil, the production of oil pumps was successfully launched last July and is running smoothly and profitably. In North America, we have recently been able to re-enter this strategically important market by winning a nomination for a global engine platform as a series supplier of variable engine oil pumps”. In twilight, Buchholz parks his BMW in front of his hotel. Eight o’clock in the evening, the first warm meal of the day and a few emails on the iPad are waiting. The speedometer of his year-and-a-half-old company car shows 96,000 km. A result of his management style, which places importance on face-to-face contact.



Curriculum vitae of Dr Thomas Buchholz, Chief Executive Officer After a degree and a doctorate in mechanical engineering, Thomas Buchholz gathered extensive professional experience in the automotive industry via positions at Mahle and TI Automotive. Since August 2013, Thomas Buchholz has been Chairman of the Management Board of SHW Automotive GmbH and Chief Executive Officer of SHW AG. He is responsible for the Pumps and Engine Components business segment.
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Sascha Rosengart on development



‘‘



I surround myself with people who are smarter in their field than I am.” A commentary on



DEVELOPMENT



His eyes wander routinely over the paper before he signs with one stroke. Less than three minutes before the early morning meeting with his fellow board members starts, Sascha Rosengart has just signed a new contract with Deutsche Telekom. “We are introducing the DE-mail to enable our employees to send encrypted emails in the future,” says the 43-year-old and rushes into the conference room next door. A new construction project totalling several millions, a capital increase and the eastern European expansion are subject of the agenda. Everything is still strictly confidential. The door closes behind him. An hour later Rosengart is back at his office desk. It’s Monday morning, and the father of two daughters is now warmed up and ready for making an impact. “During breakfast I listen to Berlin electronic music to get my pulse going,” he says, smiling. A sip of coffee, a quick glance at the business section of the Frankfurter Allgemeine Zeitung; then the controlling team, the Head of Finance and Accounting and the external auditor enter the room, one by one. “We set the priorities of the week



and discuss the status quo of our projects and the budgeted monthly results. At the moment, we are working with our external auditors on the annual financial statement.” When his three closest employees from controlling are about to march toward the stairwell, Rosengart calls them back, straight across the hall. He has just had another idea concerning the end-of-month accounts. A short interchange of ideas follows. There is laughter. “I like to surround myself with people who are smarter in their field than I am. Not only do I challenge the team, but the team challenges itself and me.” The quality of the staff has a significant impact on a business’ success, also in administrative functions, says Rosengart shortly before the next meeting, and adds: “My job is to continuously optimise the processes and structures, and to go beyond, to optimise to the point where my person is obsolete in the long-term”. Lunch at an Italian restaurant with the department heads: Rosengart orders a salad and takes a deep breath.



02



01



01 Sascha Rosengart likes to have in-depth conversations with his employee whenever he has the chance. 02 Holding a discussion with his Head of Controlling: this is where the Chief Financial Officer is in his element – and ready for action.
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Sascha Rosengart on development



‘‘



I live for and through the ideas of my colleagues.”



Our workforce has grown approximately by a quarter over the past three years. In the context of this growth, it’s important that the scope for decision making and action is clearly defined.” This is the reason why SHW has implemented a new authorisation matrix since the beginning of the year. It regulates which business transactions should be decided collectively. Transactions up to a certain value can be decided autonomously by the department’s managers. The aim is to promote both independent decision-making and autonomy, being typical for “Mittelstand” companies, and at the same time support our international growth structurally. Lunch is followed by a brief stopover at an espresso bar: in the midst of quiet house music and clinking cups of coffee, Rosengart’s team spontaneously discusses a detail in the monthly balance sheet. “I see myself primarily in the role of being coach to my staff. We still have a lot of unrevealed potential that is being ‘woken’ and developed systematically”. This is another reason why the
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43-year-old wants to have all 45 of SHW’s senior staff members regularly trained in leadership and communication techniques. Back at the Aalen headquarters, the appointment calendar sets the pace. Rosengart’s office door is open. There is a constant stream of auditors, the controlling team and the chairman of the works council coming and going all afternoon. The documentation for the Audit Committee for the pending publication of the preliminary full year results has to be prepared and ready for printing by the evening. Rosengart runs through the results with his team and assigns final adjustments to the provisional financial statement. It is 7:30 pm. Rosengart sits behind the wheel of his Audi A6, next to him lies a packed gym bag. The engine is already running when the phone rings. One of the auditors has one more question. The 43-year-old pauses briefly, speaks fully focused, and then drives off: he wants to relax finally – by spinning in the gym. Curriculum vitae: Sascha Rosengart, Chief Financial Officer After graduating with a degree in business administration, Sascha Rosengart gained extensive professional experience in various management positions in the automotive industry – with positions at Tower Automotive and Hengst Automotive. Since May 2013, Sascha Rosengart has been a member of management of SHW Automotive GmbH and Chief Financial Officer of SHW AG. He is responsible for the commercial areas including IT, Human Resources and Legal, Compliance & Risk Management, and Investor Relations & Corporate Communications.
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02 04



03 05



01 01  A short stop at the espresso bar and an exchange of ideas: “We still have a lot of buried potential”. 02  Back in the office the appointment calendar sets the pace. 03  Before the annual financial statements are finalised, the auditors, controlling team and the chairman of the works council are continually coming and going. 04  Sascha Rosengart takes a quick glance at the business section of the FAZ. 05  One last question from the auditors – then Sascha Rosengart drives with his Audi A6 to the fitness studio.



21



Andreas Rydzewski on quality
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INSIDE SHW ROADMAP 2020



‘‘



We use recycled scrap almost exclusively for our composite brake discs.”



A commentary on



QUALITY



Andreas Rydzewski wants to get moving. Since morning, he has been in discussions with the Supervisory Board and his fellow Management Board members about the preliminary key financial figures for the 2014 fiscal year. The 60-year-old dons a blue overall over his grey suit and finally reaches inside the closet for his white helmet. Just as the Management Board member leaves the timber-framed office building, a truck loaded with scrap metal passes by. “We use recycled scrap metal almost exclusively as the basic raw material for our brake discs”. Rydzewski looks briefly at his iPhone, and then crosses the street to the foundry. In the foundry, a rush of warm air welcomes him. Signal lights flash. The workers are driving the five-ton melting pot of the cupola furnace across the hall. The transport rails on the ceiling squeak. It is dark. Dust and soot dim the light of the lamps like a pane of frosted glass.



Rydzewski welcomes the shift supervisor, who seconds later gives the signal for tilting. Orange-glowing liquid iron is casted into prepared moulds. Sparks fly. “The amount we can pour at our historical production site is limited. Therefore, instead of focusing on mass production, we focus on high-quality products for the premium segment,” says Rydzewski. Then he completes another round through the hall where the machines run day and night. Back in the office, a conference call is lined up. Rydzewski is about to speak with the development department of a major customer. Next to him, his quality manager sits. “A new customer model is being equipped with SHW brake discs. Developers noticed a faint crackling during the cooling process of the brakes on the test stand. Thus, we now have to readjust it together”, says Rydzewski. “We monitor the start-up phase, lasting up to two years,



01



02 01 Andreas Rydzewski during a walk through the foundry in Tuttlingen: Here is where SHW’s brake discs are produced. 02 Monthly report meeting with his commercial manager.
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Andreas Rydzewski on quality



02 01



05 03 04



06



01  Andreas Rydzewski makes sure that SHW products reach the market defect-free. 02  The machines in the foundry run around the clock. 03  A small snack before the next appointment. 04  In the afternoon: The newly elected works council and the quality inspector from DQS discuss their issues with Andreas Rydzewski. 05  São Paulo is calling: Andreas Rydzewski takes notes on the monthly results during a conference call with the controller of the Brazilian subsidiary. 06  Shortly after eight, the athletic shoes are waiting for their evening run along the Danube.
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‘‘



With our tightly knit analyses, we can react quickly and counteract problems immediately.”



Curriculum vitae: Andreas Rydzewski, Member of the Management Board After graduating with a degree in business administration, Andreas Rydzewski gained extensive professional experience in the automotive industry through various management positions – including those at Mannesmann, Otto Wolf Group, Wirth (Brazil) and ThyssenKrupp. Andreas Rydzewski joined SHW Automotive GmbH in 2008 and s has been a member of the management and a member of the Management Board since then. He is responsible for the Brake Discs business segment.



systematically and very closely together with our customers and suppliers. Only by doing so, a precise product is available at market launch.” It is 1:30 pm and the controller of the Brazilian subsidiary gives an account of the monthly results to the SHW Management Board members via telephone conference. Rydzewski listens, takes notes, and follows the discussion by means of the Excel spreadsheets received earlier. “Through our closely monitored quality analyses, we can react quickly and immediately take mitigating actions when necessary. This is how we achieve maximum transparency”. Half an hour later, there is a knock at the door. The controlling team from the Tuttlingen location wants to discuss the monthly results of the Brake Discs business segment. Still a long afternoon ahead. First, Rydzewski takes time to talk with the newly elected works council; then he rushes to the conference room. The quality inspectors from DQS have just arrived from Frankfurt / Main for the annual certification. Rydzewski’s office under the timber-framed roof is illuminated long that evening. The 60-year-old now approves purchase orders, studies shift protocols and replies to emails. At 8 pm, his BMW 5 Series finally rolls off the foundry site. On weekends, the family father commutes to Lauffen am Necker, but during the week he only needs five minutes to his official residence in Tuttlingen. His trainers are already waiting for him to be taken to an after-work run along the Danube.
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REPORT OF THE SUPERVISORY BOARD



GENERAL INFORMATION In the 2014 reporting year, the Supervisory Board performed the responsibilities incumbent upon it in accordance with the law, the Articles of Association, and its Rules of Procedure. It monitored the situation of the Company in detail and supervised and advised the Management Board on a continuous basis. In accordance with its guidelines, the Management Board informs the Supervisory Board regularly, promptly and comprehensively, in written or in verbal form, of all matters of relevance to the Company pertaining to strategy, planning, business development, risk situation, risk management and compliance, and also includes the Supervisory Board in decisions of special importance. For this purpose, the Management Board prepares a monthly written report that includes detailed information on the business and financial situation of SHW AG and its subsidiaries. It also reports in detail at the regular meetings of the Supervisory Board, in which the Supervisory Board discusses with the Management Board the business development, planning, and corporate strategies. The members of the Supervisory Board were also in contact with the Management Board outside the regular meetings, particularly, the Chairmen of both Company bodies. This is the manner in which the Supervisory Board was always kept promptly informed of current business developments and important business transactions. Where the approval of the Supervisory Board or one of its committees was required for particular measures either by law, the Articles of Association or Rules of Procedure, a resolution was passed in this respect. On matters requiring such approval and in addition to verbal explanations, the Management Board prepares written documentation containing the information required for the Supervisory Board’s decision when necessary. In the year under review, the Supervisory Board carefully examined the reports and draft resolutions of the Management Board and discussed them in detail at its meetings. An examination of Company documents in addition to the documents submitted to the Supervisory Board was not necessary for the year under review. In principle, the Supervisory Board passes its resolutions in meetings. If needed, resolutions may also be passed outside the meetings, especially in the course of telephone conferences or by
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means of a circulated document. When necessary, the Supervisory Board also meets without the Management Board.



MEETINGS OF THE SUPERVISORY BOARD AND KEY TOPICS In the year under review, four ordinary meetings of the Supervisory Board plenum took place, and five extraordinary meetings were conducted in the form of a telephone conference. All Supervisory Board members attended all Supervisory Board meetings, except for Dr Albrecht, who was absent from the meeting on 12 March 2014. In fiscal year 2014, there were two cases where Supervisory Board resolutions were passed by circulation procedure. During the meetings in 2014, the Supervisory Board was comprehensively informed by means of verbal and written reports prepared by the Management Board on all key questions concerning business development, corporate strategy, risk situation, risk management, and the financing structure of SHW AG and the SHW Group. Among other things, the Management Board explained the current domestic and international sales and earnings trends of the SHW Group and went into detail on the business developments within the individual business segments concerning the competitive environment. During the year under review, the key topics were as follows. • A  t the ordinary meeting on 12 March 2014, the Supervisory Board approved the annual and consolidated financial statements and the combined (Group) management report of SHW AG, all as at 31 December 2013. The Supervisory Board also reviewed the Management Board’s proposal for the appropriation of profits and passed a resolution on the resolutions proposed for the agenda of the ordinary Annual General Meeting on 9 May 2014 and the Supervisory Board’s report for fiscal year 2013. It also passed resolutions on the approval for transactions requiring approval and to discharge the directors of SHW AG subsidiaries. Further, the Supervisory Board gave its approval for a one-time payment from SHW Holding L.P. to the Management Board members of SHW AG, following SHW Holding’s sale of its stake in the Company. Finally, the Supervisory Board dealt with issues relating to the safeguarding of the Powder Metallurgy division in Wasseralfingen.
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• A  t the ordinary meeting on 9 May 2014, which took place following the Annual General Meeting and the supplementary elections to the Supervisory Board that took place, the Supervisory Board elected Mr Georg Wolf as Chairman and Mr Christian Brand as Deputy Chairman of the Supervisory Board of SHW AG and adopted a decision on the committee appointments. The Supervisory Board also adopted a decision on the approval of transactions requiring approval, particularly investment transactions. Finally, the Supervisory Board dealt with business development, strategic issues, the acquisition strategy, the update of the forecast and the subsequent approval of personnel and capital expenditure. • I n the extraordinary telephone conference of the Supervisory Board on 16 May 2014, the Supervisory Board adopted a decision for the approval for additive investments related to the Powder Metallurgy division in Wasseralfingen that require approval. • I n the extraordinary telephone conference of the Supervisory Board on 20 August 2014, the Supervisory Board adopted a decision about an amendment to the regulations on the annual bonus contained in the Management Board’s remuneration and the corresponding supplements to the existing Management Board employment contracts. In relation to this, the Supervisory Board also adopted a decision on the revision of the Declaration of Conformity. Moreover, the Supervisory Board concerned itself with the updating of the catalogue of the Management Board transactions requiring approval. • I n the extraordinary telephone conference of the Supervisory Board on 9 September 2014, there were discussions with regard to a potential acquisition in the area of pumps and engine components. • A  t the ordinary meeting on 8 October 2014, the Supervisory Board dealt with the report on business developments in the months of July and August 2014, and concentrated on the developments planned for the Pumps & Engine Components business segment and the Brake Discs business segment, especially with regard to the internationalisation and cooperation strategy. The Supervisory Board also adopted a decision on the approval of transactions requiring approval and the annual Declaration of Conformity 2014.



• I n the extraordinary telephone conference of the Supervisory Board on 7 November 2014, the updating of the catalogue of transactions of the Management Board requiring the Supervisory Board’s approval were discussed once again. • I n the ordinary meeting on 27 November 2014, the Supervisory Board was given a full account of the overall business development in the individual business segments that concentrated on Powder Metallurgy and Pumps & Engine Components. The budget for fiscal year 2015 and the multi-year plan for the years 2015 to 2018 were adopted. Furthermore, the Supervisory Board dealt, among others, with the efficiency review of the work of the Supervisory Board. Finally, the Supervisory Board adopted a decision on the approval of transactions requiring approval and a revision of the catalogue of the Management Board transactions requiring approval. • I n the extraordinary telephone conference of the Supervisory Board on 18 December 2014, the strategy and internationalisation of the Brake Discs business segment were discussed, the necessary approvals were issued and decisions were adopted.



COMMITTEE WORK In order to perform its duties efficiently, the Supervisory Board established two committees in the 2014 reporting year – the Executive Committee and the Audit Committee – as it had in the previous year. • T  he Executive Committee prepares the meetings of the Supervisory Board. It also acts as a personnel committee and, as such, prepares personnel decisions by the Supervisory Board, in particular the appointment and dismissal of Management Board members, their remuneration, and other personnel matters addressed by the Supervisory Board, including the regular review of the remuneration system of the Management Board and the Management Board’s long-term successor planning. Furthermore, where the plenary Supervisory Board’s approval is not mandatory by law, it also decides in place of the Supervisory Board on the conclusion, alteration, and termination of employment contracts with Management Board members as well as other legal transactions with Management Board members or related parties to whom the Company is represented by the Supervisory Board in accordance with
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§ 112 AktG. The Executive Committee may further decide in the place of the Supervisory Board on the approval of ancillary activities and other activities of Management Board members in accordance with § 88 AktG, the granting of loans to persons named in §§ 89, 115 AktG, and may approve contracts with Supervisory Board members in accordance with § 114 AktG. Finally, it decides in place of the plenary Supervisory Board on the approval of matters and measures submitted to it and requiring approval. In addition, the Executive Committee performs the function of a nominating committee in accordance with item 5.3.3 of the German Corporate Governance Code, and as such prepares the decisions of the Supervisory Board on its suggestions to the Annual General Meeting for elections to the Supervisory Board. During the period under review, the Executive Committee met on a total of three occasions. In addition, sixteen decisions were reached by the circulation of written documentation. • The Audit Committee prepares the decisions of the Supervisory Board concerning the financial and consolidated financial statements and agreements with the auditor, particularly the audit assignment, audit focus, and fee. It also deals with the necessary independence of the auditor. Additionally, it prepares the decision of the Supervisory Board for its proposal to the Annual General Meeting on the appointment of the auditor and makes its recommendation on this matter to the Supervisory Board. The Audit Committee deals with financial reporting issues and monitors the financial reporting process, the effectiveness of the internal monitoring system, risk management and the compliance and internal auditing systems. In accordance with item 7.1.2 of the German Corporate Governance Code, the Audit Committee also discusses the half-year and quarterly financial reports with the Management Board before they are published. In the year under review, the Audit Committee met on seven occasions. • T  he Supervisory Board was regularly and comprehensively informed in its plenary sessions of the committees’ activities. More detailed information on the composition of the committees is available in the Corporate Governance Statement and the Corporate Governance Report, which can be found in a single document on the Company’s website at http://www.shw.de/cms/en/investor_relations/corporate_governance/cg_report_ declaration_cg.
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AUDIT OF THE ANNUAL AND CONSOLIDATED FINANCIAL STATEMENTS The annual and consolidated financial statements of SHW AG and the combined management and Group management report for fiscal year 2014 have been audited by the Company’s auditor, Ebner Stolz GmbH & Co. KG Wirtschaftsprüfungsgesellschaft Steuerberatungsgesellschaft, Stuttgart, and furnished with an unqualified audit opinion. The audit’s focus was the intrinsic value of financial assets and goodwill, risks from mass transactions, sales, recognition and measurement of inventories, receivables and accruals, assessment of estimates, fraud, damage to assets and irregularities and the completeness of the notes to the consolidated financial statements and of the management report and Group management report. The Supervisory Board carefully examined these documents. All statements and reports, as well as the report by the auditor, were submitted to the members of the Supervisory Board in a timely manner. The financial and consolidated financial statements and the combined management and the Group management report were discussed in detail, first by the Audit Committee and then by the full Supervisory Board, in the presence of the responsible auditor. The auditor reported on the main results of its audit and discussed the scope, emphases, and costs of the audit. There were no circumstances which gave rise to concern about the auditor’s impartiality. The auditor confirmed his independence to the Audit Committee. In the year under review, the auditor provided services to the Company (including associated companies) amounting to € 18 thousand in addition to services related to the audit of the financial statements. The Supervisory Board agreed with the audit’s findings and, following its own audit, concluded that it had no objections. The financial and consolidated financial statements prepared by the Management Board and examined by the auditor, as well as the combined management and Group management report, were approved by the Supervisory Board. The annual financial
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statements were thereby adopted. In conclusion, the Supervisory Board examined the Management Board’s proposal for the appropriation of profits and concurred with this proposal, especially with regard to the annual result, liquidity, and financial planning of the Company.



CONFLICTS OF INTEREST Conflicts of interest within the Supervisory Board did not occur in fiscal year 2014.



CORPORATE GOVERNANCE



• A  dditionally, Dr Hans Albrecht, Dr Martin Beck and Mr Ernst Rieber resigned from their positions as members of the Company’s Supervisory Board with effect as of the end of the Annual General Meeting on 9 May 2014. Their successors Ms Kirstin Hegner-Cordes, Prof. Dr.-Ing. Jörg Ernst Franke and Mr Frank-Michael Meissner were elected to the Supervisory Board by a resolution of the Annual General Meeting on 9 May 2014. The Supervisory Board thanks the Management Board and all employees whose commitment and effort over the past year has made SHW AG’s successful business development possible.



In October 2014, the Management Board and the Supervisory Board issued a joint Declaration of Conformity in accordance with section 161 AktG. The Declaration has been made permanently available on the Company’s website at http://www.shw.de/cms/en/investor_relations/corporate_governance/cgcodex/. SHW AG complies extensively with the recommendations of the German Corporate Governance Code.



Aalen, March 2015



COMPOSITION OF MANAGEMENT BOARD AND SUPERVISORY BOARD



Georg Wolf Chairman



On behalf of the Supervisory Board



There were no changes to the composition of the Management Board in fiscal year 2014. The following changes to the composition of the Supervisory Board occurred: • M  r Anton Schneider resigned from his office as a member of the Company’s Supervisory Board with effect from the end of 31 December 2013. Mr Georg Wolf took over his position in the SHW AG Supervisory Board on 10 January 2014. He was initially appointed as a member of the Supervisory Board by way of judicial appointment, and on 9 May 2014 the resolution was made by the Annual General Meeting to elect him as a member of the Supervisory Board. Since 11 January 2014, Mr Georg Wolf has also held the position of Chairman of the Supervisory Board.
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SHW SHARE



DISTINCTLY DIFFERENT DEVELOPMENTS ON THE INTERNATIONAL EQUITY MARKETS



SHW has been a member of this index since 23 December 2013 – rose by 5.9 percent to 7,186 points.



The developments on the international stock markets varied greatly different in 2014. The economic recovery in the US and indications from the Federal Reserve that it was leaning towards a cautious policy reversal (“Patient Approach”) had a positive effect on the US equity markets. In this environment, the Dow Jones Industrial Average improved by 7.5 percent to 17,823 points. The Japanese Nikkei Index benefited from higher bond purchases by the Bank of Japan and climbed 7.1 percent in a year-end comparison to 17,451 points.



SHW SHARE BACK ON LAST YEAR’S HIGH LEVEL



European stock markets, however, suffered from the disappointing growth figures in the euro zone and from the armed conflicts in the Ukraine, Syria and Iraq. The Euro Stoxx 50 index ended the period of January to December 2014 with an increase of 1.2 percent to 3,146 points. The German DAX index climbed by 254 points or 2.7 percent to 9,806 points in 2014 amid strong fluctuations – the low of 8,572 points on 16 October / the high of 10,087 on 5 December. The SDAX index of Deutsche Börse AG –



The DAXsector Automobile Performance index, which is the relevant benchmark for SHW, was also very volatile. Only after a strong fourth quarter it was enough to close the year positively with a rise of 96 points, or 6.9 percent, to 1,490 points. The share placement of our former major shareholder Nordwind Capital on 5 November 2013 and the decision by the Deutsche Börse AG on 4 December to include the SHW share in the SDAX index with effect from 21 December 2013, ignited tremendous interest in SHW shares from international capital markets and inspired index-related purchases. After a record high of € 55.20 on 7 February 2014, the share entered into several months of consolidation, which came to an end only on 13 October 2014 at a price of € 29.80. Main triggers were significant logistical and operational pressures in the Powder Metallurgy division due to the higher customer call orders



SHW SHARE IN BENCHMARK COMPARISON (INDEXED)
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SHW SHARE



SUCCESSFUL CAPITAL INCREASE UNDERLINES INVESTORS’ TRUST IN SHW AG’S GROWTH STRATEGY



outweighing the existing technical capacity at the Aalen-Wasseralfingen location. This had a corresponding adverse impact on the productivity of our pump production activities in Bad Schussenried – the main customer of the Powder Metallurgy division – and caused many institutional investors to have doubts as to whether SHW would meet its higher sales and earnings guidance given on 30 June 2014. After a strong fourth quarter, the SHW share ended the year 2014 at a price of € 36.89, only 20.6 percent below the year’s closing price of € 46.47 in 2013.



With the successful capital increase on 18 February 2015, the share capital of SHW AG increased by almost 10 percent. A total of 585,109 new shares were issued at € 42.00 per share in a private placement with institutional investors by way of an accelerated bookbuilding process. The new shares are entitled to dividends as of 1 January 2014. SHW AG received gross proceeds from the capital increase in the amount of approximately € 24.6 million. Investor interest was very large and the order book was several times oversubscribed. The new shares were subscribed to by investment and asset management companies both in Germany and abroad. The regional breakdown was as follows: (Great Britain: 61 percent, Germany: 29 percent, Switzerland: 6 percent, Scandinavia: 4 percent).



In the new year, sentiment towards the SHW share improved significantly in connection with a series of factors: the conclusion of a brake disc joint venture for the Asian market; our nomination as a series supplier of variable engine oil pumps for a global engine platform by an US car manufacturer; the optimistic outlook for fiscal year 2015 and, finally, the successful capital increase to finance further growth. Currently the SHW share is trading at € 64.97 (as of 13 March 2015), or roughly at the previous year’s level.



SHW AG’s share capital now amounts to € 6,436,209. It is divided into 6,436,209 no-par value bearer shares with a notional amount of share capital of € 1 each still at 100 percent free float.



DEVELOPMENT OF FREE FLOAT MARKET CAPITALIZATION / LIQUIDITY RANKING
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SUCCESSFUL CAPITAL INCREASE SUPPORTS RANKINGS



POSITIVE ANALYST RATINGS FOR THE SHW SHARE



The successful capital increase will have a corresponding positive impact on SHW’s rankings in the MDAX / SDAX selection list of the Deutsche Börse AG from March 2015. As at 30 December 2014, SHW’s free-float market capitalisation ranked 92 (previous year: 81) which was a mirror image of the share price development and ranked 77 in terms of liquidity (previous year: 84).



With Oddo Seydler Bank AG, an additional research house initiated coverage of the SHW share in 2014. Now a total of six banks and research houses regularly publish studies on SHW. Of these six banks, five currently have a buy recommendation and one bank recommends holding the shares (status: March 2015).



SHAREHOLDER STRUCTURE (AS AT MARCH 2015)



Freefloat  100 %  



The analysts are estimating an average target price of around € 51 (as of March 2015). At the present time, a further bank also intends to initiate research coverage in the coming months.



2013 ANNUAL REPORT AWARDED WITH THE LACP AWARD IN GOLD After receiving the Bronze Award in the previous year, SHW received the LACP Vision Award in Gold in the category “Automobile & Components” for the 2013 Annual Report titled “Strongly positioned through product innovations”. This is one of the major international competitions for annual reports and is organised annually by the League of American Communications Professionals. This excellent result was reconfirmed by our winning 5th place among all SDAX companies in the category of reporting (annual reports, semi-annual financial reports) in the competition “Investors Darling 2014” sponsored by Manager Magazin.
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FURTHER STEP-UP IN INVESTOR RELATIONS ACTIVITIES PLANNED The objective of SHW Investor Relations is for the SHW share to receive a fair valuation from the capital market. The foundation for achieving this is a continuous and open dialogue with all market participants and providing accurate and valuation-relevant information. In order to satisfy the significant increase in interest from investors and analysts, we have reinforced our Investor Relations department in February 2015 by adding personnel. As an SDAX-listed, capital-market oriented company, we will meet the information needs of market participants mainly through our quarterly financial reports published three times per year and through our active participation in investor conferences and roadshows. In addition, we intend to hold a Capital Markets Day for analysts and investors later this year. Our aim is to facilitate a greater understanding of SHW and provide transparency on the implementation of our growth strategy and efficiency-enhancing measures.



KEY FIGURES OF THE SHW SHARE FOR 2014



3)



Michael Schickling Telephone: +49 7361 502 - 462 Telefax: +49 7361 5279020 - 462 Email: [email protected] Anja K. Siehler Telephone: +49 7361 502 - 469 Telefax: +49 7361 5279020 - 469 Email: [email protected]



KEY FACTS



55.500



WKN



Low (in €) 1)



29.800



ISIN



Closing price on 30 December 2013 (in €)



46.465



Bloomberg-Code (Xetra)



SW1 GY



Closing price on 30 December 2014 (in €)



36.885



Reuters-Code (Xetra)



SW1.DE



Share price performance in FY 2014 (in %)



–20.6%



Market capitalisation as of 30 December 2013 (€ m)



271.9



Market capitalisation as of 30 December 2014 (€ m)



215.8



Average daily turnover (number of shares) 2)



2)



Investor Relations Contacts:



High (in €) 1)



Average daily turnover (€ m) 2)



1)



The Investor Relations staff is at your disposal for information on all aspects concerning SHW. A good starting point is the IR website (www.shw.de/cms/en/investor_relations). For more information, please contact us personally. SHW Investor Relations is looking forward to hearing from you!



0.765



Transparency Level Number of shares as of 31 December 2013 Designated Sponsor



A1JBPV DE000A1JBPV9



Regulated Market (Prime Standard) 5,851,100 Commerzbank AG



18,526



Earnings per share (in €)



1.83



Dividend per share (in €) 3)



1.00



Xetra Closing price All German stock exchanges Proposal to Shareholders Meeting on 12 May 2015



33



SHW AG ANNUAL REPORT 2014



CONSOLIDATED GROUP MANAGEMENT REPORT AND SHW AG MANAGEMENT REPORT



35 



Group Principles 35 Group Business Model 36 Management and Control 37 Market and Competition 37 Legal and Economic Factors 39 Corporate Strategy, Corporate Management, and Corporate Objectives 43 Research and Development



45 Report on Economic Development 45 Macroeconomic Environment 46 Industry-Specific Environment 47 Business Development as well as Results of Operations, Net Assets, and Financial Position of the SHW Group 57 Overall Assessment of the Economic Situation 57 Annual Financial Statements of SHW AG 57 Explanations of the Results of Operations 58 Explanation of Net Assets and Financial Position 59 Remuneration Report 59 Management Board 65 Supervisory Board 67 Declaration of Corporate Governance 68 Disclosures and Explanations Relating to Takeover Regulations 71 



Risk Report 71 Principles of Risk Management 71 Risk Management Organisation 72 General Risk Management Process 73 Strategic and Operational Risks 77 Risks Related to Compliance with Standards 77 Financial Risks 79 Overall Risk Assessment



79 Significant Events Subsequent to the End of the Financial Year 80 Report on Opportunities and Outlook 80 Industry and Macroeconomic Outlook 82 Group Outlook 84 Opportunities 86 General Statement on Expected Developments



34



GROUP MANAGEMENT CONSOLIDATED FINANCIAL STATESMENTS SERVICE



GROUP PRINCIPLES



Group Principles Report on Economic Development Annual Financial Statement of SHW AG Remuneration Report Disclosures and Explanations Relating to Takeover Regulations Risik Report Significant Events Subsequent to the End of the Financial Year Ourtlook and opportunities report



A company with two business segments and focussed on CO2 reduction



GROUP BUSINESS MODEL SHW AG is the parent company of the SHW Group and a pure holding company. It holds all shares of SHW Zweite Beteiligungs GmbH, an intermediate holding company headquartered in Aalen-Wasseralfingen, which, in turn, holds all shares of SHW Auto motive GmbH, headquartered in Aalen-Wasseralfingen. The Company also directly and indirectly holds all shares of its Brazilian subsidiary SHW do Brasil Ltda., headquartered in São Paulo. SHW Auto motive GmbH holds all shares of its foreign subsidiaries SHW Auto motive Pumps (Shanghai) Co., Ltd., in China, SHW Pumps & Engine Components Inc. headquartered in Toronto, Canada, as well as those of SHW Automotive Industries GmbH, headquartered in Aalen. The operations of the SHW Group are conducted by SHW Automotive GmbH and its subsidiaries.



The SHW Group is a supplier to renowned automotive manufacturers, manufacturers of commercial, agricultural and construction vehicles, as well as to other automotive suppliers. The Company is divided into two business segments: the Pumps and Engine Components business segment and the Brake Discs business segment. The focus of SHW Group’s business activities is mainly on the development and production of products that contribute to a reduction in fuel consumption and, in doing so, help reduce CO2 emissions in the automotive sector.



On the road to becoming a global player for pumps and engine components The Pumps and Engine Components business segment is the SHW Group’s largest operating segment with production facilities in Bad Schussenried, Aalen-Wasseralfingen, and São Paulo (Brazil), as well as a sales and development centre for the NAFTA region



PUMPS & ENGINE COMPONENTS



Bad Schussenried / Kunshan / São Paulo / Toronto



BRAKE DISCS



Aalen-Wasseralfingen



Tuttlingen-Ludwigstal Neuhausen ob Eck



Passenger Cars



Industry



Powder Metallurgy



Engine oil pumps



Engine oil pumps



Sintered steel or aluminium components for camshaft phasers



Unprocessed monobloc ventilated brake discs



Transmission oil pumps



Transmission oil pumps



Gear sets



Ready-to-install monobloc ventilated brake discs



Oil / vacuum pumps with / without balancer shafts



Fuel pumps



Sintered components for engines and transmissions



Composite brake discs



Electric pumps



Electric auxiliary pumps for start-stop Camshaft phaser
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located in Toronto (Canada). The Passenger Car division in Bad Schussenried manufactures variable engine oil pumps, transmission oil pumps, electric auxiliary pumps for the start-stop function, oil / vacuum pumps with and without balancer shaft units as well as camshaft phasers. For the time being, the São Paulo location will only produce engine oil pumps. The Canadian subsidiary, SHW Pumps and Engine Components Inc., commenced operations in March 2014 and serves as the sales and development centre for oil and transmission pumps. The focus of this location is on acquiring new orders as well as on application engineering, particularly for US auto manufacturers. In October 2014, the Chinese subsidiary SHW Automotive Pumps (Shanghai) Co., Ltd. commenced operations at its new location in Kunshan after hiring its first employees in the area of procurement, supplier development, and sales. Currently the focus is on commissioning the series production. In the Industry division in Bad Schussenried (formerly called the Truck & Off-Highway division) the SHW Group produces engine oil pumps, transmission oil pumps and fuel pumps used in trucks, agricultural and construction vehicles, stationary engines and wind power stations. The SHW Group’s Powder Metallurgy division manufactures engine components at its facility in Aalen-Wasseralfingen. The product range is focused on adjustment rings and rotors for engine oil pumps, camshaft phaser parts, chain wheels, and rotors made of sintered aluminium.



SHW AG 100%1)



SHW Zweite Beteiligungs GmbH



The SHW Group is the technological leader in the production of brake discs for high-performance vehicles. The Brake Discs business segment develops and produces monobloc ventilated brake discs made of cast iron as well as lightweight brake discs – also known as composite brake discs – made of a combination of an iron friction ring with an aluminium pot. The segment’s production sites are located in Tuttlingen-Ludwigstal and Neuhausen ob Eck. At the end of January 2015, a joint venture agreement for the Asian market was concluded between SHW Automotive GmbH, a subsidiary of SHW AG, and the Chinese company Shandong Longji Machinery Co., Ltd. The joint venture will focus on the development and production of processed brake discs for passenger cars and light commercial vehicles mainly for multinational automotive producers in the Asian market. Until the production ramp-up of the joint venture’s first customer orders for processed brake discs, it will produce all of the unprocessed brake discs that are presently being manufactured by the Chinese joint venture partner for the aftermarket. This will take place at the foundry being brought into the joint venture by Shandong Longji. The successful conclusion of this contract is the first step in the further strengthening of SHW’s position as a technologically leading brake disc manufacturer. The NAFTA region is another interesting target market for the Brake Discs business segment.



MANAGEMENT AND CONTROL



OVERVIEW OF GROUP SUBSIDIARIES



100%



Technological leader in the area of brake discs with its first footprint overseas



SHW do Brasil Ltda. 100%



SHW AG is a German company headquartered in Aalen and therefore subject to the provisions of the German Stock Corporation Act. The bodies of the Company are the Management Board, the Supervisory Board and the Annual General Meeting. SHW AG has a dual management system comprised of a Management Board and a Supervisory Board. This system strictly separates the functions of management and control.



SHW Automotive GmbH 100% SHW Automotive Pumps (Shanghai) Co., Ltd. 1)



100% SHW Industries GmbH



100% SHW Pumps & Engine Components Inc.



 The shares are held in part directly and in part indirectly through SHW Zweite Beteiligungs GmbH.
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The Management Board is responsible for managing the Company’s business and strives to achieve a lasting increase of the enterprise value while taking into account the interests of shareholders, employees, and other groups affiliated with the Company (stakeholders). In accordance with the Articles of Association, the Management
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Board consists of one or more persons. The Management Board presently consists of three directors. In accordance with the Management Board’s Rules of Procedure, every member is responsible for his own area of responsibility. Nevertheless, the members still have joint responsibility for the management of the group. As part of this overall responsibility, the three members must work together in their respectively specified area of responsibility in a cooperative and faithful manner for the good of the Company. The Management Board is responsible for the strategic direction of the Company and consults with the Supervisory Board on related matters. The Management Board is required to inform the Supervisory Board of SHW AG regularly and beyond the legal reporting obligations, on all matters relevant to the Company pertaining to planning, business development, the risk situation and risk management, and on matters concerning compliance. The Supervisory Board of SHW AG advises and oversees the Management Board in its management of the Company. As a rule, the Supervisory Board is not permitted to carry out management functions. However, the Management Board’s Rules of Procedure specify that the Management Board requires the consent of the SHW AG Supervisory Board to carry out certain transactions and measures (e.g., significant changes to the corporate structure, acquisitions, or development of new markets). In accordance with the Articles of Association, the SHW AG Supervisory Board consists of six members, all of whom are elected by the Annual General Meeting. The Supervisory Board meets at least twice each half calendar year. SHW AG’s Supervisory Board has formed an Executive Committee and an Audit Committee to improve efficiency and handle complex issues.



MARKET AND COMPETITION SHW is one of the leading manufacturers in Europe in the area of passenger car engine oil pumps. Its market share is in the range of 25 to 30 percent. The division’s main competitors are KSPG (Germany), Magna Powertrain (Canada), Mahle (Germany), TCG Unitech (Austria) and NIDEC GPM (Japan). There are also a few auto manufacturers, such as Mercedes and VW, who still have their own pump manufacturing facilities.
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Our main competitors in Brazil are KSPG (Germany), Melling (USA), NIDEC GPM (Japan), Schadek (Brazil) and GKN (Great Britain). The key competitors of SHW Pumps & Engine Components Inc. in the NAFTA region are Magna Powertrain (Canada) and Stackpole (USA), and to a lesser extent Melling (USA). The Japanese transplants are mainly supplied by the Japanese automotive suppliers Aisin and Yamada. Chrysler also still has its own production facility for transmission oil pumps. In Europe, the Industry division mainly competes with KSPG (Germany), NIDEC  GPM (Japan), Concentric (Sweden), Rickmeier (Germany) and Kracht (Germany). The major competitors of the Powder Metallurgy division are GKN (Great Britain), Miba (Austria), PMG (Germany) and Schunk Sintermetalltechnik (Germany). In the area of brake discs, SHW is one of the major manufacturers in Europe. The main competitors in this area are Fritz Winter (Germany), Buderus Guss (Germany), Brembo (Italy), Lingotes Especiales (Spain) and Fonderia di Torbole (Italy). The largest competitors of our new brake disc joint venture SHW Longji Brake Discs (LoungKou) Co., Ltd. in the original equipment business are Brembo (Italy), Delphi (USA), Aisin (Japan), Tokico (Japan), Lioho Machine Works (Taiwan) and the Chinese companies Asimco Technologies, Fuzhou and Nanyang Machinery.



LEGAL AND ECONOMIC FACTORS Global climate change and the scarcity of fossil fuels prompted the European Union to make a commitment in 2009, within the scope of an EC regulation, to reduce greenhouses gas emissions by at least 20 percent by 2020 compared with their level in 1990. Since motor vehicles with combustion engines make a considerable contribution to emissions of greenhouse gases, a focus was placed on reducing CO2 emissions in road traffic. The corresponding regulation from 2009 provides for an average CO2 target of 130 g CO2 / km by 2015 for newly registered passenger cars. At the end of 2013, the European Parliament and the EU Commission agreed on obligatory guidelines for the year 2021. This regulation stipulates that an
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average CO2 / km target value of 95 g CO2 / km must be met by the year 2021 for 100 percent of the vehicle fleet. The European Union intends to replace the current “New European Driving Cycle – NEDC” procedure by what is known as the “Worldwide Harmonised Light Vehicles Test Procedure – WLTP” by 2017 in order to arrive at more realistic and globally comparable consumption values. The change in testing methods should lead to a significant rise in the measured consumption values. For example, studies conducted by the International Council on Clean Transportation (ICCT) have shown that for the year 2013 the real consumption measured by WLTP is about 30 percent higher than the measured values generated by NEDC. The change from NEDC to WTLP results in a rise in the CO2 target value for the year 2021 of only 5.7 percent from 95 g / km to 100 g / km (excluding corrections for temperature) or from 7.7 percent to 102 g / km (including corrections for temperature). The current state of the discussions indicates that WLTP will be used as the sole method of measurement from the year 2020, giving automobile manufacturers several years to implement the measures required. In the category of light commercial vehicles, a mandatory target of 147 g CO2 / km has been set for the year 2020 (2017: 175 g CO2 / km).



Regardless of the measurement method used, there is heavy pressure on vehicle manufacturers to reduce their vehicle fleets’ CO2 emissions in the years to come. The measures impacting fuel consumption and CO2 emissions can be distinguished as follows:  easures to reduce the energy requirements for vehicle operation • m (rolling resistant reduced tires, lightweight construction, aerodynamic optimisation) • measures to improve efficiency in energy conversion from the original source of energy to mechanical power for the drive wheels through the –– optimisation of the conventional combustion engine (direct injection, cooled exhaust gas recirculation, downsizing and turbocharging, variable valve trains, cylinder deactivation, variable compression, combustion processes, friction reduction, and reduction of thermal losses)



 



CO2-EMISSIONS BY OEM



in g / km



160



160



137 139



134



139 122



120 120 101



101



129 131



129



93



133 133



124 124



95



128 119



117 97



90



93



129



126 116 92



94



80



80



40



40



• 2013 • 2015 • 2021



0



0



Mercedes



Source: ICCT



38



BMW



Ford



Volkswagen



Fiat



GM



Toyota



Nissan / Renault



Peugeot / Citröen



GROUP MANAGEMENT CONSOLIDATED FINANCIAL STATESMENTS SERVICE



Group Principles Report on Economic Development Annual Financial Statement of SHW AG Remuneration Report Disclosures and Explanations Relating to Takeover Regulations Risik Report Significant Events Subsequent to the End of the Financial Year Ourtlook and opportunities report



optimisation of the transmission (automatic transmission, dual clutch transmission, automatic power shift or stepped automatic transmissions) –– electrification of the powertrain (micro-hybrid including startstop function, mild hybrid, full hybrid, plug-in hybrid, electric vehicles) –– optimisation of the energy consumption of auxiliary units (alternators, coolant pumps and oil pumps, vacuum pumps for brake boosters, power steering, air compressors, etc.) • use of alternative fuels in combustion engines



CORPORATE STRATEGY, CORPORATE MANAGEMENT AND CORPORATE OBJECTIVES



SHW started early in developing appropriate products and today has a broad product portfolio consisting of fuel-optimised components for engine and transmission applications that increase the efficiency of conventional combustion engines and their auxiliary units and gearboxes. SHW brake discs also make a material contribution to reducing the vehicle’s weight. The SHW Group accordingly benefits significantly from the megatrend of CO2 reduction.



Strategic area: Innovation



––



The following overview compares the average specific CO2 emissions of the vehicle fleets of various car manufacturers in Europe in 2013 with the targets for the years 2015 and 2021. The comparison shows that all vehicle manufacturers have already achieved their individual targets for the year 2015 and, in some cases, did even better. Nevertheless, CO2 emissions must still be cut by a further 27 percent to reach the targets set for the year 2021. In the other major automotive markets in North America, China and South America, there are also obligatory CO2 targets for passenger cars that demand clear measures for reduction on the part of manufacturers in the coming years. SHW sees an excellent opportunity to establish itself in these markets with its innovative product portfolio. These markets are an absolute must for global players due to their size and growth prospects.



Corporate strategy SHW AG’s goal is to further strengthen the already strong market positions enjoyed by its Pumps and Engine Components and Brake Disc business segments so that it may continue to grow in a capital-efficient manner in the future. To achieve this goal, the Company focuses on the following five strategic areas:



SHW is a success story marked by product innovations that have considerably contributed to reduce fuel consumption and, in doing so, reduces the CO2 emissions of motor vehicles. The company intends to focus on this core competence in the future and be a leading technology partner in the automotive industry for all drive concepts. Going forward, SHW will place particular emphasis on the development of variable transmission oil pumps and electric auxiliary pumps for the start-stop-sailing function. The Brake Discs business segment is a sought after development partner when it comes to the safety component: the brake disc. Our know-how in the composite brake disc product area represents the core competence of this business area. Currently, the Company is working intensely on lightweight concepts for vehicles in the upper middle and middle class in order to completely unlock this area’s growth potential. Strategic area: Globalisation Based on a structured best-cost-country approach, the scalability of the pumps business allows SHW to carry out a relatively uncomplicated and capital-efficient expansion into countries where new and existing customers already have established their engine and transmission production or are planning to build new production sites. Therefore, the Company plans to follow its existing customers into the growth markets of Brazil and China.
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For the development of the North American market, SHW wants to focus initially on the leading North American vehicle manufacturers and suppliers of automotive transmissions with regard to passenger car applications. In industrial applications the Company would like to continue to expand its existing business relationships with North American agricultural and construction machinery manufacturers.



The Company is also examining alternative locations in Eastern and Southeastern Europe according to a best-cost-country approach since a further expansion of the Bad Schussenried location is spatially limited and economically unacceptable. Bad Schussenried will assume the role of “control unit” and take responsibility for the development and expansion of the international locations.



We have already seen the first signs of success: in Canada, we not only moved into the new development centre (which is equipped with performance and endurance test beds) and administration building in March 2014, but also during the course of fiscal year 2014 we reinforced our management team by adding further positions in operations, development, quality management and engineering. In January 2015, we were nominated as a series supplier for variable engine oil pumps for a global engine platform by a renowned US car manufacturer, which has made our re-entry into the North American market a reality. In winning this contract, SHW was able to prevail against strong international competition. The pumps are to be produced in North America, Europe and China. According to the current plans, the start of production (SOP) in North America and Europe is scheduled for the year 2018, and production in China is expected to start in the year 2019.



In the Brake Discs business segment, SHW pursues an internationalisation strategy using strategic investments and partnerships. The first milestone in internationalisation was marked at the beginning of 2015 with the conclusion of a joint venture agreement for the Asian market between SHW Automotive GmbH, a subsidiary of SHW AG, and Shandong Longji Machinery Co., Ltd. of China. Another interesting target market for the Brake Discs business segment is the NAFTA region.



The preliminary search for a production location in the NAFTA region will now be pursued vigorously. The southern United States and Mexico, in particular, are being considered as potential locations. Both of these target regions offer solid infrastructure, relatively low wages, and investment subsidies. We have been producing engine oil pumps in Brazil for a renowned US automobile manufacturer since July 2014. In the meantime, this customer has nominated us for a follow-up contract for the delivery of identical engine oil pumps for European needs. The start of production will presumably be in 2017. Additional projects are currently in the bidding phase. In the course of a production shift from Bad Schussenried to Kunshan, the Chinese subsidiary will start production of a variable engine oil pump for a European automobile manufacturer in the course of 2015. In addition, SHW Automotive Pumps (Shanghai) Co., Ltd. is currently in final discussions with a Chinese automobile manufacturer to provide the delivery of an electric auxiliary pump for the start-stop function and a transmission oil pump for a dual-clutch transmission.
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Strategic area: Acquisitions SHW wants to take an active part in shaping the ongoing consolidation process in the areas of engine and transmission components and enhance the Company’s market position in selected business areas and regions. The basis for acquisitions is the solid financial resources of the SHW Group. The group’s financial flexibility was further strengthened by the successful capital increase executed in February 2015. SHW also has other sources of financing for potential acquisitions. In terms of debt, SHW could take on more syndicated loans or issue corporate bonds. SHW is also able to act strategically through its ability to issue new shares and convertible bonds. Companies targeted for acquisition are those with technologically sophisticated products that belong to our current core business or are part of the value chain and can be integrated into the existing corporate organisation while taking into account the management resources available. Strategic area: Efficiency The Company continuously reviews its internal procedures and production processes to create a lasting improvement in its profit situation. A theme involving all locations is the roll-out of the SHW production system.
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Among the most important measures being implemented at our Neuhausen site are: • the expansion and automation of the aluminium foundry for composite brake discs; • the launch of linked assembly lines and partially automated painting including existing installations; and • improvements in productivity and process quality. Also on the current agenda are improvements in process safety in all stages of production at our foundry in Tuttlingen. Other priorities in this respect include the • further optimisation of the smelting plant and better scrap rates; and • further optimisation of sand processing and control of unfinished castings. In Bad Schussenried and Aalen-Wasseralfingen, the focus is on the following measures: • further optimisation of SHW’s production system; • the full application of the new product development process; • further optimisation of the entire supply chain and direct electronic connection of suppliers and service providers; • reduction of setup time; • the automation of additional production lines; and • capacity expansion in the areas of pressing, sintering, calibration and finishing. At our location in Bad Schussenried, these measures are being supported by a structured best-cost-country approach.
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Strategic area: Finance SHW’s finance strategy is consistently focused on ensuring the strategic and operational flexibility of the Company at all times. SHW is clearly committed to an environmentally friendly future in automobiles. The Company’s financial stability has given it a degree of flexibility that represents a significant competitive advantage over other automotive suppliers and ensures long-term growth opportunities. This financial profile makes SHW AG one of the most trustworthy and appreciated partners for customers and business partners worldwide. Our finance strategy is strictly implemented keeping with the following indicators: • securing a sustainable and strong capital structure with a balance sheet equity ratio of at least 30 to 40 percent; • following a results-oriented dividend policy with a payout ratio of 30 to 40 percent of the net income for the year in accordance with legal restrictions and taking into account the financing requirements of the SHW Group; • securing solid liquidity: the current credit line of € 60 million until September 2017 offers an opportunity to assume up to € 15 million in addition loans, take on additional debt on the capital market (e.g., promissory notes) of up to € 20 million; • preserving the option to carry out further capital measures for potential acquisitions: following the 10 percent capital increase on 18 February 2015, additional general resolutions expiring on 26 February 2016 are available for 40 percent of the subscribed capital, equivalent to 2,340,441 shares.



Performance indicators The SHW AG Management Board employs various instruments to assess the current performance and to derive future strategy and investment decisions from that. The goal is to take full advantage of our business and entrepreneurial potential for success.
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Financial performance indicators Next to sales development, the key performance indicator for SHW is adjusted EBITDA (defined as group earnings before interest, taxes, depreciation and amortisation of tangible and intangible assets). This indicator measures the quality of our sales development and shows how efficiently the business operations are managed. As a starting point for calculating adjusted EBITDA, we use the operating profit (EBIT) reported in the consolidated income statement. In addition to earnings indicators, liquidity-based indicators are also of great importance. Therefore, we continuously monitor and control the main factors influencing our working capital (defined as the sum of inventories and trade receivables, less trade payables). We believe the most important indicator is the working capital ratio, defined as the ratio of working capital to sales. Performance indicators are planned, measured, and monitored for the SHW Group as well as for the Pumps and Engine Components and Brake Discs business segments, whereby the working capital ratio is only applied at the Company level. The control system at SHW also includes financial management indicators. Here, we pay particular attention to the liquidity, capital structure, and possible market price risks, particularly in relation to interest rates and currencies.



Entrepreneurial activities at the SHW Group are focused on the sustainable increase of the enterprise value and capital-efficient growth. The most important goals are the medium- and long-term growth in sales, adjusted Group earnings before interest, taxes, depreciation and amortisation of tangible and intangible assets (adjusted EBITDA), as well as the sustainable improvement of the working capital ratio. Non-financial performance indicators In addition to the financial objectives, the SHW Group’s management approach incorporates a number of non-financial objectives. The essential critical success factors are: • • • • 



customer satisfaction product quality qualified and motivated personnel environmental awareness



Customer satisfaction plays a central role in Company’s lasting success. SHW employees serve the customers in the best manner possible and provide them with customised solutions. The aim is to retain a high level of customer satisfaction and strive to improve it. Consistently high-quality products and related services are prerequisites for high customer satisfaction. Our quality management ensures that our pumps, engine components, and brake discs are



SHW INNOVATIONS SINCE 2002 2002



2004



2005



2006



2006



2006



Variable engine oil pump



Aluminium camshaft phaser



Transmission oil pump for dual clutch



Variable external gear pump



Oil / vacuum pump



Map-controlled engine oil pump



2007



2010



2012



2012



2013



2014



Vane pump in engines



Electric auxiliary pump for hybrids



Camshaft phaser for diesel



Variable oil / vacuum pump



Scissor gear



Oil / vacuum pumps with balancer shafts



42



GROUP MANAGEMENT CONSOLIDATED FINANCIAL STATESMENTS SERVICE



delivered to the customer error-free. The aim is to maintain a high level of quality and continue to improve it. We want to be the global supplier of choice for our existing and potential customers. Our employees make a significant contribution to the SHW Group’s economic success. Their identification with the company – which is reflected in the high average length of service with the company – and their commitment are the essential foundations of the Company’s future success. Other important personnel indicators are average sick leave and the fluctuation rate. As the employer of choice, SHW promotes employee involvement, supports lifelong learning and continuous advancement, provides an attractive work environment, offers health management and ensures safety in the workplace. We want to be the employer of choice for our existing and future employees. Responsible management and sustainability create the foundation for SHW’s commercial success. We not only focus our product portfolio on CO2-optimising vehicle components, but we also pay particular attention to employing resource-saving production processes. Our aim is to keep the rise in energy consumption and in CO2 emissions below the rise in sales.



RESEARCH AND DEVELOPMENT Electrically powered transmission pumps on the rise In the past several years, automobile manufacturers have introduced a variety of new CO2-optimised engines and transmissions with the support of the respective automotive suppliers. In optimising the conventional combustion engine, a number of measures have already been realised to improve combustion technology and to enhance the efficiency of the corresponding pump. There has also been notable progress made in optimising the energy consumption of the auxiliary units (alternators, coolant pumps and oil pumps, vacuum pumps for brake boosters, power steering, air compressors, etc.). Variable or map-controlled pump systems for engine lubrication are standard in the new generations of engines. Functional integration is also making further progress. SHW was the first company to develop variable oil / vacuum pumps (known as tan-
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dem pumps), which are arranged as a unit in the oil pan of the engine. Since the end of 2012, SHW has been providing these to a leading European automotive manufacturer. Series production for the third tranche of these oil / vacuum pumps is set to start in the year 2015. A new oil / vacuum pump for a turbo-charged in-line four-cylinder diesel engine and an in-line three-cylinder diesel engine for a European premium manufacturer as well as an oil / vacuum pump with an integrated balancer shaft unit for a leading European car manufacturer were added in the past fiscal year. In the field of automatic, dual-clutch and CVT transmissions, the trend is going clearly in the direction of electric auxiliary transmission oil pumps where the savings potential through start-stop sailing systems is tremendous. This lengthens the idle time of the engine and, therefore, reduces fuel consumption. Whereas the first generation of engines only switched off when the vehicle was stationary, with an extended start-stop system the engine can already be switched off while coasting, for example, when approaching a red light. In the case of start-stop sailing, the engine is switched off while driving as soon as the foot is no longer on the gas or brake. Additional fuel savings are possible through the use of GPS navigation devices when the engine automatically shuts off upon entering the city limits. These types of functions are impossible without electric auxiliary pumps to maintain the hydraulic pressure in the auxiliary units after shutting off the combustion engine. Since 2011, SHW has been equipping the automatic transmissions of a well-known German car manufacturer with electric auxiliary pumps for the startstop function. The trend towards powering pumps electrically facilitates an even further reduction in CO2 emissions, since the demand control can adjust from“zero” all the way up to peak performance regardless of the engine speed or condition. The variable water pump to cool the engine opens up further potential for reducing fuel consumption. These types of pumps can allow a significant reduction of the warm-up phase of the engine and a reduction in drive power. This technology is currently in pre-development and is being prepared for series production. This division is also pursuing other new approaches that have a tremendous potential to reduce fuel consumption.
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Our development activities are accompanied by the development and optimisation of modern product-specific test facilities and equipment. One example is a powerful cold chamber with an associated pump drive unit for function and endurance testing that was recently put into operation. The Powder Metallurgy business unit places its emphasis on the development of materials and processes for the economical production of wear-resistant components for variable oil pumps. Additionally, backlash-free pre-stressed Gear systems (scissor-gears) to be used in camshaft drives went into series production, and SHW’s surface compression process was developed further. Future technological developments are influenced by the requirements brought on by market trends in pump technology for engines and transmissions: rising tolerance requirements for reducing leakage losses and higher strengths for the broader use of sintering solutions in hydraulic systems.



Demand for lightweight brake discs continues rising For years, the Brake Discs business segment has dedicated itself to the subject of lightweight construction. In as early as 1994, SHW produced the first brake disc using composite construction. At that time, it was being produced for the BMW M5. The idea was to separate the actual friction ring and the pot and to cast this pot out of aluminium. By using aluminium, the weight per vehicle can be reduced by up to 8 kg. This means a reduction in the unsprung and rotating masses, which improves the driving dynamics of the vehicle and also reduces fuel consumption and CO2 emissions. For a long time, the key question was which manufacturing process would be the most cost effective for connecting the cast-iron friction ring with the lighter brake disc pot. Based on the traditional methods of bolting and riveting, SHW was able to develop new concepts to the point of market readiness. These included friction welding and pressure rollers. Together with its partners, joining concepts, such as aluminium forging, were also tested as were hybrid applications such as the direct casting connection between the friction ring and
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aluminium. The number of vehicles equipped with SHW’s composite brake discs has increased steadily in recent years. SHW is not only the technological leader but is now by far the leading producer of composite brake discs in Europe. Above all else, the focus of future development lies in further weight reduction. By introducing the SHW production system, the value added should also increase significantly, which is a prerequisite for even further market penetration.



Intellectual property protected for the long term The SHW Group protects its know-how and intellectual property in terms of pumps and other engine components, brake discs, alloys and powder metal parts by means of numerous industrial property rights such as patents, utility patents, design patents, or by the registration of such property rights. These rights are mostly registered in Germany and other countries in the European Union and some are registered in the USA, Canada, Mexico, and Asia. Some patents are held jointly with customers (Porsche, BMW, and Audi) and can be used fully by both parties.



REPORT ON BUSINESS DEVELOPMENT MACROECONOMIC ENVIRONMENT A bumpy recovery for the world economy After three years of declining growth rates and declining uncertainty surrounding the sovereign debt crisis, the global economy grew 3.1 percent in the full year of 2014. Pressure came from the unresolved conflict between Russia and the Ukraine and the armed conflicts in Iraq and Syria. Growth stemmed mainly from the advanced economies (EU-28, Switzerland, Norway, USA, Canada, Japan, South Korea, Taiwan, Hong Kong and Singapore), while the pace of growth in the emerging countries (Russia; China excluding Hong Kong; India; Indonesia; Thailand; Malaysia; the Philippines and Latin America) continued to weaken.
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The US economy grew 2.5 percent in 2014, reaching its highest rate of growth since the end of the recession in 2009. The euro area achieved overall GDP growth of 0.8 percent (previous year: –0.4 percent). Nevertheless, the underlying economic momentum remained relatively weak. The following two factors particularly hinder stronger growth: a) persistent macroeconomic imbalances (bubbles in the real estate market, excessive indebtedness of companies and private households) due to the expansionary monetary policies in some core countries (particularly in France, the Netherlands, Belgium and Finland); and b) structural problems (e.g., inflexible labour markets) in many countries (especially in France and Italy). With growth of 7.3 percent, China recorded declining growth rates for the fourth consecutive year. Economic reforms passed in November 2013 have had an exceptionally stagnating effect. These reforms provided for the convertibility and flexibility of the Renminbi and placed restrictions on land sales for budget financing by local authorities. Moreover, the introduction of a structural transformation from heavy industry to the services and consumer goods sectors and imbalances in the Chinese financial sector have all dampened the growth of the Chinese economy.



The increase in the VAT rate from 5 percent to 8 percent as of 1 April 2014 had a profound impact on the Japanese economy. After achieving GDP growth of 1.6 percent in 2013, the Japanese economy reached a level of just 0.3 percent growth during the past calendar year. In order to cushion the economy against further effects from weaker demand, the government has launched an economic programme under Prime Minister Abe and postponed the next increase in the VAT rate planned for 2015.



INDUSTRY-SPECIFIC ENVIRONMENT Automotive production continues its growth path The global production of light vehicles (vehicles 
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