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Pioneering
the present.

Planning the future.

Pointing the way.

The railway is a reliable, efficient, environmentally friendly
form of transport. Indeed, rail freight services are already

making a significant contribution to protecting the en-
vironment, Because of this, the German government has

drawn up a plan of action to boost rail freight transport

over the long term. It is policymakers who decide on both
competitive and infrastructure conditions: what we can do

IS help make it easier for shippers to use rail freight trans-

port services. To this end, we are ushering in new techno-

logical advances, challenging convention and creating a

new vision of what the future can look like,
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we are

ushering in

technological
gdvances...

by developing new technologies that make it
asier for customers to use the railway.




We are ushering in technological advances

VTG is digitizing
its entire European
wagon fleet. This
will provide the
foundation for low-
cost, user-friendly
rail freight trans-
port services in the
future.
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We are ushering in technological advances

T

VTG's “fleet table”
is a touchscreen
solution that ma-
kes it easier for
fleet managers to
efficiently monitor,
control and plan the

fleet's maintenance
requirements.
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A new app helps with
orientation: The leased
wagons are situated
in expansive factory
grounds or freight stati-

ons. When it is time for
maintenance, the speci-

fic location of a wagon
must be pinpointed. The
Wagon Finder app shows
the wagon’'s location on a
map, helping VTG’s mobi-
le maintenance team find
the wagon.
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Tank con_tainers
communicate

004 — 005

independently

VTG already equips its wagons with digital

technology, and now tank containers are follo-
wing suit. Connectors transmit the location and

other information on the tank containers and,
in future, will also transmit information on the

goods being transported. Information is currently
still recorded manually, which is time-consu-

ming. With the connector, this process is much
faster and human error is ruled out.

CT
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The VTG-Connector ensures an automated

flow of data. This data yields information

that is then used to inform the develop-
ment of new applications for both the cus-
tomer and VTG.
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We are

challenging

convention...

by breaking with tradition and developing
new solutions for the rail freight transport

system of the future.




This is made possible

by FastTrack, VTG's on-
line tool that shows
availability and prices.
This user-friendly online
portal offers a degree
of transparency that is
unmatched in the rail
freight transport envi-
ronment.

We are challenging convention

VTG aims at shaping
rail freight transport
to meet the needs of
the times. To achieve
this, it is currently
making an entire con-
tainer train available
at the Port of Hamburg
for lease at short no-
tice. For the first time,
this gives shippers the
option of using the
railway to meet sudden
transport requirements.

VTG Annual Report 2018
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We are challenging convention

Targeted
data analysis

VTG works with the Swedish company
eMaintenance365, using its platform to
determine optimal maintenance times.
The wagon is analyzed with algorithms
based on Al technologies. This yields
an estimate of the remaining

useful life of the wagon.

Improved

- planning

At measuring stations

along the way, data is
collected about the impact

of the wheel on the rail.
This data can be used to

draw conclusions about the
condition of the wagon.

The aim is to prevent un-
planned downtime while
en route from A to B.

VTG Annual Report 2018
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BIG DATA

Collecting, processing and analyzing large amounts
of data is now commonplace in many areas. By
embracing digital communication and processing,

rail freight transport is now entering a new era.

This will improve various workflows, for instance

those relating to the maintenance and availability

of wagons.
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We are creating a new vision of the future
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In partnership with DB Cargo,
VTG is testing out new fea-
tures on freight wagons to
make freight transport quieter
and more energy- and cost-ef-
ficient. The Innovative Freight
Wagons project is funded by
the Federal Ministry of Trans-
port and Digital Infrastructure.
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new vision
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of the future...

by testing innovative wagon
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We are creating a new vision of the future
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Reconceptualized

Freight wagons with disc
brakes are quieter and the
brakes require less frequent
maintenance. In the Innova-
tive Freight Wagon project,
the weight of the bogie in its
entirety (including the disc
brakes) was reduced. Tests
were carried out to see whet-
her the lower maintenance
costs offset the higher in-
vestment costs.




Innovative
wagons put to
the test

As part of the Innovative Freight
Wagons project, VTG has designed a
tank wagon and a container wagon.
Both have undergone testing under
real-life operational conditions, _
throughout Europe, since 2018. I
Once testing is complete in 2019, ;
the findings will inform the
development of new standard
production models.
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Lighter, quieter and more

economical - this is what the

freight wagons of the future

must be. V1G is working on

many projects to make this

vision a reality.

VTG Annual Report 2018




VTG GROUP AT A GLANCE

IN € MILLION 2017 2018 CHANGE IN %
Revenue 10144 1,072.6 57
EBITDA 343.4 349.3 1.7
EBIT 1551 149.4 -3.7
EBT 90.2 64.9 -281
Group profit 68.1 45.5 -33.2
Depreciation 188.3 199.9 6.2
Total investments 341.6 362.2 6.0
Operating cash flow 2959 332.8 125
Earnings per share in € 1.93 1.01 -47.7
IN € MILLION 12/31/2017 12/31/2018 CHANGE IN %
Balance sheet total 3,085.5 3,905.8 26.6
Non-current assets 2,746.4 3,538.9 289
Current assets 339.1 366.9 8.2
Shareholders’ equity 800.1 1,055.6 319
Liabilities 2,285.4 2,850.2 24.7
Equity ratio in % 259 27.0
Number of employees 1,527 1,626 6.5
in Germany 1,048 1,122 7.1
in other countries 479 504 5.2
Employees 1 04 8 Employees 232 Employees 1 7 2
’
Wagons 94 o 0 0 Leased wagons 4 9 0 0 Tank containers 9 3 0 0
’ ’ ’
Revenue Revenue Revenue
€ million " € million ) € million )




~_ CONTENTS

01 — Management

017
019
020

Foreword by the Executive Board
Executive and Supervisory Board
Report of the Supervisory Board

02 — Strategy and Share

026
029

Markets and Strategy
VTG in the Capital Market

03 - Group Management Report

034
040
049
058
060

Basic principles of the Group
Report on the Economic Position
Report on Opportunities and Risks
Report on Expected Developments
Required Disclosures

04 — Consolidated Financial

068
069
070
072
073
074

Statements

Consolidated Income Statement

Consolidated Statement of Comprehensive Income
Consolidated Balance Sheet

Consolidated Statement of Changes in Equity
Consolidated Cash Flow Statement

Notes to the Consolidated Financial Statements

05 — Further Information

122
128
129
130
131

Independent Auditor's Report
5-year Overview for the Group
Glossary

Contact

Disclaimer and Imprint



Management

01 CHAPTER Management
PAGE TOPIC

017 Foreword by the Executive Board
019 Executive and Supervisory Board
020

Report of the Supervisory Board




Management

016—01/

Foreword
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We can look back on a generally successful financial year in
2018, with the wagon hire business performing very well. The year
was also in many respects exceptional, shaped as it was by extraor-
dinary events.

Due to the high demand seen in the Railcar division in the last fi-
nancial year, VTG pushed up revenue for the Group by 5.7 % to
€1,072.6 million. At €349.3 million, operating profit (EBITDA)
was 1.7 % higher than the previous year’s level of € 343.4 million.
This figure includes numerous special charges totaling € 25.6 mil-
lion, arising from the acquisition of the Nacco Group and the
voluntary takeover bid by Warwick Holding (Morgan Stanley
Infrastructure). After adjustment to take account of these special
charges, EBITDA rose by 7.9 % compared with the previous year,
reaching € 374.9 million. These special charges, combined with
weaker performance in the two logistics divisions, led to a de-
cline in earnings per share (EPS) to € 1.01 in 2018. Adjusted EPS
amounted to € 1.90.

The Railcar division benefited from significant upswing in de-
mand from trade and industry as well as from the takeover of the
Nacco fleet on October 4, 2018. Over 2018, fleet capacity utili-
zation improved markedly in all wagon segments, especially in
Europe. By the end of the year, it had reached 93.5 %, the highest
level seen in more than a decade. During the year, we also invested
in 2,400 new wagons and acquired the 11,000-strong Nacco fleet,
boosting our global fleet to some 94,000 units.

By contrast, the two logistics divisions saw a more subdued trend.
In Rail Logistics, the loss of two major orders from industry and
the mineral oil sector, the rail strikes in France and a shortage of
locomotive drivers led to a decline in revenue and earnings. Tank
Container Logistics again achieved dynamic expansion of trans-
port volume thanks to high capacity utilization by the chemical
industry in Europe and the generally positive global economy.
However, changes in transport flows on overseas routes and infra-
structure bottlenecks led to a significant rise in costs, which in turn
led to a fall in earnings. By the end of the year, however, business
was recovering in both divisions.

In addition to the operational successes we achieved in our core
business, the 2018 financial year was dominated by two more
aspects: First, after lengthy negotiations, we were able to final-
ize the acquisition of our French competitor Nacco. At the end
of March 2018, the relevant competition authorities in Germany
and Austria approved the takeover on condition that some 30 %
of the Nacco fleet was sold to an independent bidder. Once this
condition had been met, the takeover of some 11,000 Nacco wag-
ons was finally completed on October 4, 2018. As a result, we
have further strengthened our leading market position in Europe
and now have a widely diversified fleet of around 94,000 wagons
worldwide.

Second, on July 16, 2018, while the Nacco takeover process was
still ongoing, VTG’s major shareholder Morgan Stanley Infrastruc-
ture announced that it was preparing a voluntary takeover bid for
VTG. Between August 24, 2018 and December S, 2018, share-
holders were able to tender their shares for a cash payment of
€53.00 per share. Kithne Holding, the second largest shareholder
at that time, had already stated previously that it would tender its
stake of around 20 %. This takeover bid secured Morgan Stanley
Infrastructure more than 70 % of the voting rights.

We had always stated that part of the Nacco purchase price should
preferably be refinanced through a rights issue. However, in Feb-
ruary 2019, following intensive talks with our largest shareholder
Morgan Stanley Infrastructure, it became clear that Morgan Stan-
ley Infrastructure could only support a capital increase within the
context of a delisting. Given the low remaining free float and the
associated high placement risk for the capital increase without the
support of our major shareholder, the Executive Board and Super-
visory Board jointly decided to apply for delisting and to remove
the company from the stock exchange. In return, Morgan Stanley
Infrastructure will submit to shareholders a compensation offer of
€53.00 per VTG share. Furthermore, it has undertaken, following
the delisting, to support and secure the planned rights issue from
authorized capital of € 290 million by fully exercising its subscrip-
tion rights and has made a binding commitment to acquiring all
unsubscribed shares from the capital increase. This gives VTG the

VTG Annual Report 2018
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opportunity to refinance the Nacco takeover on attractive terms
without placement risk and also affords VTG long-term access to
further attractive financing opportunities.

Due to the planned withdrawal from the stock exchange, for the
foreseeable future, this will be the last annual report published by
VTG as alisted company. We would therefore like to take this op-
portunity to thank our shareholders for their great interest, their
many years of loyalty and their good support. We would also like
to express our gratitude to our analysts, who have accompanied
VTG over many years with great dedication. With their deep un-
derstanding of our business model and its drivers, they have also
significantly shaped the perception of VTG in the capital market.
However, delisting will not change anything in our daily work.

Morgan Stanley Infrastructure has guaranteed this by means of

numerous assurances, including its commitment to retaining the
Hamburg center. Our objectives remain the following: to continue

The Executive Board

From left to right:

Mark Stevenson, Chief Financial
Officer; Dr. Heiko Fischer, Chair-
man; Giinter-Friedrich Maas,
Chief Officer Logistics and Safety.

to offer our customers bespoke, innovative logistics solutions, to
advance the digitization of the sector and to make rail freight trans-
port in Europe more competitive.

Finally, we would like to thank our employees for their unflag-
ging commitment. The acquisition and integration of Nacco, the
upswing in demand and the challenging market environment in
the logistics sector have asked much of them. We are now begin-
ning a new chapter in our company’s long and successful story and
look forward to rising to the challenges ahead with undiminished

strength.

[ e,

GUNTER-FRIEDRICH MAAS

VTG Annual Report 2018

DR. HEIKO FISCHER

MARK STEVENSON
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____Supervisory Board

Executi_ve and

Members of the Executive Board

DR. HEIKO FISCHER

CHAIRMAN

Dr. Heiko Fischer (b. 1967) studied in Germany and the US and
has a PhD in economics. He began his professional career as office
manager for the CEO of VTG Vereinigte Tanklager und Trans-
portmittel GmbH. In 1999, he moved to the Rail Logistics divi-
sion of the former VTG-Lehnkering AG, where he expanded the
TRANSWAGGON business unit (break bulk freight wagons). In
2001, in his management capacity in the Rail Logistics division,
Dr. Fischer assumed responsibility for Sales, Market Development
and Marketing, the TRANSWAGGON business line, and the
acquisition and integration of the Brambles European Rail Divi-
sion. In May 2004, Dr. Fischer was appointed Chairman of the
Executive Board of VTG AG.

GUNTER-FRIEDRICH MAAS

CHIEF OFFICER LOGISTICS AND SAFETY

Giinter-Friedrich Maas (b. 1970) is a qualified logistics manag-
er and has worked in the logistics sector since 1990. In 1995, he
took charge of Friedrich Maas Spedition in Duisburg as manag-
ing director and shareholder. From 2002 to 2006, he went on to
a management position at Rhenus Road and an appointment as
managing director of Rhenus RETrans. In 2007, he joined the
Hoyer Group, where he was not only managing director of Hoy-
er Nederland B. V. but was also responsible for the central region
within the Chemilog business unit. In 2010, Mr. Maas became
director of this business unit. His appointment to the Executive
Board of VTG followed in June 2014.

MARK STEVENSON

CHIEF FINANCIAL OFFICER

After studying at Oxford, Mark Stevenson (b. 1963) began his pro-
fessional career in 1984 at Price Waterhouse in London, where, in
1987, he completed further studies to become a chartered account-
ant. In 1990, he moved to Revisuisse Price Waterhouse in Switzer-
land and, in 1992, to strategic consultancy at Leutwiler & Partners.
While there, he was a consultant to AAE, which he then moved to
in 1994 as CFO. In 2006, he was appointed CEO of AAE. In the
wake of the acquisition of AAE by VTG, he was appointed to the
Executive Board of VTG in 2015. Mr. Stevenson served as Chief
Investment Officer (CIO) from 2015 until 2018. He became the
Chief Financial Officer (CFO) of VTG AG in January 2019.

Members of the Supervisory Board

DR. JOST A. MASSENBERG, MEERBUSCH
Merchant
Chairman

DR. MARKUS C. HOTTENROTT, NEW YORK CITY, USA
Asset Management Officer for Infrastructure Investment
Deputy Chairman

JENS FIEGE, MUNSTER
(from June 6,2018)
Executive Board Member, Fiege Group, Greven

KARL GERNANDT, HAMBURG
Chairman of the Board of Directors
Kithne Holding AG, Schindelleggi, Switzerland

ULRICH MULLER, HENSTEDT-ULZBURG
(from June 6,2018)
Executive Board Member, Joachim Herz Stiftung, Hamburg

PROF. FRANCA RUHWEDEL, DUISBURG

(from June 6, 2018)

Professor of Finance and Accounting, Rhine-Waal University
of Applied Sciences, Kamp-Lintfort

DR. KLAUS-JURGEN JUHNKE, HAMBURG

(to June 6,2018)

Former Managing Director of VTG Vereinigte Tanklager und
Transportmitte]l Gesellschaft mit beschrinkter Haftung, Hamburg

DR. BERND MALMSTROM, BERLIN
(to June 6,2018)
Solicitor

DR. CHRISTIAN OLEARIUS, HAMBURG

(to June 6,2018)

Chairman of the Supervisory Board, M.M.Warburg & CO
(AG & Co.) Kommanditgesellschaft auf Aktien, Hamburg

VTG Annual Report 2018



Management

Report of the
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In the financial year 2018, the Supervisory Board of VTG Aktien-
gesellschaft duly and thoroughly performed its duties under the
Law, the Articles of Association and the rules of procedure. We
monitored and, in an advisory capacity, accompanied the Execu-
tive Board in its management of the company’s business.

Cooperation between the Supervisory Board
and the Executive Board

In the reporting year, the Executive Board timely and comprehen-
sively provided the Supervisory Board with detailed verbal and
written reports on a regular basis. Subjects of the reporting were
the current situation of the Group, the development of business
in the individual segments, corporate planning and strategy, the
profitability of the company, the risk situation, risk management
and compliance management. The Executive Board informed us
about and discussed with us important business transactions in the
company'’s divisions. Deviations in the course of business from the
agreed plans and targets were explained to us in detail. The Execu-
tive Board also consulted with us and agreed with us on the strate-
gic orientation of the company.

VTG Annual Report 2018

Dr. Jost A. Massenberg,
Chair of the Supervisory Board

The Supervisory Board was also involved in all decisions of im-
portance for the company. Subjects of the consultations in the re-
porting year were, in particular, issues regarding the refinancing of
the acquisition of the Nacco Group by means of a possible capital
increase or alternative financial instruments as well as the takeover
offer of Warwick Holding GmbH. With regard to all measures re-
quiring the approval of the Supervisory Board under the rules of
procedure for the Executive Board adopted by the Supervisory
Board, we discussed in detail before passing a resolution.

Additionally, there was a regular exchange of information between
the chair of the Supervisory Board and the chair of the Executive
Board. Through this contact, the Supervisory Board was kept at all
times informed about the situation of the company and the Group.

Meetings of the Supervisory Board and subjects
of the Supervisory Board’s work

In the reporting year, there were four ordinary meetings as well as
three additional meetings and several conference calls of the Su-
pervisory Board. Additionally, if required, resolutions were adopt-
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ed by written procedure. The members of the Supervisory Board
who were members of the Supervisory Board for only a part of the
reporting year each attended more than half of the meetings held
during their period of office. All other members of the Supervisory
Board attended more than half of all meetings.

During the month of January 2018, the Executive Board informed
us in a total of three conference calls about the respective progress
of the coordination with the competent antitrust authorities in the
merger control procedures regarding the acquisition of the Nacco
Group.

In February 2018, the Supervisory Board adopted a resolution by
written procedure. The subject of this resolution was the approval
of the Corporate Governance Report including the joint declara-
tion of the Executive Board and Supervisory Board pursuant to
section 161 of the German Stock Corporation Act (Aktiengesetz)
on compliance with the recommendations of the German Cor-
porate Governance Code as well as stipulating target values for
the quota of women on the Executive Board and the Supervisory
Board pursuant to section 111 para. 5 of the German Stock Cor-
poration Act.

At the accounts meeting of 22 March 2018, the Executive Board
provided us with a summary of the earnings and financial situation
and the key business events of the company, the VTG Group and
the joint ventures in the 2017 financial year. Subsequently, after
detailed discussion with the Executive Board and the auditor and
in accordance with the recommendation of the audit committee
(Priifungsausschuss), we approved the annual and consolidated
group financial statements for 2017 along with the management
reports. The meeting also included the approval of the agenda and
resolution proposals for the 2018 annual general meeting. Fur-
thermore, the Executive Board informed us in the meeting that
conditional approval had been granted by the competent antitrust
authorities for the acquisition of the Nacco Group.

Another meeting of the Supervisory Board was held immediately
prior to the annual general meeting on 6 June 2018. At this meet-
ing, the Executive Board provided additional information on the
development of the business to date in 2018 and the progress of
the implementation of the conditions imposed by the antitrust au-
thorities in connection with the acquisition of the Nacco Group.

Following the annual general meeting, in an additional meeting,
the Supervisory Board held supplementary elections of members
of the executive committee (Prisidialausschuss) and the audit
committee that were required due to members of the Supervisory
Board ceasing to hold office and the election of new Supervisory
Board members. Furthermore, the appointment of the audi-
tor elected by the annual general meeting for the financial year
2018 was approved.

In two additional meetings held on 3 July and 13 August 2018, the
Executive Board informed us about the progress of the implemen-
tation of the conditions imposed by the antitrust authorities in
connection with the acquisition of the Nacco Group as well as the
progress of the intended refinancing of the acquisition. The meet-
ing also addressed the measures taken by the company in order to
monitor compliance with sanctions imposed on Russia in current
business operations. In the meeting on 13 August 2018, the Exec-
utive Board also informed us about the development of business in

the first half of the reporting year.

In a conference call on 4 September 2018, the Supervisory
Board discussed and adopted the joint reasoned opinion of the
Supervisory Board and the Executive Board pursuant to section
27 of the German Securities Acquisition and Takeover Act (Wert-
papiererwerbs- und Ubernahmegesetz) on the voluntary public
takeover offer of Warwick Holding GmbH that had been prepared
by a takeover committee (Ubernahmeausschuss) of the Supervi-
sory Board, which was formed on the occasion of the proposed
acquisition of Warwick Holding GmbH, together with the Execu-
tive Board. The Supervisory Board members Dr. Markus Hotten-
rott and Karl Gernandt did not participate in the discussion and in
the resolution with reference to potential conflicts of interest. Karl
Gernandt submitted a dissenting opinion (Sondervotum) that was
enclosed to the reasoned opinion.

As in the previous years, a closed-door meeting was held ahead
of the additional ordinary meeting of the Supervisory Board on
9 September 2018, at which the Executive Board explained to the
Supervisory Board the medium- and long-term strategic orien-
tation of the company and the measures required for this. These
measures were discussed in detail and agreed upon with us. At the
meeting, the Executive Board informed us about the successful
final negotiation of the agreements to be concluded in order to
comply with the conditions imposed by the antitrust authorities in
connection with the acquisition of the Nacco Group and the con-
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clusion of the overall transaction that was then foreseeable for the
beginning of October 2018, as well as the progress of the prepara-
tion of the integration of the parts of the Nacco Group to be ac-
quired by VTG. Further, at this meeting, we approved two financ-
ing measures proposed by the Executive Board. Additionally, the
Supervisory Board passed a resolution to have the non-financial
report of VTG Aktiengesellschaft for the financial year 2018, as in
the previous year, reviewed by PricewaterhouseCoopers GmbH
Wirtschaftspriifungsgesellschaft.

In an additional conference call on 6 November 2018, the Super-
visory Board discussed and adopted the supplementary reasoned
opinion of the Supervisory Board and the Executive Board on the
takeover offer of Warwick Holding GmbH that had been prepared
by the takeover committee of the Supervisory Board together with
the Executive Board, and which had become necessary due to an
amendment to the takeover offer. The Supervisory Board mem-
bers Dr. Markus Hottenrott and Karl Gernandt again did not par-
ticipate in this discussion and in the resolution with reference to
potential conflicts of interest.

In the meeting on 21 November 2018, the Executive Board pre-
sented and explained to the Supervisory Board the annual plan-
ning, including the financial and investment plans for the financial
year 2019, as well as the investment plan for the forecast years.
After detailed discussion, we approved these. Furthermore, the
Executive Board informed us about the commenced integration of
the acquired Nacco Group activities as well as the progress and the
forthcoming final phase of the takeover offer of Warwick Holding
GmbH.

Meetings of the committees and subject
of the committees’ work

The executive committee held a total of six meetings in the report-
ing year. The subjects included matters relating to the Executive
Board, the remuneration system for the Executive Board, the
composition of the Executive Board and long-term succession
planning for the Executive Board and management staff of the
company. Additionally, approval was given for the assumption of
offices requiring the consent of the Supervisory Board pursuant to
section 88 of the German Stock Corporation Act. Except for the
potential conflicts of interest communicated by the Supervisory
Board members Dr. Markus Hottenrott and Karl Gernandt

VTG Annual Report 2018

in connection with the takeover offer of Warwick Holding GmbH,
no conflicts of interest of members of the Executive Board or the
Supervisory Board had to be disclosed to the executive committee
in the reporting year.

The audit committee held five meetings during the reporting year
(one in the form of a conference call). Among other things, the
subjects of these meetings included the discussion of the annual
and consolidated group financial statements with the auditor and
of the non-financial report with the auditor appointed by the Su-
pervisory Board for this purpose, the recommendation regarding
the appointment of the auditor for the financial year 2018, receipt
and discussion of the reports on the risk and compliance manage-
ment in the VTG Group and the internal audit, the discussion of
the quarterly reports and of the half-yearly report as well as of a
report on the hedging transactions in the VTG Group. The audit
committee acknowledges that the German Financial Reporting
Enforcement Panel (Deutsche Priifstelle fiir Rechnungslegung,
DPR) has completed its audit of the 2017 financial statements
without having detected any errors. The committee furthermore
discussed in advance with the Executive Board the scheduled plan
for the financial year 2019 and also specified the key areas for re-
view in the audit for the financial year 2018. It also passed three
resolutions on non-audit services provided by the auditor.

The takeover committee, which was formed on the occasion of the
proposed acquisition of Warwick Holding GmbH, held a total of
seven meetings, mostly in the form of conference calls. The sub-
jects of the meetings covered, inter alia, the preparation of the joint
reasoned opinion of the Supervisory Board and the Executive
Board on the takeover offer, the discussion of possible contents of
a potential investor agreement, questions regarding the admission
of a potential due diligence as well as the discussion of compliance
with the conditions imposed under the takeover offer, in particu-
lar, regarding potential conflicts with U.S. sanctions

Audit of the annual financial statements, the
consolidated group financial statements, the

management reports and of the non-financial
report

Ernst & Young GmbH Wirtschaftspriifungsgesellschaft, Stuttgart,
was appointed by the annual general meeting as auditor for the
reporting year. Ernst & Young examined and gave an unqualified



opinion on the annual financial statements of VTG Aktien-
gesellschaft drawn up in accordance with the principles of the Ger-
man Commercial Code (Handelsgesetzbuch) and on the consoli-
dated group financial statements for the financial year 2018 drawn
up according to IFRS, including the corresponding management
reports. Moreover, the auditor confirmed that the risk manage-
ment system set up by the Executive Board complies with the legal
requirements. The auditor assured the audit committee of the Su-
pervisory Board - before the audit committee’s resolution on the
election proposal to the annual general meeting — that no business,
financial, personal or other relationships exist between, on the one
hand, the auditor and its executive bodies and head auditors, and,
on the other hand, the company and the members of its executive
bodies which could call its independence into question. The files
and records relating to the annual and consolidated group finan-
cial statements and the appropriation of net profits were discussed
and explained in depth at the meeting of the audit committee on
27 February 2019 in preparation of examining and discussing
these files and records with the Supervisory Board and the Exec-
utive Board in the presence of the auditor, who reported on the
findings of its audit and the key areas reviewed in the audit. The
audit committee was convinced of the correctness of the audit and
the auditor’s report and recommended to the Supervisory Board
that it accepts and approves the auditor’s findings and approves
the annual financial statements as well as the consolidated group
financial statements.

The Supervisory Board itself also reviewed the annual financial
statements, the consolidated group financial statements, the man-
agement report and the group management report. The audit
reports, including the annual and consolidated group financial
statements and the management reports, were made available to
all members of the Supervisory Board in a timely manner and were
discussed in detail at today’s meeting with the Executive Board
and the auditor being present at the meeting. The Supervisory
Board endorsed the findings of Ernst & Young’s audit of the annual
financial statements, the consolidated group financial statements
and the management reports and approved the annual and con-
solidated group financial statements for the financial year 2018 at
today’s meeting. After completing its review of the annual financial
statements, the consolidated group financial statements and the
management reports, the Supervisory Board has no objections.

Management

In the reporting year, the Executive Board again drew up a non-
financial report as a separate non-financial group report. By reso-
lution of the Supervisory Board at its meeting on 21 Novem-
ber 2018, the content of this report underwent a voluntary
external audit to obtain limited assurance. On the basis of this
review, PricewaterhouseCoopers GmbH Wirtschaftspriifungs-
gesellschaft, Frankfurt, issued an unqualified opinion. The Super-
visory Board itself also reviewed the separate non-financial group
report, and addressed and discussed the findings of the external
audit of the content of the report at today’s meeting, and the Su-
pervisory Board endorsed the findings of the external auditor and
found that no objections have to be raised against the Executive
Board’s non-financial group report.

We endorse the proposal of the Executive Board for the appropria-
tion of net profits, which provides for the payment of a dividend of
€0.95 per share, with the remaining amount to be carried forward
to new account.

Audit of the Executive Board’s report on the
relations with affiliated companies

The auditor also reviewed the report on the relations with affili-
ated companies (dependency report) that has to be prepared by
the Executive Board pursuant to section 312 of the German Stock
Corporation Act for parts of the reporting period and issued the
following auditor’s opinion:

“On completion of our review and assessment in accordance with
professional standards, we confirm that

1. the factual statements contained in the report are accurate

2. the consideration paid or received by the company in the trans-
actions listed in the report was not inappropriately high or that
disadvantages, if any, have been compensated

3. with respect to the measures listed in the report, there are no
grounds for an assessment substantially different from that of
the Executive Board.”

In preparation for the Supervisory Board’s review and resolution,

at first the audit committee addressed the dependency report and
the auditor’s report in its meeting on 27 February 2019 and dis-
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cussed the documents with the Executive Board and the auditor
attending the meeting. The audit committee came to the conclu-
sion that the auditor’s report — as well as the audit carried out by
the auditor itself — complies with the legal requirements.

The Supervisory Board itself also reviewed the dependency report
as to its completeness and accuracy, and discussed it with the Ex-
ecutive Board and the auditor at today’s meeting. In conclusion, it
can be said that the Executive Board exercised due care in identi-
fying the affiliated companies. It has put in place the necessary sys-
tems for recording legal transactions that the company has entered
into, and other measures that the company has taken or refrained
from, with the majority shareholder or with its affiliated compa-
nies in the course of the past financial year. According to the find-
ings of the audit, there are no indications that legal transactions
or measures have not been recorded completely. The Supervisory
Board hence agrees with the results of the audit as presented by the
auditor. It has no objections against the Executive Board’s declara-
tion at the end of the report.

Code recommendations largely met

On 18 February 2019, the Executive Board and the Supervisory
Board issued the declaration of conformity pursuant to section
161 of the German Stock Corporation Act and published it on
the company’s website. Since the issue of the last declaration of
conformity on 15 February 2018, VTG Aktiengesellschaft has
continued to comply with the recommendations of the Commis-
sion of the German Corporate Governance Code as amended on
7 February 2017 to a great extent and will also comply with these
recommendations to a great extent in the future.

Composition of Supervisory Board and
Executive Board

The deputy chair of the Supervisory Board, Dr. Klaus-Jirgen
Juhnke, and the Supervisory Board members Dr. Bernd Malm-
strom and Dr. Christian Olearius have resigned from their offices
with effect from the close of the annual general meeting held on
6 June 2018. We would like to thank them for their laudable con-
tribution during their service on the Supervisory Board. In honor
of his service, the Supervisory Board appointed Dr. Juhnke as hon-
orary member of the Supervisory Board. As replacement for the
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resigning Supervisory Board members, on 6 June 2018, the annual
general meeting elected Prof. Dr. Franca Ruhwedel as well as Jens
Fiege and Ulrich Miiller as members of the Supervisory Board.

At the meeting of the Supervisory Board on 6 June 2018,
Dr. Markus Hottenrott was elected as the new deputy chair of the
Supervisory Board. Furthermore, at that meeting, supplementary
elections were held for the executive committee and the audit com-
mittee. Along with myself as the chair of the Supervisory Board,
Dr. Markus Hottenrott and Jens Fiege have since been members of
the executive committee. Alongside the chair of the audit commit-
tee already in office, Karl Gernandt, Prof. Dr. Franca Ruhwedel and
Ulrich Miiller have since been members of the audit committee as
well. Prof. Dr. Franca Ruhwedel, Jens Fiege and I as chair of the
Supervisory Board are members of the takeover committee of the
Supervisory Board that was temporarily formed in the reporting
year with regard to the takeover offer of Warwick Holding GmbH.

As of 31 December 2018, Dr. Kai Kleeberg resigned from the
Executive Board. The Supervisory Board would like to thank
Dr. Kleeberg for his many years of commendable contribution.

We wish to thank the Executive Board and all employees of the
Group for their commitment and the success achieved through
their efforts in the financial year 2018.

Hamburg, 27 March 2019

The Supervisory Board

DR. JOST A. MASSENBERG
Chair of the Supervisory Board
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MARKETS

Relevant markets for VTG

VTG operates mainly in the European rail freight market. In the
US and Russia, the world’s two largest rail freight markets, smaller
fleets are operated. Global tank container transports are also or-
ganized through the subsidiary VTG Tanktainer.

The railway’s share of the European market as a whole is around
18 %. With increasing distances and transport volumes, along with
the transport of hazardous goods, the railway offers considerable
advantages over road transport. In this market, the railway is used
mainly for forwarding industrial goods (machinery, automotive
parts, etc.), mineral oil products, petrochemical and chemical
products, steel, raw materials and containers.

As part of the international freight transport market, the railway is
playing an active role in the growing internationalization of trade
flows and progressive globalization. Given its significant environ-
mental advantages over other carriers, European policymakers are
both demanding and promoting the expansion of rail transport.
The progressive liberalization of markets that were formerly dom-
inated by state railways is another driver of growth for private pro-
viders of hire and logistics services.

Liberalization brings
shifts in market shares

With the emergence of a unified, open European rail system, for-
mer monopolies are being dismantled and rail freight transport is
becoming generally more appealing. This process of radical change
is enabling VTG to expand into new market segments and further
consolidate its already very good market position. VTG has there-
fore gradually expanded and diversified the original tank wagon
fleet, adding standard, sliding wall and intermodal wagons. Suita-
ble growth opportunities will also arise in the future in this market.

VTG Annual Report 2018

Of Europe’s 700,000 freight wagons, more than 400,000 are still
owned by state railways. Given the advanced age of many fleets,
there is a great need for renewal. However, because of a lack of
capital and the priority given to passenger transports, many state
railways show little willingness to invest. This should continue to
prove advantageous for the growth of private wagon providers
such as VTG in the next few years.

OBJECTIVES AND STRATEGY

At the end of the financial year 2015, VTG concluded its five-year
phase of development known as VTG 3.0. During this period, the
Railcar division strengthened its international presence by ex-
panding into the US and Russia. VTG boosted the European wag-
on fleet and further diversified it by adding intermodal wagons and
pushed up EBITDA considerably. In September 2015, following
the transformative acquisition of AAE, the Executive Board and
Supervisory Board approved the next development phase, VTG
4.0. This phase is about achieving selective growth and technical
innovation, optimizing processes and improving structures, digi-
tizing the European wagon fleet and harnessing synergies. These
measures aim to significantly improve the company’s competitive-
ness and profitability. Against this background, the VTG Group
aims to increase earnings per share to €2.50 by 2019. These me-
dium-term goals are anchored in a long-term group strategy as set
out below.

Strengthening VTG’s market position and
extending its geographical reach

In its core market of Europe, the Railcar division is striving to fur-
ther consolidate its leading position as a provider of freight wagons
for rail transport of liquid and industrial goods and for intermodal
transport. The division is also aiming to broaden its customer base
by diversifying into new, related segments. This involves ongoing
modernization of the European fleet and expansion by building
new wagons. Another area of emphasis is extending the range of
services. This includes creating and consolidating partnerships
with former and current state railways so that VTG can manage
their fleets and they can benefit from VTG’s considerable expertise
in this area.



Beyond its core market of Europe, the Railcar division is pursu-
ing its strategic growth objectives in two further regions. North
America is the world’s largest rail freight market, and therefore
offers attractive growth opportunities. The company intends to
keep expanding its wagon fleet in this region via acquisitions and
investment in new and used wagons and to thereby strengthen its
market position in the medium term. Over the long term (i.e. once
current political tensions have abated) the broad-gauge network
of the Russian Federation and its neighbors also offers good pros-
pects for growth. Rising demand for replacement wagons and the
ongoing need for development and modernization will remain the
driving forces in the Russian rail sector in the coming years. With
its existing business in Russia, VTG is in a good initial position to
benefit from the expected rise in demand in this market. Moreo-
ver, VTG is carefully scrutinizing new regions in which it is not yet
operational and which offer promising opportunities for growth.

At the same time, VTG aims to further expand and strengthen
its two logistics divisions. In addition to expanding its core busi-
ness with liquid goods, industrial goods and agricultural prod-
ucts, VTG’s Rail Logistics division is striving to expand its range
of services significantly. These include, for example, transports on
the New Silk Road between Asia and Europe, expanding project
logistics activities in Russia and Asia and expanding the Retrack
network. VIG’s own Retrack network connects Europe’s key eco-
nomic and industrial centers, allowing for intelligent control and
tracking of individual wagons, wagon groups and complete freight
trains. The divisions aim is to optimize rail freight transport to
offer the customer solutions that are, above all else, fast, reliable
and cost-efficient, while accounting for all cost factors. Another
aim is to offer digitized solutions as well in the future. In addition
to conventional rail transports, Rail Logistics will in the future be
focusing increasingly on innovative intermodal transport solutions
to enable it to execute bulk goods transports more efficiently.

The Tank Container Logistics division is focusing on strengthen-
ing partnerships with a select group of strategic customers. It plans
to further consolidate its position as a specialist provider of chem-
ical transports. The key growth markets for this are Europe, North
America, China, the intra-Asian transport market, and Russia. To
increase the availability of the tank container fleet, the division will
continue to replace hired equipment with its own tank containers
and connect these tank containers digitally. Furthermore, VTG
has a good reputation in the chemical sector and already leases
wagons to the industry. Meanwhile, the market for tank containers
has seen continued high growth. Against this background, VTG
plans to also lease tank containers to the industry in the future.
Additionally, the division’s entry into the complementary flex-
itank business represents a further step toward ensuring customer
loyalty.

Strategy and Share

To support organic growth, and taking into account competition
restrictions, VTG continuously analyzes this market with regard to
potential takeover candidates who will support the specified stra-
tegic directions in a sustainable manner and thus lead to further
growth.

Optimizing business processes and
harnessing synergies

VTG’s business model is relatively capital-intensive. Therefore, the
continuation of the profitable growth course is of decisive impor-
tance for VTG's ability to invest and grow in the future. Continu-
ally improving VTG’s profitability is therefore a key strategic aim.
To this end, internal processes and structures are to be regularly
reviewed and adapted to changing or new market conditions as
required. In addition, VTG has rolled out a large number of devel-
opment programs to harness synergies and strengthen organiza-
tional performance sustainably. The company has also undertaken
to keep optimizing its own organizational structures continually
and to digitize its assets, workflows and business structure overall.
Closer interconnection of Railcar, Rail Logistics and Tank Con-
tainer Logistics should also create valuable synergies across these
three divisions. These operate at different levels of value creation
— the Railcar division hires out wagons for the transport of freight,
while the two logistics divisions ensure smooth operation of their
customers’ chains of transport. By offering both wagon hire and
logistics services, VTG can offer its customers highly specialized,
one-stop solutions. This helps reduce complexity and helps har-
monize workflows optimally. It is therefore the company’s stated
aim, in the spirit of “One VTG, to link the individual divisions
more closely and exploit cross-divisional sales synergies for the
customer’s benefit.

Remaining a leader in innovation and quality

VTG seesitself as a quality and innovation leader and as setting the
standard in these areas for its competitors throughout Europe. To
ensure that the railway remains a safe and reliable carrier in the fu-
ture, VTG has a particular responsibility in terms of staff training,
workflow organization and the repair, maintenance and develop-
ment of its fleet. Its employees are therefore working hard to im-
prove VTG's already high standards of quality and safety. VTG is
also applying its longstanding technological expertise to continue
developing new and enhanced freight wagons, wagon components
and innovative transport solutions. The aim is to make the railway
the preferred carrier for the growing transport market.

VTG Annual Report 2018
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Continued digitization of the wagon fleet -
making rail easy

As the industry’s innovation leader, VTG is pursuing a compre-
hensive digitization strategy. Back in 2016, VTG began fitting its
entire European wagon fleet with a telematics system. With the
new digital service VT'G-Connect, operators and customers can
now for the first time access the location, mileage and event data
for all wagons fitted with the system. VTG firmly believes that the
digitization of the fleet will make VTG less interchangeable as a
wagon hire company and could open up additional sources of in-
come through new services and customers. In addition, digitiza-
tion should significantly reduce maintenance costs (e.g. through
preventive and predictive maintenance) and simplify logistics pro-
cesses in the near future.

Positioning as an attractive employer

With VTG’s systematic growth in recent years and the rapidly
changing economic and technological environment, the demands
on staff have increased steadily. Meanwhile, demographic change
is leading to ever-tougher competition in recruiting qualified staff.
It is therefore crucial for VTG to attract and retain highly qualified
staff over the long term. The challenges of the future can be over-
come only with a motivated and well-qualified workforce. VTG is
therefore investing in staff development by providing various edu-
cation and training programs for all career stages. The company is
also attaching particular importance to the issue of leadership. Our
aim and mission is to position VTG firmly and sustainably as an at-
tractive employer. The company is supporting a range of measures
in this respect. These include measures relating to the visibility and
perception of the company on the labor market, the credibility and
appeal of the corporate strategy and the company’s working con-
ditions and culture. They also encompass the communication of
VTG’s corporate vision and values as well as its corporate social
responsibility and sustainability initiatives.
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VALUES

As part of the process of setting the Group’s strategic goals with
the aim of enhancing the organizational structure and optimizing
business processes, the VIG workforce drew up its own list of
values. These corporate values form the basis of our actions. They
provide a point of reference for our everyday activities and are in-
cluded in all decision-making processes.

Core values

With the experience and innovation of its staff and its extensive
wagon and tank container fleet, VTG has set itself the goal of mak-
ing the railway the backbone of intelligent, sustainable transport
and logistics solutions. It is developing innovative products and
bespoke solutions in dialogue with its partners in Europe and
around the world. In addition to safety, quality and reliability, it is
placing special emphasis on agility and enterprise. It is important
to VTG to cultivate a culture of trust, respect and openness, both
in-house as well as with customers, suppliers and investors.
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VTG in the Capital Market:
— The Share and Investor Relations

Global equity markets record losses

The financial year 2018 got off to a friendly start on the stock ex-
changes. Positive economic expectations caused share prices to
rise worldwide. In January 2018, the DAX reached a new all-time
high of just under 13,600 points. The US markets also reached new
highs before concerns about an imminent trade war and expecta-
tions of rising inflation led to price corrections at the beginning of
February. The second quarter saw prices bounce back temporarily,
buoyed partly by good corporate news in the US. In the third quar-
ter, the trends in the European and American markets were very
different. While all of the benchmark US indices, driven by contin-
ued strong US economic data and corporate earnings, reached new
all-time highs, the European indices moved sideways. Increasingly
weaker economic data in Europe, a tightening of US monetary pol-
icy and an escalating trade dispute between the US and China fi-
nally led to heavy losses worldwide at the end of the year. Nearly all
European and Asian benchmark indices posted double-digit losses
for the year. The US indices also ended the year down, although
the losses were smaller. The DAX posted its first year of losses
since 2011. It fell by 18.3 %, making it one of the worst performers

among the global benchmark indices. The SDAX closed in an even
weaker position, with a loss 0f 20.0 %.

VTG share price up slightly

The VTG share initially benefited from the positive mood on the
stock exchange at the beginning of 2018. However, the delays in
the acquisition of the French competitor Nacco due to compe-
tition concerns led to price losses in mid-January. However, in
March and April, after the relevant competition authorities grant-
ed conditional approval of the takeover, the share price recovered
again. On May 28, 2018, the share reached its highest-ever closing
price before subsequently succumbing to profit-taking. On July
16, 2018, VTG’s major shareholder Morgan Stanley Infrastruc-
ture announced that it was preparing a voluntary takeover bid for
VTG AG. On the day of the announcement, the share price then
jumped by more than 12 %, to 54.00 euros. During the offer phase
until the beginning of December, the share price moved largely
sideways, decoupled from general stock exchange activity. How-
ever, after the expiration of the acceptance period for the Warwick

TREND IN VTG SHARE AND SDAX (JANUARY 1 TO DECEMBER 31, 2018)
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Holding takeover bid, the VTG share came under pressure from  SHAREHOLDER STRUCTURE AS OF
mid-December in the wake of global market turbulence, forfeiting ~DECEMBER 31, 2018

many of the price gains thus far achieved. At the end of the year, the
VTG share closed with a slight gain of 2.4 %, at € 48.90. Including
the dividend of € 0.90, the total shareholder return for the year as a
whole was 4.1 %. With an average of 37,394 shares traded per day, 14.4%
the XETRA trading volume exceeded the previous year’s figure of Free float
32,949 shares per day. At the end of 2018, the market capitalization
of VTG AG was around € 1.4 billion (previous year: € 1.4 billion).

15.0%

Shareholder structure e
As of December 31, 2018, the company is aware of two major

. . . . . 70.6%
shareholders with stakes exceeding 5% of the voting rights in Morgan Stanley
VTG AG. According to information on voting rights received on Infrastructure
December 21, 2018, Morgan Stanley Infrastructure holds 70.63 %
of the voting rights. According to information on voting rights re-
ceived on July 18, 2018, Joachim Herz Stiftung holds 15.00 % of
the voting rights. The remaining 14.37 % of the shares are in free
float as defined by Deutsche Borse.
SHARE DATA
WKN VTG999
ISIN DEOOOVTGI9999
Stock exchange abbreviation VT9
Index SDAX, CDAX, HASPAX
Share type No-par-value bearer share
No. of shares (Dec 31) 28,756,219
Market capitalization (Dec 31) € 1.4 billion
Stock exchanges XETRA, Frankfurt, Berlin, Dusseldorf, Hamburg, Hanover, Munich, Stuttgart
Market segment Prime Standard
Closing price 2018* €48.90
Highest price 2018* €56.50
Lowest price 2018* €38.00
Average daily turnover* 37,394 shares

*All share price information is based on XETRA daily closing prices

VTG Annual Report 2018
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Dividend to climb to € 0.95 per share

VTG has positioned itself as a reliable issuer of dividends since the
IPO in 2007. The Executive Board also aims to increase the divi-
dend as the company’s performance improves.

With a resolution of June 6, 2018, the Annual General Meeting
approved the proposal of the Executive Board and the Supervi-
sory Board to issue a dividend for the tenth consecutive year and
issue to shareholders a payment of € 0.90 per share for the financial
year 2017 (previous year: €0.75). The Executive Board of VTG
intends to propose to this year’s Annual General Meeting a further
increase in the dividend, to €0.95 per share for the financial year
2018.

Research coverage remains at high level

VTG places importance on transparency, continuity and clarity in
its communications with the capital market. The Executive Board
and the Investor Relations team therefore continued to maintain
contact with shareholders, potential investors, analysts and the fi-
nancial press in 2018 through numerous conferences, roadshows
and face-to-face meetings. The close contact VTG maintains with
the capital market is also reflected in the comparatively large num-
ber of financial analysts following VTG who continuously publish
commentaries on its performance and make trading recommen-
dations. At the end of the financial year 2018, 11 financial analysts
representing a range of domestic and international brokers were
providing research coverage on VTG.

TREND IN VTG DIVIDEND PAYMENTS
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INSTITUTION

ANALYST RECOMMENDATIONS FOR THE VTG SHARE /
DEC 31, 2018

Baader Bank

Bankhaus Lampe

Berenberg Bank

Commerzbank
Hauck & Aufhduser
HSBC

Kepler Cheuvreux

Metzler

Montega AG
NordLB

Warburg Research

Delisting of VTG shares

On February 24,2019, with the approval of the Supervisory Board,
the Executive Board of VTG Aktiengesellschaft passed a resolution
to apply to revoke the admission to trading of the VTG shares on
the regulated market of the Frankfurt Stock Exchange (delisting).
Warwick Holding GmbH, the majority shareholder of VTG with
around 71 %, has submitted a compensation offer of € 53.00 to the
shareholders. Shareholders will be able to tender their shares until
April 8,2019. The admission of the VTG shares to trading on the
regulated market of the Frankfurt Stock Exchange is expected to
be revoked shortly after the end of the compensation offer.

At the same time, Warwick Holding GmbH has pledged its support
for a rights issue of € 290 million in the second quarter of 2019 to
partially refinance the hybrid capital. In this connection, it has an-
nounced that it will fully exercise its subscription rights in terms
of the capital increase and will purchase the shares to which it is
entitled at the subscription price to be determined. In addition, it
will acquire all unsubscribed shares from the capital increase. The
majority shareholder had previously announced that it would be
able to support a rights issue only within the context of a delisting.

VTG Annual Report 2018
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Basic Principles
of the Group

BUSINESS MODEL
OF THE GROUP

Operations

VTG Aktiengesellschaft, Hamburg, is one of Europe’s leading
wagon hire and rail logistics companies. The company has a fleet
of more than 94,000 rail freight wagons, comprising mainly tank
wagons, intermodal wagons, standard freight wagons and sliding
wall wagons. In addition to leasing rail freight wagons, the Group
provides a comprehensive range of multimodal logistics services,
focusing on rail transport and global tank container transports.
The Group has a fleet of more than 9,300 tank containers for pro-
viding these services.

Segments and services

With its three interwoven divisions, Railcar, Rail Logistics and
Tank Container Logistics, VTG provides its customers with a
high-performance platform for transporting their goods interna-
tionally. At the same time, these divisions form the operating seg-
ments for the purposes of segment reporting in accordance with
the International Financial Reporting Standards (IFRS).

The core business of VTG comprises wagon hire operations. VTG
manages and maintains not only its own wagons but also third-
party fleets. The VTG fleet comprises a range of different types
of wagon. These cover the transport of almost every type of rail
freight, meaning the fleet can accommodate diverse customer
needs. Additionally, VTG has its own wagon construction plant
and two repair workshops, enabling it to provide customized, ex-
actly tailored solutions. At the construction plant and workshops,
new wagons are built and existing ones are maintained or con-
verted to meet special requirements. With these bespoke wagons,
customers can transport large volumes, often over long distances.
They can, for instance, transport their products by tank wagon or
standard freight wagon from one production site to another, there-
by integrating these wagons into their production flows as a “mo-
bile pipeline”. Additionally, by transporting containers or semi-
trailer trucks onward into the country from the major seaports
and back again, intermodal wagons ensure that the global flow of
goods runs smoothly. VTG wagons are also used in a diverse range
of sectors. These include the chemical, mineral oil and automotive
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industries as well as uptake by logistics providers and railway com-
panies. Because of their key role in trade and production flows,
customers tend to hire the wagons over the medium to long term.

In addition to wagon hire services, VTG provides logistics exper-
tise through its Rail Logistics and Tank Container Logistics divi-
sions. As a forwarder, the Rail Logistics division organizes trans-
ports throughout Europe with the focus on the railway as a carrier.
The company is experienced in both single-wagon and block train
transports. To ensure the smooth flow of goods, VTG collaborates
with an extensive network of national and international haulage
partners throughout Europe. The Tank Container Logistics divi-
sion organizes tank container transports of goods worldwide. The
goods, which are mainly shipped for the chemical and petrochem-
ical industries, can thus be forwarded multimodally, by rail, road or
sea, without having to load or unload the actual goods themselves.
Instead, the tank containers holding the goods are transferred from
one carrier to another. This saves on both time and costs for trans-
fer. Moreover, the transport chain is much safer without having to
transfer liquids.

Structure, organization and
operation centers of the Group

The VTG Group comprises three operational divisions: Railcar,
Rail Logistics and Tank Container Logistics. VTG is represented
via subsidiaries and associated companies primarily in Europe,
North America, Russia and Asia. In addition to VTG AG, a to-
tal of 73 companies belong to the VTG Group. As of December
31, 2018, the VTG Group had 65 fully consolidated companies
in addition to VTG AG. Of these, 20 were in Germany and 45 in
other countries. Additionally, four foreign companies were con-
solidated using the equity method. Compared with December
31, 2017, the number of fully consolidated companies had there-
fore increased by one.
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Key control parameters

Key control parameters: Revenue and EBITDA

The key parameters to which the Executive Board refers for op-
erational management of the Group are revenue and EBITDA
(earnings before interest, taxes, depreciation and amortization).
These key control parameters are used both at Group level and in
all three operational divisions. Revenue is of central importance
because, particularly with respect to Railcar — the core operational
division - it reflects the profitability of the fleet. Moreover, due to
its connection to operating cash flow, EBITDA is a key parameter
for the management of the Group. This parameter is especially im-
portant because VTG finances its investments largely through its
operating cash flow.

Auxiliary control parameters

In addition to the key control parameters of revenue and EBITDA,
the Executive Board of VTG AG utilizes auxiliary control parame-
ters. These include, at divisional level, the EBITDA margin and, in
Railcar, fleet capacity utilization. At Group level, EBIT (earnings
before interest and taxes), EBT (earnings before taxes) and EPS
(earnings per share) are considered along with leverage and the
return on capital employed (ROCE).

Auxiliary control parameters at Group level: margins

In all three operational divisions, the EBITDA margin serves as
an auxiliary control parameter. In Railcar, the ratio of revenue to
EBITDA is considered. By contrast, in Rail Logistics and Tank
Container Logistics, the margin is calculated using gross profit,
as this is more suitable for the logistics business. Revenue in the
logistics divisions includes recharged freight costs that must be
subtracted when determining the margin for the individual divi-
sion. This gross profit is used as the basis for calculating the margin
and is considered in relation to EBITDA.

Railcar division: monitoring capacity utilization

In Railcar, the capacity utilization of the wagon fleet serves as an
important auxiliary control parameter. It is calculated by placing
the number of leased wagons in relation to the entire fleet and pro-
vides an indication of how efficiently the fleet is being used at any
given time of review. A high level of capacity utilization thus has a
positive impact on the earnings of the Group.

Auxiliary control parameters

at Group level: EBIT, EBT and EPS

At Group level, EBIT is also used to judge the profitability of op-
erations after investment in fleet maintenance. Another auxiliary
control parameter is EBT, which is used to determine the profit-
ability of VTG after accounting for financing costs. Furthermore,
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earnings per share (EPS) is also considered, as a measurement of
how profitable VTG is to shareholders. Unlike the key control pa-
rameters, revenue and EBITDA, these indicators are not used for
operational management of the Group. As a result, no forecasts are
drawn up for these indicators.

Monitoring leverage

VTG relies to a large extent on debt capital to finance its wagon
fleet. The Executive Board ensures that it keeps the Group’s lev-
erage at a level that is both reasonable for its business model and
typical for the market. This is measured as the ratio of net financial
debt to EBITDA, whereby net financial debt is calculated as finan-
cial liabilities plus pension provisions less cash and cash equiva-
lents.

Monitoring return on capital and cost of capital
Companies such as VTG must generate at least the cost of the
capital employed. This means that the ROCE (return on capital
employed) must be higher than the WACC (weighted average
cost of capital). In determining the return on investment, earnings
before interest and taxes (EBIT) adjusted to take account of one-
time items is placed in relation to the average capital employed. At
VTG, the cost of capital before taxes is calculated as the weighted
average cost of equity capital and external capital. Thus, for VTG,
the costs of equity capital result from risk-free interest and a market
risk premium, while the costs of external capital are determined on
the basis of current financing. A long-term analysis of the relation-
ship between ROCE and WACC is required to provide a reliable
indication of the profitability of the business. A short-term analysis
based on a period of one year would not do justice to VITG’s long-
term business model, particularly during and after strong periods
of investment.

Monthly reporting as a tool

The Executive Board of VTG has a comprehensive system of
monthly reporting at its disposal. Both key and auxiliary control
parameters are used in reporting. Additionally, the differences be-
tween targets and performance in relation to these parameters are
analyzed and their causes determined. VTG then uses these analy-
ses to draw up and implement corrective measures.
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CORPORATE MANAGEMENT

GROUP LEVEL

KEY CONTROL PARAMETERS
Revenue — EBITDA

AUXILIARY CONTROL PARAMETERS
EBIT — EBT — EPS — Leverage — ROCE

BUSINESS DIVISIONS

Railcar
EBITDA margin - Utilization

*Based on gross profit

RESEARCH AND DEVELOPMENT

Principles of research and development

VTG's system of strategic planning includes the estimation of fu-
ture demand for wagons and wagon types in its markets based on
long-term criteria. It then plans the development of the fleet and
bases its research, development and procurement policies on these
projections. To achieve the Group’s overarching aim of making the
railway even safer and more competitive compared with other car-
riers, VTG is focusing its research and development on the follow-
ing areas: digitization, noise reduction, increased safety, modular
wagon solutions, reduced logistics costs and the costs of the entire
product life cycle (e. g the cutting of operating costs through the
use of telematics and disc brakes). Moreover, the development of
a new wagon or individual components such as valves can also be
initiated by a specific customer request, which is followed up with
technical inspections and market and feasibility studies.

Technical innovation

In recent years, VTG has continuously expanded its research and
development activities and is now one of the industry’s innovation
leaders. Research on innovative wagons and components takes
place via the company’s own “innovation platform” This plat-
form comprises the Technical Innovations team, the Digitization
team, the Newbuild division and the engineers at the VI G-owned
Graaff wagon construction plant in Elze. Members of staff from
other divisions are also involved in these projects. The Graaff plant,
which has belonged to the VTG Group since 2008, is a fundamen-
tal element of the innovation platform. The company develops
and manufactures special-purpose wagons for VTG, in particular
high quality chemical tank wagons, powder and compressed gas
wagons. Batch production of valves also commenced a few years
ago. The entire Group benefits from the high level of technical
expertise, quality and reliability Graaff offers in the construction
of rail freight wagons. With this platform, ideas can be tested out
and brought to market with very short lead times. VTG also works
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Rail Logistics
EBITDA margin*

Tank Container Logistics
EBITDA margin*

closely with industry, universities and railway companies and plays
an active role in the Technical Innovation Committee for Rail
Freight Traffic (Technischer Innovationskreis Schienengiiterver-
kehr, TIS). A consortium of railway companies, wagon keepers,
suppliers and members of the scientific community is therefore
working together to produce innovative freight wagons that are
much more operationally efficient.

Since the end of 2016, the Technical Innovation Team and DB
Cargo have collaborated in the “Innovative Freight Wagons” pro-
ject, each developing two wagon types. VTG oversaw the design
and development of an innovative tank wagon and container wag-
on. Real-life testing of these wagons has been ongoing throughout
Europe since 2018. Initial indications are that these are quieter and
more energy- and cost-efficient than those currently in use. These
trials will be completed in 2019 and their findings will inform the
development of new standard production models. This project is
funded by the German Ministry of Transport. Improvements were
also made to a container wagon for the Swiss Federal Office for the
Environment (FOEN) to achieve better noise behavior, running
dynamics, weight and maintenance costs. This project will also be
completed in 2019 with measurement tests.

Digitization

With a comprehensive strategy for digitization, VTG has laid the
foundation for digital services in the industry. The Digitization
department is responsible for implementing this strategy. The
emphasis is on digitizing the entire European wagon fleet and
building on this to develop new services and business models. The
digitized freight wagons support the new VTG-Connect service.
This service includes the provision of location and event data for
the wagons fitted with the system. This will make logistics and
maintenance processes faster, smoother and more efficient in the
future. To achieve this, VTG is also working with innovative start-
ups who are developing new tools and models for monitoring and
analytics. Additional sensors that provide readings on the condi-
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tion of the wagon and the goods are being developed jointly with
suppliers. These are to be integrated into the existing system in the
next few years.

In the last financial year, a further 12,000 wagons were fitted with
the VTG-Connector telematics system, taking the number of dig-
itized wagons to 20,000 at year-end 2018. The rest of VT'G’s Euro-
pean wagon fleet is set to follow suit in the next two years. The tele-
matics modules and the IT back-end infrastructure that supports
the system are being continuously developed. Numerous proof-of-
concept projects were also carried out in 2018. These involved data
networking and the design of innovative processes to explore new
pathways for digital business. One area of exploration was the pre-
diction of optimum wagon maintenance times based on fleet sta-
tus readings from IoT sensors. There was also a continued focus on
smartphone applications and digital tools for fleet management.

Employees

Number of employees rises slightly

As of December 31, 2018, the VTG Group had 1,626 employees
(previous year: 1,527). Of these, 1,122 were employed in Germa-
ny (previous year: 1,048) and 504 in other countries (previous
year: 479). The number of blue-collar workers stood at 407 (pre-
vious year: 398), almost all of whom were employed in the repair
and manufacturing facilities. The number of white-collar workers
was 1,144 (previous year: 1,069). Additionally, VTG employed
75 trainees as of December 31, 2018 (previous year: 60). This in-
crease in the number of employees in the Group is attributable to
the acquisition of the Nacco Group and the expansion of the mo-
bile maintenance service as scheduled.

EMPLOYEES BY DIVISIONS

VTG remains an attractive employer

Demographic and economic trends have increased the cost of
recruiting new staff. This applies both to the use of the commu-
nication channels required to reach candidates and the interval
until posts are actually filled, particularly in segments where de-
mand for candidates is very high. Overall, VTG has continued to
attract and retain suitable candidates due to its good positioning
and reputation in the market along with the professional image
it puts forward to candidates at interview. VTG benefits from its
professional recruitment methods, its sound economic profile and
the appeal of its business model within the rail and international
logistics setting.

VTG continues to emphasize training

VTG continues to place importance on fostering the talents of
young people. It therefore offers a range of traditional traineeships
to qualify for such occupations as construction mechanic, plant
mechanic, forwarding and logistics agent, industrial sales manag-
er or IT specialist. VTG also collaborates with three universities,
educating and training new employees via work-and-study pro-
grams in business administration, industrial engineering, logistics
management, business informatics and design engineering. VTG
also maintains contact with other universities, with VTG staff giv-
ing lectures and overseeing bachelor and master’s theses as well as
student placements. Graduates enter either via trainee programs in
sales or technology or via the traditional direct entry route. In the
year under review, VTG did not simply maintain its high level of
training input but in fact stepped it up slightly.
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Thinking ahead in HR development

In terms of human resources, VTG sees a strategic approach to the
development of employees and managers as key. The measures be-
ing implemented in this area center on strengthening organization-
al performance and employee commitment and further heighten-
ing our appeal as an employer. In essence, this means ensuring that
VTG remains competitive in the face of an increasing shortage of
skilled workers. This is to be achieved with targeted career devel-
opment measures that are appropriate in terms of type and level of
qualification and appointment of staff in accordance with require-
ments. To this end, VTG uses appropriate tools to evaluate perfor-
mance and identify and nurture the existing potential of specialist
and management staff. After evaluation, the findings are used to
draw up individually tailored measures to foster and develop this
potential. These measures can be in-house - in the form of project
assignments, additional responsibilities and assignments abroad —
and external, in the form of training seminars, e-learning or coach-
ing. Furthermore, in 2018, VTG established a new, fully revised
strategic succession plan. In 2018, HR also concentrated its efforts
on managers as a group. In addition to the annual Leadership Ex-
cellence program for mid-level managers, there was also a program
for upper management. For the first time, those making the transi-
tion to management had additional e-learning support for the first
100 days in their new role.

Pre-emptive rights

As previously, there are no pre-emptive rights or stock options for
either directors or members of staff.
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QUALITY, SAFETY AND
THE ENVIRONMENT

Since 2015, the Quality, Occupational Health and Safety, Hazard-
ous Goods, Energy and Safety & Environment (QSHE) divisions
ofthe VTG Group have been centralized in one location. With em-
ployees from these different divisions now within one central divi-
sion, expertise is now pooled, and synergies are being harnessed.
This enables staff to provide more targeted, flexible support to all
business divisions and means that staff can also be assigned to im-
plementing further systems.

Quality and safety

Merging of quality and safety management systems

In 2018, VTG successfully continued the process of merging the
quality and safety management systems of the European Railcar,
Rail Logistics and Tank Container Logistics divisions. By means
of audits, the authorized certification body checked all existing
management systems (ISO 9001:2015, ISO 27001:2013, 1SO
50001:2011, ECM EU 445/2011, GMP+B4 and waste disposal)
and certified these as complying with the requirements.

The merging of these management systems unifies and streamlines
them and greatly strengthens the learning organization approach.
By significantly reducing audit expenses, it has also brought finan-
cial savings and has as a matter of course also spared resources.

Safety certification for VTG railway company Retrack

In an audit of several days’ duration conducted by the German Fed-
eral Railway Authority, the safety management system of Retrack,
the railway company of VTG Rail Logistics, was again reviewed in
accordance with the requirements of EU Directive 2016/798. As
a result, Retrack received safety certification in accordance with
Section 7a (2) of the German General Railway Act. Retrack thus
continues to be entitled to participate in international rail traffic. In
a further step, on May 8, 2018, Retrack also received safety certifi-
cation for Austria from the Austrian Ministry of Transport, Inno-
vation and Technology.

Data protection and information security

The protection of information and data is becoming increasingly
important. The issuing of ISO 27001:2013 certification by the cer-
tification body serves as confirmation of the availability, confiden-
tiality and integrity not only of IT-supported information but of
information beyond this.

To comply with and implement the new General Data Protection
Regulation (GDPR), around 1,000 processing directories were
created and operationalized to ensure that VTG will continue to
handle sensitive data of employees, customers and other stake-
holders in accordance with regulations.



Audits - identifying potential for improvement

In the last financial year, as in previous years, the Group was subject
to systematic audits and assessments in all divisions. These were
performed by the authorized certification bodies in accordance
with a range of specifications, for example ISO 9001:2015 Qual-
ity Management, ISO 27001:2013 Information Security, ISO
50001:2011 Energy Management, EU 445/2011 ECM and GMP+
B4 Animal Feed and Waste Disposal. The findings again confirm
the very high quality and safety of the equipment in use and the
accompanying processes and services.

Further advances in occupational health and safety
Health and safety at work has long been a priority at VTG and
therefore occupies a central position in the Group’s corporate pol-
icy and values. For this reason, VTG has introduced a safety initi-
ative for all divisions to further reduce the number of accidents at
work and the associated downtime. This is another important step
toward increasing awareness of this issue and further reducing the
severity of accidents at work.

The environment

Action to reduce energy consumption

Protecting the environment is a key element of VTG’s corporate
policy. VTG is ensuring and supporting full compliance with en-
vironmental regulations by using resources sparingly and imple-
menting specific education and training initiatives. These initia-
tives raise employees’ awareness about these issues and enhance
their professional and personal skills.

The VTG Group has a Europe-wide, ISO 50001-certified energy
management system for measuring and reducing its energy con-
sumption. The information this system delivers is used to monitor
key energy parameters and to determine any further action that
can be taken to save energy.
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Report on the

~ _Economic Position

GENERAL ENVIRONMENT

Macroeconomic environment

Political uncertainty impacts global economy

The year got off to a good start for the global economy. Over
the course of the year, however, the mood became increasingly
gloomy. The escalating trade conflict between the US and China
and uncertainty surrounding the UK’s exit from the EU led to a
slowing of economic momentum. The IMF therefore made slight
revisions to its initially optimistic growth forecasts for 2018. The
global economy is expected to have grown by 3.7 % in 2018, fol-
lowing higher growth of 3.8 % in the previous year. In Europe and
Asia in particular, the economy cooled noticeably. Meanwhile, the
US economy saw even stronger growth in 2018 than in the previ-
ous year.

Growth in Europe weakens

Economic output in the eurozone rose again in 2018. This was the
fifth consecutive year of growth in the eurozone, although the pace
slowed increasingly in 2018. In Germany, the automotive indus-
try had problems with registering vehicles as a result of the new
WLPT emissions test and faced supply bottlenecks because of low
river levels. These factors led to stagnation in economic output in
the second half of the year. Nevertheless, for the year as a whole,
Germany recorded economic growth of 1.5 %, following growth of
2.5% in the previous year. Despite 