Caminhdes




COVER

Examining things from a number of angles and bring-
ing them together to create something new — this
TRATON GROUP approach is symbolized by the cover
e T image. It shows a mountain road in Brazil linking the
~% ‘ east of Sdo Paulo to the coast, flipped on itself to create
ay a mirror image. The kaleidoscopic effect opens up a

i new way of looking at the big picture.
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“In just a few years, we have shaped
the TRATON GROUP into a viable young
entity that rests on both strong traditions
and huge technological competency and
puts its customers at the center of everything
it does. It is our strategic objective to
become a Global Champion in the changing
transportation industry.”

ANDREAS RENSCHLER,
CEO TRATON GROUP

Combined Management Report




TRATON

With its brands MAN,
Scania, Volkswagen
Caminhdes e Onibus, and
RIO, the TRATON GROUP
is one of the world’s
leading providers of
transportation solutions.
The Group aims to
reinvent transportation —
with its products, its
services, and as a partner
to its customers.
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Fiscal year
2019:

83,000

Employees
(As of December 31, 2019)

0%

Operating return
on sales

227,24

Order intake (units)

26,901

Sales revenue
(€ million)

242,219

Sales (units)

1,884

Operating profit
(€ million)

Operating Units
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TRATON SPIRIT

Lasting success is only possible when people
work toward achieving a common goal. And that
applies to more places than just the office or the
testbed: a TRATON GROUP cross-brand dragon
boat team landed a spot on the winners’ podium
at the Dragon Boat Cup in Wolfsburg in late
summer 2019. It was a standing start success:
initially, the athletes trained separately at their
particular locations. They only had the chance to
train together twice before the first race. But they
were able to make up for the rest with their enor-
mous team spirit — the TRATON spirit. The start-
ing positions have already been reserved for 2020.

e

F o J —
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DRI
VER
LESS

THROUGH
THE SALT
M I NE

Scania is testing a new-generation autonomous
transport system at Rio Tinto's Dampier Salt
operations in Western Australia. The first phase
of the trial involves a Scania XT 8x4 autonomous
tipper truck working separately fromm Dampier’s
active operations. During this initial stage, a
safety driver rides in the vehicle to observe the
truck’s performance and, if necessary, intervene.

In subsequent phases, additional autonomous
Scania trucks will be added to develop vehicle-
to-vehicle awareness and intelligent fleet super-
visory controls. Rio Tinto head of Productivity &
Technical Support, Rob Atkinson, said: “We're
pleased to be trialing this technology in trucks
that are smaller than our traditional haul trucks.
This has the potential to give us more flexibility
in the way we operate in a number of areas
across Rio Tinto. We have seen automation
create safer and more efficient operations in
our business and this is a next step in evaluating
options for delivering further improvements
through the use of technology.”
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Hamburg plans
to operate only
emission-free
city buses

starting in 2030.

The Hanseatic city of Hamburg is setting course for the emission-
free mobility of the future: in mid-December 2019 in the city's
warehouse district, public transportation companies Hamburger
Hochbahn AG and Verkehrsbetriebe Hamburg-Holstein (VHH)
each took delivery of an electrically-powered MAN Lion's City E
bus. The buses are 12 meters long, offer space for up to 88 passen-
gers, and have a practical range of between 200 and 270 kilome-
ters. Over the course of 2020, MAN will bring out a demo fleet
consisting of 15 electric buses in five European countries and
deliver 17 series vehicles to VHH. Series production of the 12-meter-
long bus will start in the second half of 2020, with production of
the Lion's City E as an articulated bus following around six months
later.

The transition to electric fleets is presenting public transporta-
tion companies with numerous challenges. This is why MAN

is offering holistic consulting from MAN Transport Solutions
experts, with services that range from operations planning and
charging infrastructure all the way to service and maintenance.
In addition, consultants in Hamburg are supporting a project
from MAN, VHH, and Volkswagen to examine the reuse of batter-
ies that were previously installed in the Passat GTE. The project
partners have installed a container at the VHH bus depot in
Hamburg's Bergedorf district in which the used batteries are
connected to form a 500 kWh storage unit. The aim of this

dvice

project is to examine how stationary energy storage can be
used to optimize network utilization and reduce the electricity
costs of fleet operators. Moreover, secondary usage improves
the environmental footprint of electric vehicles overall.

=) traton.com/electrification

The electric
buses offer
space for up to
88 passengers.
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JOINING FORCES

Since the inauguration of its factory in Resende (Brazil) in
1996, Volkswagen Caminhdes e Onibus has been manu-
facturing vehicles ranging from light delivery models to
heavy-duty trucks and buses using its unique Consércio
Modular production concept. As part of this concept, the
company shares the investment costs with seven suppliers
at the Resende plant and entrusts them with parts of the
production. The goal is to achieve higher productivity while
reducing costs and assuring quality.

VWCO's successful experience with partnerships inspired
the creation of a new business model to speed up the
implementation of electric vehicles. In manufacturing
the new, purely electric e-Delivery truck, Volkswagen
Caminhdes e Onibus is extending its alliances beyond
the plant gates to wherever the client is based, and has
won over additional partners for the new e-Consortium
for this purpose. For instance, Siemens is providing fleet
operators and forwarding companies with the necessary
charging infrastructure and electrical energy for the elec-
tric vehicles. Battery experts CATL and Moura are responsi-
ble for the distribution and maintenance of the batteries,

in addition to their reuse and recycling, and Bosch, WEG,

and Semcon are working together with VWCO Engineering

to develop the main components and controls for new

electric vehicles. =

“We are making history with this approach,” says Roberto
Cortes, CEO of Volkswagen Caminhdes e Onibus. “We are
the first company to test a purely electric truck under
authentic operating conditions in Brazil. With the new
e-Consortium, we are now joining forces with leading
companies in the field of electric mobility.”

- traton.com/modularization

—
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The RIO Box
connects trucks
of all brands with
the fleet manage-
ment system.

In an era of precisely coordinated supply chains, transportation and
logistics are playing an increasingly important role. If components
are not delivered on time to a factory that needs them just in sequence
— that is, at the precise time of installation on the production line —
production could come to a standstill. The TRATON GROUP aims to
prevent situations like this one. That is why the Company'’s portfolio
includes more than just trucks and buses: digital brand RIO ensures
that transports and tours with commmercial vehicles are conducted
smoothly and efficiently.

To achieve this, RIO connects all the parts of the supply chain. Suppliers,
freight forwarders, factories, and dealers are linked with each other on

a logistics platform in an open system in the cloud. This is a reflection

of transportation industry reality: freight forwarders typically operate
trucks belonging to several manufacturers, and large corporations use
numerous transport companies throughout their logistics chains. These
companies, in turn, have access to various vehicle fleets and their own
software applications. Integrating this diversity enables optimal, detailed
planning of transports. Fleet efficiency and capacity utilization increase,
empty runs and idle time decrease — and costs, emissions, and the envi-
ronmental impact of shipping are reduced as well.

- traton.com/digitalization
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In the
matrix

work at the
TRATON
GROUP’s
COO Office
in Soédertalje,
Sweden.

Combining the Research & Development activities of the brands
to identify and realize synergies: for Viktoria Wendland, Michaela
Arnquist, and Elias Olsson at the TRATON GROUP's Office of
the Chief Operating Officer (COO), that's their job. In the pro-
cess, it's as if they are connected to the brands within a matrix:
together with the engineers at Scania, MAN, and Volkswagen
Caminhées e Onibus, the COO Office is coordinating the work
to create a Group-wide modular system within existing tech-
nology areas, such as conventional powertrain, as well as future
technologies: electrification, connectivity, and autonomous
driving.

“This entails, for example, coordinating projects between the
brands and sharing knowledge,” says Viktoria Wendland, who
focuses in particular on powertrains. Her colleague Michaela
Arnquist from Procurement then checks whether the costs
can be reduced through joint purchasing. Elias Olsson from
Vehicle Development works on concepts and approaches
aimed at using standardized components for various types of
architecture and platforms — thereby enabling a Group modu-
lar toolbox with well-balanced performance steps. But the three
of them are certain that mutual trust is just as vital as the tech-
nology: “At the COO Office, we not only serve as a link between
various technologies, we also represent the wide range of cul-
tures within the TRATON GROUP."
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Successful start

One approach for ensuring that the batteries

of heavy-duty trucks with electric drives are as
small as possible is to recharge them via over-
head lines while driving on the highway. Scania
will provide 15 hybrid trucks with pantographs

as part of a field test, and the first vehicles are
already underway on test routes in the German
states of Hesse and Schleswig-Holstein. The trucks
are based on long-haul R 450 hybrid vehicles that
are built at Scania’'s main plant in Sédertalje,
Sweden, on an assembly line for prototypes.
Thanks to Scania’'s modularization, the conver-
sion is easy: “No alterations to the base vehicle
are necessary. And equipping it with the panto-
graphs is not very complicated,” reports Christer
Thorén, who manages projects for electric road
vehicles at Scania.

Scania's partner Laxa Special Vehicles converts
the hybrid trucks. It takes about a week to install
the pantographs, which were developed by
Siemens, and the associated electronics. Initial
reports on the field tests by the participating
freight forwarders have been positive. And as

of mid-2020, the trucks will be equipped with
increased battery capacity of up to 72 kWh
through more batteries — a maximum of four —
which will also be fast-charging. That will enable
an increase in the share of total kilometers that
are purely electrically driven. “Sweden is also
very interested in trucks with pantographs,” says
Christer Thorén. Thanks to a standardized inter-
face, in the future the technology can be used
not just in the R series, but in virtually all the
Scania hybrid models.

- traton.com/ehighways
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Scania will provide

hybrid trucks as
part of a field test.

i RHU 820

Scania project managers
Johan Lindstrém and
Christer Thorén (right)
show where the pantograph
is installed on the truck.
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MAN project man-
ager Sebastian
Voll: field testing
will begin in March
2020 at Hamburg's
Container Terminal.

- AUTONOMOUS DRIVING IN

CONTAINER TERMINALS

As part of the Hamburg TruckPilot project, MAN and Hamburger Hafen
und Logistik AG (HHLA) are developing automation solutions and logistics
processes for container terminals. The project’s technological requirements
were specified in 2019, and now MAN project manager Sebastian Voll and
his team are in the test phase. “At the testing site in Munich, we are cur- =
rently simulating a variety of traffic scenarios, including cross traffic and -
vehicles stopping or maneuvering in reverse. These are all situations that 5

could arise later on in the container terminal,” explains Vo6ll. March 2020 SRy
will see the start of the field test with a specially equipped MAN TGX in
real-life port operations at Hamburg's Container Terminal Altenwerder
(CTA).

Replicating autonomous driving within the context of the research project
without disrupting the traffic infrastructure of the CTA poses a particular
challenge, explains Voll: “The vehicle orients itself using high-precision
digital maps, exact positioning, and with its sensors.” The TGX has around
two dozen of them on board: eight radar sensors, nine laser scanners, and
six cameras all deliver a precise image of the surroundings. Things will get
serious in October 2020: a two-week test phase with the freight forwarder
Jakob Weets will feature a realistic logistics process that entails picking up
containers from a temporary storage facility located 70 kilometers away in
Soltau and transporting them to the CTA. MAN is even using the drive on
the A7 highway as an opportunity to test automated driving concepts, which
will enable drivers to focus on other tasks in the future. Once on the termi-
nal grounds, the vehicle is supposed to drive autonomously — but natu-
rally a safety driver will be on hand to monitor the situation.

=) traton.com/automode
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This report contains certain forward-looking statements for the fiscal year 2020 that are based on present assumptions and forecasts by the Company's management. A range of known and
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TO OUR SHAREHOLDERS

@0&7 AQA')A OHJ Gﬂvﬁ“(gt‘-\/

2019 was a year of outstanding importance for our — still young — TRATON GROUP.
The Group set records in terms of unit sales, sales revenue, and operating profit.
Our initial public offering in June and the Innovation Day in October were undoubt-
edly the highlights of the fiscal year 2019. We consolidated and deepened the part-
nerships with Japan’s Hino Motors, Ltd. and U.S. NAVISTAR INTERNATIONAL COR-
PORATION in line with our strategy. Both will help us on our way to becoming a
Global Champion.

2019 was a year marked in economic and political terms by slow global economic
momentum, the trade conflict between the United States and China, and the result-
ant strain on global trade as a whole. The Brexit struggles also weighed on the
economy. Climate change was the big issue dominating public debate. At the same
time, technological change in the mobility and transportation sectors gained fur-
ther momentum. It would be true to say that 2019 was a challenging year. Never-
theless, the most important market regions for medium- and heavy-duty trucks
with a gross vehicle weight above 6 t as well as for buses developed positively, some
markets even very favorably. Pull-forward effects in Europe, primarily in the first
half of the year, and the economic recovery in Brazil also contributed to this trend.
Some markets were down slightly due to the economic situation; the truck market
in Turkey even recorded a substantial decline.

TRATON GROUP Annual Report 2019

Combined Management Report

All told, unit sales of the TRATON GROUP in 2019 developed in line with our projec-
tions, with a strong first half of the year and a cooling-down in the second. We
raised unit sales and sales revenue in our Industrial Business segment of the three
brands Scania, MAN, and Volkswagen Caminhdes e Onibus by 4% each and so
reached our targets. Sales revenue in our Financial Services segment in 2019 rose
significantly, as expected. We also made further progress in terms of profitability.
The operating return on sales came to 7.0% for the Group and was thus in the middle
of our target range for 2019.

One major driver of the positive operating performance of the TRATON GROUP was
the very good performance of Scania. Our premium brand increased its unit sales,
sales revenue, and operating return on sales. Scania has significantly extended its
market share in Europe for trucks with a gross vehicle weight of more than16 t and
now occupies a leading position in this segment. Scania also posted gains in the
after-sales business while additionally benefiting from a good product and market
mix and from currency effects. The brand is enjoying a strong position. Its cost
situation has steadily improved over the course of the year because parallel
production of the old and new truck generations has come to an end. Scania also
continues to work on lowering the production costs associated with the new
generation of trucks over the long term.

MAN Truck & Bus increased vehicle sales in 2019, with sales of the MAN TGE van
series almost doubling. Pull-forward effects had a positive impact on truck unit
sales across Europe, ahead of the introduction of the digital tachograph in mid-2019
and, in the United Kingdom, in the run-up to Brexit. By contrast, business in Turkey
and Russia experienced headwinds. Operating profit at MAN Truck & Bus recorded
a decline. In addition to slowing truck sales (>6 t), the main reasons were the
challenging used vehicle business and substantial investments in the future, in
particular in the new generation of trucks. The fact is that profitability is still well
short of the long-term targets. MAN is therefore working hard at implementing
sustainable improvements to boost its profitability.

14
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Our Volkswagen Caminhées e Onibus brand experienced rapid growth in 2019. It
benefited substantially from the continuing market recovery as its unit sales and
sales revenue recorded double-digit percentage gains. Operating profit also
improved. Profitability was weighed down by the strain resulting from the weak
Brazilian currency, which made materials more expensive, and by higher amorti-
zation and depreciation. The market environment in South America is attractive
but also highly competitive. Volkswagen Caminhdes e Onibus therefore continues
to focus on a comprehensive program aimed at strengthening the company and
systematically improving its earnings quality.

We are proud of what we have achieved together in the short time since our Com-
pany was established just over four years ago: every day, 83,000 employees are fully
committed to ensuring the success of our Group. | would like to thank them sin-
cerely for their dedication. In only a few years we have shaped the TRATON GROUP,
a viable young entity that rests on strong traditions and huge technological com-
petency and puts its customers at the center of everything it does. We expect the
steadily growing collaboration between our brands to generate additional synergies
over the coming years. Together we are driving the change toward sustainable,
fossil-free road transportation. It is our strategic objective to become a Global Cham-
pion in the changing transportation industry. Our Group has great potential for
further improvements in efficiency and productivity. We must now mobilize this
potential within the team, steer it in the right direction, and harness it with the
necessary financing. This we have secured through our successful IPO on June 28,
2019, which has given us access to the capital markets.

TRATON GROUP Annual Report 2019

Combined Management Report

A good ten percent of shares are currently in free float, with an international share-
holder base. The dual listing on the Frankfurt Stock Exchange and on Nasdaq Stock-
holm underscores our international outlook, as does the new legal form, TRATON
SE. Ahead of the IPO, the TRATON management met more than 400 analysts and
potential investors in Europe and the United States. The Company, its potential,
and the Global Champion Strategy with all its challenges and facets were discussed
in depth as part of a large number of group and one-on-one conversations. We
would like to thank all our conversation partners and, in particular, our sharehold-
ers for their openness and searching reflections. Through their investment, our
shareholders have demonstrated and continue to demonstrate their trust in us,
our strategy, and our wide-ranging potential. We are aware of the special respon-
sibility we now have toward our shareholders and employees, which comes with a
particular incentive for us to remain successful, to keep improving, and to meet the
expectations of our investors.

We would be delighted for you to accompany us on our journey.
Sincerely,

@J\WSUL

Andreas Renschler
CEO, TRATON GROUP
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MANAGEMENT
BOARD

ANTONIO ROBERTO CORTES CHRISTIAN LEVIN

Member of the Executive Board of . Member of the Executive Board of

TRATON SE, Chief Executlv? Officer HENRIK HENRIKSSON TRATON SE, responsible for R&D and
Volkswagen Caminhdes e Onibus Procurement (Chief Operating Officer)
Member of the Executive Board of

TRATON SE, Chief Executive Officer

Scania

ANDREAS RENSCHLER

Chief Executive Officer TRATON SE
and Member of the Board of
Management of Volkswagen AG

CHRISTIAN SCHULZ

JOACHIM DREES

Member of the Executive Board of

TRATON SE, Chief Executive Officer DR. CARSTEN INTRA Member of the Executive Board
MAN of TRATON SE, responsible for
Member of the Executive Board of Finance and Business Development

TRATON SE, responsible for Human

Resources and IT
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REPORT OF THE
SUPERVISORY BOARD'

Dear Shareholders,

For TRATON, 2019 commenced with the Company’'s conversion into a European
stock corporation (SE). Since the adoption of this new legal form on January 17, 2019,
the Supervisory Board has been composed of 20 members, instead of the previous
twelve. Of these 20 members, half are elected by the Annual General Meeting and
half by the employee representatives.

The Company'’s Supervisory Board addressed the Company's position and perfor-
mance regularly and in detail in fiscal 2019. In accordance with the recommenda-
tions of the German Corporate Governance Code, the statutory requirements, the
Articles of Association, and the Rules of Procedure, we regularly advised the Exec-
utive Board in its management of the Company and monitored its activities. We
were involved in an advisory capacity in all matters and decisions of major impor-
tance for the TRATON GROUP.

The Executive Board provided us with regular, comprehensive, and timely informa-
tion, in both written and verbal form, on the course of business, relevant business
events, corporate planning, and deviations in the course of business from forecasts
as well as their causes. The Executive Board also reported to the Supervisory Board,
in particular, on the TRATON GROUP's strategy and the implementation status of
strategic projects, the TRATON GROUP's risk position and risk management, as well
as compliance issues. The documents required as a basis for making decisions were
available to the members of the Supervisory Board at all times at the meetings and
during the preparation of the resolutions to be passed. During regular talks with
the Chief Executive Officer outside the Supervisory Board meetings, | also discussed
matters and issues relevant to the Company, such as the development of the busi-

1 In accordance with section 171 (2) of the Aktiengesetz (AktG — German Stock Corporation Act)
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ness, planning and strategic projects (the Company’s IPO in particular), the risk
position, risk management, and compliance.

The Supervisory Board held five regular meetings in fiscal 2019, one of which was
a conference call. In addition, resolutions on urgent matters were adopted in writ-

ing.

With the exception of Mr. Athanasios Stimoniaris, who was excused, each member
of the Supervisory Board attended at least half of the meetings of the Supervisory
Board and of the committees of which they were members during the year under
review.

Committee activities

The Supervisory Board established two committees — the Presiding Committee
and the Audit Committee — on which shareholders and employees are represented
equally, with three representatives in each case, as well as the Nomination Com-
mittee, which consists solely of shareholder representatives. The main role of the
committees is to prepare Supervisory Board resolutions. In some cases, the Super-
visory Board's decision-making powers or tasks are transferred to committees. The
Nomination Committee is tasked with identifying candidates for Supervisory Board
positions and recommmending suitable candidates to the Supervisory Board as the
latter’s proposals for election at the Annual General Meeting. In this capacity, the
shareholder representatives on the Presiding Committee act as the Nomination
Committee.

Mr. Frank Witter was Chairman of the Audit Committee. The Presiding Committee
was always chaired by the Chairman of the Supervisory Board. At the Supervisory
Board meetings, the Chairman of the Audit Committee and | provided regular
reports on the work of the committees. A list of the members of the committees
as of the end of 2019 is provided on page 194 of this Annual Report.
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The Presiding Committee held a total of four face-to-face meetings in 2019. It dealt,
in particular, with all the key issues to be discussed at the following full Supervisory
Board meetings and prepared resolutions for them.

The Nomination Committee did not meet in the year under review.

The Audit Committee held a total of four meetings in the reporting period. It dealt
in detail with financial reporting issues, the annual financial statements of TRATON
SE and the TRATON GROUP, and the audit reports submitted by the auditors, Price-
waterhouseCoopers GmbH Wirtschaftsprifungsgesellschaft, Munich (“PwC").

The Committee discussed the half-yearly financial report with the Executive Board
prior to its publication. PwC reviewed the TRATON GROUP's interim financial state-
ments as of June 30, 2019. This did not lead to any objections. The Committee dis-
cussed the findings of the review with the auditors in detail.

The Audit Committee also addressed the engagement of the auditors to audit the
annual financial statements for 2019, the areas of emphasis of the audit, and the
rotation of the auditors from fiscal year 2020 onward. The Committee regularly
addressed the course of business in the TRATON GROUP, the internal control system,
risk management and the risk management system, and the TRATON GROUP's risk
position, among other issues. The Audit Committee also addressed compliance
and internal audit issues, such as the TRATON GROUP's internal audit system and
the audit plan for the TRATON GROUP's Corporate Audit function, as well as its
implementation status. The head of Internal Audit of the TRATON GROUP and the
Chief Compliance Officer of the TRATON GROUP also reported in person to the
Committee.

Issues addressed by the Supervisory Board

Topics discussed regularly by the Supervisory Board included trends with respect
to orders, sales revenue, earnings, and employment within the TRATON GROUP. We
also regularly addressed key strategic matters and projects, as well as programs
for the future at subsidiaries of TRATON SE.

TRATON GROUP Annual Report 2019
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In general, the shareholder and employee representatives met for separate prelim-
inary discussions before each of the Supervisory Board meetings. The following
additional information relates to the Supervisory Board meetings held in 2019:

Supervisory Board meeting on February 20, 2019

Our meeting on February 20, 2019, focused on the consolidated financial statements
for 2018. After detailed examination, we approved the consolidated financial state-
ments of the TRATON GROUP for 2018, which were prepared by the Executive Board.
On February 20, 2019, we also deliberated on the agenda for the 2019 Annual Gen-
eral Meeting and for two Extraordinary General Meetings concerning the increase
in the Company'’s share capital, the creation of Authorized Capital 2019, the author-
ization of the Executive Board to issue convertible bonds and/or bonds with war-
rants, the creation of contingent capital, and authorization to purchase and use the
Company's own shares. In addition, we resolved to engage PwC to audit TRATON
SE's 2019 annual financial statements — provided the 2019 Annual General Meeting
elects PwC as the auditors for the year under review.

Supervisory Board conference call on June 3, 2019

In a meeting held in the form of a telephone conference, we discussed in greater
detail the current status of and the next steps in the Company’s IPO process and
the related issuing prospectus as well as the “intention to float” announcement.

Supervisory Board meeting on June 7, 2019

The main items on the agenda of the second meeting in June 2019 concerned
deliberations on matters such as the TRATON GROUP's order situation, sales revenue,
earnings, and employment. The EU CO, emissions limits for trucks and buses were
also discussed. A further topic was the target for the percentage of women on the
Executive Board.

Supervisory Board meeting on September 12, 2019

The September meeting focused on a discussion of the business performance of
TRATON SE in the first half of the year and on the preliminary status of the corporate
planning for the period from 2019 to 2024. In addition, the Supervisory Board dis-
cussed issues relating to the EU General Data Protection Regulation and the
approach to non-auditing activities.

18

Consolidated Financial Statements

Further Information



13 To Our Shareholders

Supervisory Board meeting on October 25, 2019

In addition to the Company’s business performance, we discussed in greater detail
the corporate planning for the period from 2019 to 2024. Moreover, we dealt with
the targets for the composition of the Supervisory Board, the profile of skills and
expertise for the Supervisory Board and the Executive Board, and the Declaration
of Conformity of the Company’s Executive Board and the Supervisory Board with
respect to the Government Commission on the German Corporate Governance
Code in accordance with section 161 of the Aktiengesetz (AktG — German Stock
Corporation Code). The resolutions on the targets for the composition of the Super-
visory Board, the profile of skills and expertise, the diversity concept, and the
Declaration of Conformity were passed in writing on November 25, 2019, following
further deliberation.

Conflicts of interest

No conflicts of interest involving members of the Supervisory Board within the
meaning of section 5.5 of the German Corporate Governance Code were reported
in the year under review.

Corporate governance and Declaration of Conformity

In December 2019, the Executive Board and the Supervisory Board issued the annual
Declaration of Conformity. This is permanently available on TRATON SE's website
at https://ir.traton.com/download/companies/traton/Declaration/TRATON_SE_Ent-
sprechenserklaerung_2019_EN.pdf. Detailed explanations of and the reasoning
behind the departures from the recommendations of the German Corporate Gov-
ernance Code can be found in the Declaration of Conformity dated December 2019.

Further information on corporate governance at TRATON is available in our Corpo-
rate Governance Report, see pages 32ff. of this Annual Report.
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Changes to the composition of the Supervisory Board
and the Executive Board

Before the Company was converted into a Societas Europaea on January 17, 2019,
its Supervisory Board was composed of twelve members, namely six shareholder
representatives and six employee representatives. The six shareholder represent-
atives were Mr. Hans Dieter Pdtsch, Dr. Manfred Ddss, Mr. Gunnar Kilian, Dr. Ferdi-
nand Oliver Porsche, Ms. Hiltrud Werner, and Mr. Frank Witter. The employee rep-
resentatives were Mr. Athanasios Stimoniaris, Mr. Torsten Bechstadt, Ms. Lisa
Lorentzon, Mr. Michael Lyngsie, Mr. Bernd Osterloh, and Mr. GUnther Probster.

Since the Company'’s reorganization, the Supervisory Board has been composed
of 20 members: ten shareholder representatives and ten employee representatives.
With the exception of Dr. Ferdinand Oliver Porsche and Mr. Glunther Probster, the
Supervisory Board members of TRATON AG were also appointed as Supervisory
Board members of TRATON SE. The following persons additionally became members
of the Supervisory Board of TRATON SE. As shareholder representatives: Dr. Albert
Kirchmann, Dr. Julia Kuhn-Piéch, Nina Macpherson, Dr. Dr. Christian Porsche, and
Dr. Wolf-Michael Schmidt; as employee representatives: Mari Carlquist, Jurgen
Kerner, Bo Luthin, Karina Schnur, and Steffen Zieger. The newly constituent Super-
visory Board elected Mr. Hans Dieter Pdtsch as its Chairman and Mr. Athanasios
Stimoniaris as its Deputy Chairman.

In connection with the conversion of the Company, the size and composition of the
Executive Board were also modified. Prior to the adoption of the new legal form,
the Executive Board of TRATON AG had been composed of the following five mem-
bers: Mr. Andreas Renschler, Mr. Antonio Roberto Cortes, Mr. Joachim Drees, Mr.
Henrik Henriksson, Mr. Christian Schulz. After the adoption of the new legal form,
the number of members of the Executive Board was increased to seven. Dr. Carsten
Intra and Mr. Christian Levin were appointed to the Executive Board of TRATON SE.
The other members of TRATON AG's Executive Board were appointed as Executive
Board members of TRATON SE.
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Audit of the annual and consolidated financial
statements

In accordance with our proposal, on February 20, 2019, the Annual General Meeting
of TRATON SE elected PricewaterhouseCoopers GmbH Wirtschaftsprifungs-
gesellschaft, Munich, as the auditors for fiscal 2019. The Supervisory Board issued
the concrete audit engagement letter to PwC in line with the Audit Committee’s
recommendations and specified the areas of emphasis of the audit.

The auditors issued unqualified audit opinions on the 2019 annual financial state-
ments of TRATON SE and the 2019 consolidated financial statements for the TRATON
GROUP, plus the Combined Management Report.

In addition, the auditors assessed the internal control system and the risk manage-
ment system and concluded that the Executive Board had taken the measures
required by section 91 (2) of the AktG to identify at an early stage any risks that could
endanger the Company'’s continuing existence.

The members of the Audit Committee and the members of the Supervisory Board
received the documents relating to the annual financial statements and the audit
reports prepared by the auditors in good time for the meetings of these committees
on February 18, 2020, and February 20, 2020, respectively.

At both meetings, the auditors reported in detail on the key findings of their audits
and were available to provide additional information.

Based on the audit reports by the auditors and its discussion with them as well as
its own findings, the Audit Committee prepared the Supervisory Board's examina-
tion of the consolidated financial statements and the annual financial statements
of TRATON SE, as well as the Combined Management Report, and reported on them
in the Supervisory Board meeting on February 20, 2020. After this, it recommended
that the Supervisory Board approve the annual financial statements.

TRATON GROUP Annual Report 2019
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We examined these documents in depth in the knowledge of, and taking into
account, the report by the Audit Committee and the auditors’ report, and in our
discussions with them. We came to the conclusion that these reports comply with
the applicable requirements and that the assessments by the Executive Board of
the position of the Company and the Group presented in the Combined Manage-
ment Report correspond to those of the Supervisory Board. We therefore concurred
with the results of the audit by the auditors in our meeting on February 20, 2020,
and approved the annual financial statements prepared by the Executive Board
and the consolidated financial statements. The annual financial statements are
thus adopted.

The Supervisory Board would like to thank all the members of the Executive Board
and the employees of the TRATON GROUP’s companies for their achievements
and active commitment. We also wish to extend our thanks to the employee
representatives for their objective and constructive cooperation in the interests of

our Company.

Munich, February 20, 2020

VAT

On behalf of the Supervisory Board:
Hans Dieter Pétsch
Chairman of the Supervisory Board
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AT A GLANCE

TRATON GROUP

Trucks and buses (units) 2019 2018 Change
Order intake 227,240 243,74 -7%
Unit sales 242,219 232,992 4%
of which trucks' 220,723 210,363 5%
of which buses 21,496 22,629 -5%

TRATON GROUP financial key performance indicators

Sales revenue (€ million) 26,901 25,927 4%
Operating profit (€ million) 1,884 1,513 25%
Operating profit (adjusted) (€ million)® 1,871 1,650 13%
Operating return on sales (in %) 7.0 58 1.2 pp
Operating return on sales (adjusted) (in %)* 7.0 6.4 0.6 pp

Industrial Business

Sales revenue (€ million) 26,444 24,963 6%
Operating profit (€ million) 1,741 1,346 29%
Operating profit (adjusted) (€ million)* 1,729 1,484 17%
Operating return on sales (in %) 6.6 5.4 1.2 pp
Operating return on sales (adjusted) (in %)* 6.5 5.9 0.6 pp
Return on investment (in %) 9.7 8.6 11 pp
Primary R&D costs (€ million) 1,376 1,411 2%
Capital expenditures in property, plant, and equipment, and intangible assets (€ million) 993 931 7%
Net cash flow (€ million) 2,71 221 2,490
Cash conversion rate (in %) 179 14 165 pp
Net liquidity (€ million)? 1,500 227 1,273

Financial Services

Sales revenue (€ million) 849 760 12%
Operating profit (€ million) 142 138 3%
Net portfolio (€ million)? 9,936 8,699 1,237

1 Incl. MAN TGE vans (2019: 14,788 units; 2018: 7,871 units)
2 As of December 31, 2019, and December 31, 2018
3 Not audited
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TRATON ON THE CAPITAL
MARKETS

Successful IPO

TRATON SE celebrated its IPO on June 28, 2019. TRATON shares are listed under the
ticker symbol 8TRA in the Regulated Market of the Frankfurt Stock Exchange (Prime
Standard) and in the Regulated Market (reglerad marknad) of Nasdaqg Stockholm
(Large Cap Segment).

TRATON shares were initially quoted at €27.00 on the Frankfurt Stock Exchange
and SEK 281.15 on Nasdaq Stockholm. Based on the offer price, the placement
resulted in a market capitalization of €13.5 billion for TRATON.

A total of 51,500,000 no-par value common bearer shares (no-par value shares) of
Volkswagen AG were placed, carrying full dividend rights in euros for fiscal year
2019.

Stock markets rise further in 2019 despite
uncertainties

In spite of some uncertainties, the global stock markets recorded growth in 2019,
accompanied by a high level of volatility in most regions. At times, some key stock
indices reached all-time highs.

The expansionary monetary policy pursued by the Fed, which cut its key lending
rate in three stages to 1.50% in the face of stable unemployment and relatively
moderate inflation figures driven by weakening economic growth, provided a pos-
itive stimulus. The European Central Bank also continued its expansionary monetary
policy in light of weak economic growth. Although preliminary estimates by the
International Monetary Fund (IMF) put global economic growth in 2019 at a contin-
ued robust 2.9%, this was the weakest growth since the financial crisis a decade
ago.

TRATON GROUP Annual Report 2019
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Uncertainties that arose repeatedly in the course of 2019 and were triggered in
particular by the trade dispute between the U.S.A. and China weighed on the finan-
cial markets and ensured a high level of volatility. Another factor was the uncertain
outcome of the negotiations on the United Kingdom's exit from the European
Union. Noticeably weaker leading economic indicators and associated concerns
about future global economic growth depressed financial market sentiment,
especially in the second half of 2019.

The Stoxx Europe 50, which is the index of the largest listed European companies,
rose by 23.3% in 2019. The Dax, Germany's leading index, posted somewhat stronger
growth at 25.5%. The SDax, which comprises the 70 largest companies in Germany
outside the Dax and the MDax, grew by 28.9%. The Stoxx Europe 600 Industrial
Goods & Services (SXNP) index, whose members are the largest listed European
companies in the industrial goods and services sector, recorded 32.1% growth over
the course of the year 2019.

TRATON experiences volatile share price performance

Following a high of €27.27 on the Frankfurt Stock Exchange on July 4, 2019, TRATON
shares came under pressure in August in a weak stock market environment, reach-
ing their low of €22.20 on August 15, 2019. In particular, the share price was nega-
tively affected by recurring uncertainties about U.S. economic policies, the Brexit
negotiations, and concerns about future unit sales trends in the commercial vehi-
cle industry as a consequence of weaker economic indicators. The share price on
the Nasdaqg Stockholm in Sweden reached its high of SEK 287.00 on July 2, 2019,
and its low of SEK 239.80 for 2019 on August 28, 2019.

Following a recovery in the meantime and a second phase of weakness, TRATON
shares benefited from a significantly improved stock market environment starting
in early November. The announcement of the nine-month figures and the reitera-
tion of the outlook for fiscal year 2019 also supported the price growth. Weaker
market data accompanied by a further increase in uncertainty about unit sales
growth in the commercial vehicle industry in 2020 weighed on our share price at
the end of the year.
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TRATON shares were priced at €23.92 and SEK 252.80 on December 31, 2019. This
resulted in a decrease of 9.6% and 9.2% in the share price compared with the initial
listing on June 28, 2019.

TRATON SE's market capitalization at year-end was €12.0 billion. TRATON SE's shares
have been quoted in the SDax since September 16, 2019.

Currently, 17 financial analysts have issued an investment recommendation for
TRATON shares. At the end of 2019, nine analysts voted for “Buy” and eight for “Hold.”

TRATON SHARE PRICE PERFORMANCE COMPARED WITH SELECTED INDICES
SINCE THE IPO (JUNE 28, 2019, INDEXED)
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Significant increase in earnings per share

Earnings per share are calculated by dividing consolidated profit after tax attribut-
able to TRATON SE shareholders by the number of shares outstanding.

Earnings per share rose by 9% to €3.04 in the previous fiscal year. This growth was
the result of a sharp increase in operating profit and a lower tax rate.

Proposed dividend of €1.00 per share

The Executive Board and Supervisory Board of TRATON SE are proposing to the
Annual General Meeting to be held on May 28, 2020, to pay a dividend of €1.00 per
share for fiscal year 2019. This proposal corresponds to a total distribution
of €500 million and a distribution rate of 33% of consolidated profit after tax attrib-
utable to TRATON SE shareholders. The distribution rate would thus lie within
TRATON's target range of 30 to 40% of consolidated profit after tax.

Based on the proposed dividend and the average annual price of TRATON shares,
this produces a dividend yield of 4.1% for 2019.

Free float at 10.3%

TRATON has an international investor base, including from Germany, Sweden, the
United Kingdom, and the U.S.A., comprising both institutional and private investors.
The largest single shareholder is Volkswagen Finance Luxemburg S.A., Luxembourg,
a Volkswagen Group company, which holds 89.7% of the share capital. The free float
calculated in accordance with the criteria used by Deutsche Borse was 10.3% on
December 31, 2019.
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SHAREHOLDER STRUCTURE AS OF DECEMBER 31, 2019 (AS % OF THE SHARE BASIC DATA FOR TRATON SHARES

CAPITAL)
Class No-par value common bearer shares
ISIN DEOOOTRATON7

10.3 Free float

WKN (German Securities TRATON
Identification Number)
Stock exchange Frankfurt Stock Exchange
Nasdaq Stockholm

89.7 Volkswagen Finance
Luxemburg Segment Regulated Market (Prime Standard) of the Frankfurt Stock

Exchange

Large Cap Segment of Nasdaqg Stockholm

Bloomberg ticker symbol 8TRA GY/8TRASS
Reuters ticker symbol 8TRA.DE/8TRA.ST
Index membership (selection) SDax (Deutsche Boérse)

OMX Stockholm All Share Index

Number of shares 500,000,000
Free float 10.28%

TRATON share capital
TRATON's investor relations activities
TRATON SE's share capital at the end of fiscal year 2019 was €500 million. It is com-
posed of 500,000,000 no-par value shares, each with a notional value of €1.00. All In the run-up to the IPO, a wide range of group and one-on-one meetings were
shares carry full dividend rights in euros. held with investors in Europe and the U.S.A. in the course of a roadshow. In total,
TRATON'’s management met with more than 400 potential investors.

In the period since the IPO, we have continued to provide timely information to
institutional investors and analysts, as well as retail investors, about the TRATON
GROUP's business performance and strategic focus. Additionally, we held ongoing
talks and meetings with institutional investors and analysts at roadshows and inves-
tor conferences in Europe and the U.S.A.
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At its Innovation Day in Sweden in October, the TRATON GROUP presented a broad
spectrum of innovations to analysts, investors, and journalists. These ranged far
beyond new vehicles to include new forms of collaboration. MAN, Scania, and
Volkswagen Caminhdes e Onibus presented innovative solutions in the fields of
electric mobility, autonomous driving, and networked systems.

TRATON investor relations information

You can find further information about TRATON shares as well as financial news,
financial reports, presentations, information about the Annual General Meeting,
and contact details at http://ir.traton.com.
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KEY PERFORMANCE INDICATORS FOR TRATON SHARES

2019
Earnings per share from continuing operations in € (diluted/basic) 3.04
Earnings per share from continuing and discontinued operations in € (diluted/
basic) 3.04
Price-earnings ratio (PE ratio)' 7.9
Dividend per share (€)? 1.00
Dividend yield (in %)* 41
Distribution ratio (in %) 33
Xetra (€)
Year-end closing price 23.92
Annual average price 24.37
Annual high 27.27
Annual low 22.20
Nasdaq Stockholm (SEK)
Year-end closing price 252.80
Annual average price 260.29
Annual high 287.00
Annual low 239.80
Number of shares (million)* 500
Market capitalization (€ billion)* 12.0
1 Earnings per share attributable to shareholders at year-end closing Xetra price
2 Proposed dividend, subject to approval by the 2020 Annual General Meeting
3 Based on the proposed dividend and the annual average price of TRATON shares (Xetra trading),

source: Bloomberg
4 As of December 31, 2019
25

Consolidated Financial Statements

Further Information


https://ir.traton.com/websites/traton/English/1/investor-relations.html

13 To Our Shareholders

RESPONSIBILITY IN THE
TRATON GROUP

Sustainability and corporate responsibility

For TRATON, being fit for the future means understanding and managing global
challenges. We have to identify where opportunities and risks for both sustainable
development and for our business success present themselves and focus our
actions accordingly. Our goal is to actively shape the transportation industry of the
future and become a Global Champion. In order to achieve this goal, we have to
consistently act in a sustainable manner and fulfill our responsibility as a company.
That applies to both our processes and our products. In doing so, we are laying the
foundation for strengthening our market position in the long term. In 2019, our
sustainability efforts received the Prime status from the ISS ESG rating agency. With
a rating of C+ (on a scale of A+ to D-), TRATON ranks in the top 15% of companies in
the transportation industry.

We are working hard to continuously improve the entire value chain with regard
to both economic and ecological factors and to generate the maximum benefit for
our customers and for society as a whole across the entire life cycle. As part of this
process, we are keeping an eye on the scarcity of natural resources and the advanc-
ing consequences of climate change, both of which are key factors. Companies in
the transportation sector are faced with the challenge of lowering their CO, emis-
sions and developing innovative strategies for zero-emission and resource-efficient
products. The TRATON GROUP is doing just that across many levels.

Our strong brands MAN, Scania, and Volkswagen Caminhdes e Onibus are in the
best position to make the transportation industry more sustainable with their prod-
ucts and services. Sustainability and corporate responsibility have been a firmly
established component of the TRATON GROUP brands for over ten years. We will
be continuing our ongoing efforts to drive both of these issues forward. The brands
take over the operational management and organization of the activities depend-
ing on where they are positioned. We are searching for and finding autonomous
answers to the upcoming challenges as part of our journey to become a Global
Champion of the transportation industry.
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Selected examples of our brands’ sustainability activities are presented below. Fur-
ther information on the organization, management, and measures across the dif-
ferent fields of action is available in the sustainability reports of Scania and MAN.

Committed to climate protection

The TRATON GROUP complies with the requirement of the United Nations to take
more bold action to fight climate change and has committed itself to various cli-
mate goals.

At Scania, these include halving its CO, emissions in both inland transportation and
in its own operations by 2025 as against 2015. Scania already intends to only use
electricity that comes from 100% renewable energy sources in 2020. In order to
anchor these goals across the whole company, Scania organized a Climate Day
ahead of the 2019 UN Climate Action Summit. 52,000 Scania employees in more
than 100 countries stopped working for one hour to find out more about climate
science and sustainability and to discuss how each team can make a contribution.

MAN already adopted a Group-wide Climate Strategy back in 2011. It entails the
binding goal of reducing absolute CO, emissions at MAN production sites by 25%
by 2020 as against the 2008 baseline. It was possible to reach this goal early in 2018
with a reduction of 26% compared to 2008. MAN is now continuing to expand its
climate protection strategy through increased use of renewable energies and the
introduction of new energy supply concepts.

Sustainability as well as protecting and respecting the environment are key stra-
tegic issues in the TRATON GROUP. To ensure compliance with the requirements
of the Paris climate agreement, the institutions of the European Union resolved a
CO, regime for heavy-duty trucks weighing more than 16 tons for the first time in
the first half of 2019. Truck manufacturers have to reduce the CO, emissions of their
new vehicle fleets in the EU by 15% by 2025, with a reduction target of 30% by 2030.
The reference period for all reduction targets is the period from July 1, 2019, to
June 30, 2020. The TRATON GROUP is fully committed to further reducing green-
house gas emissions caused by commercial vehicles.
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Future-proof solutions

In a quest to turn low-pollutant urban mobility with as close to zero local emissions
as possible into reality, MAN continues to drive the electrification of its commercial
vehicles forward. The fully electric MAN eTGE van meets all the main requirements
faced by intercity delivery operations of the future in terms of local emissions and
the level of noise produced. This vehicle complies with the funding criteria of the
Bundesamt flr Wirtschaft und Ausfuhrkontrolle (BAFA — Federal Office of Eco-
nomics and Export Control) with respect to the total cost of ownership to the same
extent as its diesel counterparts. As part of the European Transport Sustainability
Award 2020, the MAN eTGE was named Europe’s most sustainable vehicle by the
Transport specialist magazine in the “Vans and delivery trucks” category.

At the start of 2019, Scania took part in a pilot study to test zero-noise overnight
delivery in six McDonald's restaurants in Stockholm. As part of this pilot project, a
Scania hybrid truck operated by logistics provider HAVI was used, capable of trav-
eling up to ten kilometers in the innercity area in electric mode without producing
any noise. By operating on empty roads at night, these trucks make deliveries more
efficient while reducing traffic jams and lowering emissions during rush hour.
Trucks under the Euro 6 emission standard all run on renewable hydrotreated veg-
etable oil (HVO) outside of the city. This means that they produce 90% less CO,
emissions than their diesel counterparts.
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Volkswagen Caminhdes e Onibus is working to pave the way for the next transpor-
tation generation and has set the course for this by establishing a pioneering
e-Consortium at its development and production complex in Resende, Brazil. This
business model brings new partner companies on board that also work offsite at
the customers’ premises. The e-Consortium encompasses all aspects of manufac-
turing and operating electric trucks: it covers the vehicles’ entire life cycle, from
developing components locally all the way to setting up the infrastructure required
for production. This also includes battery disposal at the end of their useful life. This
concept makes Volkswagen Caminhdes e Onibus the world's first vehicle manu-
facturer to offer an entire support structure comprising products and services for
its electric trucks.

27

Consolidated Fi cial Statements

Further Information



13 To Our Shareholders

HIGHLIGHTS 2019

2019 was a groundbreaking year for the TRATON GROUP. The change in our legal
form in January from a German stock corporation (AG) to a European company
(Societas Europaea, SE) reinforced the Group's international corporate identity. The
Company has been named TRATON SE since then.

The whole year, and in particular the first six months, was shaped by our IPO. It
increased our financial flexibility and opened up direct access to the capital markets.
June 28, 2019, was the first trading day for TRATON shares, and represented a key
milestone in the corporate history of the Group. The successful dual listing on the
Frankfurt Stock Exchange in Germany and Nasdaq Stockholm in Sweden under-
scores the international positioning of the TRATON GROUP.

At the Innovation Day in October in Sédertalje, Sweden, the TRATON GROUP show-
cased itself as an innovative company and announced forward-looking investments
in electric mobility and digitalization totaling €2 billion by the year 2025.

A procurement joint venture was formed in October as part of the strategic part-
nership with Japan-based Hino Motors, Ltd.: HINO & TRATON Global Procurement
GmbH. Navistar and Scania agreed to cooperate in the field of mining vehicles for
the Canadian market under the umbrella of TRATON's alliance. This will see Scania
delivering heavy-duty vehicles in 2020 for the first tests by selected operators.

The TRATON brands Scania, MAN, and Volkswagen Caminh&es e Onibus recorded a
large number of additional highlights in 2019:

Scania showcased sustainable solutions for public transportation that, in particular,

offer the right concepts to overcome the future challenges facing densely populated
metropolises during the UITP 2019 Global Public Transport Summit.
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Scania invited the UITP participants to Barkarbystaden, Sweden, to present the first
examples of implementing an innovative traffic solution on site, including autono-
mous shuttle buses in scheduled local public operations. Scania also presented its
new battery-electric self-driving urban concept vehicle, NXT, at the UITP Summit. It
offers wide-ranging flexibility, for example delivering goods during the day and
collecting trash at night. In cooperation with Scandinavian Biogas Fuel AB, Sweden’s
largest biogas producer, Scania presented a technique for converting food waste
into renewable biogas, for example.

At the TRATON Innovation Day in September, Scania presented additional forward-
looking solutions for the “Autonomous Driving” area of application in the shape of
the autonomous AXL concept vehicle for use in mines.

In October 2019, Scania also received the Truck of the Year award for the Latin Amer-
ican market at the international FENATRAN trade show in Brazil. And the new Scania
Citywide, Scania’s first fully electric bus in series production for urban transportation,
received an award at the Busworld trade fair in Brussels. The Scania R450 was once
again crowned the Green Truck 2019. This accolade is awarded to the most fuel-
efficient and eco-friendly commercial vehicle in its category.

MAN also focused on development activities in the area of electric powertrains for
distribution trucks and city buses in 2019. MAN and the Austrian Council for Sustain-
able Logistics have been testing the first fully electric MAN eTGM distribution trucks
in day-to-day logistics operations since September 2018. The MAN eTGM truck has
also been used for plant logistics at the Porsche production site in Zuffenhausen
since the end of 2018. So far, the outcomes of the test drives have been very positive.
MAN is planning to produce a small batch series of fully electric trucks on the basis
of the tried-and-tested vehicle concept.

MAN has entered into development partnerships, including with the cities of Munich,
Hamburg, Wolfsburg, and Luxembourg, for the production of its fully electric city
bus with the aim of integrating everyday experiences into series development. At
the end of 2019, MAN delivered the first two fully electric Lion’s City E buses to public
transportation companies Verkehrsbetriebe Hamburg-Holstein GmbH and
Hamburger Hochbahn AG to run extensive practical tests in day-to-day passenger
operations.
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In terms of digitalization and automation of commercial vehicles, the partnership
between DB Schenker and MAN marked the first time a logistics company and a
vehicle manufacturer tested networked truck convoys in real-life logistics operations.
The findings of this platooning project, which took place under the scientific super-
vision of the Fresenius University of Applied Sciences, were presented in May 2019.
The project partners were able to clearly show that platooning is robust and reliable
in real-life everyday operations and is well received by the drivers. The project also
proved that truck platoons have the potential to bring about more efficient use of
highway space, fewer traffic jams, and improved road safety.

In 2019, MAN Truck & Bus prepared for the product launch of the new generation of
trucks — a milestone in the company’s history. The product was officially launched
in February 2020.
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Volkswagen Caminhdes e Onibus continued to drive the introduction of electric
trucks in Brazil forward in 2019. As well as configuring new models using a new and
exclusive architecture solution, the company announced its decision to set up a
pioneering e-Consortium at its development and production site in Resende, Brazil,
during the TRATON GROUP Innovation Day in October 2019.

The Constellation truck line topped the production milestone of 240,000 units in
2019 since its introduction in 2005. Another success story is the new Delivery series
from Volkswagen Caminhdes e Onibus, of which more than 25,000 units have already
been produced since its launch in 2017. Volkswagen Caminhdes e Onibus also
strengthened its market position in the bus segment: since 1993, more than 150,000
Volksbus chassis have been produced.

Additionally, the Volkswagen Caminhdes e Onibus brand was named one of the top
employers in Brazil in 2019.
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TRATON GLOBAL CHAMPION
STRATEGY

The TRATON GROUP is dedicated to creating a Global Champion in the transporta-
tion industry — a leader in profitability, with global presence and customer-focused
innovation. The TRATON GROUP was founded in 2015 and unites the leading brands
Scania, MAN, and Volkswagen Caminhdes e Onibus under one roof. The ultimate
goal of TRATON is to enable our brands to serve our customers with the best prod-
ucts, services, and solutions. To achieve this, the TRATON GROUP has established
its Global Champion Strategy.

TRATON's Global Champion Strategy consists of four key pillars: (i) Brand Perfor-
mance — profitable growth and increased performance of our brands Scania, MAN,
and Volkswagen Caminhées e Onibus; (ii) Cooperation & Synergies — exploiting
those across our brands; (iii) Global Expansion — to leverage further scale; and
(iv) Customer-Focused Innovation — to address future challenges in our industry
and transform transportation. TRATON's Global Champion Strategy is based on a
set of shared values and common beliefs, i.e., customer focus, determination,
respect, team spirit, and integrity.

By implementing the Global Champion Strategy, the TRATON GROUP aims to
achieve its strategic target of 9.0% adjusted return on sales' over the cycle.

1 Not audited
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(i) Brand Performance

The TRATON GROUP's leading brands Scania, MAN, and Volkswagen Caminhdes e
Onibus form the foundation of the Group. The brands’ focus is sustaining and fur-
ther developing the business in the Group's core markets. This includes maintain-
ing leading market positions in Europe and Brazil and generating further growth
by increasing the market share in existing and new markets.

We expect that the new truck generations for each of the TRATON GROUP brands,
the first new product generations since 1995 for Scania, since 2000 for MAN, and
since 2005 for Volkswagen Caminh&es e Onibus, will further enhance their tech-
nology and innovation leadership. This will contribute to customer satisfaction and
increased sales revenue as well as market penetration. In particular, the new truck
generations aim at optimizing customers’ TCO (total cost of ownership) through
lower fuel consumption, increased operational uptime, and improvements in safety.
With regard to Scania, the introduction of the new truck generation was concluded
in the first quarter of 2019. Additionally, in light of its large and growing rolling fleet,
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the TRATON GROUP considers itself well-positioned to further increase sales revenue
from after-sales services.

Furthermore, all brands are focused on improving their operational performance.
All have implemented a number of strategic brand performance and operational
improvement programs over the last few years. We assume there is still potential
to further advance brand performance and increase the TRATON GROUP's profita-
bility. Therefore, the brands continue to focus on improving their performance with
additional dedicated performance programs. In its ongoing Product Cost Optimi-
zation Program, which is part of its Focus & Ambition program, Scania, for example,
is focused on improving the product cost of its new truck generation globally. MAN
aims to increase its market share in Europe with the launch of its new truck gen-
eration, among other things, and to continuously work on its cost base under its
Operational Excellence program. Volkswagen Caminhées e Onibus aims to leverage
the recovering Brazilian market utilizing its new Delivery truck generation.

(ii) Cooperation & Synergies

As part of its Global Champion Strategy, the TRATON GROUP plans to further
improve long-term cooperation between the brands. This cooperation aims to real-
ize synergies across the Group’s brands and alliance partners, which will contribute
to our profitability.

The TRATON GROUP intends to leverage synergies across five key dimensions:

— Purchasing (including lead buying of parts and components);

— Modularization and components (increasing the share of common components
across different products);

— Joint powertrain (in particular common base engine, exhaust aftertreatment,
transmission, and axle);

- New technologies (common electric powertrain, autonomous driving);

— Production footprint and logistics (optimizing global footprint in terms of facilities
and logistics processes).

In all of these categories a multitude of projects have been established to materi-
alize the identified synergies. In general, purchasing synergies have the shortest
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time of implementation, and therefore the majority of synergies that have been
implemented to date relate to this category.

(iii) Global Expansion

As part of its global expansion, the TRATON GROUP has formed strategic long-term
alliances with selected partners and associates in order to access all essential and
profitable truck markets. While the TRATON GROUP is mainly active in the European,
South American, Middle Eastern, African, and Asian markets, its associates Navistar
and Sinotruk operate mainly in North America (Navistar) and China (Sinotruk), and
its strategic partner Hino Motors is mainly active in Japan, Southeast Asia, and North
America.

The TRATON GROUP views its strategic alliances as a catalyst for strengthening its
position en route to becoming the Global Champion in the commercial vehicle
industry. These strategic alliances help the TRATON GROUP gain access to all the
relevant markets and leverage economies of scale and synergies, especially in the
areas of powertrain technology, new technological developments, and purchasing.

(iv) Customer-Focused Innovation

We expect that creating a Global Champion will enable us to successfully address
future technological challenges and to seize opportunities associated with three
megatrends that are currently transforming the transportation industry: globali-
zation, digitalization, and sustainability. The TRATON GROUP is developing solutions
in the areas of autonomous driving, connectivity, and electrification/alternative
fuels that address these megatrends. These solutions are set to reduce inefficien-
cies and enhance customer value and TCO, which is a key factor in customers’
purchase decisions.

Our platform and scale in the transportation industry form a basis to develop new
technologies and transportation solutions. The ability to lead the transportation
sector toward sustainability is a prerequisite for the TRATON GROUP'’s long-term
success.
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CORPORATE GOVERNANCE

Corporate Governance Statement,
Corporate Governance Report

Corporate governance at TRATON forms the framework for the management and
supervision of the Company and the Group. Good corporate governance lays the
foundations for responsible leadership and control of our Company and for suc-
cessful business performance in the long term. At the same time, good corporate
governance fosters the confidence that the financial markets, our investors, cus-
tomers, business partners, and employees have in our Company, the Group, and in
the work we do.

Our system of corporate governance is determined by applicable laws, our Articles
of Association, internal regulations and guidelines, as well as by national and inter-
national standards of good corporate governance. The German Corporate Govern-
ance Code (the Code) represents the statutory provisions for the governance of
German stock corporations that apply to TRATON and provides recommendations
and suggestions for responsible and transparent corporate governance at TRATON
in accordance with recognized standards.

A domination and profit and loss transfer agreement between the former
Volkswagen Coaching GmbH (now TRATON SE) and Volkswagen AG had been in
place since February 3,2004 (most recently amended on April 29, 2014). This dom-
ination and profit and loss transfer agreement expired at the end of December 31,
2019, pursuant to section 307 of the Aktiengesetz (AktG — German Stock Corpora-
tion Act). TRATON SE will therefore undertake a profit transfer for the last time for
the 2019 fiscal year.
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I. Corporate Governance at TRATON'

Both TRATON's Executive Board and its Supervisory Board have addressed the cor-
porate governance system and compliance with the recommendations and sug-
gestions contained in the Code in detail. They are aware that good and transparent
corporate governance that complies with both national and international standards
is of central importance for ensuring responsible management with a long-term
focus.

Declaration of Conformity
The Executive Board and Supervisory Board of TRATON SE issued their annual Dec-
laration of Conformity in December 2019 as follows:

“The Executive Board and Supervisory Board of TRATON SE declare that the recom-
mendations of the Government Commission of the German Corporate Governance
Code in the version that was published by the German Ministry of Justice in the
Federal Gazette (Bundesanzeiger) on 24 April 2017 in the version dated 7 February
2017 have been complied with since TRATON SE was listed on the stock exchange
on 28 June 2019, with the exception of section 5.3.2(3) sentence 2 (independence
of the Chair of the Audit Committee), section 5.4.1(2) sentence 1 (Objectives regard-
ing the composition of the Supervisory Board and Profile of Skills and Expertise)
and section 5.4.1(6-8) (disclosure regarding election proposals). Since the develop-
ment of objectives regarding the composition of the Supervisory Board and a pro-
file of skills and expertise as well as the respective resolution of the Supervisory
Board on 25 November 2019, the recommendations of the Government Commission
of the German Corporate Governance Code in the version dated 7 February 2017
have been complied with, with the exception of section 5.3.2(3) sentence 2 (inde-
pendence of the Chair of the Audit Committee) and section 5.4.1(6-8) (disclosure
regarding election proposals).

1 Also the Corporate Governance Report of the Executive and Supervisory Boards in accordance with sec-
tion 3.10 of the German Corporate Governance Code in the version dated February 7, 2017
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Detailed explanations of and the reasoning behind the departures from the rec-
ommendations of the German Corporate Governance Code can be found in the
Declaration of Conformity dated December 2019.

1. The recommendation in section 5.3.2(3) sentence 2 of the Code is not being
complied with insofar as the Chairman of the Audit Committee of the Supervi-
sory Board, Mr Frank Witter, is not independent within the meaning of section
5.4.2(2) of the Code in view of his position as a member of the Board of Manage-
ment of Volkswagen AG. The Executive Board and Supervisory Board of TRATON
SE consider it to be of prime importance that the Chair of the Audit Committee
have the necessary understanding of the profession and industry, especially in
large, international, listed companies. Due to the personal competencies of Mr
Witter it has been decided to deviate from this recommendation.

2. With regard to the recommmendation in section 5.4.1(6-8) of the Code according
to which certain circumstances shall be disclosed when the Supervisory Board
makes election proposals to the General Meeting, the guidelines in the Code
are vague and the definitions unclear. A departure from the Code is therefore
being disclosed as a precautionary measure. Notwithstanding this, the Super-
visory Board will make every effort to satisfy the guidelines in section 5.4.1(6-8)
of the Code.”

The Declaration of Conformity is available on the Internet at https://ir.traton.com/
websites/traton/English/5000/corporate-governance.html.

Our listed subsidiary MAN SE has also issued a Declaration of Conformity with the
Code, which is available at https://www.corporate.man.eu/en/investor-relations/
corporate-governance/corporate-governance-at-man/Corporate-Governance-at-
MAN.html.

Swedish Corporate Governance Code

Furthermore, TRATON has published a statement regarding departures by TRATON's
corporate governance system from the Swedish Corporate Governance Code. This
is also available at https://ir.traton.com/websites/traton/English/5000/corporate-gov-
ernance.html.
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The Swedish Corporate Governance Code states that companies that are listed in
Sweden can decide whether to comply with the Swedish code or with the relevant
local regulations in the countries where those companies are headquartered.
TRATON has decided to comply with the German Corporate Governance Code and
not with the Swedish Corporate Governance Code.

Annual General Meeting

At the Annual General Meeting of a European stock corporation (Societas Europaea),
shareholders exercise their rights in relation to the corporation’s affairs. These
include the shareholders exercising their voting rights, being provided with infor-
mation, and entering into a dialogue with the Executive and Supervisory Boards.

TRATON SE will hold its first public Annual General Meeting in 2020 with the aim
of comprehensively guaranteeing these shareholder rights. The convocation of the
Annual General Meeting will be published in the Federal Gazette (Bundesanzeiger)
in accordance with the legal deadlines and will also be available, inclusive of all
reports and submissions for the Annual General Meeting, as of this date on the
TRATON SE website.

Procedures of the Executive and Supervisory Boards as well as composition
and procedures of their committees

TRATON SE has a two-tier structure comprising an Executive Board and a Supervi-
sory Board. Both boards work closely together on behalf of the Company.

The Executive Board reports to the Supervisory Board regularly, promptly, and com-
prehensively in both written and oral form on all issues of relevance for the Company
with regard to strategy, planning, and the position of the Company, the develop-
ment of the business, the risk situation, risk management, and compliance. The
Supervisory Board monitors how the Executive Board manages the Company. The
Supervisory Board is directly involved in decisions of fundamental importance.

The Company’s Executive Board comprised five members up until it changed its
legal form to a European stock corporation on January 17, 2019. The Executive Board

has comprised seven members since this change. The Executive Board does not
have any committees.
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The various tasks of the Executive Board are allocated to the individual Executive
Board functions in accordance with the list of responsibilities. The full Executive
Board addresses all key decisions and measures; the Executive Board's Rules of
Procedure define the decisions and measures that require the approval of the full
Executive Board. The Executive Board reports to the Supervisory Board on a regu-
lar basis. It consults the Supervisory Board on decisions of fundamental importance.
The Executive Board also ensures open and transparent corporate communications.

The Supervisory Board has an oversight and advisory role. Certain important trans-
actions laid down by law, the Articles of Association, and the Executive Board'’s
Rules of Procedure require the Supervisory Board's approval. Please refer to the
Report of the Supervisory Board for further information on the duties performed
by the Supervisory Board and its cooperation with the Executive Board.

The Company'’s Supervisory Board comprised twelve members up until it changed
its legal form to a European stock corporation. Since this change, Supervisory Board
has comprised 20 members, with equal numbers of shareholder and employee
representatives. The Supervisory Board has formed a total of three committees
(Presiding Committee, Nomination Commmittee, and Audit Committee).

Further details about the members of the Executive and Supervisory Boards as well
as of the Supervisory Board committees can be obtained from the Report of the
Supervisory Board and from the “Governing Bodies” chapter of the Annual Report.

TRATON SE's Supervisory Board aims, in light of the purpose and size of the Com-
pany and the proportion of its international business activities, to take the following
factors into account for its composition:

— at least three members of the Supervisory Board should be persons who embody
the criterion of internationality to a particularly high degree;

— at least two Supervisory Board positions on the shareholder side for persons with
no potential conflicts of interest, and who are independent within the meaning
of the Code;

— any person that sits on a governing body or is involved in an advisory capacity
at one of the Company’s major competitors should not be a member of the
Supervisory Board;
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- in addition, proposals for election should not, as a rule, include any persons who
have reached the age of 75 at the time of the election or who have been a member
of the Company'’s Supervisory Board for more than 15 years.

All aims have been fulfilled or taken into consideration, respectively.

Ms. Macpherson as well as Dr. Kirchmann and Dr. Schmid are considered independ-
ent members of the Supervisory Board in accordance with the Code.

Furthermore, the Supervisory Board of TRATON SE should collectively possess the
following skills and expertise:

- knowledge and experience of the Company itself,

- leadership or oversight experience in other medium-sized or large companies,

- experience in industries that are of importance to the TRATON GROUP, such as
the mechanical engineering, automotive, and information technology sectors,

- knowledge of capital markets,

— human resources expertise (particularly the search for and selection of members
of the Executive Board, and the succession process) and knowledge of incentive
and remuneration systems for the Executive Board,

— expertise in the areas of financial reporting or auditing,

— expertise in the areas of law and compliance.

All aims have been fulfilled or taken into consideration, respectively. The resumes
of the members of the Supervisory Board can be viewed at https://traton.com/en/
company/Supervisory-Board.html.

Besides, a statutory quota of at least 30% women and at least 30% men applies to
the composition of the Supervisory Board pursuant to section 17 (2) of the SE-
Ausfiihrungsgesetz (SEAG — German SE Implementation Act). These requirements
have been met by the Supervisory Board of TRATON SE. These quotas have also
been separately fulfilled by both the shareholder and employee sides.
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In line with the Supervisory Board's age limit stipulation for members of the Exec-
utive Board, appointments of members of the Executive Board should, as a rule,
end once those members have reached the age of 65. An extension by a maximum
of three more years is possible.

In accordance with the requirements of the AktG and section 4.3.4 of the Code,
members of the Executive Board may undertake secondary activities only with the
Supervisory Board'’s consent.

No conflicts of interest were reported by members of either the Executive Board
or the Supervisory Board during the reporting period.

Remuneration report

The remuneration system and the specific remuneration of the members of the
Executive and Supervisory Boards are detailed in the Remuneration Report con-
tained in the Annual Report.

Compliance/risk management

TRATON set up its Governance, Risk & Compliance (“GRC") function in 2015. This
function is managed by the Head of GRC/Chief Compliance Officer of the Group,
who reports directly to the Chief Executive Officer of TRATON SE. GRC is comprised
by the Corporate GRC Office at TRATON SE and the decentralized GRC teams at the
brands. The Corporate GRC Office of TRATON SE and the decentralized GRC teams
are jointly responsible for compliance and risk management throughout the entire
TRATON GROUP.

The Corporate GRC Office plays a central control and support role in respect of the
Group's risk management and compliance activities. This includes specifying GRC
principles and uniform minimum standards for the entire Group, as well as giving
the brands the necessary flexibility to implement tangible GRC measures, which
fit with their respective organizations and environments. The processes for whis-
tleblowing and internal investigations, for example, are strictly standardized, with
a central Investigation Office in place at TRATON SE. In contrast, GRC communica-
tion is embedded at brand level. The Corporate GRC Office also coordinates GRC
support IT systems and takes action to improve the Group's GRC function in terms
of effectiveness and efficiency.
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Group-wide minimum standards specified by TRATON GRC are determined in line
with the strategy objective of becoming the Global GRC Champion. In this regard,
the strategy and the framework are continuously improved and reviewed. These
minimum standards are specified in close consultation with the brands.

The Head of GRC/Chief Compliance Officer reports regularly, at least every quarter,
to the Executive Board of the TRATON GROUP on the Group's risk exposure as well
as on the current situation and on the GRC function’s main activities. The Govern-
ance & Risk Board (GRB) as well as the Compliance Board (CB) were set up at
TRATON level. This enables top-level executives from the entire Group to discuss
relevant GRC issues regularly and in detail.

The GRC teams at brand level are responsible for implementing the compliance
management and risk management systems at each brand. Each brand maintains
a GRC organization, i.e., employees fully assigned to the GRC function. This organ-
ization is supported by a network of employees in the brands’ subsidiaries, who are
responsible for certain GRC activities, in particular risk reports, internal control sys-
tems, and compliance.

The TRATON GROUP GRC function’s (including the GRC teams within the brands)
main duties include:

— supporting a risk management process, which makes the Group's key business
risks transparent and ensures a clear line of responsibility for risks and for imple-
menting risk-reducing measures;

- providing a system for monitoring the effectiveness of internal controls and for
taking the appropriate remedial action where necessary;

- providing and continuously improving a compliance program covering anti-
corruption activities, antitrust law, and the prevention of money laundering,
based on a comprehensive compliance-related risk assessment;

— issuing policies for relevant GRC topics, e.g., gifts and invitations, sponsorship and
donations, as well as internal investigations;

- compliance audits of all business partners acting as sales intermediaries;

— providing various training courses to raise awareness and enhance knowledge
of GRC-relevant topics;
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— arange of different communication activities to promote compliance and integ-
rity in accordance with each of the codes of conduct of the TRATON GROUP and
the individual brands;

— providing compliance-related advice to all employees at central and local levels
(Compliance Helpdesk);

— providing various information channels for whistleblowers, especially in the area
of white-collar crime. This kind of information is followed up on in detail. Appro-
priate consequences are determined by the Committee for Disciplinary Action,
depending on the outcome, and implemented by the line manager responsible.

In 2019 TRATON rolled out Volkswagen's Together4Integrity (T4l) program. This pro-
gram is designed to promote the Group's integrity, culture, and risk initiatives, so
that these are on a par with the Company’s key priorities. The program'’s main
purpose is the implementation of numerous measures, which are determined in
accordance with the five principles detailed in the Ethics & Compliance Initiative
Report (ECI). This initiative is an alliance of organizations that have committed to
building and sustaining high-quality ethics and compliance programs. The GRC
function has organized major kick-off events at both TRATON and the brands, at
which employees from all levels were able to discuss the issues of compliance and
integrity with members of each Executive Board team.

Furthermore, a range of compliance- and integrity-related communication activi-
ties were initiated last year. In particular, the frank clarification of situations in which
workplace dilemnmas could arise was fostered with the aid of the Dilemma Game,
and articles on the topics of compliance and integrity were published on the
intranet.

For a detailed description of TRATON's risk management system as well as its risk

and opportunity position, please refer to the Report on Opportunities and Risks
contained in the management report.
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Transparency and communication

The website https://ir.traton.com/websites/traton/English/1/investor-relations.html
provides shareholders with access to the Company’s Articles of Association, con-
solidated financial statements for the TRATON GROUP, the MAN SE and Scania AB
annual reports, the financial diary with all the relevant dates, and information about
forthcoming events.

The Company’s ad-hoc releases can also be accessed at https://ir.traton.com/web-
sites/traton/English/4000/financial-news.html immediately after they have been
published in compliance with the law. Likewise, notifications of voting rights pur-
suant to section 33ff. of the Wertpapierhandelsgesetz (WpHG — German Securities
Trading Act) as well as disclosures of directors’ dealings in accordance with Article
19 of the Marktmissbrauchsverordnung (Market Abuse Directive) and section 15a
of the WpHG can also be found there.

Information about the Executive and Supervisory Boards of TRATON SE can be
obtained at https://traton.com/en/company.html.

The above-mentioned information and documents are available in both German
and English. Exceptions to this are documents relating to the Scania Group, which
are only available in English, and the MAN SE annual reports, which are only avail-
able in German.

Financial reporting

The year-end consolidated financial statements of the TRATON GROUP are prepared
by the Executive Board on the basis of the International Financial Reporting Stand-
ards (IFRSs), while the single-entity financial statements of TRATON SE are prepared
in accordance with the German GAAP.

The Supervisory Board has set up an Audit Committee, which deals in particular
with monitoring and the integrity of the financial reporting process, monitoring
financial reporting, the effectiveness of the internal control system, of the risk man-
agement system, and of the internal audit system, of the annual audit and compli-
ance. Furthermore, the Audit Committee submits a reasoned recommendation for
the choice of external auditors to the Supervisory Board, obtains a statement
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regarding the auditors’ independence, deals with the additional services provided
by the auditors, drafts the resolution on issuing the audit engagement letter, and
also deals with determining the areas of emphasis of the audit and agreeing the
auditors’ fees.

In line with the recommendation in section 7.1.2 of the Code, the half-yearly finan-
cial report is discussed by the Executive Board together with the Audit Committee
prior to publication and the set publication dates are complied with.

Il. Other Corporate Governance practices

TRATON has a Code of Conduct, which is the mandatory guideline on acting with
integrity at TRATON and applies equally to all employees — from the Executive
Board and managers down to each individual employee. The Code of Conduct
focuses on integrity and the responsibility that each individual has — responsibility
as a member of society, as a business partner, and in the workplace. With the aid
of practical examples, it also explains how each individual can live up to this respon-
sibility and behave with integrity — especially in conflict situations.

Furthermore, TRATON also expects its suppliers and business partners as well as
their employees to act responsibly, comply with applicable laws everywhere and
at all times, and respect core ethical values. TRATON has therefore issued its own
Code of Conduct for Suppliers and Business Partners, which details minimum
ethical standards to be met by TRATON's suppliers and business partners.

The Code of Conduct as well as the Code of Conduct for Suppliers and Business
Partners are available at https://traton.com/en/company/compliance_risk.html.

Corporate responsibility and sustainability are integral components of TRATON's
strategy. Our Group and our brands take sustainability to mean understanding and
proactively addressing global challenges and recognizing the opportunities and
risks of sustainable development. TRATON takes the expectations of our customers,
of politicians, and of society on board and provides specific answers to the various
challenges posed by sustainable mobility. Wherever we operate in the world, our
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goal is to meet the highest standards and partner with companies that are leading
the way in terms of sustainability.

You can find further information on the topics of corporate responsibility and sus-
tainability at https://ir.traton.com/websites/traton/English/7000/sustainability.
html.

lll. Target for percentage of women

Given the long-term nature of the employment contracts held by current members
of the Executive Board, the Supervisory Board has set the target percentage for
the proportion of females members of the Executive Board at 0% for the period up
to June 27, 2024, in accordance with section 111 (5) of the AktG. Irrespective of the
above, however, the Supervisory Board's long-term goal is to increase the proportion
of female members of the Executive Board, and it therefore supports the Executive
Board’'s work to increase the proportion of female members at the top executive
levels in the Company.

Pursuant to section 76 (4) of the AktG, the Executive Board of TRATON SE has like-
wise set the following goals for females in the two management levels directly

below the Executive Board in the period until December 31, 2023:

- 20% for females in the first management level below the Executive Board.
- 30% for females in the second management level below the Executive Board.

Please refer to the MAN SE Corporate Governance Report for the corresponding
disclosures by TRATON SE subsidiaries, which are required by law to set target
percentages.
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IV. Disclosures on the diversity concept for the
Executive Board and the Supervisory Board

A diversity concept for the Executive and Supervisory Boards is to be devised in
accordance with section 289f (2) no. 6 of the Handelsgesetzbuch (HGB — German
Commercial Code). This concept is to factor in aspects like age, gender, educational
or occupational background.

The diversity concept for the Supervisory Board should comprise the following
elements:

- the defined goals for the composition of the Supervisory Board;

— the profile of skills and expertise for the Supervisory Board;

- the gender quota of 30% for the composition of TRATON SE's Supervisory Board
that is already imposed by law and must therefore be complied with in accor-
dance with section 17 (2) of the SEAG.

All aims have been fulfilled or taken into consideration, respectively.
The members of the Executive Board are to fit the following profile:

— Appointments of members of the Executive Board should, as a rule, end when
those members reach the age of 65, although an extension by a maximum of
three more years is possible.

- Members of the Executive Board should have long-standing management expe-
rience and contribute as much experience as possible from a range of different
activities.

— The Executive Board should collectively have leadership experience in an inter-
national context.

— Skills and expertise that the Executive Board should collectively possess include
long-standing experience in the fields of machinery/vehicle manufacturing,
finance, and HR management.
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All aims have been fulfilled or taken into consideration, respectively.

The composition of TRATON SE's Supervisory Board is in line with the standards laid
down in the diversity concept.

The proposals for the election of Supervisory Board members by the Annual General
Meeting comply with the statutory requirements and the standards laid down in
the diversity concept. It should be noted that the Supervisory Board's proposals for
election can only affect the composition of the Supervisory Board in respect of the
shareholder representatives.
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COMBINED MANAGEMENT
REPORT OF TRATON

SE, MUNICH, FOR THE
PERIOD FROM JANUARY 1
TO DECEMBER 31, 2019

All figures shown are rounded, so minor discrepancies may arise from addition of
these amounts. Comparable prior-year figures are presented in brackets alongside
the figures for the fiscal year under review.

Key Information about the TRATON GROUP

1. Business activities and organization

With its Scania, MAN, and Volkswagen Caminhées e Onibus brands, the TRATON
GROUP is a leading global commmercial vehicle manufacturer. TRATON's Global
Champion Strategy seeks to make it a Global Champion in the industry through
profitable growth and synergies, global expansion, and customer-focused innova-
tions. Together with its partners Navistar International Corporation, Lisle, Illi-
nois/U.S.A. (Navistar) (interest of 16.8%), Sinotruk (Hong Kong) Limited, Hong Kong/
China (Sinotruk) (interest of 25% plus 1share), and its strategic partner Hino Motors,
Ltd., Tokyo/Japan (Hino Motors), the TRATON GROUP forms a strong common plat-
form for future synergies, in particular in purchasing and development.

The TRATON GROUP (formerly Volkswagen Truck & Bus) was established in 2015 in
order to concentrate the activities of the three commercial vehicle brands of
Volkswagen AG, Wolfsburg. During this process, the organization was focused more
sharply on commercial vehicles.

TRATON GROUP Annual Report 2019

The TRATON GROUP's business activities are divided into the two reportable seg-
ments: Industrial Business and Financial Services. The Industrial Business segment
combines the three operating units Scania Vehicles & Services (brand name: Scania),
MAN Truck & Bus (brand name: MAN), and Volkswagen Caminh&es e Onibus, as well
as holding companies and the Group’s digital brand, RIO. The Financial Services
segment consists solely of Scania Financial Services and offers customers a broad
range of financial services, including dealer and customer finance, leasing, and
insurance products. The TRATON GROUP's overall headcount is approximately
83,000.

The TRATON GROUP's vehicle brands are clearly positioned:

- The Scania brand is positioned as a premium innovation leader for sustainable
transportation solutions.

— The MAN brand is a reliable business partner whose objective is to simplify its
customers' business and to offer a full range of solutions, from light commercial
vehicles through heavy-duty trucks.

- Volkswagen Caminhées e Onibus offers excellent value with products that are
tailored to growth markets such as Latin America and Africa.

A core component of the Group'’s business purpose is the creation of an integrated,
powerful organization that is stronger than the sum of its parts. The TRATON GROUP
was therefore structured from the outset with a clear matrix organization. The
Company is led by a strong Executive Board team that comprises both the Group
functions Chief Executive Officer (CEO), Chief Financial Officer (CFO), Chief Oper-
ating Officer (COO0), and Chief Human Resources Officer (CHRO), and the CEOs of
the three vehicle brands.

The core functions of the TRATON GROUP are distributed across the Munich, Ger-
many and Sédertalje, Sweden locations and are thus situated close to the MAN and
Scania brands. Another important location is Sdo Paulo, Brazil, the headquarters
of the Volkswagen Caminhdes e Onibus brand. The area of responsibility of the COO
in Sodertalje was reorganized as of July 1, 2019. It now also coordinates purchasing,
strategic product planning, and production management for the entire TRATON
GROUP in addition to research and development activities.
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2. Research and development
The TRATON GROUP develops innovative solutions and products that are tailored
to the needs of its markets and customers.

In the past fiscal year, primary development costs amounted to €1,376 million (pre-
vious year: €1,411 million) and were therefore similar to the figure recorded in 2018.
Particular highlights include expenditure on the new generation of MAN trucks,
which was launched in February 2020, as well as development services for our
cross-brand 13-liter heavy-duty drive platform (common base engine, CBE).

What is more, the TRATON GROUP introduced solutions to all ACE trends (autono-
mous, connected, electrified) to the market. In order to expand our position in this
regard, we again invested in new technologies in 2019. R&D spending will shift
increasingly from conventional toward alternative drivetrains.

Already today, electric vehicles are being marketed under the umbrella of the
TRATON GROUP: brewing company Ambeyv plans to add 1,600 e-Delivery vehicles
from our Volkswagen Caminhées e Onibus brand to its Brazilian fleet by 2023. The
e-Delivery was available for test drives at the TRATON Innovation Day 2019 for the
first time in Europe. In 2020, Scania and MAN will begin series production of electric
city buses. Electric trucks made by MAN with a total weight of 26 tons are currently
being tested by customers in Austria and Germany. And sales of the new electric
MAN eTGE van have taken off since it was introduced into the market.

With our strategic partner Hino Motors in Japan, we plan to cooperate on electric
drivetrains and leverage the combined expertise. With respect to electrification,
we can also leverage synergies with the Volkswagen Group (e.g., battery cell access).
But during the transition phase to fully electric vehicles, hybrid solutions and alter-
native fuels will also be important to complement the fossil-fueled combustion
engine.

The TRATON GROUP has already got multiple solutions for autonomous vehicles off
the ground. These include, for example, Scania autonomous vehicles at mining
operations in Australia or an MAN project with the German Federal Ministry for
Economic Affairs and Energy, where a driverless safety vehicle has been tested
under real-life conditions. The presentation of Scania's new autonomous concept
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vehicle without a driver cab (AXL) during TRATON Innovation Day 2019 underlines
the autonomous driving technology already available today.

The TRATON GROUP launched its digital brand RIO in 2016, an open, cloud-based
solution for the entire transportation and logistics ecosystem. RIO offers a package
of digital services that interconnects everyone involved in the supply chain on a
unified platform. RIO offers a cloud-based solution that can be used with vehicles
from any manufacturer. RIO intends to expand its offering of intelligent, digital
transportation solutions to improve vehicle uptime, to optimize internal processes
and vehicle utilization, and to reduce the cost of ownership. As of 2019, almost every
medium- and heavy-duty truck from Scania and MAN is connected to the platform.
And following the launch of the RIO brand in the Brazilian market, as many as
1,000 trucks were networked at Volkswagen Caminhé&es e Onibus in 2019. In
addition, through its digital brand, RIO, the TRATON GROUP plans to facilitate the
digitalization of the Volkswagen Group's logistics processes.

In our opinion, innovation is marked by three key drivers: Modularization of com-
ponents and products, Software and Systems as the byword for networking tradi-
tional and new technologies as well as business models, and People and Collabo-
ration to serve as the foundation for collaboration across borders and brands.

The newly developed modular toolbox, called “byggladan” in Swedish, includes all
elements from the powertrain to the vehicle frame for vehicles in the Group.
Inspired by the Swedish brand Scania’'s modular toolbox model, this will allow even
simpler and faster customized configuration, including for MAN trucks.

The Consodrcio Modular system at our plant in Resende, Brazil, is a good example
of the integrated production of commercial vehicles in conjunction with partners
and suppliers. This model is now being extended to the production of electric
vehicles for the first time.
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RESEARCH AND DEVELOPMENT IN THE INDUSTRIAL BUSINESS SEGMENT IN
FIGURES

€ million 2019 2018 Change
Primary R&D costs 1,376 1,41 -35
of which capitalized development costs 467 449 18
Capitalization ratio (in %) 34.0 31.8 21pp
Amortization of, and impairment losses on,
capitalized development costs 192 170 22
Research and development costs recognized in
the income statement 1,101 1,132 =31
Sales revenue, Industrial Business 26,444 24,963 1,482
Primary R&D costs 1,376 1,41 -35
R&D ratio (in %) 52 5.7 -0.4 pp
R&D employees (as of December 31) 7,067 6,644 423

3. Financial management

INTERNAL MANAGEMENT PROCESS WITHIN THE TRATON GROUP

The TRATON GROUP is included in the Volkswagen Group's internal management
process. The starting point for the TRATON GROUP’s internal management is
medium-term planning, conducted once per year. This covers a period of five years
and forms the core of the Group’s operational planning.

When planning the Company'’s future, the individual planning components are
determined on the basis of the timescale involved. They include, firstly, the long-
term unit sales plan that sets out market and segment growth, from which the
TRATON GROUP's delivery volumes are derived; secondly, the product program as
the strategic, long-term factor determining corporate policy; and, thirdly, capacity
and utilization planning for the individual sites.

The coordinated results of the upstream planning processes are used as the basis
for medium-term financial planning. The TRATON GROUP's financial planning com-
prises the income statement, cash flow and balance sheet planning, profitability
and liquidity, as well as the upfront investments needed for alternative products
and the implementation of strategic options.
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The first year of the medium-term planning period is then fixed and a budget drawn
up for the individual months at the level of the operating cost centers.

The budget is reviewed each month to establish the degree to which the targets
have been met. Important control tools are target/actual comparisons, prior-year
comparisons, variance analyses, and, if necessary, action plans to ensure budgetary
targets are met. For the relevant current fiscal year, detailed revolving monthly
forecasts are prepared for the coming three months and for the full year. These
take into account current risks and opportunities. The focus of intrayear internal
management is therefore on adapting operating activities. At the same time, the
current forecast serves as a potential, ongoing corrective to the medium-term and
budget planning that follows on from it.

MOST IMPORTANT KEY PERFORMANCE INDICATORS
Based on our Global Champion Strategy, the TRATON GROUP’s most important
financial and nonfinancial key performance indicators are:

- Unit sales

— Sales revenue

— Operating return on sales

— Return on investment in the Industrial Business segment

— Primary research and development costs in the Industrial Business segment
— Capex in the Industrial Business segment

— Cash conversion rate in the Industrial Business segment

The four new key performance indicators defined for the Industrial Business seg-
ment in 2019 — return on investment, primary research and development costs,
capex, and cash conversion rate — allow us to focus to a stronger extent on capital
commitment and cash management than in the past. These performance indica-
tors are being reported for the first time for fiscal year 2019. Our goal is to safeguard
the TRATON GROUP's profitability by means of appropriate capital commitment
and a targeted financial policy. Operating profit, which we previously reported as
an important key performance indicator, is continued as a component of operating
return on sales.
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THE TRATON GROUP’S KEY PERFORMANCE FIGURES

As well as the disclosures and key performance indicators required by the applica-
ble financial reporting standards, the TRATON GROUP publishes alternative key
performance figures that are not defined by any generally applicable standards.
We calculate these figures by making certain adjustments to balance sheet or
income statement items. We hold the view that they convey relevant information
about our business and are designed to enable comparability of the TRATON
GROUP’s performance over time or compared with our peer group. They are
explained in the following together with our key performance indicators.

Key performance indicators at Group level
The following key performance indicators are determined at Group level. Internal
management of the segments is also based on these key performance indicators.

Unit sales

Unit sales reflect our market performance. They represent the number of vehicles
sold by our brands, Scania, MAN, and Volkswagen Caminhdes e Onibus. We use unit
sales to monitor our goal of maintaining a leading position in our core markets.

Sales revenue

The growth target set out in our Global Champion Strategy is based on growing
sales revenue. Driven mainly by unit sales, sales revenue reflects our market per-
formance in terms of financial figures. A strong After Sales business, sales of used
vehicles, and financial services also contribute to corporate growth.

Operating return on sales

Operating return on sales is the ratio of operating profit to sales revenue and
expresses the economic performance of our business activities after accounting
for the use of resources. Operating profit does not include net investment income.
The operating return on sales measures the TRATON GROUP's profitability.

Key performance indicators for the Industrial Business segment

In addition to the key performance indicators determined at Group level, the fol-
lowing key performance indicators have been defined for managing the Indus-
trial Business segment.
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Return on investment in the Industrial Business segment

Return on investment represents the return on invested capital for a particular
period. It is determined by calculating the ratio of operating profit after tax to
annual average invested capital. If the return on investment exceeds the cost of
capital demanded by the market, added value is generated for the TRATON GROUP.

Operating profit after tax is included in the calculation of the return on investment.
This, in turn, is calculated by applying an overall average tax rate of 30% to the
operating profit of the Industrial Business segment. Invested capital is calculated
as total operating assets (intangible assets, property, plant, and equipment, assets
leased out, inventories, and receivables) less noninterest-bearing liabilities (trade
payables and contract liabilities). Average invested capital is derived from the bal-
ance at the beginning and the end of the reporting period. As the concept only
comprises our operating activities, assets relating to investments in subsidiaries
and associates and the investment of cash funds are not included when calculating
invested capital. Interest charged on these assets is reported in the financial result.
The calculation methodology corresponds to the system used in the Volkswagen
Group. The calculation is only performed on an annual basis.

Primary research and development costs in the Industrial Business segment
Primary research and development costs in the Industrial Business segment con-
tain both capitalized development costs and research and development costs not
eligible for capitalization. They therefore represent expenditures ranging from blue
skies research down to the market-ready development of our products and services.
There is a particular focus here on subject areas that are defined in our Global
Champion Strategy: autonomous driving, connectivity, and alternative drives. We
can only drive innovation forward and implement our Global Champion Strategy
if we invest sufficiently in research and development.

Capex in the Industrial Business segment
Capex in the Industrial Business segment represents the TRATON GROUP's invest-
ments in the future. It consists of the cash investments in property, plant, and
equipment and in intangible assets (excluding capitalized development costs) that
are reported in the statement of cash flows.
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Cash conversion rate in the Industrial Business segment

In order to fund our forward-looking expenditures, we use the cash conversion rate
in the Industrial Business segment to monitor the TRATON GROUP's financial posi-
tion. This indicates the share of profit after tax generated as cash funds and is
calculated as the ratio of net cash flow to profit after tax. The cash conversion rate
is presented as a percentage.

Additional key performance figures

Adjustments to operating profit

In addition to reported operating profit, adjusted operating profit is also calculated
to enable the greatest possible transparency of our business performance. Adjust-
ments concern certain items in the financial statements that, in the opinion of the
Executive Board, can be presented separately to enable a more appropriate assess-
ment of financial performance. They include, in particular, costs of restructurings
and structural measures. The adjusted operating return on sales is therefore cal-
culated as the ratio of adjusted operating profit to sales revenue. Adjustments to
operating profit are also taken into account in determining the adjusted return on
investment and adjusted EBITDA.

Net liquidity/net financial debt

Net liquidity/net financial debt comprises cash and cash equivalents, marketable
securities, investment deposits, and loans to affiliated companies less financial
liabilities, and reflects cash and cash equivalents, marketable securities, investment
deposits, and loans to affiliated companies not financed by total borrowings.

Net cash flow

Net cash flow comprises net cash provided by/used in operating activities (contin-
uing operations) and net cash provided by/used in investing activities attributable
to operating activities (continuing operations), and indicates the excess funds from
operating activities.

Equity ratio in the Industrial Business and Financial Services segments

The equity ratio is the extent to which assets are covered by equity. For each
segment, it is calculated from that segment’s perspective.
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IMPACT OF THE NEW FINANCIAL REPORTING STANDARD IFRS 16 “LEASES”
Effective January 1, 2019, the new IFRS 16 financial reporting standard made changes
to the previous lease accounting rules with the core objective of recognizing all
leases. Accordingly, lessees do not have to classify leases into finance and operating
leases. Instead, they must generally recognize a right-of-use asset and a lease lia-
bility for all leases in their balance sheet. The recognized right-of-use assets are
reported in the balance sheet items in which the assets underlying the lease would
be presented if they were owned by the TRATON GROUP. Using the modified ret-
rospective method (adjustments to the opening balance), right-of-use assets were
recognized as noncurrent assets for the first time as of January 1, 2019, and lease
liabilities were recognized as financial liabilities.

This resulted in an increase in total assets, with no change in equity. The new
approach results in a slight increase in operating profit in fiscal year 2019, since this
item only contains depreciation of right-of-use assets since January 1, 2019. Interest
expense relating to lease liabilities in the Industrial Business segment is recognized
as a charge in the financial result.

Operating profit for fiscal year 2019 improved by €37 million because of the separate
presentation of interest expense in leases, with a resulting improvement of 0.1 per-
centage points in operating return on sales. Together with the recognition of right-
of-use assets, the improvement in operating profit saw Rol in the Industrial Business
segment decline by 0.6 percentage points. The change in the recognition of oper-
ating lease expenses in the statement of cash flows resulted in a €181 million
improvement in cash flow from operating activities and net cash flow in 2019. Cash
flow from financing activities decreased accordingly. The improvement in net cash
flow also saw an improvement in the cash conversion rate in the Industrial Business
segment by twelve percentage points. The increase in financial liabilities resulting
from the change in accounting policies negatively impacted net liquidity in the
Industrial Business segment by €1,075 million as of December 31, 2019. The initial
application of the new financial reporting standard IFRS 16 did not have any material
effect on sales revenue.
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Report on Economic Position

1. Macroeconomic environment

The global economy sustained its robust growth in 2019 with a decrease in momen-
tum: global gross domestic product (GDP) rose by 2.6% (previous year: 3.2%). Eco-
nomic momentum weakened compared to the prior-year level both in advanced
economies and in emerging markets. Amid a still comparatively low interest rate
level and with prices for energy and other commodities declining year-on-year on
the whole, consumer prices decreased worldwide. Growing upheaval in trade pol-
icy at international level and persistent geopolitical tensions led to substantially
greater economic uncertainty and weighed on the international trade of goods.

EUROPE/OTHER MARKETS

GDP growth in western Europe slowed to 1.2% (previous year: 1.8%) as the year went
on. The rate of change in virtually all countries in northern and southern Europe
decreased compared with the previous year. The unknown outcome of the nego-
tiations on the United Kingdom'’s exit from the European Union and the related
question of what form this relationship would take in the future remained the
primary source of uncertainty. The unemployment rate in the euro zone continued
to decrease, falling to an average of 7.5% (previous year: 8.1%). While mirroring this
trend, rates remained considerably higher in Greece and Spain.

At 2.3% (previous year: 3.3%), the central and eastern Europe region also recorded
a lower growth rate in the reporting period than in the previous year. GDP growth
in central Europe slowed down on a comparatively high level. Economic growth in
eastern Europe weakened as well. Lower prices for energy and other commodities
led to a further deterioration of the economic situation in some countries from this
region that export raw materials. At 1.1% (previous year: 2.2%), GDP growth in Russia,
the region’s largest economy, halved compared to the previous year.

The Turkish economy showed a slightly positive rate of change of 0.5% (previous
year: 2.9%). Increased tariffs along with the depreciation of the Turkish lira, accom-
panied by very high inflation, led to a decline in purchasing power. South Africa’s
GDP rose by just 0.2% (previous year: 0.8%) in the reporting period, down further
on the already low figure for the prior period. Ongoing structural deficits, social
unrest, and political challenges weighed on the economy.
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GERMANY

Germany's GDP continued to grow in 2019 on the back of the strong labor market,
however, momentum diminished significantly year-on-year to 0.5% (previous year:
1.5%). Both company and consumer sentiment continued to deteriorate as the year
progressed.

NORTH AMERICA

Economic growth in the U.S.A. decreased to 2.3% (previous year: 2.9%) in the report-
ing period. The economy was supported mainly by domestic consumer demand.
The unemployment rate in the United States came in at 3.7% (previous year: 3.9%).
Facing global uncertainties, the U.S. Federal Reserve cut its key interest rate and
reversed the tighter monetary policy it had previously pursued amid relatively con-
stant inflation rates. The U.S. dollar gained strength against the euro in the course
of the year. Canada’s growth rate declined to 1.6% (previous year: 2.0%), while the
Mexican economy stagnated at a rate of 0.1% (previous year: 2.1%).

SOUTH AMERICA

Brazil's economy once again recorded only slight growth, at 1.1% (previous year:
1.3%). The situation in South America’s largest economy remained tense due to
political uncertainty, among other factors. The economic situation in Argentina
deteriorated further as the year went on. Amid continuing high inflation coupled
with considerable devaluation of the local currency, the country remained in reces-
sion, with GDP falling by 2.6% (previous year: decline by 2.5%).

ASIA-PACIFIC

China's economy grew at a rate of 6.2% (previous year: 6.6%) in 2019, somewhat
slower than in the previous year but at a high level. Government support provided
in response to the trade policy dispute between China and the U.S.A. continued in
the course of the year. The Indian economy recorded a growth rate of 4.8% (previ-
ous year: 6.8%) in the reporting period. Japan's GDP grew by only 1.1% (previous year:
0.3%).

2. Market environment

The most important truck markets for the TRATON GROUP are the EU28+2 region
(defined as the EU28 countries with the exception of Malta, plus Norway and Swit-
zerland), known as the EU27+3 region from February 1, 2020 (defined as the EU27
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countries with the exception of Malta, plus the United Kingdom, Norway, and Swit-
zerland), as well as Brazil, South Africa, Russia, and Turkey. In these markets, new
registrations of medium- and heavy-duty trucks with a gross vehicle weight of more
than 6 t were slightly higher in 2019 than in the prior-year period. With a strong first
half of the year, new registrations in the EU28+2 region were somewhat above the
2018 level, due, among other factors, to pull-forward effects from the introduction
of the digital tachograph as of June 15, 2019, and to Brexit pull-forward effects in
the United Kingdom. However, registrations declined substantially in the second
half of the year. In Brazil, truck registrations rose substantially on the back of the
economic recovery, particularly in the truck segment with a gross vehicle weight
of more than 15 t. New truck registrations in Turkey, however, were down substan-
tially because of the negative economic developments there. The Russian market
recorded a moderate decline. The market in South Africa reported a slight decrease.

New bus registrations in 2019 in the most important bus markets for the TRATON
GROUP (EU28+2, Brazil, and Mexico) were sharply higher overall than in the pri-
or-year period. Registrations in the EU28+2 region rose perceptibly, especially in
Norway, France, and Romania. The Brazilian bus market grew substantially.
However, the market level in Mexico fell moderately below the prior-year level.

3. Target achievement in 2019

The Executive Board of TRATON SE reiterated the forecast for 2019, which was orig-
inally communicated in the IPO prospectus, unchanged in the 2019 half-yearly
financial report and the 9M 2019 interim statement. Overall, we achieved the
following targets in fiscal year 2019:

TRATON GROUP Actual 2018 Forecast 2019 Actual 2019
Sales (units) 232,992 slight growth 242,219
Sales revenue (€ million) 25,927 slight growth 26,901
Operating return on sales (in %) 5.8 6.5-7.5 7.0
Industrial Business

Sales revenue (€ million) 24,963 moderate growth 26,444
Financial Services

Sales revenue (€ million) 760  substantial increase 849

TRATON GROUP Annual Report 2019

4. Results of operations
ORDER INTAKE

ORDER INTAKE, INDUSTRIAL BUSINESS

Units 2019 2018 Change
Order intake, Industrial Business 227,240 243714 -7%
of which trucks! 206,208 219,825 -6%
of which buses 21,032 23,889 -12%

1 Incl. MAN TGE vans (2019: 15,234 units; 2018: 10,087 units)

Order intake in the Industrial Business segment was 227,240 (previous year: 243,714)
units in the 2019 reporting period, and hence down 7% on the previous year. The
decline was primarily attributable to the Truck business. There was a significant
decline in orders in the EU28+2 region, in particular because of the sharp declines
in Germany and Poland and the substantial decreases in the United Kingdom due
to Brexit pull-forward effects. Demand grew in Brazil in the wake of the economic
recovery, resulting in a substantial increase in order intake. Additionally, substantial
declines were recorded in Argentina, India, and Turkey.

Order intake in the Bus business was 21,032 (previous year: 23,889) units in 2019. In
the EU28+2 region, the order intake rose slightly compared with the previous year,
with orders received from France, Sweden, and Germany making a particularly
positive contribution. The order intake increased significantly in South America,
with sharp growth especially in Brazil. The overall decline is above all attributable
to the markets in Mexico, Iran, and Singapore.
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UNIT SALES

UNIT SALES BY COUNTRY

Units 2019 2018 Change
Unit sales, Industrial Business 242,219 232,992 4%
Unit sales, trucks’ 220,723 210,363 5%
EU28+2 135,002 124,509 8%

of which in Germany 37,672 34,246 10%
South America 48,350 40,451 20%

of which in Brazil 43,438 32,903 32%
Other regions 37,371 45,403 -18%
Unit sales, buses 21,496 22,629 -5%
EU28+2 7,028 6,673 5%

of which in Germany 1,387 1,640 -15%
South America 8,476 7,283 16%

of which in Brazil 6,113 5,081 20%
Other regions 5,992 8,673 -31%

1 Incl. MAN TGE vans (2019: 14,788 units; 2018: 7,871 units)

The Industrial Business segment increased its unit sales by 4% to 242,219 (previous
year: 232,992) units in 2019. Unit sales of trucks grew by 5% to 220,723 (previous year:
210,363) units, and unit sales of buses declined by 5% to 21,496 (previous year: 22,629)
units.

Unit sales of trucks were up noticeably on the previous year’s level in the EU28+2
region, due mainly to Germany, France, and the United Kingdom. The truck unit
sales figure was supported by the MAN TGE van, whose volume virtually doubled.

Growth in unit sales of trucks in South America differed from region to region.
Whereas unit sales rose substantially in Brazil, most of the other South American
markets posted rapid declines. In Argentina, especially, unit sales declined substan-
tially because of the difficult macroeconomic situation.

TRATON GROUP Annual Report 2019

In the remaining markets, in particular unit sales of trucks in India, Turkey, Russia,
and Iran recorded substantial declines compared with the prior-year period.

Unit sales of buses in the EU28+2 region recorded a moderate improvement year-
on-year, lifted mainly by unit sales in France, Norway, and Portugal. Unit sales in
South America were up sharply compared with the prior-year period, with unit sales
in Brazil, in particular, posting a substantial increase. This growth was supported
by an order as part of a government program for school buses.

Unit sales fell short of the prior-year level in the remaining regions. The reduction
was primarily attributable to substantial declines in Iran and Mexico.

Some of the unit sales are made subject to buyback obligations. In 2019, around
37,100 contracts (previous year: around 34,600 contracts) were entered into under
which TRATON is obliged to buy back the vehicles sold.

SALES REVENUE

SALES REVENUE BY PRODUCT GROUP

€ million 2019 2018 Change
TRATON GROUP 26,901 25,927 4%
Industrial Business 26,444 24,963 6%
New Vehicles 17,387 16,216 7%
After Sales’ 4,965 4,730 5%
Others 4,092 4,016 2%
Financial Services 849 760 12%
Consolidation/others -392 204 -

1 Incl. spare parts and workshop services

The TRATON GROUP generated sales revenue of €26.9 billion (previous year:
€25.9 billion) in 2019, 4% higher than in the previous year. The prior-year period
contained the sales revenue of Volkswagen Gebrauchtfahrzeughandels und Service
GmbH (“VGSG"), which was disposed of as of January 1, 2019, in the amount of
€585 million. Adjusted for this sales revenue, the increase in the year under review
amounted to 6%.
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The increase in sales revenue in the Industrial Business segment by 6% to €26.4 bil-
lion (previous year: €25.0 billion) was attributable in particular to the New Vehicles
business, driven by a moderate increase in the Truck business (>6 t) and in the Bus
business.

The After Sales business recorded moderate growth. The Others business mainly
comprises used vehicles, engines, and leasing, and grew slightly year-on-year.

The Financial Services segment also recorded significant growth as a result of the
increased unit sales in the New Vehicles business.
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PROFIT AND LOSS

CONDENSED TRATON GROUP INCOME STATEMENT

Industrial Financial Others/

TRATON GROUP Business Services reconciliation
€ million 2019 2018 2019 2018 2019 2018 2019 2018
Sales revenue 26,901 25,927 26,444 24,963 849 760 -392 204
Cost of sales -21,618 -20,946 -21,462 -20,298 -547 -489 391 -159
Gross profit 5,284 4,981 4,983 4,665 302 27 -1 46
Distribution
expenses -2,480 -2,391 -2,356 -2,265 -126 -10 1 -16
Administrative
expenses -973 -1,01 -973  -1,007 - - - -4
Other operating
result 53 -66 88 -46 -34 -22 -1 2
Operating profit 1,884 1,513 1,741 1,346 142 138 (o] 28
Operating return on
sales (in %) 7.0 5.8 6.6 5.4 16.8 18.2 - -
Financial result 81 53 140 98 8 10 -67 -55
Profit/loss
before tax 1,965 1,566 1,881 1,444 151 148 -67 -27
Income taxes -401 -415 -361 -344 -40 -40 -1 -30
Profit/loss from
discontinued
operations, net of
tax -2 250 -2 509 - - - -260
Profit/loss after tax 1,561 1,401 1,518 1,610 m 108 -67 -317

Operating profit

At €5,284 million, gross profit was up 6% on the prior year. The gross margin was
19.6% (previous year: 19.2%). The increase was due to a 4% rise in sales revenue com-
pared with fiscal year 2018. In addition to volume effects, this increase was sup-
ported by the new heavy-duty series of our Scania brand, which continues to be
met with a positive reception on the market. The end of parallel production of the
heavy-duty series at Scania Vehicles & Services also contributed to this trend. Over-
all, the positive earnings effects were able to more than offset the negative effects

48

Consolidated Financial Statements

Further Information



39 Combined Management Report

from cost increases, increased depreciation and amortization charges, and expenses
for production preparations for the new generations of trucks and buses at MAN
Truck & Bus.

We maintained distribution expenses proportional to sales revenue thanks to our
strict cost management. Administrative expenses declined both in absolute terms
and in proportion to sales revenue. Overall, the ratio of distribution and adminis-
trative expenses to sales revenue improved by 0.3 percentage points year-on-year.

Other operating result increased by €119 million to €53 million. The improvement
was mainly due to the fact that expenses recognized in the previous year did not
recur. They include in particular the €88 million write-down of indirect tax receiv-
ables at Volkswagen Caminhdes e Onibus (previous year: income from the reversal
of write-down of indirect tax receivables of €65 million) and restructuring expenses
of €71 million for MAN Truck & Bus India in 2018. Higher expenses for litigation risks
were an offsetting factor.

Operating profit of the TRATON GROUP overall improved by €371 million to
€1,884 million in 2019, corresponding to an increase of 25%. The TRATON GROUP's
operating return on sales increased by 1.2 percentage points to 7.0%.

Taking into account the adjustments, operating profit (adjusted)' was €1,871 million
(previous year: €1,650 million). The operating return on sales (adjusted)’ was 7.0%
(previous year: 6.4%).

Financial result

The financial result improved by €28 million to €81 million in the year under review.
It includes income of €80 million from the sale of the 49% interest in the Tactical
Wheeled Vehicles division of Rheinmetall MAN Military Vehicles GmbH (RMMV) to
Rheinmetall AG. In the prior-year period, the other financial result was impacted
by negative effects from the measurement of put options and compensation rights
of MAN SE noncontrolling interest shareholders amounting to €142 million. In the
prior-year period, the other financial result contained positive effects from the
reversal of an impairment loss on the investment in Sinotruk.

1 Not audited
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The TRATON GROUP's profit before tax rose significantly by 25% to €1,965 million in
the reporting period.

Taxes and discontinued operations

The income tax expense reported for fiscal year 2019 was €401 million (previous
year: €415 million), corresponding to a tax rate of 20% (previous year: 26%). Prior-
period taxes were one of the factors contributing to this positive development. In
addition, the nonrecognition of deferred tax assets relating to current losses at a
company in Brazil had negatively impacted the prior-year period.

The profit/loss from discontinued operations was a result of the sale of the Power
Engineering business as of the end of December 31, 2018, and the final purchase
price adjustment in the reporting period.

Profit after tax

Profit after tax was €1,561 million in fiscal year 2019 and higher than the prior-year
amount of €1,401 million. This saw earnings per share rise from €2.78 to €3.04, for
a total of 500 million shares.

The Executive and Supervisory Boards of TRATON SE are proposing to the Annual
General Meeting to be held on May 28, 2020, to pay a dividend of €1.00 per share
for fiscal year 2019. This proposal corresponds to a total distribution of €500 million
and a distribution rate of 33% of consolidated profit after tax attributable to TRATON
SE shareholders. The distribution rate would thus lie within TRATON's target range
of 30 to 40% of consolidated profit after tax. In addition, TRATON SE's net income
(before profit transfer) for fiscal year 2019 under German GAAP, which amounted
to €1,404 million, is transferred to Volkswagen AG under the domination and profit
and loss transfer agreement. As a result of the company’s initial public offering
(IPO), the domination and profit and loss transfer agreement was terminated as of
the end of fiscal year 2019.
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BUSINESS PERFORMANCE: INDUSTRIAL BUSINESS

KEY PERFORMANCE INDICATORS, INDUSTRIAL BUSINESS

€ million 2019 2018 Change
Operating profit 1,741 1,346 395
Operating profit (adjusted)’ 1,729 1,484 245
Operating return on sales (in %) 6.6 5.4 1.2 pp
Operating return on sales (adjusted) (in %)’ 6.5 5.9 0.6 pp

1 Not audited

Operating profit recorded by the Industrial Business segment came to €1,741 mil-
lion, representing a year-on-year increase of 29%. This resulted in an operating
return on sales of 6.6% (previous year: 5.4%). The main drivers for this development
were positive earnings contributions by increased volumes and the more favorable
product mix. In addition, the operating profit reflects efficiency gains due to the
removal of bottlenecks in the supply process and positive effects following the end
of parallel production at Scania Vehicles & Services. This more than offset inflation-
related cost increases, higher depreciation and amortization charges, and expenses
in connection with production preparations for the new generations of trucks and
buses at MAN Truck & Bus.

In fiscal year 2019, operating profit included adjustments of €13 million from the
reversal of provisions for restructurings in Brazil. Restructuring provisions for
restructuring programs were recognized in prior-year periods, which were reported
in operating profit (adjusted). Expenses for the restructuring of activities in India
amounting to €137 million were adjusted in the 2018 prior-year period.

Taking into account the adjustments, operating profit in the Industrial Business

segment was €1,729 million (previous year: €1,484 million). The operating return
on sales (adjusted) was 6.5% (previous year: 5.9%).
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BUSINESS PERFORMANCE: FINANCIAL SERVICES

KEY PERFORMANCE INDICATORS, FINANCIAL SERVICES

2019 2018 Change
Operating profit (€ million) 142 138 4
Operating return on sales (in %) 16.8 18.2 -1.4 pp

Operating profit recorded by the Financial Services segment improved to €142 mil-
lion in fiscal year 2019 (previous year: €138 million) as a result of higher sales revenue
and positive currency effects. Because of lower margins and higher operating
expenses as well as costs incurred in connection with the opening of new locations,
the operating return on sales declined to 16.8% (previous year: 18.2%).

The number of financing contracts rose from around 161,600 to around 175,700. The
35,814 (previous year: 33,017) new contracts entered into to finance trucks played
an important role in this development. The 1,212 (previous year: 967) new contracts
for financing buses also contributed to the success.

5. Financial position

PRINCIPLES AND GOALS OF FINANCIAL MANAGEMENT

Financial management contributes to the value of the TRATON GROUP by optimiz-
ing the outcome of all financial measures, liquidity, and capital structure and also
reducing risks. All external and internal financial transactions are solely generated
to fulfill financing needs or to limit risks from an actual underlying business trans-
action and therefore do not serve any speculative purpose. Dependencies on par-
ticular financial partners are to be avoided. All financial transactions are concluded
under standard market conditions.

Financial management has the duty to manage all financial transactions and finan-
cial risks in the TRATON GROUP with a focus on achieving the following objectives:

— ensuring the solvency of all Group companies at all times as well as the financing
of all Group business activities;
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- limiting of market price risks (from interest rates, foreign currencies/exchange
rates, commodity prices) and default risk of financial counterparties;

— optimization of costs from funding activities and returns on financial invest-
ments;

— secure processing of financial transactions and payment transactions as well as
pooling of Group liquidity.

FINANCING STRATEGY

Our goal is to finance ongoing investment requirements in the Industrial Business
segment from operating cash flow. For this reason, the Industrial Business segment
should not report any net debt in a normal business environment. Depending on
leverage and the liquidity position, other capital spending projects, such as acqui-
sitions, should be financed by a balanced mixture of equity and debt. The compo-
sition can be adapted to reflect the relevant capital market environment.

As a general rule, the Industrial Business segment’s capital structure should cor-
respond to an implied solid investment-grade classification. A key performance
indicator in this context is the ratio of net debt to adjusted EBITDA. If justified by
extraordinary financing requirements or special market circumstances, this target
can be temporarily relaxed subject to certain conditions. It is our goal to ensure
that the Industrial Business segment’s capital structure complies with an implied
solid investment-grade classification again within a reasonable period.

Equity ratio in the Industrial Business segment should in principle be greater
than 30% of total Industrial Business assets. In our Financial Services segment, we
ensure that leased or financed assets are financed at matching maturities. The
Financial Services segment’s equity ratio is expected to be between 8 and 12% of
total Financial Services assets.

Financing mix

Financial liabilities should be comprised of a balanced mix of bank liabilities and
other financing sources, among others capital market financing. Especially for
short-term debt, we intend to use a broad range of financing instruments.

Liquidity
The TRATON GROUP strives to maintain adequate available liquidity from net cash
flow in the Industrial Business segment. This is, among others, supplemented by
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committed, unused credit lines from banks, to cover liquidity requirements at all
times.

Maturity profile

As a general principle, the TRATON GROUP aims to achieve a balanced maturity
profile for its liabilities so that it can cover amounts falling due during the year from
the net cash flow to the greatest extent possible.

Dividend policy

The TRATON GROUP intends paying a dividend of 30 to 40% of its annual consoli-
dated profit after tax. The resolution to distribute a dividend for a particular fiscal
year is adopted by the Annual General Meeting in the following year. The dividend
is paid once a year. The proposal by the Executive Board and Supervisory Board
concerning the amount of the dividend generally considers business performance
and other influencing factors.

Risk management

The TRATON GROUP uses appropriate financial instruments, e.g., derivatives, to
cover the financial risks of the Group. This also includes hedging of balance sheet
foreign exchange exposure. Order book and other probable future sales and pur-
chase contracts are hedged within defined limits. Commmodity price risks are par-
tially hedged, while counterparty risks are closely monitored. Management of for-
eign exchange, interest rate, and commodity exposure is at the discretion of each
brand, thereby accommodating respective business needs, since different func-
tional currencies and business environments apply. The Group’s activities in the
Financial Services segment are managed to largely match assets and liabilities in
order to minimize interest rate mismatches. Appropriate value-at-risk methods
apply.

FINANCING IN 2019

Gross financial debt amounted to €12.5 billion (previous year: €10.8 billion) as of
December 31, 2019. €7.3 billion (previous year: €5.1 billion) of this amount was attrib-
utable to financing through capital market instruments, €2.3 billion (previous year:
€2.5 billion) to bank funding, €1.8 billion (previous year: €3.2 billion) to
Volkswagen Group loans, and €1.1 billion (previous year: €0 billion) to lease liabilities.

51

cial Statements

Further Information



39 Combined Management Report

Financial liabilities of the TRATON

Due in

GROUP as of 12/31/2019, Duein Duein Duein Duein Duein 2025or
in € billion Total 2020 2021 2022 2023 2024 later
Bonds 6.4 23 29 1.0 0.0 0.1 0.0
of which in the Industrial Business

segment - - - - - - -
of which in the Financial Services

segment 6.4 23 29 1.0 0.0 0.1 0.0
Commercial papers 0.9 0.9 - - - - -
of which in the Industrial Business

segment - - - - - - -
of which in the Financial Services

segment 0.9 0.9 - - - - -
Liabilities to banks 23 1.4 0.4 0.3 0.1 0.0 0.1
of which in the Industrial Business

segment 0.8 0.5 0.3 0.0 0.0 0.0 0.0
of which in the Financial Services

segment 15 0.8 0.2 0.3 0.1 0.0 0.1
Volkswagen Group liabilities 1.8 1.8 0.0 - - - -
of which in the Industrial Business

segment 1.8 1.8 0.0 - - - -
of which in the Financial Services

segment 0.0 0.0 - - - - -
Total financial liabilities (excl. lease

liabilities) n.4 6.3 3.4 1.4 0.1 0.1 0.1
of which in the Industrial Business

segment 26 23 0.3 0.0 0.0 0.0 0.0
of which in the Financial Services

segment 89 4.1 31 1.4 0.1 0.1 0.1
Lease liabilities* 11

Total financial liabilities 12.5

of which in the Industrial Business

segment 3.6

of which in the Financial Services

segment 9.0

of which Others/reconciliation -01

1 The maturity structure of the lease liabilities is as follows: < 1year: €0.2 billion; 1-5 years: €0.5 billion;

> 5 years: €0.4 billion.
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Financial liabilities of the TRATON
GROUP as of 12/31/2018,
in € billion

Total

Duein Duein

2019

2020

Due in
2021

Due in
2022

Due in
2023

Due in
2024
or later

Bonds

4.8

1.4

1.8

1.2

0.4

0.0

of which in the Industrial Business
segment

of which in the Financial Services
segment

4.8

1.4

0.4

0.0

Commercial papers

0.3

0.3

of which in the Industrial Business
segment

of which in the Financial Services
segment

0.3

03

Liabilities to banks

25

1.5

0.5

0.1

0.3

0.0

0.1

of which in the Industrial Business
segment

0.9

0.7

0.2

0.0

0.0

0.0

0.0

of which in the Financial Services
segment

0.8

0.2

0.1

0.3

0.0

0.1

Revolving credit facility

of which in the Industrial Business
segment

of which in the Financial Services
segment

VOLKSWAGEN Group liabilities

3.2

22

of which in the Industrial Business
segment

2.8

1.8

of which in the Financial Services
segment

0.4

0.4

Total financial liabilities (excl. lease
liabilities)

10.8

53

3.3

0.7

01

0.1

of which in the Industrial Business
segment

3.7

25

12

0.0

0.0

0.0

of which in the Financial Services
segment

71

29

21

0.7

0.1

Lease liabilities

Total financial liabilities

10.8

of which in the Industrial Business
segment

3.7

of which in the Financial Services
segment

8.0

of which Others/reconciliation

-1.0
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The expansion of the Financial Services business in the reporting period saw a
€2.2 billion increase in bonds and commercial papers. Scania maintains an €8.0 bil-
lion European Medium Term Note program, of which €6.1 billion has been drawn
down. In addition, a bond of €0.3 billion was issued as part of an asset-backed secu-
rities transaction. To cover short-term funding needs in the Financial Services seg-
ment, two additional Cormmercial Paper Programs in SEK and EUR amounting to a
total of €2.4 billion have been set up, of which €0.9 billion has been drawn down.

The TRATON GROUP has revolving credit facilities with Volkswagen AG of €4.0 billion
in place, of which €1.0 billion has been drawn down. The addition of the purchase
price of the Power Engineering segment made it possible to repay €1.0 billion to
Volkswagen AG in January 2019. Furthermore, the TRATON GROUP has committed
credit facilities with banks in place in an aggregate amount of €4.1 billion, of which
€2.3 billion has been drawn down. The initial recognition of lease liabilities under
IFRS 16 resulted in financial liabilities of €1.1 billion being reported.

The TRATON GROUP's credit facilities include customary change-of-control clauses,
allowing the counterparty to demand early repayment in case of significant
changes in ownership.

The broad range of funding contracts entail interest rates in keeping with market
conditions, which differ according to the respective finance instrument, maturity,
currency, funding purpose, and volume as well as market region.

FINANCIAL LIABILITIES IN THE TRATON GROUP BY CURRENCY

€ billion 12/31/2019 12/31/2018
EUR 6.4 6.1
SEK 29 25
BRL 0.7 0.8
UsbD 0.3 0.4
GBP 0.3 0.3
NOK 0.3 01
CHF 0.2 0.1
Other currencies 0.5 0.5
Lease liabilities 11 0.0
Total financial liabilities 125 10.8
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Liquidity
Cash and cash equivalents as of December 31, 2019, amounted to €1.9 billion
(previous year: €3.0 billion).

Local cash funds in certain countries (e.g., China, Russia) are only available to the
Group for cross-border transactions subject to exchange controls. Such amounts
are used locally to cover the financing needs of the operating business.

The TRATON GROUP's financial management manages cash pools at brand level,
wherever legally and economically appropriate and feasible. The TRATON brands
manage operational cash themselves. Excess cash of the TRATON brands is man-
aged at TRATON SE level. The TRATON GROUP deposits a large portion of its excess
cash with Volkswagen AG under standard market conditions.

Equity

EQUITY RATIO

Industrial Financial Others/

TRATON GROUP Business Services reconciliation

€ million 2019 2018 2019 2018 2019 2018 2019 2018

Equity 14,134 16,801 13,365 16,219 971 815 -201 -234
Total equity and

liabilities 45183 46,384 37,396 40,295 10,324 9,153 -2,536 -3,064

Equity ratio (in %) 313 36.2 35.7 40.3 9.4 8.9 - -

As of December 31, 2019, the equity ratio in the Industrial Business segment was
35.7% (previous year: 40.3%), with 9.4% (previous year: 8.9%) in the Financial Services
segment.
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CASH FLOW

CONDENSED TRATON GROUP STATEMENT OF CASH FLOWS

TRATON GROUP Industrial Business Financial Services Others/reconciliation
€ million 2019 2018 2019 2018 2019 2018 2019 2018
Cash and cash equivalents as of January 1 2,997 4,594 2,945 4,686 53 48 - -141
Gross cash flow! 3,460 2,856 3,384 2,798 498 e -422 -57
Change in working capital -2,373 -2,402 -1,276 -1,212 -1,480 -1,189 383 -1
Net cash used in operating activities — discontinued operations - -72 - -88 - - - 17
Net cash provided by/used in operating activities 1,088 382 2,108 1,497 -982 -1,073 -38 -41
Net cash provided by/used in investing activities attributable to operating activities 634 -932 603 -1,364 -3 -3 33 435
Change in marketable securities, investment deposits, and loans -2,994 51 -2,268 592 90 -34 -816 -506
Net cash flows from investing activities of discontinued operations - -184 - 0 - - - -183
Net cash provided by/used in investing activities -2,360 -1,065 -1,665 -773 87 -37 -782 -255
Net cash provided by/used in financing activities 183 -865 -1,540 -2,416 902 1n7 820 433
Effect of exchange rate changes on cash and cash equivalents 6 -48 5 -50 0 -2 0 4
Change in cash and cash equivalents -1,085 -1,596 -1,092 -1,742 7 5 o 141
Cash and cash equivalents as of December 31, 2019 1,913 2,997 1,853 2,945 60 53 0o o]
Gross cash flow 3,460 2,856 3,384 2,798 498 e -422 -57
Change in working capital -2,373 -2,402 -1,276 -1,212 -1,480 -1,189 383 -1
Net cash provided by/used in investing activities attributable to operating activities 634 -932 603 -1,364 -3 -3 33 435
Net cash flow 1,721 -478 2,71 221 -985 -1,076 -5 377

1 Gross cash flow is calculated as the sum of profit before tax and income tax payments, adjusted by depreciation and amortization of, and impairment losses on, immaterial assets, property, plant, and equipment,
investment property, capitalized development costs, products leased out (net of impairment reversals), impairment losses on equity investments (net of impairment reversals), changes in pensions, profit/loss on disposal
of noncurrent assets and equity investments, share of profits and losses of equity-method investments, and other noncash expenses/income from lease liabilities.
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Gross cash flow in 2019 was €604 million higher than in the previous year. This
increase was faster than the growth in operating profit and was attributable, in
particular, to higher depreciation and amortization charges, due among other things
to the initial application of the new financial reporting standard IFRS 16 “Leases.”

Operating cash flow in the reporting period was negatively impacted in a similar
amount as in the previous year by funds of €2,373 million tied up in working capital.

The increased level of funds tied up in working capital was attributable to a
€984 million increase in financial services receivables (previous year: €947 million).
This portfolio growth impacted the negative cash flow of the Financial Services
segment.

The increase in inventories (€85 million in the reporting period) was €546 million
lower than in the previous year, and this had a positive effect on funds tied up in
working capital. Likewise, a decline in receivables by €157 million in 2019, following
an increase of €269 million in the previous year, led to a reduction of €427 million
in funds tied up in working capital. Conversely, the increase in liabilities (especially
trade payables), by €874 million, was lower.

Within working capital, the €1,587 million increase in products leased out (previous
year: €1,598 million) was offset by the depreciation of products leased out and by
the increase in buyback liabilities in net cash provided by operating activities.

Net cash provided by investing activities attributable to operating activities in 2019
was marked by proceeds of €1,978 million from the disposal of the Power Engineer-
ing business and €101 million from the disposal of the 49% interest in RMMV's
Tactical Wheeled Vehicles division. In the prior-year period, the amount of €394 mil-
lion in the proceeds from the disposal of subsidiaries item had primarily included
cash pool receivables becoming due as a result of the deconsolidation of Power
Engineering. Other investments were up slightly year-on-year.

Net cash flow from continuing operations of the TRATON GROUP improved overall
by €2,200 million to €1,721 million. The 2019 net cash flow of the Industrial Business
segment contains the aforementioned nonrecurring factors from the sale of sub-
sidiaries and equity investments amounting to €2,079 million (previous year:
€394 million). Net cash flow also rose year-on-year, even without these effects.
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Net cash provided by/used in investing activities includes an investment of
€2,994 million in marketable securities and investment deposits, mainly as a result
of depositing cash funds of TRATON SE with Volkswagen AG.

Net cash provided by financing activities amounted to €183 million (previous year:
net cash used in financing activities of €865 million) in the reporting period. This
reflected the loss absorption by Volkswagen AG for the prior-year period amounting
to €4,161 million (previous year: €28 million), a distribution from retained earnings
to Volkswagen AG in the amount of €3,250 million, and the net increase in financial
liabilities of €380 million (previous year: €1,246 million). In the reporting period, this
included an amount of €181 million relating to the repayment of lease liabilities due
to the introduction of the new financial reporting standard, IFRS 16 “Leases.”

Net cash provided by financing activities also included payments to noncontrolling
interest shareholders of MAN SE from the acquisition of shares and from compen-
sation payments amounting to €1,109 million (previous year: €2,132 million). Since
the domination and profit and loss transfer agreement was terminated by the
Executive Board of TRATON SE on August 22, 2018, with effect from midnight (00:00)
on January 1, 2019, by way of notice of extraordinary termination, payment of the
stipulated cash settlement was made for the last time for fiscal year 2018.

Cash flow from discontinued operations in the 2018 prior-year period related to the
Power Engineering business and is presented in separate rows in the statement of cash

flows. The TRATON GROUP's net cash flow does not contain discontinued operations.

CASH CONVERSION RATE IN THE INDUSTRIAL BUSINESS SEGMENT

€ million 2019 2018
Net cash flow 2,71 221
Profit after tax 1,518 1,610
Cash conversion rate (in %) 179 14

In 2019 and 2018, the cash conversion rate was impacted by a number of nonrecurring
factors; in the year under review, this item reflected the proceeds from the disposal
of the Power Engineering business to a significant extent. Information on other non-
recurring factors can be found in the sections “Profit and loss” and “Cash flows.”
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NET LIQUIDITY The increased investments in property, plant, and equipment, and intangible assets
served to complete the launch of the new vehicle generation at Scania and to
prepare production of the new truck and bus generations at MAN Truck & Bus.
Additionally, the TRATON GROUP invested in the development of the common heavy

TRATON GROUP NET LIQUIDITY

TRATON GROUP Industrial Business

engine platform and a common powertrain, among other projects. Other capital
€ million 12/31/2019 12/31/2018 12/31/2019 12/31/2018 expenditures related, among other things, to the modernization of production facil-
Cash and cash equivalents 1913 2,997 1,853 2,945 ities with the construction of a roller dynamometer test stand in Munich, a tech-
Marketable securities, investment nology center in Nuremberg, and production facilities in Sweden.
deposits, and loans 3,195 202 3,288 1,029
Gross liquidity 5,108 3,200 5,141 3,974 THE TRATON GROUP'S OFF-BALANCE-SHEET COMMITMENTS
Total borrowings -12,497 -10,814 -3,641 -3,747
Net liquidity/net financial debt -7,390 -7,615 1,500 227

€ million 12/31/2019 12/31/2018 Change
In 2.019, net debt de.cllne.d by €22§ million to €7,390 million. Due to the initial a!o!oll- TRATON GROUP
cation of the new financial reporting standard IFRS 16 “Leases” and the recognition Contingent liabilities 3676 3290 186

of lease liabilities as financial liabilities, total borrowings as of January 1, 2019, rose

- Purchase order commitments for property, plant,
by €1,034 million.

and equipment, and intangible assets 512 533 -20

Obligations under irrevocable credit

CAPITAL EXPENDITURES commitments 416 354 62
CAPITAL EXPENDITURES BY SEGMENT Off-balance-sheet commitments under rental
and leasing contracts 60 1,202 -1,141
€ million 2019 2018 Change Miscellaneous financial obligations 30 28 2
TRATON GROUP 1,478 1,395 83
Industrial Business 1,507 1,404 104
of which in property, plant, and equipment 974 9206 68 Off-balance-sheet commitments under rental and leasing contracts declined in
of which in capitalized development costs 467 449 18 fiscal year 2019, mainly due to the initial application of IFRS 16. By contrast, contin-
of which in intangible assets 19 25 -6 gent liabilities rose mainly as a result of buyback guarantees.
of which in equity investments 47 24 23
capex, Industrial Business 993 931 62
capex/sales revenue (in %), Industrial Business' 3.8 37
Financial Services 4 4 1
Others/reconciliation -34 -12 =21

1 Capex/sales revenue in the Industrial Business segment is calculated as the ratio of capital expenditures
to sales revenue in %.
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6. Net assets
BALANCE SHEET ANALYSIS

CONDENSED TRATON GROUP BALANCE SHEET

TRATON GROUP Industrial Business Financial Services Others/reconciliation
€ million 12/31/2019 12/31/2018 12/31/2019 12/31/2018 12/31/2019 12/31/2018 12/31/2019 12/31/2018
Intangible assets 6,755 6,597 6,750 6,594 4 3 - -
Property, plant, and equipment 6,789 5,469 6,778 5,458 25 n -13 -1
Assets leased out 719 6,599 7n5 6,595 826 3 -821 0
Equity-method investments 1,365 1,223 1,365 1,223 - - - -
Other equity investments 34 37 386 421 0 (] -352 -384
Income tax receivables 167 189 141 174 26 26 - -10
Deferred tax assets 970 939 935 907 48 47 -13 -15
Financial services receivables 7,991 6,900 10 - 7,981 6,900 (o] (o]
Inventories 4,943 4,822 4,943 4,822 - - - -
Trade receivables 2,144 2,319 2,216 2,355 34 27 -106 -62
Other assets 1,816 8,037 1,727 8,796 1,320 1,990 -1,231 -2,750
Marketable securities and investment deposits 3178 98 3,178 5 - 93 - -
Cash and cash equivalents 1,913 2,997 1,853 2,945 60 53 [¢] 0
Assets held for sale - 157 - - - - - 157
Total assets 45,183 46,384 37,396 40,295 10,324 9,153 -2,536 -3,064
Equity 14,134 16,801 13,365 16,219 971 815 -201 -234
Financial liabilities 12,497 10,814 3,641 3,747 8,998 8,026 =141 -958
Provisions for pensions and other post-employment benefits 1,769 1,506 1,759 1,499 10 8 - -
Income tax payables 278 247 265 234 13 12 - -
Deferred tax liabilities 787 824 733 770 63 66 -9 -12
Income tax provisions 51 153 47 153 4 (o] - -
Other provisions 2,094 2,122 2,092 2,112 3 10 - -
Other liabilities 1,101 8,996 13,042 10,770 138 123 -2,079 -1,896
Put options/compensation rights granted to noncontrolling interest
shareholders - 1,827 - 1,827 - - - -
Trade payables 2,472 2,969 2,453 2,963 125 93 -106 -87
Liabilities directly associated with assets held for sale - 123 - - - - - 123
Total equity and liabilities 45,183 46,384 37,396 40,295 10,324 9,153 -2,536 -3,064
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The initial application of the new financial reporting standard IFRS 16 “Leases” results
in a number of changes in the balance sheet structure. These are explained in detail
under “Accounting policies” in the notes to the consolidated financial statements.

The TRATON GROUP's total assets declined by €1,201 million compared with Decem-
ber 31, 2018. This decrease is due primarily to a €6,221 million decline in other assets.
This is attributable, in particular, to the payment of the loss absorption of €4,161 mil-
lion for fiscal year 2018 by Volkswagen AG, and the settlement of the purchase price
receivable in the amount of €1,978 million for the Power Engineering business sold
as of the end of December 31, 2018.

Property, plant, and equipment rose by €1,321 million compared with Decem-
ber 31,2018. This is primarily attributable to the initial application of IFRS 16 and the
associated recognition of right-of-use assets.

Equity-method investments rose because of improved results of material invest-
ments in this category.

Products leased out increased primarily due to the higher volume of operating
leases and the higher volume of sales with buyback obligations at Scania and MAN.
Approximately 37,100 vehicles were sold with such buyback obligations in 2019
(previous year: approximately 34,600 vehicles).

In addition, marketable securities and investment deposits rose by €3,079 million
due to the investment of cash and cash equivalents of TRATON SE with
Volkswagen AG.

Cash and cash equivalents amounted to €1,913 million as of the reporting date
(previous year: €2,997 million). Cash inflows included the payment of the loss
absorption for 2018 and of the purchase price receivable, while cash outflows
included the distribution of retained earnings, the acquisition of shares tendered
by noncontrolling interest shareholders of MAN SE, and the short-term investment
and repayment of loans to Volkswagen AG.

The TRATON GROUP's total equity decreased from €16,801 million as of December 31,
2018, to €14,134 million as of December 31, 2019. This is due primarily to the
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distribution of retained earnings of €3,250 million. It also reflects the transfer of the
profit attributable to Volkswagen for 2019 under German GAAP. In addition, there
were negative effects from the translation of financial statements of foreign oper-
ations and actuarial losses from the measurement of pension obligations due to
lower interest rates. Offsetting factors were the increased profit after tax and the
recognition of effects due to the expiration of the put options granted to noncon-
trolling interest shareholders of MAN SE.

Financial liabilities increased by €1,683 million. This mainly reflected the €1,076 mil-
lion increase in lease liabilities from the initial application of the new financial
reporting standard IFRS 16.

Other liabilities rose by €2,105 million. This is primarily the result of the liability of
€1,404 million arising from the profit transfer to Volkswagen AG under German
GAAP and the increase in buyback obligations.

Due to the expiration of the put options granted to the noncontrolling interest
shareholders of MAN SE, the resulting obligations amounting to €1,827 million as
of December 31, 2018, were either paid or recognized directly in equity.

In addition to the assets recognized in the consolidated balance sheet, the
TRATON GROUP also uses assets that are not eligible for recognition, such as indi-
vidual brands, internally developed patents, and employee expertise. Expenditures
on these assets are investments in the future that safeguard market success in the
coming years.

At the end of the 2019 fiscal year, there were off-balance-sheet commitments in
the form of contingent liabilities of €1,187 million (previous year: €1,141 million) and
buyback guarantees (mainly to Volkswagen Group companies) of €2,489 million
(previous year: €2,149 million). Contingent liabilities mainly contain contingent lia-
bilities for potential tax risks at Volkswagen Caminhdes e Onibus in Brazil.

Other financial obligations were entered into, in particular for leases and rental

agreements as well as purchase commitments. More information can be found in
note 40 in the notes to the consolidated financial statements.
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RETURN ON INVESTMENT

RETURN ON INVESTMENT IN THE INDUSTRIAL BUSINESS SEGMENT

€ million 2019 2018
Annual average invested capital 12,584 1,013
Operating profit 1,741 1,346
Operating profit after tax 1,219 942
Operating profit (adjusted)’ 1,729 1,484
Operating profit (adjusted) after tax' 1,210 1,039
Return on investment (in %) 9.7 8.6
Return on investment (adjusted) (in %)’ 9.6 9.4

1 Not audited

For information on the calculation of the return on investment, see section 3 “Finan-
cial management” of this Combined Management Report. Return on investment
rose slightly compared to the previous year, attributable to the increase in operat-
ing profit as against the prior-year period. In 2019, this was offset by higher average
invested capital, due primarily to the initial recognition of right-of-use assets as a
result of the application of the new financial reporting standard IFRS 16 “Leases.”
Please refer to the disclosures in sections “Balance sheet analysis” and “Profit and
loss" for more information on invested capital and operating profit.

7. Summary of economic position
The Executive Board of TRATON SE considers business development and the eco-
nomic position in 2019 to have been positive overall:

Unit sales of trucks and buses in the relevant markets were in line with expectations.
The positive development was driven by, among other factors, strong demand for
trucks in Europe in the first half of the year and by a significant increase in demand
in Brazil. The MAN TGE van series made a considerable contribution to total unit
sales. At 220,723, truck unit sales were up 5% on the prior-year level. In Europe
(EU28+2), our truck unit sales rose faster than the market as a whole, although
market growth slowed in the course of the year. This is reflected in the Group’s order
intake, which declined by 7% in the course of the year compared with 2018.
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Unit sales of buses reached 21,496, and hence were 5% lower than in the prior-year
period.

The TRATON GROUP's sales revenue rose by 4% to a total of €26,901 million. The
prior-year figure contained sales revenue of €585 million attributable to the
Volkswagen Gebrauchtfahrzeughandels und Service GmbH (VGSG) business sold
as of January 1, 2019. At +6% year-on-year, the sales revenue of the Industrial Busi-
ness segment was in line with expectations. The Financial Services segment
recorded an increase of 12% in the reporting period, and hence also performed in
line with expectations.

With an operating return on sales of 7%, the TRATON GROUP was within the forecast
target range.

The results of operations, financial position, and net assets thus corroborate the

Company's solid financial position. This assessment also reflects information that
became known after the end of the fiscal year.

59

Consolidated Fi cial Statements

Further Information



39 Combined Management Report

TRATON SE (German GAAP)

TRATON SE has its registered office in Munich and is the holding company and
parent of the TRATON GROUP. TRATON SE is the (direct and indirect) parent company
of Scania AB, MAN SE, MAN Truck & Bus SE, MAN Latin America IndUstria e Comér-
cio de Veiculos Ltda., and TB Digital Services GmbH.

TRATON SE was formed by changing the legal status of TRATON AG to a European
stock corporation (Societas Europaea/SE) on the basis of the resolution of Decem-
ber 14, 2018. This change took effect on January 17, 2019, when it was entered in the
commercial register. Since then, the Company has been registered at the Munich
Local Court under no. HRB 246068. The annual financial statements of TRATON SE
for the fiscal year from January 1through December 31, 2019, have been drawn up
in accordance with the provisions of the Handelsgesetzbuch (HGB — German Com-
mercial Code) and the SE Regulation in conjunction with the Aktiengesetz (AktG
— German Stock Corporation Act).

As of December 31, 2019, TRATON SE is a direct 89.72% subsidiary of Volkswagen
Finance Luxemburg S.A., Luxembourg, which is in turn a wholly owned subsidiary
of Volkswagen Aktiengesellschaft, Wolfsburg (Volkswagen AG).

1. Course of business

The course of business of TRATON SE essentially corresponds to the course of busi-
ness of the TRATON GROUP and is presented in detail in the Report on Economic
Position. TRATON SE is integrated into the TRATON GROUP's internal management
process, and the same key performance indicators apply as for the TRATON GROUP.

In fiscal year 2019, TRATON SE generated net income of €1,404 million (previous
year: net loss of €4,161 million). The €5,565 million improvement resulted primarily
from a reduction in other operating expenses, an increase in net investment
income, and considerably lower impairment losses on financial assets.
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2. Results of operations

INCOME STATEMENT FOR TRATON SE

€ million 2019 2018
Net investment income 1,932 -88
Write-downs of financial assets - 401 -1,182
Net interest income/expense -1 1
Sales revenue 13 14
Cost of sales -15 -14
Gross profit -2 (o]
General and administrative expenses -135 -145
Other operating income 23 2
Other operating expenses -29 -2,748
Income taxes 17 -1
Earnings after tax 1,404 -4,161

Profit transferred/loss absorbed on the basis of a domination and
profit and loss transfer agreement -1,404 4,161

Net income for the fiscal year - -

Withdrawal from the capital reserves 600 3,250

Income from capital reduction 16,000 -

Transfer to the free capital reserves in accordance with
provisions governing ordinary capital reductions -16,000 -

Net retained profit 600 3,250

Net investment income improved by €2,020 million year-on-year. This resulted,
among other things, from a regular dividend of €400 million (previous year:
€363 million) and a special dividend of €800 million from Scania AB, and income
from the reversal of provisions recognized in the previous year for expenses in
connection with the award proceedings for shareholders of MAN SE of €703 million.
The write-downs of financial assets comprise impairment of the carrying amount
of the investment in MAN SE in the amount of €401 million.

The net interest income/expense was down slightly on the previous year.
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There was a minor drop in sales revenue, which contains services and cost alloca-
tions charged to affiliated companies.

The general and administrative expenses increased, mainly because of the increase
in the headcount and the related personnel expenses. By contrast, the lower
expenses in connection with the IPO and preparations for the capital market listing
of TRATON SE in the amount of €31 million (previous year: €68 million) had an off-
setting effect.

In the previous year, the other operating expenses contained expenses of
€2,748 million in connection with partial divestment of the equity investment in
MAN SE. This expense was attributable, among other things, to the sale of MAN SE's
Power Engineering business.

On the basis of the domination and profit and loss transfer agreement in force until
midnight on December 31, 2019, the earnings after tax of €1,404 million will be
transferred to Volkswagen AG (previous year: loss of €4,161 million absorbed by
Volkswagen AG).

The Executive Board proposes that €500 million of the resulting net profit for the
2019 fiscal year be distributed to the shareholders, and the remainder be carried
forward. This would give a payout ratio of around 33% of the TRATON GROUP's earn-
ings after tax attributable to TRATON SE shareholders.

The economic situation of TRATON SE is dominated by its operating activities and
those of its subsidiaries. TRATON SE participates in the operating profits of its sub-
sidiaries through dividend payments and profit and loss transfer agreements. The
economic situation of TRATON SE is therefore essentially the same as that of the
TRATON GROUP, which is outlined in the section “Report on Economic Position.”

TRATON GROUP Annual Report 2019

3. Assets and financial position

BALANCE SHEET FOR TRATON SE

€ million 2019 2018
Fixed assets 20,585 19,092
Receivables and other assets 3,718 6,784
Bank balances 0 0
Total assets 24,303 25,876
Equity 21,341 24,591
Liabilities to banks o 0
Miscellaneous provisions and liabilities 2,962 1,285
Total equity and liabilities 24,303 25,876

Total assets declined by €1,573 million year-on-year to €24,303 million.

Fixed assets mainly comprise the shares in Scania AB and MAN SE and other equity
investments. The increase resulted principally from the tender of MAN common
and preferred shares by noncontrolling interest shareholders and the resulting
increase in TRATON SE's stake in MAN SE to 94.36% and the capital contribution to
Scania AB of €800 million. This was countered by a write-down of the carrying
amount of the equity investment in MAN SE. The shares in Navistar are disclosed
in equity investments. As of December 31, 2019, TRATON SE held 16.8% of Navistar’s
capital.

The proportion of fixed assets relative to total assets increased to 84.7% (previous
year: 73.8%).

Receivables and other assets declined by €3,066 million to €3,718 million. In the
previous year, this item mainly comprised receivables from Volkswagen AG due to
loss absorption and tax allocations. As of December 31, 2019, this item contained
financial receivables of €3,211 million from Volkswagen AG and of €461 million from
MAN SE and its subsidiaries.

Bank balances only exist to a small extent; surplus liquidity is mainly invested with
Volkswagen AG.
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As a result of the transfer of the net profit of €3,250 million to Volkswagen AG, there
was a year-on-year reduction in equity of the same amount. As of December 31,
2019, the equity ratio was therefore 87.8% (previous year: 95.0%).

On February 25, 2019, the Annual General Meeting of TRATON SE resolved to increase
the Company’s share capital from €10,000,200 to €500,000,000 by converting part
of the Company'’s capital reserves into capital stock and issuing 489,999,800 new
no-par value bearer shares. The capital reserves of TRATON SE amounting to
€20,241,380 thousand (previous year: €21,331,380 thousand) comprise the contri-
butions made by Volkswagen AG to TRATON SE, especially the transfer of MAN SE
and Scania AB.

The miscellaneous provisions and liabilities contain, in particular, liabilities to affil-
iated companies, other provisions, and provisions for pensions. The increase in mis-
cellaneous liabilities was mainly due to liabilities to Volkswagen AG for the profit
transfer, including the income tax allocation, and an increase in liabilities to affili-
ated companies due to intragroup financing transactions. In the previous year, this
item contained the liabilities in connection with the payment of appropriate com-
pensation to noncontrolling interest shareholders of MAN SE. Miscellaneous provi-
sions in the amount of €15 million were mainly recognized for obligations under
public law. In the previous year, primarily the risks relating to the obligation to make
compensation payments to noncontrolling interest shareholders of MAN SE
amounting to €704 million were recognized here.

Net liquidity/net financial debt comprises bank balances, intragroup receivables
from financing transactions, loans to Group companies, and marketable securities
less financial liabilities to banks/others and less intragroup liabilities from financing
transactions. The net liquidity of TRATON SE on December 31, 2019, was €2,427 million
(previous year: €1,658 million).
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4. Opportunities and risks

The business performance of TRATON SE is essentially exposed to the same risks
and opportunities as that of the TRATON GROUP. TRATON SE's exposure to the risks
of its equity investments and subsidiaries is proportionate to the respective stakes
it holds in these. The risks and opportunities are outlined in the Report on Oppor-
tunities and Risks. In addition, the relationship with equity investments may result
in payments arising from statutory or contractual liability (especially financing)
and write-downs of shares in affiliated companies and other equity investments.

5. Remuneration of the Executive Board

The basic principles of the remuneration system for members of the Executive
Board and Supervisory Board are outlined in the Remuneration Report. The Remu-
neration Report is part of the Combined Management Report and also presents
the individual remuneration of members of the Executive Board and Supervisory
Board.

6. Report on expected developments

TRATON SE is the parent and holding company of the TRATON GROUP. The profits
and losses reported by its subsidiaries are distributed or transferred to TRATON SE.
The expectations with regard to the TRATON GROUP’s business performance as
described in the Outlook also affect the earnings of TRATON SE. The outlook for the
TRATON GROUP thus also applies to TRATON SE. Taking into account the expecta-
tions with regard to the Group's key performance indicators, we assume a consid-
erable decline in operating profit plus net investment income due to lower income
from equity investments. For more information, please refer to the TRATON GROUP's
Report on Expected Developments.
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Report on Expected Developments, Opportunities,
and Risks

1. Report on expected developments

Our forecast for the key performance indicators of the TRATON GROUP for the period
from January 1, 2020, to December 31, 2020, reflects the forward-looking expecta-
tions of the Company with respect to the 2020 key performance indicators of the
TRATON GROUP. Assumptions that we have made regarding the overall economic
environment and the development of the truck and bus markets serve as the foun-
dation for this planning. The assessments presented for future business develop-
ment are based on the targets of our operating units as well as the opportunities
and risks provided in connection with the anticipated market conditions and the
competitive situation. Against this background, we are adapting our expectations
for business development to reflect each of the current forecasts regarding the
development of the truck and bus markets. The following statements are based on
our state of knowledge at the beginning of 2020.

EXPECTED MACROECONOMIC DEVELOPMENTS

Our forecasts are based on the assumption that global economic growth in 2020
will be at the same level as in the preceding year. We continue to see risks in pro-
tectionist tendencies, volatility on the financial markets, and structural deficits in
individual countries. In addition, persistent geopolitical tensions and conflicts will
weigh on growth prospects. We estimate that momentum in both the advanced
economies and the emerging markets will be similar to that seen in 2019. We expect
the strongest rates of expansion in Asia’'s emerging economies.

In western Europe, economic growth in 2020 is likely to decline slightly compared
to the reporting period. Resolving structural problems continues to pose a major
challenge, as does the uncertain impact of the United Kingdom's exit from the EU.
We expect that gross domestic product (GDP) in Germany will increase only at a
low rate in 2020. The situation in the labor market will probably remain stable and
bolster consumer spending.
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In central Europe, we estimate that growth rates in 2020 will also be approximately
the same as those for the past fiscal year. The economic situation in eastern Europe
should stabilize, provided the conflict between Russia and Ukraine does not worsen.
The Russian economy is expected to see only muted growth.

For Turkey, we anticipate an increasing growth rate amid higher inflation. The South
African economy will probably be dominated by political uncertainty and social
tensions again in 2020 resulting, in particular, from high unemployment. Growth
should therefore increase only slightly.

We assume that the economic situation in the U.S.A. will remain stable in 2020.
Nevertheless, GDP growth should be lower than in the reporting period. The U.S.
Federal Reserve could further reduce the key lending rate during 2020. Economic
growth is likely to remain almost constant in Canada and to increase slightly in
Mexico, following a period of stagnation in the previous year.

The Brazilian economy will, in all likelihood, further stabilize in 2020 and record
somewhat more dynamic growth than in the year under review. Amid sustained
high inflation, the economic situation in Argentina is expected to remain very tense.

In 2020, the Chinese economy is expected to continue growing at a relatively high
level, but will lose some of its momentum compared with prior years. A— presum-
ably temporary — agreement with the U.S.A. on trade-related matters and the
government’s fiscal measures are likely to have a stabilizing effect.

EXPECTED SECTORAL DEVELOPMENTS

Contrary to our macroeconomic expectations for 2020, we regard the decline in
order intake and an expected decrease in transportation volumes as signs of a
downturn on the European truck market. The TRATON GROUP Executive Board
therefore expects new registrations for medium- and heavy-duty trucks (>6 t) in
2020 in the core geographic regions for the TRATON GROUP, i.e., Europe (defined
as the EU27 countries excluding Malta plus United Kingdom, Norway, and Switzer-
land, or “EU27+3"), Brazil, Russia, South Africa, and Turkey to vary from region to
region compared to the previous year. A 10 to 20% downturn in the market is
expected in the EU27+3 region. For Brazil, we anticipate that demand will increase
significantly compared to the previous year. We expect to see a noticeable rise in
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demand overall in the other relevant markets. Russia will probably withess a mod-
erate rebound in demand in 2020. In Turkey, we anticipate a substantial recovery,
starting from the very low prior-year level. We expect a moderate decline in South
Africa.

In the bus markets that are relevant for the TRATON GROUP (EU27+3, Brazil, and
Mexico), we also expect varied regional developments in 2020. In the EU27+3 region,
we anticipate a moderate year-on-year downturn in the market. In Brazil, new reg-
istrations will probably be significantly higher than in the previous year. We antic-
ipate a moderate increase in Mexico.

Furthermore, with respect to factors impacting the commercial vehicle industry,
we foresee a stable political environment in the most relevant countries for the
TRATON GROUP. In particular, we assume stability of the global trade and tariff
framework and no renewed deterioration of the political environment between
China and the U.S.A,, as well as no further escalation of the Middle East conflict.

UNIT SALES 2020

We anticipate sales volumes for trucks (excluding MAN TGE vans) to decline signif-
icantly overall in 2020, while bus sales volumes are expected to increase moderately
overall.

Worldwide, we estimate that there will generally be a moderate decline in sales
volumes in fiscal year 2020 for all vehicles (including MAN TGE vans).

SALES REVENUE AND OPERATING RETURN ON SALES 2020

We expect to see a moderate decrease in the sales revenue of the Industrial Busi-
ness segment, primarily due to the market-related lower volumes in the Truck
business. In the Financial Services segment, we anticipate a slight increase in sales
revenue. Overall, we therefore expect a moderate reduction in the TRATON GROUP’s
sales revenue.

For 2020, we forecast an operating return on sales of between 4.5 and 5.5% for the
TRATON GROUP.
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We expect the operating return on sales in the Industrial Business segment to
amount to 4.0 to 5.0%, with a weaker first half of the year. This expectation is based
on the sharp downturn in the truck market in the EU27+3 region. Furthermore, we
anticipate increased expenses in the used vehicle business as well as additional
costs in connection with the rollout of the new generation of trucks at
MAN Truck & Bus.

For the Industrial Business segment, we forecast a return on investment of 5.5 to
6.5% and a cash conversion rate of 20 to 30%.

We expect operating return on sales to be in the range of 12.0 to 16.0% for the
Financial Services segment. The anticipated increase in sales revenue will be offset
by increased costs for digitalization and gaining access to new markets.

CAPEX AND PRIMARY RESEARCH AND DEVELOPMENT COSTS

With investments in our products and plants as well as in our research and devel-
opment activities, we are laying the foundation for profitable and sustainable
growth in the TRATON GROUP. For fiscal year 2020, we are planning a noticeable
rise in capex. Primary research and development costs are expected to decline
perceptibly following the rollout of the new product range.

SUMMARY OF EXPECTED DEVELOPMENTS

Overall, the TRATON GROUP's Executive Board is anticipating a moderate decline
in unit sales and sales revenue for the TRATON GROUP, based on current market
expectations for 2020. Together with a sharp slowdown in the truck market, the
operating return on sales will be negatively impacted by higher expenses in the
used vehicle business and additional costs for launching the new generation of
trucks at MAN Truck & Bus, with the result that we are forecasting an operating
return on sales for the TRATON GROUP of 4.5 to 5.5%.
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Actual 2019 Forecast 2020
TRATON GROUP
Sales (units) 242,219 moderate decline
Sales revenue (€ million) 26,901 moderate decline
Operating return on sales (in %) 7.0 45-55
Industrial Business
Sales revenue (€ million) 26,444 moderate decline
Operating return on sales (in %) 6.6 4.0-5.0
Return on investment (in %) 9.7 5.5-6.5
Cash conversion rate (in %)’ 179 20-30
Capex (€ million) 993 noticeable increase
Primary research and development costs
(€ million) 1,376 noticeable decline
Financial Services
Sales revenue (€ million) 849 slight growth
Operating return on sales (in %) 16.8 12.0-16.0

1 In 2019 and 2018, the cash conversion rate was impacted by a number of nonrecurring factors; in the
year under review, this item reflected the proceeds from the disposal of the Power Engineering
business to a significant extent. Information on other nonrecurring factors can be found in the sections

“Profit and loss” and “Cash flows.”

2. Report on opportunities and risks (contains the report required by
section 289 (4) of the Handelsgesetzbuch (HGB — German Commercial

Code))

The TRATON GROUP is exposed to numerous risks in a wide range of categories.
Entrepreneurial risks are acceptable to a reasonable extent, but they need to be
managed effectively and controlled with appropriate risk response measures. Risks
that pose a threat to the continued existence of the TRATON GROUP or any TRATON
brand must be avoided.
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In this context, the term “risk” describes the possibility of events or developments
occurring that may have — individually or together with other circumstances — a
material impact on achieving TRATON's targets. Risks with a positive impact are
also referred to as opportunities.

The TRATON GROUP promotes a risk awareness culture which is characterized by
openness and encourages people throughout the organization to speak up and
discuss the risks the Company is facing. Transparency is fundamental for dealing
effectively with risks and avoiding blind spots, i.e., risks which remain undetected
and therefore are not addressed properly.

In the past, Scania and MAN maintained their own risk management systems inde-
pendently from each other. As part of its ongoing reorganization, TRATON is cur-
rently in the process of redesigning and further enhancing its risk management
and internal control systems in order to ensure uniform minimum standards across
the whole TRATON GROUP.

RISK MANAGEMENT ORGANIZATION

The Executive Board of TRATON SE holds the ultimate responsibility for implement-
ing and monitoring effective risk management in the TRATON GROUP. In order to
fulfill this obligation, the Executive Board provides strategic direction, takes deci-
sions on major risk management matters, and acknowledges TRATON's major risks.
Furthermore, the Executive Board provides summarized information to the Super-
visory Board and Audit Committee of TRATON SE so that these can fulfill their
oversight role.

The mandate to develop the Group's risk management framework has been
assigned to the Governance, Risk & Compliance (GRC) function at TRATON SE.
Together with the corresponding risk management functions in the brands, it is
responsible for designing, implementing, and coordinating the respective processes
across the TRATON GROUP.

65

Consolidated Financial Statements

Further Information



39 Combined Management Report

As a principle, all management across the organization is responsible for managing
risks within its area of responsibility (“risk ownership”). Risks are to be reported
openly and promptly along the defined reporting channels and additionally to the
respective risk management function, if the risks fulfill the relevant reporting cri-
teria and thresholds.

Furthermore, the Corporate Audit function provides independent assurance to
management about the effectiveness of the Group's risk management activities.

RISK MANAGEMENT FRAMEWORK

The TRATON risk management framework shows how the different risk manage-
ment processes within the TRATON GROUP relate to each other. The framework
addresses relevant legal requirements and further makes reference to generally
accepted principles defined in external frameworks and standards (e.g., COSO, ISO).

The purpose of risk management at TRATON is to define binding minimum stan-
dards for an effective risk management across the whole TRATON GROUP, thereby
creating transparency with regard to the current TRATON risk profile and ensuring
that clear ownership is assigned for all relevant risks. In general, all processes
included in the framework follow the same generic cycle:

- Identify risks which may affect the achievement of the Company’s plans and
objectives;

— Assess and prioritize the relevant risks based on impact, likelihood, and further
criteria;

- Mitigate risks by implementing appropriate risk responses (e.g., control or action
plan);

— Report to management on the Company'’s risk status;

— Monitor the development of risks and the effectiveness of risk response measures.

The risk management framework deals with risks in a more narrow sense, thus
without considering opportunities. Instead, for external reporting purposes oppor-
tunities are collected periodically from dedicated functions, especially Controlling
and Strategy.
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RISK MANAGEMENT PROCESSES

Enterprise risk management (ERM)

The ERM process is designed to provide management with transparency regarding
the TRATON GROUP's current risk exposure. It encompasses all organizational rules
and measures to identify and assess concrete business risks from a broad range of
categories. It helps management to ensure that all relevant risks are clearly assigned
to an owner and to monitor the implementation of appropriate measures. ERM
serves as the core process for satisfying a variety of internal and external reporting
obligations, as outlined in the related chapter below. Risks are assessed in terms
of their probability of occurrence and impact on net basis, with the net assessment
factoring in any implemented measures that mitigate the risk in question. Risks
are ranked by their net expected value, i.e., the product of probability of occurrence
and impact.

Internal control system (ICS)

The ICS is a recurring process for managing and monitoring systemic risks at process
level. It covers all prescribed procedures, methods, and measures that serve to
provide reasonable assurance regarding the reliability of financial reporting and
selected compliance topics (e.g., anti-corruption, antitrust law). ICS as a process
comprises the selection of entities to be included (scoping), documentation of
relevant control activities, assessment of control design and operating effectiveness,
mitigation of identified control deficiencies, and management reporting.

Regular GRC Process

The Regular GRC Process is an annual process which aims at the identification,
assessment, and mitigation of major systemic risks. For each relevant risk, coun-
termeasures and management controls are recorded and their effectiveness tested.
The Regular GRC Process mostly focuses on Company-level risks and management
systems.

RISK REPORTING

The Executive Board and the Supervisory Board/Audit Committee of TRATON SE
are informed regularly about the TRATON GROUP's risk situation and risk manage-
ment. The same applies to the executive and supervisory bodies of the TRATON
brands and Group companies.
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On behalf of TRATON SE's Executive Board, the TRATON Governance & Risk Board
(GRB) deals with risk management, internal controls, and related topics in the
TRATON GROUP on a quarterly basis. The GRB is hosted by the GRC function and
composed of the Chief Financial Officers of TRATON SE and the brands as well as
other senior management.

In addition to the criteria for regular risk reporting processes, criteria have been
defined across the TRATON GROUP when an urgent risk notification to the Execu-
tive Board is required. That is the case if a new risk emerges that may have a sig-
nificant impact on the TRATON GROUP's targets, or an already reported risk
increases significantly.

Finally, TRATON satisfies a number of additional internal and external reporting
requirements, including risk reporting to Volkswagen AG and external risk report-
ing in the Combined Management Report of the statutory financial reporting.

MAIN FEATURES OF INTERNAL CONTROL OVER FINANCIAL REPORTING

The TRATON GROUP's internal control system is designed to provide reasonable
assurance that TRATON's statutory financial statements are accurate, i.e., without
material errors or omissions.

At TRATON SE, the Group Accounting function prepares and presents consolidated
financial statements for the TRATON GROUP. The function also governs TRATON's
accounting framework, which includes relevant accounting manuals, policies, and
the definition of procedural instructions and internal controls. Furthermore, Group
Accounting monitors relevant legislative requirements and reviews accounting
consistency and continuity across the TRATON GROUP.

In order to ensure the validity of financial reporting, typical control mechanisms
are systematically applied to all relevant processes, in particular comprehensive
reviews and checks, approval hierarchies, segregation of duties, and the
four-eyes-principle. As financial reporting and consolidation rely heavily on the use
of information technology, appropriate IT controls are in place for all relevant sys-
tems (e.g., access control, backup and recovery procedures, and change manage-
ment), including controls over external service providers.
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The TRATON GROUP's internal control system over financial reporting not only cov-
ers accounting activities at TRATON SE, but also includes other functions and sub-
sidiaries where material financial reporting information is generated.

The effectiveness of the financial reporting internal control system is assessed at
least annually in the course of the ICS process described above. Identified control
deficiencies are centrally monitored until remediation measures have been imple-
mented. As outlined before, the TRATON GROUP is currently redesigning and
enhancing its internal control system based on common minimum standards
across the whole TRATON GROUP.

OPPORTUNITIES AND RISKS

Significant opportunities and risks that may have an impact on the TRATON GROUP's
net assets, financial position, and results of operations are classified into six cate-
gories: strategy, markets, products, operations, legal & compliance, and finance.

Strategy

TRATON's ability to meet its stated objective of becoming a Global Champion in the
truck industry depends to a significant extent upon successful geographic expan-
sion beyond its current core markets of EU27+3 and Brazil. The TRATON GROUP
intends to expand its business activities in North America and Asia through stra-
tegic alliances and other measures, both of which entail significant opportunities
and risks. If the TRATON GROUP fails to successfully expand beyond our EU27+3 and
Brazilian core markets, our ability to maintain profitable scale may be jeopardized.

The strategic alliances entail various risks for TRATON, in particular if our business
and legal interests cannot be aligned with those of our partners. Unexpected prob-
lems with respect to these alliances could adversely affect the TRATON GROUP's
position and access to the strategically important North American and Asian
markets.

TRATON operates in an industry where efficiency improvements and cost savings
are crucial in order to maintain competitiveness and profitability. There are signif-
icant opportunities arising from collaboration among the brands and with its alli-
ance partners, resulting mainly from additional economies of scale. Our future
success will depend, among other factors, on our ability to realize long-term

67

cial Statements

Further Information



39 Combined Management Report

synergies from collaboration and to successfully implement operational efficiency
programs within the operating units.

Commercial vehicles are subject to a broadening range of increasingly strict and
at times conflicting environmental laws and regulations around the world, in par-
ticular regulations to address climate change and vehicle exhaust emissions.

In the European Union, CO, monitoring regulations are already in effect or will have
become effective by 2020, depending on vehicle configuration (EU regulation
2019/1242 from June 20, 2019). These require heavy-duty truck manufacturers,
including the TRATON GROUP, to use a standard methodology to monitor CO, emis-
sions and report them to authorities in EU member states. In addition, European
truck manufacturers have to fulfill the EU’s first-ever regulation of CO, emissions
by heavy-duty vehicles targeting a 15% reduction in CO, emissions by trucks weigh-
ing over 16 tons by 2025 and a 30% reduction (to be confirmed) by 2030, each
compared to the benchmark period of July 1, 2019, to June 30, 2020. The objective
of the 30% reduction by 2030 will be reviewed in 2022. If these emission targets are
not met, potential penalties of €4,250 per gram of CO, emissions per ton-kilometer
(tkm) would be triggered (2025 until 2029; from 2030 onward: €6,800 per gram of
CO,/tkm).

The EU Commission aimed at evaluating a life cycle assessment for heavy-duty
trucks by 2023. Furthermore, as part of the announced European Green Deal of the
designated new EU Commission, CO, emissions are to be further reduced from
originally 40% up to 55% by 2030, based on the 1990s emissions. This may impact
the CO, emission requirements for heavy-duty trucks further.

Compliance with exhaust emission regulations will require substantial investments
in new technologies, including alternative drive systems and vehicles powered by
alternative fuels. Increasing connectivity within the transportation network may
resolve inefficiencies in the currently existing transportation network, e.g., unused
transportation capacities, empty runs, or inefficient transportation routing. Com-
bined with connected traffic management systems, this may lead to an optimized
transportation flow and thus also to decreased CO, emissions.
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Markets

The commercial vehicle industry is heavily influenced by economic and political
conditions globally and in TRATON's key markets. For that reason, the industry is
subject to significant cyclicality. Deviations from expected developments in the
economic environment and fluctuations in the business climate may result both
in opportunities and in risks regarding the demand for our products.

Despite current downturn in the European commercial vehicle market, the TRATON
GROUP sees opportunities for all brands to achieve profitable growth in the trans-
portation markets in the medium to long term, since the underlying global eco-
nomic trends are expected to continue, or assuming that the transportation mar-
kets recover despite an overall cooling down of the economy. These include
continued, albeit moderate, economic growth, value chains based on an interna-
tional division of labor, increasing e-commerce, and the resulting high level of global
transportation volumes.

Volatility on the financial and commodity markets, increasing protectionist ten-
dencies, and structural deficits that compromise the development of individual
advanced and emerging economies represent significant risks to the continued
growth of the global economy. The growing ecological challenges that are impact-
ing individual countries and regions to varying extents are a further factor. Moreo-
ver, the potential transition from an expansionary to a more restrictive monetary
policy worldwide harbors risks in the overall economic environment. Private and
public sector debt remain high in many places, which hinders growth prospects
and can trigger negative market reactions.

Declines in growth in key countries and regions often have an immediate impact
on the state of the global economy and therefore pose a significant risk. In particu-
lar, the United Kingdom's departure from the EU Single Market in a “no-deal” Brexit
and other trade policy measures such as tariffs or nontariff barriers to trade would
have a negative impact on TRATON.
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The TRATON GROUP intends to benefit from accessing growing addressable market
segments in emerging economies. The addressable market for Western vehicle
manufacturers in such markets is expected to grow as stricter regulations and
emission standards are implemented globally over the coming years. However,
economic growth in some emerging markets is overshadowed, in particular, by
dependency on energy and commodity prices and capital imports, as well as by
socio-political tensions, conflicts, corruption, inadequate government structures,
and a lack of legal certainty.

Geopolitical tensions and conflicts as well as signs that the global economy is frag-
menting are another material risk factor for the development of individual countries
and regions. In light of the existing, strong global interdependence, local develop-
ments may also negatively impact the global economy. Any escalation of the con-
flicts in eastern Europe, the Middle East, or in Africa could distort the energy and
commodity markets around the world and intensify migration trends, for example.
Any aggravation of the situation in East Asia could put further strain on the global
economy. The same applies to violent conflicts, terrorist activities, cyberattacks,
and the spread of infectious diseases, which may prompt unexpected, short-term
responses from the markets.

TRATON is subject to intense competition, which may increase further in the future.
TRATON's future success depends on its ability to address the key factors of com-
petition in the commercial vehicle industry: these are, in particular, its innovation
initiatives which have a positive effect on the total cost of ownership, the ability to
respond to specific customer needs with tailored products and services, and the
availability of technological innovations that respond to the major trends of the
industry (i.e., alterna