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At a Glance

Highlights from Fiscal Year 2018

+ Group sales increase 50.1% to € 187.4 million (prior year: € 124.8 million)
» EBITDA up 104.5% to € 30.3 million (prior year: € 14.8 million)

* EBIT increases 173.9% to € 14.8 million (prior year: € 5.4 million)

» Revenue 2019 from € 230 to € 240 million expected with an EBIT margin of around 8%

Group Key Figures (IFRS)

In € thousands/as indicated Jan. 1 to Jan. 1to Change Oct. 1 to Oct. 1 to Change
Dec. 31, 2018 Dec. 31, 2017 in%  Dec. 31,2018 Dec. 31, 2017 in %

Revenue 187,383 124,823 50.1 68.576 40,078 711
EBITDA 30,290 14,810 104.5 13,118 2,215 492.4
EBITDA margin in % 16.2 1.9 n/a 19.1 55 n/a
EBIT 14,832 5,415 173.9 7,144 =117 n/a
EBIT margin in % 7.9 43 n/a 10.4 -1.8 n/a
Group result 3,365 -3,968 n/a 1,405 -6,170 n/a
Earnings per share in € 0.52 -0.30 n/a 0.24 -0.82 n/a
Investments (CAPEX)' 48,805 21,802 123.9 23,889 24,269 -1.6
Operating cash flow -53,475 -9,967 436.5 -18,118 13,273 36.5
Free cash flow? -102,280 -31,769 221.9 -42,007 -37,542 1.9
In € thousands/as indicated Dec. 31, 2018 Dec. 31, 2017 Change Dec. 31,2018 Sep. 30, 2018 Change
in % in %

Total assets 362,293 307,956 17.6 362,293 309,149 17.2
Equity 177,799 175,969 1.0 177,799 174,364 2.0
Equity ratio in % 49.1 57.1 n/a 49.1 56.4 n/a
Free liquidity 48,926 166,826 -70.7 48,926 73,517 -334
Interest bearing liabilities 110,636 86,336 28.1 110,636 95,564 15.8
Net debt? 61,710 -80,490 n/a 61,710 22,047 179.9
Employees* 1,032 678 52.2 1,032 847 21.8

Share

Dec. 31, 2018 Dec. 31, 2017 Change Dec. 31, 2018 Sep. 30, 2018 Change

Xetra closing price in € 17.48 78.68 -77.8% 17.48 37.35 -53.2%
Number of shares outstanding 4,526,266 4,526,266 0.0% 4,526,266 4,526,266 0.0%
Market capitalization in € million 79.1 356.1 -277.0 79.1 169.1 -90.0

1 CAPEX = Investments in property, plant and equipment + investments in intangible assets
2 Free cash flow = Operating cash flow — Investments (CAPEX)
3 Net debt = interest bearing liabilities — free liquidity

4 Plus 107 temporary employees (December 31, 2017: 130; September 30, 2018: 88)
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LETTER FROM THE MANAGEMENT BOARD

Letter from the Management Board

DEAR SHAREHOLDERS, CUSTOMERS,

BUSINESS PARTNERS AND EMPLOYEES,

Last year we once again boosted the pace of our
growth, as was previously announced. We increased our
Group revenue by 50% to around € 187 million and our
EBIT by 100% to around € 15 million. Our EBIT margin is
7.9%. We have thus fully matched our forecast, which we
most recently updated on August 21, 2018, and have ful-
filled the capital market's expectations.

The past fiscal year was defined by growth and integra-
tion. With these goals in mind, we once again made a
series of far-reaching decisions and initiated related
measures. Thanks to the company’s transformation into
a limited liability company and partnership limited by
shares (GmbH & Co. KGaA), the continued expansion of
its top management team, its successful acquisitions
and its latest innovative new product developments, pa-
ragon is now better placed to face the future. This was
our top priority in view of the revolutionary changes
afoot in the automotive value chain. Within our Electro-
nics operating segment, Interior (which combines
Acoustics and Cockpit) and Digital Assistance have been
established as new units. At the same time, we have laid
the foundations so that in the future we will be able to
operate even more effectively as a system provider in
our rapidly growing market segments.

Our tried-and-tested business model is based on our in-
dependent development of product innovations in the
following fields of innovation: shared mobility, connecti-
vity, e-mobility, autonomous driving, digital assistance
and emission control. We are thus making a lasting im-
provement to the driving experience of tomorrow. The
latest product innovations that we presented at the
Consumer Electronics Show in Las Vegas at the start of
this year met with strong interest from visitors. Potential

end customers were able to try out these innovations for
themselves in our specially developed driving simulator.
Over the remainder of the year, we will pursue targeted
marketing activities through various communication
channels in order to support our growth trajectory.

The year’s many highlights certainly include our entry in-
to the field of voice-controlled interactive solutions and
digital services through our acquisition of SemVox. This
is a relatively young market segment of the automotive
sector that is set to enjoy particularly strong growth over
the next few years thanks to artificial intelligence and
machine learning. Several German car manufacturers
are already integrating SemVox's platform into series
production for their own systems, and further model se-
ries with millions of units will be added over the course
of the year.

Nonetheless, the increasingly difficult capital market en-
vironment — which was even tougher in the automotive
sector due to various profit warnings from other compa-
nies in the second half of the year — has significantly in-
creased the level of uncertainty on the part of investors.
In addition to volatile trading, geopolitical risks and
the uncertainty about the impact of U.S. trade policy on
the world economy, the change in the U.S. yield curve
in particular was seen as indicating an impending
slowdown in the real economy.

Despite the company’s independent business model,
which clearly differs from that of other automotive sup-
pliers, the paragon share was unable to remain immune
in the face of this negative overall trend. It should be
borne in mind here that a valuation of the company ba-
sed on relative financial ratios does not accurately re-
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present paragon’s considerable future potential in its
current growth phase. Accordingly, the operational pro-
gress we have made in implementing our growth strate-
gy should also always be taken into consideration, and
we regularly report on this in our publications. During
the development phase of our new business units, this is
naturally placing a strain on our working capital and re-
sulting in a negative free cash inflow. Within the scope
of our forward-looking investment and liquidity plan-
ning, we ensure that we use available cash and cash
equivalents where this promises the greatest possible
leverage for our future company growth. We generally
use the broad spectrum of available instruments for fi-
nancing purposes without diluting the shares held by
existing investors. Against this background, in October
we also opposed the taking up of another corporate
bond. The conditions that could be realized on the capi-
tal market at the time were not acceptable from our
point of view.

Our corporate management strategy serves the primary
goal of a long-term increase in our enterprise value. The
family context in which we have made business decisi-
ons for some decades now affords us the necessary sco-
pe for this. In our view, the fact that our medium-sized
company is family-oriented but also publicly traded is a
key ingredient of our success.

The Voltabox subgroup also performed very well in the
past year and fully achieved its goals, with a 145% in-
crease in revenue to around € 67 million and even ex-
ceeded its target EBIT margin, at 8.4%.

In the 2018 fiscal year, we passed the threshold of 1,000
employees in the paragon Group. These employees are
distributed across 10 German and two foreign sites (in
Austin, Texas, USA, and in Kunshan, China). We have
thus now reached a size that our increasing need for
space necessitates physical structural changes. By mid-
2020, around 500 employees at our Delbriick location
will have begun to work at the newly built Hagen busi-
ness park. On the site of a former furniture factory that
covers almost 17 soccer pitches, an extensive new buil-
ding project that will gradually provide more space for
our planned expansion is currently underway. In April,
Artega GmbH — which is not part of the paragon Group
— will begin to produce its “Microlino” small electric car
at this site; the Microlino uses batteries from Voltabox,
among others. In late 2019, paragon movasys GmbH will
then move into a new building, followed by Voltabox AG
and, finally, paragon GmbH & Co. KGaA with a new
headquarters.

All of us at paragon once again have a lot of plans for
the current fiscal year. For our Electronics and Mecha-
nics automotive operating segments, we expect the cur-
rent market trends to remain largely as they are. For this
year, that will mean weak global growth in overall terms
in the sales market for cars. However, the premium seg-
ment of major German automotive manufacturers that
paragon caters to will once again outperform this trend.
Our pace of growth will therefore also once again out-
strip the market as a whole. With our specific pro-
duct/customer mix, we consider ourselves to have an
outstanding market position to achieve this. As well as
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increasing e-mobility, we see digitization, artificial intelli-
gence and networked and automated driving in particu-
lar as the key factors driving the growth of the automo-
tive market. We are very well positioned for this and in
this connection we would like to expressly thank Dr. Ste-
fan Schwehr, who leaves the management as planned
on March 31, 2019 after 5 years in order to devote him-
self to managing his own entrepreneurial activities in the
home hi-fi area as a managing partner of audionet
GmbH. While Dr. Schwehr was initially instrumental in
shaping the product offensive for the IAA 2015 and the
introduction of modern, agile methods in leadership
and product development, he subsequently concentra-
ted on paragon's digitization strategy. Most recently, Dr.
Schwehr ensured the smooth integration of SemVox
GmbH into the paragon group.

For the Electromobility operating segment, we expect
market growth of around 12% in the submarkets served
by Voltabox. With a revenue forecast of between € 105
and 115 million and an EBIT margin between 8% and 9%,
Voltabox will therefore once again achieve particularly
strong growth.

Accordingly, we envisage a Group revenue figure of bet-
ween € 230 and 240 million, which will again be subject
to the normal seasonal fluctuations at Voltabox in the
current year. We envisage an EBIT margin of around 8%
at Group level, in line with our goal of profitable growth.

We would like to take this opportunity to thank all our
employees for their outstanding work and our business
partners, customers and shareholders for their trust.

Wi Vv Tallns SFstlotaocee Soloe i

Klaus Dieter Frers

Chairman

Dr. Matthias Schollmann

Dr. Stefan Schwehr
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INTERVIEW WITH THE MANAGEMENT BOARD

Integration and growth —
Interview With the Management Board

Dr. Matthias Schollmann, Klaus Dieter Frers, Dr. Stefan Schwehr (from left to right)

Mr. Frers, Dr. Schollmann, Dr. Schwehr, you have set
new records in the company's 30th anniversary year —
from your point of view, what were the greatest achie-
vements?

Frers: Following the crucial decisions we made in 2017 —
| hardly need to mention the extremely successful IPO of
our subsidiary Voltabox, our emergence as the world
market leader for body kinematics through our acquisi-

tion of HS Genion GmbH and our successful € 50 million
bond issue — with revenue growth of 50%, 2018 proved
that we can achieve profitable growth even in a political-
ly and economically challenging environment.

We say what we do, and we do what we say. In the end,
reliability and long-term planning pay off. In 2018, we al-
so adjusted our corporate structure in line with our
growth; this is a process that we will bring to fruition in
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2019, thus further enhancing our external transparency.
— | am really proud of the fact that we have opened the
gateway to the digital automotive world through our
acquisition of 82% of the shares in SemVox GmbH. We
could not be better positioned to face the challenges
the future has to offer.

To date, the Electronics operating segment has im-
pressively represented paragon’s long-standing core
business. What is the purpose of changing how the
business units are structured?

Frers: The merger of the Acoustics and Cockpit units
made sense; these two units had long since been pur-
suing joint development projects. Their activities were
increasingly converging from a product point of view,
and their combined form as the Interior unit clearly de-
monstrates where all of this will end up: the in-car hu-
man-machine interface that utilizes all of the human
senses. And since our acquisition of SemVox, this inclu-
des the use of artificial intelligence and machine lear-
ning. All of our previous digital activities, such as cloud-
based services, have now been integrated within
paragon semvox.

The acquisition of SemVox was already something of a
paradigm shift for paragon, as a specialist for the auto-
mated production of electronic components and sys-
tems. This demonstrated that you are responding to
the fundamental changes in the automotive value
chain. But considering its origins as a project at the
German Research Center for Artificial Intelligence, you
are faced with a different business culture here as well
as different operational processes and revenue mo-
dels. How will you ensure the optimal integration of
SemVox within the paragon Group?

Dr. Schwehr: For one thing, paragon semvox is now a
proven partner of the automotive industry and is thus
accustomed to the same processes and workflows that
paragon’s products undergo as part of series develop-
ment. This common ground is an important aspect of
the integration process.

And, right from the beginning, we have emphasized
close integration with the Interior operating segment,

which was established at the same time and in which our
previous Acoustics and Cockpit units have now been in-
corporated as departments. Thanks to this measure, pa-
ragon semvox products can already be integrated within
the electronics platforms of our Interior unit. This enab-
les us to create further added value for the paragon
portfolio.

This integration will be pursued even further through a
new joint site in Limbach (Saarland) as well as our first
joint projects, such as the voice-enabled assistant “Ed-
win” that we presented at the CES in Las Vegas at the
start of the year.

In the Mechanics operating segment, the enormous
rate of growth year-on-year is striking. What role will
your acquisition of HS Genion in late 2017 play in the
future, and are you satisfied with its integration so far?

Dr. Schéllmann: paragon movasys — in which we have
combined the existing activities of our Body Kinematics
unit and those of our acquisition HS Genion — is playing
an prominent role in the paragon Group as a whole. The
automotive sector's dynamic revenue growth has been
strongly driven by the series launches of new product
generations at paragon movasys.

Despite the integration activities that are unfolding at
the same time, our strong focus on the quality of the
launch process meant that we were able to ensure the
successful completion of all of the production launches
that were scheduled for the past year. We also success-
fully acquired new customers. For instance, paragon
movasys has already produced sliding door modules for
autonomous taxis and minibuses in small tranches.

All'in all, with its growing product portfolio, the Body Ki-
nematics unit has thus contributed not only to safety
and energy efficiency but also to the major growth mar-
ket of autonomous driving.

What can we expect for the future development of
paragon movasys? Do you already have concrete plans
here, and what has happened to the one-off expenses
in 2017 you intended to pass on to customers last
year?
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Dr. Schollmann: The introduction of our proven para-
gon processes at movasys in Landsberg am Lech, in or-
der to safeguard quality and productivity levels, did re-
quire some initial effort, certainly also from a financial
point of view. We are also introducing our new ERP sys-
tem throughout our Group. Further important series
launches in the first half of the current year will tie up
movasys's resources. Aside from this, we are focusing on
attracting profitable new business through our marke-
ting activities. We are keeping a very close eye on the
rapidly growing market segment of the new automotive
manufacturers.

In view of the increased expenditure | mentioned before,
at the end of the past year we agreed a solution with our
customers; one-off payments and higher prices for parts
are one aspect of this.

Does that mean that the Group will undergo further
changes to its structure, like through acquisitions or
spin-offs? Or will you follow the automotive industry
trend of increased cooperation?

Frers: We have always successfully combined in-house
development, targeted acquisitions and promising part-
nerships. None of that will change. In 2019, there will
certainly once again be some interesting news in terms
of our cooperation with other companies, to facilitate
new product development.

Acquisitions are less of a focus for our Group at the mo-
ment; we are concentrating on the integration and con-
solidation of our most recent purchases, even though
our eyes and ears are always open. And we are conside-
ring whether our Group structure requires any further
improvements, due to our enormous growth spurt.

Looking back, was your decision to take Voltabox pu-
blic as an independent company the right decision?
Judging by the share price trend, some of the initial
euphoria seems to have dissipated.

Frers: Of course it was the right thing to do — Voltabox
has acquired the resources it needs to take advantage of
the enormous market opportunities and to achieve ra-
pid growth. But this move has also paid off for paragon.

For one thing, thanks to the direct inflow of funds and,
for another, due to the disclosure of the value of its 60%
stake in Voltabox.

Both companies have performed in line with their fore-
casts. | can only assume that the share price trend in the
past fiscal year for paragon and Voltabox did not reflect
these companies’ actual business situation or their pro-
spects and was instead shaped by external factors. We
have already addressed this in detail in our financial re-
porting in the second half of the year.

Looking at the further increase in our order backlog and
the continuation of our profitable growth, sooner or la-
ter the capital markets can be expected to realize that a
generalized risk assessment for an entire industry is ina-
dequate and this will give way to a plausible market ca-
pitalization.

This year you appeared at the Consumer Electronics
Show in Las Vegas for the first time, with your own
stand. What were your reasons for this, and what im-
pressions have you brought back home with you?

Dr. Schollmann: That was actually a very logical step.
We had already made the key decisions in this respect
last year, with our acquisitions as well as through the re-
organization of our units. The increased capacity of the
paragon Group now needs to become visible externally.

Together with our Voltabox subsidiary, we had a lot of
new things to present. Some of them, such as our voice-
enabled assistant “Edwin,” our belt monitoring system
“Seat Belt Observer” and our vital data registration sys-
tem were genuine world premieres. We are not only
supporting the automotive megatrends of digitization,
CO, reduction, increased comfort and urbanization
which are relevant for us here; in some cases we are
even making our own contributions to these mega-
trends. The great feedback our stand received demons-
trates that our latest product developments are highly
attractive for consumers. The audience paid our innova-
tions just as much attention as products developed by
much larger suppliers.
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That sounds promising! How much progress have you
made in the development of concrete products, and
when do you expect them to start contributing to futu-
re revenue growth?

Dr. Schollmann: Our appearance at CES — which was a
complete success for us —wasn't so much a sales event
from our point of view. Instead, we aimed to demonstra-
te paragon’s capacity for innovation. We held many ex-
tensive, binding discussions and have already identified
several concrete new strategies that we now intend to
pursue.

To give you just a few examples: This includes the deve-
lopment of our voice-operated assistant for an existing
customer, the use of “Edwin” in the field of agricultural
machinery and the development of an air quality map
for a German automotive manufacturer where our sen-
sors make it possible to measure roadside air quality in
real time. We also held follow-up discussions on how to
integrate the perfect speaker within existing vehicle ar-
chitectures.

What is the current situation in terms of data sover-
eignty and security for the data your systems will ge-
nerate in the future? — Are there any tasks yet to be re-
solved here before your products actually hit the road?

Dr. Schwehr: Not at all. In fact, that is precisely the
charm of paragon semvox's products. They can be im-
mediately combined with the electronics platforms in
paragon’s Interior unit, and data security is already gua-
ranteed by design thanks to our collaboration with au-
tomotive manufacturers.

paragon semvox also provides the infrastructure for se-
cure cloud computing by hosting its own servers in Ger-
many — that is, our own cloud! As Dr. Schéllmann just
mentioned, this also enables us to tackle new data-ba-
sed services. Our air quality map is just the start of an
entirely new product line that will be based on the data
measured by paragon’s sensors.

Unlike in previous years, paragon’s share price trend
was unsatisfactory — the company’s stock market value
has fallen by € 277 million, after having risen by € 169
million in the prior year. At the same time, last year you
invested around € 73.4 million in total in property,
plant and equipment, intangible assets as well as
acquisitions of companies in order to achieve even

faster future growth. How do you account for this
discrepancy?

Frers: As | mentioned earlier, the capital market in 2018
reacted to various political and macroeconomic challen-
ges as well as industry-specific challenges through con-
siderable reductions in value — without giving any consi-
deration to the companies that are unaffected or only
marginally affected by these challenges.

Fear gained the upper hand, obscuring the successful
performance of companies like paragon and Voltabox.
We are certainly not alone in that. It would be a mistake
to react to this now by adjusting our strategy. On behalf
of all of our stakeholders, we must do what is necessary
and appropriate for our company’s long-term develop-
ment rather than follow the short-term ups and downs
of share prices. In the medium and long term, investors
with a long-term focus will benefit from this.

What should your shareholders expect to see, in con-
crete terms, in 2019? Which alternative forms of finan-
cing will you adopt, and what will your free cash flow
look like at the end of the year?

Frers: 2019 will be defined by the integration and con-
solidation of our acquisitions as well as our leveraging of
income potential, alongside continuing strong growth.
Following a revenue increase of 50% in 2018, we intend
to achieve further growth of around 25%, which all of
our operating segments and units will contribute to. We
are thus likely to finally pull ahead of the general indus-
try forecasts that are currently being reported in the me-
dia. With our current EBIT margin forecast of 8%, we will
demonstrate that we can significantly grow our business
while increasing our results in line with this trend.

We will continue to utilize the opportunities offered by
the capital market that we consider to be lucrative for
paragon. This was not the case at the time of the bond
issue we had planned for 2018, and our firm “no, thank
you" to what the market offered us at that time was cer-
tainly a sign of our strength. Once the financial markets
settle down again in 2019, we can take another look at
things. In terms of the paragon Group's free cash flow at
the end of the year, we currently expect this to improve
significantly.

The capital market is likely to respond favorably to
that. Your new forecast impressively demonstrates
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your uninterrupted business momentum. What is the
basis for your revenue forecast, and what concrete
measures do you envisage in order to achieve your in-
come target?

Frers: All operating segments are expected to contribu-
te to this growth. In the Electronics segment, the Sensors
and Digital Assistance business units deserve special
mention. However, Voltabox will again contribute dis-
proportionately to growth in the electromobility seg-
ment. In all of our company’s fields, we are leveraging
cost potential by means of ongoing rationalization, au-
tomation and, for a few years now, via cost-cutting pro-
grams. We have once again stepped up the goals for
our cost-cutting program in 2019; we have approved
dozens of individual measures and our controlling de-
partment is monitoring these closely from a timing point
of view, within the scope of our target/actual budget
comparison process. Responsible use of resources while
securing strong growth offers enormous potential,
which we intend to consistently exploit.

13

Last year, you outlined your vision for the paragon
Group at the start of the new decade. Have you been
able to implement any of this yet?

Frers: Our vision is more up-to-date than ever, and we
have taken a major step forward on our path in this di-
rection. Our units ideally cover our customers’ current
and future needs, which are derived from the mega-
trends of relevance for the automotive sector: urbaniza-
tion, digitization, CO, reduction and increasing comfort
requirements.

Our evolution toward a system focus can be felt and
seen in each of our five units. Our acquisitions fit per-
fectly with this strategy and enhance it. Not only is para-
gon defining and shaping the mobility transformation, it
is also increasingly profiting from it.

Mr. Frers, Dr. Schoéllmann, Dr. Schwehr, thank you very
much for the insightful conversation. We wish you and
your employees at paragon all the best and every suc-
cess in your further activities shaping the company’s
future.
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Investor Relations at paragon

Capital Market Environment

Despite the absence of a year-end rally in 2017, medium
term-oriented investors in particular began the first
quarter of 2018 with an optimistic attitude. This quickly
deteriorated, however, due to profit-taking. Although
the DAX recorded a new all-time high in January, fear of
an adjustment increased among investors. This was sup-
ported by the implicit announcement of the U.S. Federal
Reserve to raise the key interest rates in March. This was
followed at the beginning of February by the biggest
positive change in sentiment since October 2012, which
led to renewed profit-taking, especially among interna-
tional investors. In the subsequent consolidation phase
with falling prices, only private investors were on the
buyer’s side. This trend intensified in March with increas-
ing volatility.

Following a rather moderate start to the year, overall
economic activity expanded strongly as macroeconomic
capacity utilization in the second quarter increased. By
contrast, however, growth prospects declined. The
greatest economic risk for the international financial
markets stemmed from a possible slowdown in eco-
nomic activity in conjunction with a rise in prices result-
ing from a tightening of the hegemonic U.S. trade poli-
cy. The sharp rise in interest rates since the beginning of
the year and the growing interest rate differential be-
tween U.S. government securities and German govern-
ment securities were also of particular importance.
While private investors were still on the buyer side dur-
ing the consolidation phase on the German stock mar-
ket at the end of the first quarter, the Frankfurt Senti-
ment Index for this group fell to 0 at the beginning of
the second quarter, while medium term-oriented insti-
tutional investors were again cautiously optimistic after
the profit-taking in the previous quarter. As the second
quarter continued, concerns about a sustained correc-
tion of the stock markets predominated among both in-
vestor groups, not least because of the increasing
geopolitical risk of U.S. policy regarding the nuclear
treaty with Iran and disappointing Purchasing Manager
Index figures in the eurozone. While the sentiment indi-

cator turned negative and institutional investors were
increasingly short selling, private investors hardly react-
ed. However, their sentiment continued to deteriorate —
reaching the greatest level of pessimism in nearly five
years. At the end of the second quarter, the U.S. admin-
istration’s newly announced punitive tariffs on car im-
ports from the EU to the U.S. contributed to a further
deterioration in sentiment. Stocks in the automotive
sector were particularly affected.

While sentiment initially improved slightly on the Ger-
man stock market at the start of the third quarter and
German investors closed out short positions, institution-
al investors exploited the market environment in order
to take profits. However, negative market sentiment
continued to predominate among private investors. As a
result, no clear trend emerged on the market. In the
end, private investors increased their short positions
again. Halfway through the quarter, this group of in-
vestors then exploited the DAX's sideways movement in
order to exit their short positions while avoiding losses.
Private investors subsequently switched to the buyer
side, while institutional investors increasingly sold off
their stocks. The leading indices suffered a significant
decline in early September, without this prompting pur-
chasing on the part of the active traders among the in-
stitutional players. Accordingly, the bear camp — meas-
ured in terms of sentiment on the Frankfurt Stock
Exchange — increased by more than a third. At the end
of the quarter, private investors especially were once
again bullish, while international institutional investors
continued to reallocate their investments to the USA
and significantly expanded their short positions in Ger-
man stocks. At the same time, profits were taken so as to
be able to reinvest at a lower level amid an anticipated
sideways trend. On the other hand, private investors
were increasingly optimistic and did not engage in prof-
it-taking. In the third quarter, the automotive sector was
particularly badly affected by speculation over the im-
pact of American trade policy as well as increased profit
warnings from manufacturers and various suppliers.

At the start of the fourth quarter, the news environment
was increasingly negative. Institutional investors initially
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tried to improve their previous performance in the exist-
ing sideways movement against the price trend. Howev-
er, a clear shift in sentiment toward the bearish camp
was already apparent in the second half of October. The
high market volatility was demonstrated by the immedi-
ate subsequent recovery with large-scale purchases of
German blue chips. After the U.S. midterm elections in
early November, in which the Democrats regained the
majority in the House of Representatives, the optimism
of professional investors even jumped to a two-year
high. At the beginning of December, the mood wors-
ened again drastically. In addition to geopolitical risks
and the uncertainty about the global economic impact
of U.S. trade policy, the change in the U.S. yield curve
was particularly seen as an indicator of a looming weak-
ening in the real economy. As of mid-December, institu-
tional investors were still making purchases to improve
their performance over the year as a whole, while pri-
vate investors stood by their commitments despite
heavy paper losses in some cases.

On balance, the final sentiment poll of the past year pro-
vided a mixed picture for institutional and private in-
vestors. While in absolute terms private investors were
marginally optimistic, over the year as a whole their sen-

Performance of paragon share

= Daragon
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timent should be characterized as relative pessimism.
On the other hand, slight optimism was apparent on the
part of institutional investors, at least temporarily. How-
ever, year-end profit-taking was seen as a burden on
the entire market in the absence of foreign demand. As
a result, market participants suffered their first year of
losses since 2011.

Share: Share Price Performance
and Trading Volume

The price trend of the paragon share in the past fiscal
year was disproportionately affected by the increasingly
difficult market environment and, for the first time since
early 2016, influenced by negative overall momentum.
With an Xetra closing price of € 17.48 as of the reporting
date (prior year: € 78.68), the share price fell by 77.8%
over the course of the year (prior year: price increase of
89.5%). This corresponds to a decrease in the company's
stock market value of around € 277.0 million (prior year:
increase of € 168.1 million).

TecDAX  wmmmm SDAX wsmmm DAX  msssm SXAP

GmbH & Co. KGaA

140%
120%
100%
80%
60%
40%
20%

0%
q\,@'\« ,?909\% RS

,\'],\q’ Q'\\ ,,)\'\



16 | PARAGON GMBH & CO. KGAA ANNUAL REPORT 2018

Most of the German stock indices concluded the first
quarter with losses (DAX -6.4%, SDAX 0.3%, TecDAX -
1.4%). However, the STOXX Europe 600 Automobiles &
Parts (SXAP) index, which lists the most important Euro-
pean automotive stocks, posted slight growth of 2.0%.
In the first three months of the year, the paragon share
was unable to remain immune in the face of this gener-
ally weak market environment, with a decline in value of
13.8%. Starting from an initial price of € 78.68, the high
of € 82.90 was reached at the end of January, while the
low of € 67.70 was reached at the end of March. The
quarter ultimately ended at a price of € 67.80. This cor-
responds to a stock market value for the company of
around € 306.9 million as of this reporting date and a
first-quarter decrease in its stock market value of rough-
ly € 49.2 million.

The second quarter saw a mixed picture among the
most important German stock indices. While the broad
DAX was up slightly by 1.7% and the SDAX by 0.2%, the
TecDAX was comparatively robust at 7.9%. However, at -
12.7% the performance of the STOXX Europe 600 Auto-
mobiles & Parts (SXAP) already clearly reflected the gen-
erally poor trend in the automotive sector. With a price
trend of -25.5%, the paragon share was even more
strongly influenced by the negative market environ-
ment. Starting from an initial price of € 67.80, which also
marked a high, the share performed very weakly in the
further course of trading and with a high level of volatil-
ity up to early May. With exceptionally high trading vol-
umes, several chart support levels were breached. The
share subsequently staged something of a recovery in
the period up to mid-June, before reaching a low of €
45.40 in late June and ending the second quarter at a
price of € 50.50. This corresponds to a stock market val-
ue for the company of around € 222.6 million as of this
reporting date and a second-quarter decrease in the
company'’s stock market value of around € 84.3 million.

All'in all, the key German stock indices moved sideways
in the third quarter. The broad indices registered a mar-
ginally negative trend, -0.5% for the DAX and -0.7% for
the SDAX, while this trend was somewhat more pro-
nounced for the STOXX Europe 600 Automobiles &
Parts (SXAP) at -2.3%. Only the technology stocks sold
positively again with a 4.5% increase in value in the Tec-

DAX. With a price trend of -26.0%, the paragon share
was once again particularly strongly affected by the
negative sentiment, even though the Management had
indicated in its half-year report that the company had
not been significantly affected by the difficulties and un-
certainties in the automotive sector. Starting from an ini-
tial price of € 49.18, a high of € 50.90 was reached in ear-
ly July. However, the share’s performance was
subsequently increasingly weak while volatility remained
high, until a low of € 36.85 was reached in late Septem-
ber. The quarter ultimately ended at a price of € 37.35.
This corresponds to a stock market value for the compa-
ny of around € 169.1 million as of this reporting date and
a decrease in the company’s stock market value in the
third quarter of around € 53.5 million.

The fourth quarter was the quarter with the heaviest
losses by far for all of the key indices (TecDAX -12.9%,
SDAX -19.8% and DAX -13.8%). The European automo-
tive stocks once again suffered losses in line with this
trend (SXAP -17.4%). The paragon share was again par-
ticularly strongly affected, with a decline in value of
53.2%. Starting with an initial price of € 39.15, close to
the high of € 39.65, in the second half of October the
share fell below € 30 — amid a comparatively high vol-
ume of trading — and below € 20 in early December. In
the second half of December, the share reached a low
of € 16.74 and ended the quarter at a closing price
of € 17.48. This corresponds to a stock market value
for the company of around € 79.1 million as of this
reporting date, or a decrease in the company’s stock
market value in the fourth quarter of around € 89.9 mil-
lion.

Trading volumes varied over the course of the year.
Over the year as a whole, the volume traded each
month averaged around 343 thousand shares (prior
year: 350 thousand shares). Deutsche Borse AG's trading
platforms accounted for around 65.8% of this volume
(prior year: 71.5%). Trading via dark pools (i.e., internal
bank and stock exchange trading) thus increased slight-
ly in the past fiscal year.

The volume traded each month was slightly lower in the
first quarter, at around 310 thousand shares, while trad-
ing activity in the second quarter significantly exceeded
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Trading volume of paragon share
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the average level, at around 429 thousand shares per
month. This was due to the above-average level of trad-
ing activity in April, with around 620 thousand shares.
With a monthly trading volume of around 201 thousand
shares, the third quarter reflected the normal decline in
trading activity over the summer months. In the fourth
quarter, the monthly trading volume once again in-
creased significantly, to 424 thousand shares. October
was the month with the highest trading volume, with
around 485 thousand shares.

Corporate Bond 2013/18

In July 2013, the company had issued a corporate bond
denominated in euros with a term lasting until July 2,
2018, and an annual interest coupon of 7.25%. It was
tradable under WKN ATTND9 or ISIN DEOOOATTND93. In
early July, the corporate bond 2013/18 was repaid as
scheduled with an outstanding volume of around € 13
million. This repayment was made from the inflow of
funds from the corporate bond 2017/22 issued in July.

B Deutsche Borse M Darkpools

Corporate Bond 2017/22

The corporate bond (ISIN DEO00A2GSB86; WKN
A2GSB8) that was placed on June 27, 2017, with a total
volume of € 50 million has an interest coupon of 4.5%
p.a. (as of July 5 each year). The bond is listed on the
open market (free trade) of the Frankfurt Stock Ex-
change in Deutsche Borse AG's Scale segment for cor-
porate bonds. This bond matures on July 5, 2022. It
closed the year trading in Frankfurt at 96.0% of the issue
price. On average over the year as a whole, the bond
traded at 103.9%. A company rating is not planned for
this bond.

Equity Interest in Voltabox AG

At the end of 2018, the company continued to have a
60% investment in its subsidiary Voltabox AG, which is
listed in the Prime Standard segment of the Frankfurt
Stock Exchange with the symbol VBX, the ISIN
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DEOOOA2E4LE9 and the WKN AZ2E4LE. At the end of
2018, this investment had a stock exchange valuation of
around € 116.3 million. Voltabox AG is fully consolidated
in the consolidated financial statements. Minority inter-
ests are indicated separately in the Group's statement of
comprehensive income.

Financial Communications

paragon GmbH & Co. KGaA regularly and simultaneous-
ly informed all of the capital market participants about
the economic situation of the company. The continuous
reporting included the annual report for fiscal year 2017
(published on March 13, 2018), the interim report as of
March 31, 2018 — 1st quarter 2018 (published on May 8,
2018), the interim report as of June 30, 2018 — 1st half-
year 2018 (published on August 21, 2018) and the interim
report as of September 30, 2018 — 9 months 2018 (pub-
lished on November 13, 2018), among others. In addition
to these reporting dates, the company published finan-
cial notices, which included the Management's assess-
ment of further business development.

The Management’s revenue and earnings forecast for
the 2018 fiscal year, as of January 29, was outlined in the
2017 Group management report (published on March
13, 2018) as a point forecast with an approximate figure
including the key assumptions on which the forecasts
are based. On August 21, 2018, this forecast was finally
increased to a range (interval forecast) for the Group
revenue figure and reduced in terms of the EBIT margin.

In the past fiscal year, the company continued to build
up internal resources in the area of investor relations.
Ongoing communication with institutional and private
investors has thus been expanded and consolidated at
the level of the paragon Group and likewise at the level
of its subsidiary Voltabox AG, which is also publicly trad-
ed.

More than 250 individual meetings were held with insti-
tutional investors from Germany, the United Kingdom,
France, Finland, Sweden, Denmark, Luxembourg, the

Netherlands, Switzerland, Austria, Italy, Spain, Poland,
the USA and Canada. Over the course of the year, 6 re-
search firms (prior year: 5) published a total of 32 stud-
ies (prior year: 21) on paragon GmbH & Co. KGaA.

The company sees effective financial communication as
the targeted reduction in the asymmetric flow of infor-
mation between management and shareholders on the
current economic situation and specific future potential
of paragon GmbH & Co. KGaA. Accordingly, the ongo-
ing dialogue with professional capital market partici-
pants is given high priority. Furthermore, the company
aims to provide the broader public with up-to-date and
relevant information via various media channels and to
be available as a personal contact for private investors.
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Monitoring and Consulting
in Continuous Dialog
with the Management Board

The Management Board and Supervisory Board of
paragon GmbH & Co. KGaA uphold the obligation high-
lighted in the German Corporate Governance Code
(GCGC) of ensuring the continued viability of the com-
pany and its sustained value creation (corporate inter-
ests) in conformity with the principles of the “social mar-
ket economy.” There were no conflicts of interest among
the Management Board or Supervisory Board members
in fiscal year 2018. The mandates of the Supervisory
Board members are listed in the notes (note 45).

The Supervisory Board of paragon GmbH & Co. KGaA
fulfilled the consulting and monitoring obligations in-
cumbent upon it according to law, the Articles of Associ-
ation, German Corporate Governance Code and rules of
procedure with great care in fiscal year 2018. Here, the
Supervisory Board supervised the company’s Manage-
ment on an ongoing basis and made sure of its legal
and regulatory compliance, appropriateness and effec-
tiveness. Furthermore, the Supervisory Board was avail-
able to the Management Board, resp. since July 5, 2018,
the Management Board of Directors, for consultation
and was involved in discussions and decisions regarding
issues of material importance. Thanks to the good coop-
eration between the Supervisory Board members, even
time-sensitive decisions were resolved quickly.

In February 2018, the Management Board and Supervi-
sory Board updated the company’s Declaration of
Compliance according to Section 161 of the German
Stock Corporation Act (AktG) and made it publicly avail-
able on the Investor Relations page of the paragon
GmbH & Co. KGaA website. The deviations from the
recommendations of the GCGC and additional informa-
tion on corporate governance at paragon GmbH & Co.
KGaA are also provided here.

The Management Board comprehensively informed the
Supervisory Board in written and oral form in the Su-
pervisory Board meetings on all proceedings of materi-

al importance, the Company'’s general performance and
its current situation. Here, it gave particular priority to
the topics of strategy, planning, business development,
risk situation and risk management. The Supervisory
Board intensively reviewed the Management Board's
reports and discussed them at its meetings. In addition
to the Supervisory Board meetings and conference calls
involving all members of the Management Board and
Supervisory Board, the Supervisory Board Chairman
and the Management Board discussed important mat-
ters when necessary. The Supervisory Board was fully
informed about extraordinary events that were of ma-
terial importance for assessing the year's results.

Supervisory Board Meetings

In fiscal year 2018, the Supervisory Board convened at
four ordinary plenary meetings and held two confer-
ence calls. All Supervisory Board meetings were held
with the participation of the Management Board. All of
the Supervisory Board's conference calls were held with
the participation of the CEO. The entire Supervisory
Board was present for every meeting.

The focus of the first meeting of the Supervisory Board
in Cologne, held on March 12, 2018, was the review and
approval of the annual financial statements for fiscal
year 2017 as well as the review and approval of the con-
solidated financial statements for fiscal year 2017. The
Supervisory Board also dealt with the nomination of the
auditor for fiscal year 2018 and recommended Baker
Tilly Roelfs AG Wirtschaftsprufungsgesellschaft, Dissel-
dorf, as the auditor. During this meeting, the Superviso-
ry Board also discussed the agenda of the Annual Gen-
eral Meeting and approved the invitation proposed by
the Management Board. Finally, the Supervisory Board
was informed about current business developments.

In its second meeting held in Hévelhof on May 7, 2018,
the Supervisory Board was informed about the compa-
ny's performance in the first quarter and its current
prospects. Further preparations for the Annual General
Meeting were also on the agenda.
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At its third meeting held in Delbriick on September 3,
2018, the Supervisory Board discussed the possible ac-
quisition of SemVox GmbH. The Management Board al-
so notified it of the company’s performance in the first
half of the year and the current outlook.

In its fourth meeting in Delbrick on December 3, 2018,
the Supervisory Board focused on the development of
business during the first nine months of the year and
the company’s current prospects. It also discussed the
planning for fiscal year 2019 presented by the Manage-
ment Board as well as the scheduling of the financial
calendar for 2019.

During a telephone conference on September 7, 2018,
the Supervisory Board approved the conclusion of a
share purchase agreement for the acquisition of 82% of
the shares in SemVox GmbH, Saarbriicken and autho-
rised the Management Board to conclude or make all
other legal transactions and declarations in connection
with the acquisition of the shares.

During a telephone conference on October 15, 2018,
the Supervisory Board approved the conclusion of a
share purchase agreement for the acquisition of 100 %
of the shares in LPG Lautsprecher-Produktions-
Gesellschaft mbH and authorised the Board of Manag-
ing Directors to conclude or submit all other legal
transactions and declarations in connection with the ac-
quisition of shares.

LPG in turn holds 100 % of ETON Deutschland Electro
Acoustic GmbH. In addition, approval was given for the
issue of a corporate bond in the amount of EUR 50 mil-
lion.

Forming Committees

As in the past, the three-member Supervisory Board did
not form any committees in fiscal year 2018 and dealt
with all issues as a single body.
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Audit of the Annual Financial State-
ments and Consolidated Financial
Statements for Fiscal Year 2018

Baker Tilly GmbH & Co. KG Wirtschaftspriifungsge-
sellschaft, Dusseldorf, was appointed by resolution of
the Annual General Meeting on May 8, 2018, as auditor
for the fiscal year from January 1to December 31, 2018,
and accordingly commissioned by the Supervisory
Board Chairman. The Supervisory Board was provided a
statement of independence from the auditor pursuant
to No. 7.2.1 of the German Corporate Governance
Code.

The scope of the audit included the annual financial
statements of paragon GmbH & Co. KGaA prepared by
the Management Board pursuant to the provisions of
the German Commercial Code (HGB) for the fiscal year
from January 1, 2018, to December 31, 2018, the consol-
idated financial statements prepared by the Manage-
ment Board pursuant to Section 315a of the German
Commercial Code and on the basis of the International
Financial Reporting Standards (IFRS) for the fiscal year
from January 1, 2018, to December 31, 2018, and the
combined management report of the paragon Group
and paragon GmbH & Co. KGaA.

Upon completion of the audit, Baker Tilly GmbH & Co.
KG Wirtschaftsprifungsgesellschaft, Disseldorf, issued
an unqualified audit certificate for the annual financial
statements, the consolidated financial statements and
the combined management report of the paragon
Group and paragon GmbH & Co. KGaA.

The auditor also determined that the information and
monitoring system established by the Management
Board meets the statutory requirements and is suitable
for recognizing developments that could endanger the
continued existence of the company at an early stage.

The auditor made the documents submitted for audit-
ing concerning the annual financial statements, the
consolidated financial statements, the combined man-
agement report of the paragon Group and paragon
GmbH & Co. KGaA and the report on the audit available
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to every member of the Supervisory Board. The audit
was reported on and discussed at the Supervisory
Board meeting on March 27, 2019. The auditors partici-
pated in the discussions on the annual and consolidat-
ed financial statements. They reported on the key audit
results and were available to the Supervisory Board to
answer any questions and provide additional informa-
tion. Based on the final outcome of its examinations,
the Supervisory Board approved the annual and con-
solidated financial statements. The annual financial
statements are thereby approved.

The Supervisory Board also assessed the proposal from
the Management Board on the appropriation of the
balance sheet profits at its meeting on March 27, 2019,
and discussed this with the auditor. The Supervisory
Board subsequently agreed with the Management
Board's proposal.

The Supervisory Board did not exercise its right to in-
spect the company’s accounts and correspondence in
the past fiscal year.

The Supervisory Board expresses its gratitude and ap-
preciation to the members of the Management Board

of Directors and all of the Group’s employees for their
hard work and personal commitment in 2018.

Delbriick, Germany, March 27, 2019

For the Supervisory Board,
Prof. Dr.-Ing. Lutz Eckstein

Supervisory Board Chairman
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Combined Management Report
for the paragon Group and
paragon GmbH & Co. KGaA

Key Facts About the Group

Business Model

According to its Articles of Association, the business
purpose of paragon GmbH & Co. KGaA (hereinafter al-
so the “company”) is the research and development of
microelectronics, the manufacture and sale of elec-
tronic devices, related peripherals and modules as well
as the management of patents, licenses and utility
models. paragon may establish or acquire other com-
panies, hold interests in companies, establish branches
and implement any other measures and legal transac-

Business Modell

Key
technologies Inspiration

Megatrends

Integration
Automated
series production

Market
entry barriers

tions that are necessary or serve to achieve or promote
the company’s aims.

The business model of the paragon Group (hereinafter
also simply “paragon”) is based on the independent
development of product innovations at its own ex-
pense. To achieve this, a proven innovation system is
used to keep the current product portfolio at a very
high level of innovation. With the overall vehicle ex-
pertise that has been built up over the last three
decades in the paragon Group, developments and pro-
totypes are characterized by a deep understanding of
the entire automotive manufacturing process.

Total vehicle

Innovation competence
Development
& Prototyping
Introduction
Push Principle .
First mover
approach
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The product innovation process within the paragon
Group is inspired by the core idea of enhancing the
driving experience for modern car users (end cus-
tomers).

Based on the global megatrends of climate change,
digitization and urbanization, paragon identifies the
megatrends that are of relevance for the automotive
value chain: digitization, CO, reduction, increased
comfort and urbanization. The fields of innovation rel-
evant for paragon’s business model are derived from
these trends: shared mobility, connectivity, e-mobility,
autonomous driving, digital assistance and emission
control. These are systematically covered by its Sen-
sors, Interior, Digital Assistance, Body Kinematics and
Electromobility units. This allows paragon to accurately
anticipate the demands of end customers for modern
features and characteristics in future models.

The market launch of product innovations follows the
“push principle,” where specific marketing with auto-
motive manufacturers as direct customers only begins
once functional prototypes (A-samples) and the corre-
sponding patent applications have been established.
This allows paragon to maintain a time advantage over
its competitors even in shorter innovation cycles. With
an optimized vertical range of manufacturing, paragon
has also established itself as a reliable partner for auto-
motive manufacturers.

The level of automation in series production is con-
stantly being increased in order to improve the cost
structure over the life cycle of the individual product
series. In this way, the series production of a wide
range of product variations represents its own field of
innovation within the company. At the end of the past
fiscal year, 31 industrial robots (prior year: 26) were be-
ing used across the Group for manufacturing tasks.

Group Structure

The Annual General Meeting held on May 8, 2018, re-
solved the company’s change of legal form proposed
by the Management Board and the Supervisory Board
from a stock corporation (Aktiengesellschaft) to a part-
nership limited by shares (Kommanditgesellschaft auf
Aktien, KGaA). This partnership limited by shares was
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entered in the commercial register at Paderborn Dis-
trict Court, HRB 13491, on July 5, 2018.

In addition to the company headquarters at Artega-
strasse 1, 33129 Delbrick (North Rhine-Westphalia,
Germany), paragon GmbH & Co. KGaA and its sub-
sidiaries operate sites in Suhl (Thuringia, Germany),
Nuremberg and Landsberg am Lech (Bavaria, Ger-
many), St. Georgen (Baden-Wdurttemberg, Germany),
Bexbach and Saarbricken (Saarland, Germany) and
Aachen (North Rhine-Westphalia, Germany) as well as
in Kunshan (China) and Austin, Texas (USA).

The following companies were incorporated in the
paragon Group in the year under review:

+ On April 1, 2018, Voltabox of Texas, Inc. acquired all of
the shares in Concurrent Design, Inc. (Texas). Concur-
rent Design provides product design and develop-
ment services for electromechanical industrial prod-
ucts. This includes technical services in the areas of
planning, technical analysis, detailed construction de-
sign and documentation as well as the development
of prototypes and series production. Concurrent De-
sign is included in the company's Electromobility op-
erating segment.

On September 1, 2018, Voltabox AG acquired all of
the shares in ACCURATE - SMART BATTERY SYSTEMS
— GmbH (Korntal-Miinchingen). ACCURATE - SMART
BATTERY SYSTEMS — GmbH develops, produces,
manufactures and sells battery systems. ACCURATE -
SMART BATTERY SYSTEMS — GmbH is included in the
company's Electromobility operating segment.

On October 1, 2018, paragon GmbH & Co. KGaA ac-
quired 82% of the shares in SemVox GmbH (Saar-
bricken). SemVox GmbH develops and sells interac-
tive systems and semantic technologies and advises
on the planning and implementation of IT projects.
The change of the company’'s name to paragon
semvox GmbH was entered in the commercial regis-
ter on October 22, 2018. paragon semvox GmbH is
included in the Group's Electronics operating seg-
ment.

» On November 1, 2018, paragon GmbH & Co. KGaA
acquired all of the shares in LPG Lautsprecher-Pro-
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Group Structure

paragon GmbH & Co. KGaA

paragon movasys GmbH

productronic GmbH

paragon Automotive
Kunshan Co., Ltd.

paragon Automotive Technology ‘nEf’Cfive
(Shanghai) Co., Ltd.

Nordhagen Immobilen GmbH Pram=

B SphereDesign GmbH

paragon semvox GmbH

paragon
electroacoustic GmbH

ETON Soundsysteme GmbH

duktions-Gesellschaft mbH (Neu-Ulm). This company
manufactures and sells loudspeakers and other
acoustic and electronic devices to industrial and trade
customers. The change of the company’s name to
paragon electroacoustic GmbH was entered in the
commercial register on January 3, 2019. paragon
electroacoustic GmbH is included in the company’s
Electronics operating segment. paragon electroa-
coustic GmbH in turn holds all of the shares in ETON
Deutschland Electro Acoustic GmbH. This company
manufactures and sells, as well as imports, exports
and trades electronic components and related arti-
cles.

Corporate Strategy

Through its corporate strategy, paragon pursues the
goal of sustainable and stable growth in order to
safeguard the company’s long-term success. This
strategy is developed as part of a revolving process at
management level. In the automotive sector, paragon’s
sustainable strategy is based on the independent de-
velopment of product innovations from the relevant

60 %

Voltabox AG

Voltabox of
North America, Inc.

ACCURATE Smart Battery
Systems GmbH
Voltabox Kunshan Co., Ltd. 2=

Voltabox of Texas, Inc.

Concurrent Design, Inc.

Unless otherwise stated, the subordinate companies of paragon GmbH & Co.
KGaA each have a 100% interest.

fields — shared mobility, connectivity, e-mobility, au-
tonomous driving, digital assistance and emission con-
trol — for the automotive industry, in order to achieve a
sustained improvement in the driving experience for
the company’s end customers: modern car users.

In its Electromobility operating segment, paragon has,
via its Voltabox subgroup, so far pursued the strategy
of entering rapidly growing submarkets for lithium-ion
battery systems on the capital goods market early on.
On this basis, the consumer market will also be specifi-
cally developed for individual applications in the fu-
ture.

Overall, paragon'’s sustainability strategy comprises the
following four levels:

Constant development of product innovations
based on megatrends (product development)

To enter lucrative submarkets in the premium segment
of the automotive sector in particular early on, paragon
develops technological innovations by means of a
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tried-and-tested process and thus identifies fields of
action for the automotive industry that will be explored
in future research and development activities.

In the Electromobility operating segment, the strategic
focus is currently on submarkets for capital goods such
as local public transportation, intralogistics and auto-
mated guided vehicles, mining vehicles and construc-
tion and agricultural vehicles. Here, existing submar-
kets are replacing lead-acid batteries or diesel backup
generators (in the case of trolleybuses) with lithium-ion
battery systems. In these submarkets, paragon is able
to benefit from substitution effects that result from
users’ rational investment decisions.

In this operating segment, the following industries are
to be catered for: construction and agricultural ma-
chinery, vehicles for municipal services and airport
service vehicles. To enter into the global car mass mar-
ket, paragon will address individual niches with tailor-
made battery systems and use them as the opportuni-
ty arises. It is also increasingly addressing relevant
market niches for mass applications such as pedelecs,
garden equipment and medical technology devices.

For 25 years now, paragon has worked on the human-
machine interface in vehicles. The digitization trend
and the growing demand for enhanced comfort mean
that not only do modern car users have increasingly
high expectations in terms of connecting their cars to
the internet and seamless use of in-car apps, they also
expect intelligent, thinking technologies that react to
the driver's needs in real time. With the digital transfor-
mation, cars are becoming digitally networked lifestyle
and work devices on wheels.

From paragon’s perspective, the trend of CO, reduc-
tions will lead to increased demand for reduced weight
and improved aerodynamics. Urbanization has led to a
fundamental change in consumer behavior in terms of
individual mobility and therefore to alternative mobility
concept, such as shared mobility and automated (au-
tonomous) driving.

In this context, paragon is also seeking to achieve a
systematic expansion of its product portfolio and its
current operating segments by means of targeted in-
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vestments in technologies and production. It aims to
be able to provide high-quality systems from a single
source and thus to increase its share of the automotive
value chain. Examples of this include the company’s
newly developed in-car communication system that
optimizes car user communication by integrating indi-
vidual components such as its belt-mic® or other
hands-free microphones and its newly developed 3D+
in-car audio system.

Gaining new automotive manufacturers
as customers (market penetration)

One of paragon’s key strengths is the customer rela-
tionships it has developed over the years with leading
German and international automotive manufacturers in
the premium and luxury segments and with the Volk-
swagen Group in particular. paragon intends to
achieve a further increase in its volume of business
with various premium manufacturers who are already
important customers but who paragon sees as offering
significant further potential. This will be supported
through targeted sales activities, in particular thanks to
additional account managers as well as tailored acqui-
sitions and the side effects of acquisitions.

Vehicle functions and equipment that are currently
largely limited to the premium automotive segment
are increasingly finding their way into volume models.
In line with this general trend, paragon has already
been able to make inroads into high-volume models in
the mid-range and compact segments with its first few
products. Production for paragon’s Electronics operat-
ing segment is optimized through productronic
GmbH’s unified management of the German produc-
tion sites in Suhl, St. Georgen and Bexbach, in order to
pursue this trend further and to ensure that the com-
pany’s innovations are attractive not only for the pre-
mium and luxury segments of the automotive industry
but also to make new trends accessible to customers in
the mid-range and compact segments. The same is
true of the Mechanics operating segment, where
paragon implements production through paragon
movasys GmbH at its Landsberg am Lech, St. Georgen
and Delbriick production sites. paragon considers tai-
lored software-based acoustics systems and electronic
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networking components such as its MirrorPilot® and
certain aerodynamics systems to be potential products
for the mid-range and compact segments.

Tapping into new sales areas
(market development)

For its future growth, paragon is also increasingly seek-
ing to internationalize its business activities. Besides its
home market of Germany and Europe’s key automo-
tive markets, paragon is therefore concentrating par-
ticularly strongly on the high-growth markets in Asia
and North America, where the Group is already present
through subsidiaries.

Voltabox of Texas, Inc., Cedar Park (Austin/Texas), was
established in December 2013 and has subsequently
handled the Group's business activities in the Electro-
mobility operating segment in the North American
market. A production area of 1,280 square meters is
currently available at the Group's Austin/Texas site.
However, this is to be expanded as part of the planned
development of a highly automated production line for
battery modules based on prismatic lithium-ion cells at
the Austin/Texas location. Voltabox of North America,
Inc. was established in the reporting year and handles
the key management functions.

In China, paragon Automotive Technology Co. Ltd,
Shanghai, commenced operations in 2013. paragon
Automotive Kunshan Co., Ltd. was established in Sep-
tember 2015 and is responsible for the production and
marketing of paragon products for the Chinese market.
China remains especially attractive for paragon’s
strategic focus, as its largest individual market. The
Chinese automotive industry is one of the world’s
largest growth drivers promoting the rapid spread of
resource-conserving technologies. The Chinese auto-
motive market therefore offers particularly strong sales
potential for paragon in the medium term. It has al-
ready gained its first few Chinese manufacturers such
as Chang’an, GAC-Group and Geely as new customers

Voltabox AG has recently leased a production building
in the direct vicinity of paragon’s site in Kunshan and
has established Voltabox Kunshan Co., Ltd. The plan is
to gradually establish a production facility here that will
mainly concentrate on lithium-ion battery systems for
use in specific mass-market applications.

Tapping into new submarkets with new product
offers (diversification)

Another key component of paragon’s growth strategy
is to tap into new submarkets with innovative product
ranges. In the past, paragon has established itself
strategically in select, high-growth industrial e-mobility
submarkets as a pioneer for high-performance battery
systems. In the field of complex battery systems and
battery management systems, paragon already sees it-
self one of the world market leaders. paragon has now
also positioned itself in new submarkets as a leading
provider of motorcycle starter batteries as well as bat-
teries for intralogistics applications and mining vehi-
cles, and it has a technological lead over its competi-
tors here.

Through its acquisition of 82% of the shares in SemVox
GmbH, Saarbricken, (now: paragon semvox GmbH) in
the third quarter of 2018, paragon is also seeking to
enter relevant market segments in the field of digital
assistance systems early on and to become one of the
leading system providers thanks to innovative product
and system solutions. Here, paragon is emerging as a
supplier of technology for proactive assistants based
on artificial intelligence (Al) and machine learning.
From paragon’s perspective, its system solutions based
on the latest Al technologies — such as its high-per-
formance and versatile platform ODP S3 for proactive
interactive and assistance systems — are providing it
with a clear technological competitive edge in this rap-
idly growing market segment. The goal is to expand
the range of integrated solutions in the future and like-
wise in this market to increasingly establish the compa-
ny as a system provider for automotive manufacturers.
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Control System

Alongside a high level of innovation, paragon’s organi-
zational structure is characterized by flat hierarchies,
fast decision-making and continual optimization of
process management. The Group has the character of
an owner-operated, medium-sized company while
combining a long-term strategic orientation with the
integration abilities of a publicly traded company.
Thanks to this unique organizational orientation, the
Management considers that the company is in position
to successfully compete with substantially larger
groups and to further expand its market position as a
direct supplier to well-known automotive manufactur-
ers.

The Management regularly compares its strategy with
the actual business development of the paragon
Group. In review meetings, follow-up activities and op-
timization measures are determined at the manage-
ment level as well as fundamental changes in direction
when necessary.

The company’'s domestic mechanical production at its
plants in Suhl, St. Georgen and Bexbach is uniformly
controlled by productronic GmbH. The goal of this
joint management approach is to harmonize and stan-
dardize processes and workflows, in order to boost
production efficiency. This will mainly be supported
through further automation of production workflows.
A higher level of automation ensures a consistent, sta-
ble level of quality while reducing quality costs.

To provide the Group with a better overview of the
economic situation as well as improved planning and
management of operational processes, the ERP system
Microsoft Dynamics AX will in future be used through-
out the Group.

paragon GmbH & Co. KGaA has a comprehensive plan-
ning and control system for operational implementa-
tion of its strategic planning. This includes constant
monitoring of weekly, monthly and annual plans. These
reports document possible deviations from the
planned figures in a target/actual comparison and pro-
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vide the basis for business decisions. Another impor-
tant control instrument is the regular manager meet-
ings, where the current developments in the individual
segments and medium to long-term outlooks are dis-
cussed in addition to regular interdisciplinary and seg-
ment-related project status meetings.

Financial Performance Indicators

Management regularly uses key figures to measure the
economic success of the operative implementation of
its corporate strategy. The control system takes into
account the type and/or amount of one-time or ex-
traordinary effects on the performance indicators, par-
ticularly in relation to the development of the new
Body Kinematics and Electromobility units. Due to the
dynamic development of these units, the internal tar-
gets are generally set as bandwidths for measuring and
managing operative performance, depending on the
respective planning horizon. The relative development
of the key figures of revenues, EBIT margin and invest-
ments is observed by paragon Group using rolling
medium-term planning that accounts for experience
curve effects within a given corridor. For paragon
GmbH & Co. KGaA, revenue and EBIT margin are also
financial performance indicators. Given the dynamic
growth strategy, this facilitates forward-looking man-
agement in terms of both risk- and opportunity-orient-
ed corporate governance.

Group Renvenue

The established range of electronic components of-
fered on the market includes a broad portfolio of sen-
sors, microphones and display instruments that are in
various phases of their product life cycles and are in
some cases combined as systems. On the other hand,
the latest generation of product innovations — particu-
larly considering the companies acquired in the report-
ing year — present future additional sources of revenue,
depending on when automotive manufacturers intro-
duce them to new vehicle models or model genera-
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tions. Products’ and systems’ revenue contributions
generally vary during the different phases of their life
cycles. Vehicle models’ take-rates in terms of paragon’s
products and systems are another influencing factor
and likewise change over time.

In the Sensors and Interior units, revenue is almost en-
tirely generated through the sale of air quality sensors,
microphones and display instruments produced in-
house, while in the Digital Assistance unit revenue is al-
so generated through the sale of software licenses by
paragon semvox GmbH. Runtime licenses play a key
role in the sale of licenses, i.e., customers purchase an
individual license for each unit of their own product
(vehicle) sold. The ODP SDK/Workbench development
environment is also licensed in some cases. In addition,
paragon is increasingly seeking to tap into recurring
sources of revenue. It has already gained its first few
pilot customers with subscription models based on the
number of units activated per month (or the number of
smartphone apps downloaded and activated).

paragon’s business activities in its Body Kinematics
unit, represented by paragon movasys GmbH, focus on
the development and production of drive controls for
movable body components. With the second genera-
tion of its adaptively extendable rear spoilers that were
developed in-house, paragon initially concentrated on
premium sports cars. Through the acquisition of HS
Genion GmbH in late 2017 (now: paragon movasys
GmbH), in the reporting year paragon significantly ex-
panded its business activities here, which now include
the sale of movable interior components.

Business activities in the Electromobility operating seg-
ment — which is represented by the publicly traded 60
percent-owned subsidiary Voltabox AG — accounted
for the largest share of Group sales provided by an in-
dividual operating segment in the year under review.
The future revenue trend will mainly depend on the
mix of the respective application areas. While large and
complex battery systems with multiple battery modules
are sold for trolleybuses and, in particular, mining vehi-
cles within the scope of long-term project business, the

series manufacture of battery modules for use in fork-
lifts and automated guided vehicles, as well as starter
batteries for motorcycles and battery packs for ped-
elecs, comes closer to being definable as mass produc-
tion.

As such, Group revenue is subject to a series of influ-
ences relating to type, scope and direction, which are
all regularly evaluated. This fact is accounted for with
the provision of a target corridor (range) when provid-
ing forecasts.

Group EBIT Margin

EBIT represents Group earnings before interest and
taxes and provides a general snapshot of a company’s
operative profitability or efficiency. Profitability can be
compared over time and internationally — irrespective
of varying financial structures and income taxes.

In terms of corporate management, however, EBIT is
not defined by the Management as a stand-alone cor-
porate monetary target (in absolute terms). Instead,
the development of operative earnings is managed in
such a way that the strategically defined growth course
can be implemented with appropriate profitability. In
the context of the dynamic growth strategy, all relevant
expenses are therefore included in the company’s for-
ward-looking management. In addition, the volume of
the development work capitalized according to IAS 38
(as investments in intangible assets) is a key factor in-
fluencing the corporate management strategy, since
product innovations developed at the company’s own
expense will only yield revenue in future accounting
periods.

This fact is accounted for with the provision of the EBIT
margin as a relative key figure, within a defined range,
when providing forecasts. This means that medium-
term planning also accounts for the dynamic effects
that may arise over time in the relevant expenditure
and income positions.
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Investments (CAPEX)

For paragon, investments are a key factor for manag-
ing the dynamic growth strategy as part of medium-
term planning. Since this involves the long-term com-
mitment of financial resources to property, plant and
equipment and intangible assets, the Management's
investment decisions are made as a result of a struc-
tured and careful decision-making process. This
process takes into particular account the impact of in-
vestment decisions on the non-monetary corporate
objectives stemming from the dynamic growth strate-
gy. In addition to an early expansion into profitable
market niches with independently developed product
innovations that aim to take advantage of megatrends,
the high technological and quality requirements in the
series production of large quantities for the automo-
tive industry are particularly relevant. In addition, the
investment decisions made in relation to intangible as-
sets reflect Group-wide R&D activities.

These investment decisions are used to react individu-
ally to market developments within the framework of
the dynamic growth strategy, thereby making the most
of the potential for growth in the short and medium
term. The overall investments envisaged in the annual
investment planning for property, plant and equipment
and intangible assets are therefore indicated in the
forecast. This does not include investments in financial
assets or the acquisition of consolidated companies
and other business units.

In the past fiscal year, paragon once again invested
heavily in the further expansion of its business activi-
ties. Investments by the Group in intangible assets
amounted to € 27.2 million (prior year: € 17.1 million).
Of the development work capitalized of € 15.7 million
(prior year: € 16.4 million), € 15.1 million (prior year:
€ 15.8 million) related to own work pursuant to IAS 38,
about 48% of which can be attributed to the Electron-
ics operating segment (prior year: 37%), roughly 33%
(prior year: 30%) to the Mechanics operating segment
and around 19% (prior year: 33%) to the Electromobili-
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ty operating segment. Around € 0.6 million (prior year:
€ 0.7 million) was distributed among various other
projects.

The Group's investments in property, plant and equip-
ment amounted to roughly € 21.6 million (prior year:
€ 4.7 million) in the reporting year.

Nonfinancial Performance Indicators

As the company is strategically positioned as an inno-
vative provider of technologically sophisticated and
high-quality products and systems that are based on
current megatrends, the Management also uses nonfi-
nancial performance indicators as part of its corporate
management. The non-financial performance indica-
tors are not material for the management of the
paragon Group.

Employees

The current megatrends have triggered a fundamental
change in the automotive value chain. This is having a
far-reaching influence on the future qualification re-
quirements of employees in this sector. As well as high
production standards, new technologies and manage-
ment concepts, shortened innovation cycles and agile
development methods increasingly represent a chal-
lenge for the recruitment and development of employ-
ees in the automotive sector. Location factors, working
conditions and demographic trends are further key
success factors in competition on the labor market.

The operational implementation of paragon’s dynamic
growth strategy also necessitates an ongoing review
and adaptation of the company’s organizational and
operational structures. The integration of the compa-
nies acquired in the year under review into the
paragon Group and its network spanning a total of 12
sites are particularly significant.
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At the same time, the business model of independent-
ly developing product innovations requires the target-
ed further development of the existing innovation cul-
ture within the company. Essential elements for this are
the anchoring of entrepreneurial thinking and respon-
sible, independent action along with barrier-free inter-
nal communication. Development processes are being
converted to conform with the principles of agile proj-
ect management in order to better meet the ever-
shorter model generation and maintenance cycles of
automotive manufacturers. Creativity, self-confidence
and inspiration play a special role here. The creation of
efficient project teams — also across different sites, sub-
sidiaries and business units — is becoming increasingly
important.

The successful sourcing, development and retention of
qualified employees are therefore seen as particularly
significant for the implementation of the long-term
growth strategy.

In order to provide all of its employees with equal op-
portunities and to motivate them to contribute their
potential, the paragon Group cultivates an organiza-
tional culture characterized by mutual respect and ap-
preciation of every individual, regardless of gender, na-
tionality, ethnic origin, religion or world view, disability,
age or sexual orientation or identity.

paragon has established specific processes and proj-
ects to promote the personal and professional devel-
opment of each individual employee in view of short
technical and economic development cycles, and like-

wise to promote equal opportunity and work-life bal-
ance.

Personnel development — which encompasses long-
term planning of positions, selection of personnel and
continuous support for employees and their appropri-
ate employment within the various operating seg-
ments — is seen as a key component of sustainable
business success.

To continuously promote the professional and person-
al potential of its employees, paragon offers on-the-
job training and further education, one-day seminars
or in-house training and practical seminars and train-
ing. This also includes strengthening social skills, for
example through communication training.

In the 2018 fiscal year, 382 new employees were hired
across the Group (prior year: 133). Of these, 145 were
hired by the Voltabox subsidiaries (prior year: 47) and
237 were added to the other Group companies (prior
year: 86). In this context, 162 new positions were creat-
ed within the Group (prior year: 62). An additional 181
employees (prior year: 102 employees) were added
through the companies acquired during the year under
review. The turnover rate was 4.9% (prior year: 5.1%).
The share of female employees in the Group increased
to 30.6% (prior year: 25.7%). The number of employees
with university degrees likewise rose, to 32.1% (prior
year: 28.3%). The share of disabled employees was 1.6%
(prior year: 1.3%). The average employee age decreased
to 42.1 (prior year: 43.1) and the average length of serv-
ice declined to 4.9 years (prior year: 6.3 years).

Development of Employees in the paragon Group

Dec. 31, 2018 Dec. 31, 2017 Change in %
Number of employees 1,032 678 52.2
thereof in development 270 154 753
Number of temporary employees 107 130 -17.7
thereof in development 3 1" =727
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Distribution of Permanent Employees to the Group Locations

Dec. 31, 2018 Dec. 31, 2018 Change in %
Delbriick (Corporate headquarters, North-Rhine-Westfalia) 326 230 41.7
Aachen (North-Rhine-Westfalia) 10 3 2333
Bexbach (Saarland) 22 22 0
Korntal-Miinchingen (Baden-Wurttemberg) 16 n.a. n. a.
Landsberg am Lech (Bavaria) 97 102 -49
Neu-Ulm (Bavaria) 63 n. a. n. a.
Nuremberg (Bavaria) 30 28 7.1
Saarbriicken (Saarland) 65 n.a. n. a.
St. Georgen (Baden-Wurttemberg) 35 36 -2.8
Suhl (Thuringia) 273 207 319
Germany total 937 628 49.2
Austin (Texas, USA) 70 18 288.9
Kunshan (China) 25 32 -219
International total 95 50 90.0

Personnel expenses totaled € 52.2 million in the re-
porting period (prior year: € 35.3 million). Of this, €
38.7 million was attributable to wage and salary costs
(prior year: € 25.2 million), € 6.5 million to social contri-
butions and pensions (prior year: € 4.3 million) and €
7.0 million to expenses for temporary workers (prior
year: € 5.8 million).

Quality and the Environment

As a manufacturing company with a large portfolio of
electronic components, paragon has many years of ex-
perience in optimizing production processes. All
paragon locations are organized according to the in-
ternational standard IATF 16949 and were last certified
in March 2018. The established interactive and process-
oriented management system provides continuous im-
provements while emphasizing error prevention and
waste reduction.

Since 2016, productronic GmbH has uniformly con-
trolled the domestic production activities of paragon
GmbH & Co. KGaA in the Electronics operating seg-
ment at its Suhl, St. Georgen and Bexbach sites. This
structure, which pools production within a single sub-

sidiary, enables improved management of the produc-
tion processes, more detailed controlling of production
costs and optimal distribution of production across the
various sites.

Ongoing process optimization in production is ensured
via smaller control loops. In conjunction with a consis-
tent service and customer orientation, this results in a
continuous improvement of internal quality standards.

The following specific measures were in focus for fiscal
year 2018:

 Optimization of quality for series launches through
the use of preventive methods such as “Failure Mode
and Effects Analysis” (FMEA) and “Advanced Product
Quality Planning” (APQP)

* Extensive development programs focusing on quality
planning and assurance

» Workshops with suppliers to increase supplier quality
Defective goods and customer-related quality costs,

"zero-km complaints” (factory incidents) and field
complaints have thus been reduced by around 20%
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(prior year: 25% decrease). The costs mainly arose in
the Interior and Sensors units.

Furthermore, environmental protection and occupa-
tional health and safety are an integral part of the cor-
porate mission statement. paragon has integrated the
requirements of DIN EN ISO 14001 into its manage-
ment system. Its effectiveness is confirmed in annual
audits. paragon also pursues sustainability through the
use of state-of-the-art production technologies as well
as the careful handling of raw materials and energy re-
sources.

In 2018, paragon acquired additional buildings in
Landsberg am Lech in Bavaria and in Limbach, near
Saarbrlcken. It immediately began to modernize the
technical infrastructure here to ensure compatibility
with the Group’s structures, in order to increase its own
production and storage capacities. Moreover, its
Voltabox subsidiary installed a charging station for
battery-powered vehicles at its Artegastrasse site in
Delbruck. In addition, the Delbriick and Suhl sites are
using fully electric battery-operated transport vehicles,
which are therefore CO, neutral. Since these vehicles
are used for a large number of necessary journeys be-
tween the Group's various sites in Delbrick during
everyday production activities, paragon significantly
reduces CO, emissions.

In terms of transport packaging, paragon Group em-
ployees ensure that reusable packaging is mainly used.
This reduces the use of resources and thus conserves
natural resources. paragon’s packaging specifications
reflect quality and environmental requirements.
paragon also encourages its customers to introduce
packaging specifications in line with these require-
ments.

Other Control Benchmarks

For the management of the paragon Group, only the
financial performance indicators are significant. In ad-
dition to the non-financial performance indicators
mentioned above, there are other control parameters

for the Group. These other control benchmarks are of
subordinate importance compared to the performance
indicators. The Management pays particular attention
to the activities in research and development and ma-
terials management in addition to the free liquidity and
equity ratio benchmarks as indicators for control and
further development.

Research and Development

Since paragon'’s business model is based on early ex-
pansion into lucrative market segments with product
innovations it has developed in-house, specific compe-
tences and adequate capacities in the field of research
& development (R&D) are additional control bench-
marks.

The units have decentralized responsibility for the de-
velopment of new products. In the Electronics operat-
ing segment, the units are Sensors, Interior (consisting
of the previous Cockpit and Acoustics units, which have
now been incorporated as departments) and Digital
Assistance. In the Mechanics operating segment, the
Body Kinematics unit is represented by paragon
movasys, while in the Electromobility operating seg-
ment, the Electromobility unit is represented by the
Voltabox subgroup. Thanks to direct integration with
sales, this decentralized organizational structure en-
ables the implementation of new ideas within a short
period of time. Research and development activities
are predominantly internal and application-related.
paragon’s philosophy here is that it must be able to
manufacture all of its new product developments itself,
with a high level of automation. Among other require-
ments, this means that the hardware must be designed
as simply as possible, while the software accounts for
the complex aspects of the process.

In fiscal year 2018, paragon spent € 24.9 million (prior
year: € 16.8 million) on R&D activities. This corresponds
to 13.3% of revenue (prior year: 13.5%). The ratio of
capitalized development costs was approximately
61.2% (prior year: 93.7%) of overall research and devel-
opment costs.
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The number of employees in research and develop-
ment increased during the reporting year by 65.5% to
273 (prior year: 165). Of the companies acquired over
the course of the year, SemVox GmbH (now: paragon
semvox GmbH) contributed 51 employees and LPG
Lautsprecher-Produktions-Gesellschaft  mbH  (now:
paragon electroacoustic GmbH) 6 employees, while
Concurrent Design, Inc. (Cedar Park, Austin/Texas) —
which was acquired by the company's subsidiary,
Voltabox — brought 16 employees. That figure accounts
for about 24% of all Group employees as of the report-
ing date (prior year: 20.4%).

In 2018, the company maintained its consistent re-
search and development focus on the automotive
megatrends of digitization, CO, reduction, increased
comfort and urbanization with the resulting fields of in-
novation relevant for paragon: shared mobility, con-
nectivity, e-mobility, autonomous driving, digital assis-
tance and emission control. The primary goal is to
achieve a sustained improvement in the driving experi-
ence for modern car users as the company’s end cus-
tomers. paragon sees these areas of innovation as the
key factors driving future automotive value creation.
Accordingly, established and emerging automotive
manufacturers likewise concentrated on these areas of
innovation in their investments during the year under
review.

Moreover, automotive megatrends are leading to a
further increase in vehicle complexity, resulting in in-
creasing outsourcing of entire systems to the supplier
industry. paragon’s systematic expansion of its devel-
opment activities at the system level in recent years has
reached a new peak in all of its units as well as across
the board.

Sensors Business Unit

In 2018, the Sensors unit continued to focus on projects
related to in-car air quality, with a particular focus on
particulate matter pollution. In particular, this covered
the internally defined field of innovation of emission
control.
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According to a study by the World Health Organiza-
tion®> (WHQO), exhaust emissions are an important
source of transport-related pollution. In this respect,
the WHO cites a large number of epidemiological and
toxicological studies that have investigated the nega-
tive health impacts of these emissions. Road wear, tire
wear and brake wear have been identified as the non-
exhaust-related traffic emissions that are becoming in-
creasingly important as exhaust emissions are reduced.
Toxicological research is also increasingly examining
the observable health impacts of these kinds of non-
exhaust-related pollutants.

Particles with an aerodynamic diameter of less than 10
micrometers (um) are known as particulate matter
(PM). Some of these particles have an aerodynamic di-
ameter of less than 2.5 ym (PM2.5). Ultrafine particles
with an aerodynamic diameter of less than 0.1 microm-
eters (PM1) are seen as the most harmful type of parti-
cles, since these particles can reach the bloodstream
directly via the lungs and the alveoli and thus spread
throughout the organs.

Most anthropogenic particulate matter emissions re-
sult from combustion processes, like those produced
by traffic and during manufacturing processes. The size
of particles and their chemical composition determine
the physical and chemical properties of this dust. Char-
acteristics such as particle size, geometric shape and
the pollutants that cling to the surface are relevant
from a health impact perspective. Very fine dust parti-
cles can penetrate deep into the lungs and have a neg-
ative impact on health.

Specifically, the following projects were the core focus
of R&D activities in this unit in the year under review:

“DUSTPROTECT"

This project accounted for a significant share of the
Sensors unit's development resources in the reporting
year. DUSTPROTECT is an important new component
of paragon’s comprehensive range of air quality sys-
tems. The primary goal behind the development of

5 http://www.euro.who.int/__data/assets/pdf_file/0004/193108/REVIHAAP-Final-technical-report-final-version.pdf?ua=1
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DUSTPROTECT is to prevent fine particulate matter (2.5
pum) and ultra-fine particulate matter (>1um), which are
harmful to health, from entering the vehicle. The sys-
tem protects car users without interrupting the supply
of fresh air. In paragon’s view, this electrofilter devel-
oped in-house is significantly more efficient than filters
that are currently in use.

Compared to high-efficiency particulate air (HEPA) fil-
ters, which mechanically cleanse the air and are used in
environments like operating rooms, the electrofilter
technology used by paragon has a shorter service life
and suffers less pressure loss.

DUSTPROTECT

Polluted air passes through a prefilter, which filters out
particularly coarse dust particles (>PM10). Smaller dust
particles (PM2.5) and ultrafine particles (PM1) are sub-
sequently charged at a high voltage and deposited on-
to collector plates. Harmful gases are then cleaned by
means of an activated carbon filter.

DUSTPROTECT was tested and evaluated by various in-
terested automotive manufacturers during the year.
Further customer test vehicles are to be fitted with the
system during the current fiscal year.

“DUSTDETECT”

A German premium manufacturer is set to include the
dual-channel DUSTDETECT in its series production of
several model ranges in the current fiscal year. Specific
fixtures, tube systems and water separators have been
developed for each model range.

This unit has also received two application-related de-
velopment contracts from a Chinese automotive man-
ufacturer for its DUSTDETECT particulate matter sensor
for detection of fine dust particles with a diameter of
2.5 pm. This involves a single-channel sensor and a
dual-channel sensor. paragon will deliver the first A-
samples on schedule in the first half of 2019.

MKIII Air Quality lonizer

With the third product generation of paragon’s AQI
ionizer, a significantly expanded system was developed
and delivered to the first few automotive manufactur-
ers in the year under review. The benefits of a new type
of emitter include significantly higher and more stable
ion output. Series production is due to begin at a Ger-
man automotive manufacturer in the current fiscal
year.

Vital Data Recognition

The internal Vital Data Recognition project was initiat-
ed in 2018. Heart and pulse rates can be measured by
means of an innovative radar application. This system
was presented to the world for the first time in early
2019 at the Consumer Electronics Show.

This development specifically is initially meant for the
autonomous driving field of innovation. In 2017, the
lower chamber of the German parliament (Bundestag)
passed a law granting human and computer drivers the
same legal status. This will be relevant in the future for
level 3 autonomous driving vehicles, where the driver
can temporarily look away from the traffic and will thus
no longer be responsible for driving the vehicle. In this
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case, fully automated systems will assume control, but
the driver must be able to intervene and to deactivate
the system at any time. At the same time, the system
must identify the driver's condition and assess whether
he will be able to take the steering wheel if necessary.

However, there are currently no legally defined reac-
tion times within which the driver must resume control
of the vehicle. Individual control recovery times may
vary greatly and depend on a large number of different
factors. In paragon’s view, this means that permanent
monitoring of the driver is required so that they can
confidently resume control if needed, depending on
how they are feeling at that moment in time and their
sitting position.

Seat Belt Observer (SBO)

A test vehicle was fitted with paragon’s sensor-based
Seat Belt Observer for an innovative German automo-
tive manufacturer in the year under review. VW is to
test this vehicle extensively in the USA in the current
fiscal year. This system is intended to significantly in-
crease the frequency of seat belt-wearing in the Amer-
ican market. A control unit combines the information
provided by the device monitoring whether a seat is
occupied with data from other sensors in the seat belt,
buckle switch and the seat itself. In internal tests, the
system safely recognized all of the misuse scenarios
defined by the automotive manufacturer.

Interior Business Unit

In the Interior unit, which has incorporated the former
Acoustics and Cockpit units as departments, the recent
R&D activities in the year under review have been im-
plemented as part of the integration of paragon
semvox GmbH (previously SemVox GmbH) and
paragon electroacoustic GmbH (previously LPG Laut-
sprecher-Produktions-Gesellschaft mbH). With this in-
tegration, the Saarbricken and Neu-Ulm sites have al-
so been newly added to the paragon Group. R&D
activities here are increasingly joint projects spanning
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multiple departments and units, so that several of
paragon’s defined fields of innovation focusing on
shared mobility, connectivity and e-mobility can be ad-
dressed at the same time.

In the year under review, the following projects were
the core focus of R&D activities in the Acoustics de-
partment:

Exterior Sound (AVAS)

According to Article 8 of EU Regulation No 540/2014 of
the European Parliament and of the Council of April 16,
2014, on the sound level of motor vehicles and of re-
placement silencing systems, all new hybrid electric
and pure electric cars must have an “Acoustic Vehicle
Alerting System” (AVAS) installed for improved protec-
tion of pedestrians by July 1, 2019. In the summer of
2020, this requirement will also come into effect for all
battery-electric and fuel cell vehicles — including buses
and trucks. Unlike conventional combustion engines,
electric engines produce hardly any noise, which may
increase the level of risk for pedestrians in certain traf-
fic situations. Particularly for older people and people
with an impaired field of vision, electric vehicles may
therefore represent a serious threat in traffic.

The required acoustic warning must be audible from
start up and up to a speed of 20 kilometers per hour as
well as during reversing. Automotive manufacturers
may freely — with the exception of music pieces —
choose what this warning signal sounds like. However,
to avoid unnecessary environmental pollution, these
noise emissions are subject to specific requirements.

According to the German Federal Motor Transport Au-
thority®, a total of 31,442 plug-in hybrid cars and
36,062 pure electric cars were newly registered in Ger-
many in 2018, which corresponds to a combined share
of around 1.9% of all cars newly registered in Germany.
In paragon’s assessment, the number of new registra-
tions is likely to increase significantly over the next few
years in view of an improved infrastructure and politi-
cal incentives.

6 German Federal Motor Transport Authority, press release no. 1/2019 — Vehicle Registrations in December 2018 — Results for the Year as a Whole
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In the year under review, paragon electroacoustic
GmbH continued the targeted development of its ex-
isting expertise and technology for related exterior
sound systems (AVAS).

Perfect Speaker

Thanks to the use of intelligent software that compen-
sates for distortions, paragon is able to build signifi-
cantly smaller speakers. With this, automotive manu-
facturers achieve cost and weight savings, since they
can make do without heavy subwoofers that take up a
lot of assembly space. paragon continued to develop
its “perfect speaker” in the year under review. The de-
velopments outlined below were pursued at the sys-
tem level as part of this project.

Sound Source Algorithmics/Linearization
In the year under review, a demonstrator was realized

in which the algorithm for linearization of the speaker

Active Noise Cancelation

dynamics was integrated within a hardware module in-
cluded in paragon’s module sound system kit. The
hardware module receives the necessary real-time cur-
rent measurement through a voltage drop calculator
integrated in the amplifier IC along the “drain-source
routes” for the output stage transistors.

This concept enables the replacement of a 13 cm
woofer with a 10 cm woofer and reduces the installa-
tion space by half, while maintaining all of the acoustic
parameters. The demonstrator system has been fitted
inside a vehicle door in order to demonstrate this func-
tion.

Active Noise Cancellation (ANC)

paragon is developing this noise canceling technology
— which has mainly been used in headphones to date —
for in-car use in connection with its scalable sound sys-
tem kit. This technology eliminates generally disruptive
sound by producing inverted signals via the speakers
integrated within the system, which are known as “anti-

(ANC)

This image shows a typi-
cal frequency range dur-
ing driving (marked with
dashed red lines). When
the ANC is switched on,
the level of engine and
tire volume is reduced by
a number of magnitudes
(“green curve’; a reduc-
tion of 10dB corresponds
to a halving of the per-
ceived volume). paragon
aims to significantly re-
duce the noise as far as

1 kHz (and beyond, in
line with the wind noise
that increases as speed

picks up).
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sound.” Sound and anti-sound neutralize one another,
so that car users no longer hear undesirable noise,
such as engine and tire noise. paragon sees major mar-
ket potential for this technology, particularly for the
growing market of electric vehicles, where engine
noise no longer crowds out undesirable ambient
noise.

In the year under review, a test vehicle was fitted with a
prototype of the ANC system. The ANC algorithm
was integrated in a hardware module from paragon’s
modular sound system kit. This integration enables the
low signal transfer time required for ANC as well as a
low-cost architecture that is appropriate for the vehicle
in question. The anti-sound signal output is ideally
provided by means of the bass door speakers
(woofers) already fitted in the vehicle. For acoustic re-
quirements of more than 200 Hz, the use of speakers
positioned close to the head, e.g., fitted in the head-
rest, is necessary. These headrest speakers can then al-
so be used for additional functions such as improved
surround sound (“3D") and low-latency in-car commu-
nication (ICQC).

Digital Microphone

A digital microphone concept was also developed in
the year under review. The goal was to provide micro-
phone signals via a digital bus, so as to be able to offer
automotive manufacturers a low-cost networking solu-
tion. This makes it easier for automotive manufacturers
to include a large number of microphones with high
signal transmission requirements in their future model
generations at low cost. Various digital interfaces (e.g.,
A’B or INICnet) can be used for this purpose. Finally,
functional modules with an integrated triple micro-
phone array are available here.

Audio Processing Bridge (APB)

The predevelopment projects successfully completed
in the year under review for two automotive manufac-
turers entail the integration of audio applications in
complex, innovative seating concepts. paragon sees
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major growth potential here for future model genera-
tions as part of the automotive megatrends of digitiza-
tion and increased comfort.

Sound Test Vehicle

Finally, sound management and in-car communication
(ICC) were further optimized in paragon’s presentation
vehicle and additional settings were added. This will
enable automotive manufacturers’ requirements and
various configurations to be fulfilled even more effec-
tively in the future. In the current fiscal year, integration
of the “perfect speaker” and the ANC system within a
presentation vehicle is planned, enabling a first-hand
experience of these forward-looking product develop-
ments.

In the year under review, the following projects were
the core focus of R&D activities in the Cockpit depart-
ment:

Interior Remote Control (IRC)

This customer-related development project consists of
the first driver interior remote control with a new type
of comfort control unit and a full-graphic display for
trucks, enabling control of a wide range of comfort
functions inside the truck cabin, from the sleeping area,
including window regulators, air conditioning and
heating, central locking, an alarm clock, an interior
light, a radio, driving times and the status of the vehi-
cle's battery. This also meets the need for a particularly
robust setup. The system includes a new data com-
pression method in the vehicle bus for software up-
dates as well as a new automated test bench for the
human-machine interface, which will be used in various
future projects at paragon.

15W Wireless Charging

The technology for contactless charging of mobile
devices continued to develop in fiscal year 2018. The
well-known contact-free energy transmission method
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involves the transmission of electrical energy via elec-
tromagnetic fields instead of wiring. The applicable
standards and norms for electromagnetic compatibility
(EMC) and the electromagnetic impact on users are
taken into account within the scope of electromagnet-
ic environmental compatibility (EMEC) and its thresh-
old values.

All recent smartphones with a wireless charging func-
tion now use Qi charging technology. The electrical en-
ergy flows once the electric coils in the charging tray
and the back of the smartphone are placed directly on
top of one another. Due to people’s increasingly digital
lifestyle, this wireless charging function is becoming
ever more widespread. In cars, the first few models are
being offered with this technology, currently mainly in

ODP S3 System overview
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Natural Language
l Understanding

the center console. In paragon’s view, the maximum
available charging rate is a key competitive factor here.
paragon’s product developments can now be fitted in
the charging areas in vehicle door panels and achieve a
charging capacity of up to 15W.

Digital Assistance Business Unit

In the newly established Digital Assistance unit — which
is represented by paragon semvox GmbH — R&D activ-
ities in the reporting year mainly related to innovative
technologies and solutions for voice control applica-
tions, human-machine interaction and intelligent assis-
tance systems based on artificial intelligence and ma-
chine learning technologies.
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The ODP S3 voice-operated assistant can be used in embedded, cloud-based and hybrid settings. The ODP S3 cloud
solutions can thus be hosted via the manufacturer’'s own infrastructures, communicate exclusively via the internet or

both. This guarantees data sovereignty.
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ODP S3 Platform overview
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With ODP S3, dialogue components can be developed as easily as a smartphone app. The target plat-
forms include Linux x86/ARM, QNX Neutrino, Android and Windows Embedded. This significantly
shortens the development times for individual applications.

The ODP S3 voice-operated assistant is a Java-based,
modular platform enabling a natural language dia-
logue. On the basis of the principle "Write Once,
Run Anywhere,” dialogue components can be reused
on various target platforms. ODP S3 requires only lim-
ited resources while operating at peak performance on
embedded systems (including for J2ME). ODP S3 is
based upon Al technologies that enable the implemen-
tation of intelligent solutions, also for embedded sys-
tems.

ODP S3 provides a software development kit (SDK) as
well as a tool chain through which integrators can
themselves develop next-generation speech dialogues
and integrate these into their systems. This includes
ODP Workbench as an integrated tool chain based on
Eclipse, which supports all of the steps in the dialogue
development process and contains its own SDK. It sup-

ports the entire development process, from the system
specification to the creation of knowledge sources and
the system test to deployment on the target platforms.
Intelligent tools such as Content Assist, Syntax Check
and Wizards help the developer to increase productiv-
ity and quality in the development process. Test cases
and system documentation can be automatically gen-
erated from the system specification, which will in turn
be incorporated in the quality management process.
The technical integration of the system environment is
implemented as early as during the dialogue modeling.

The current generation of ODP S3 technology is
already being used in a large number of vehicles of
German premium manufacturers to control the info-
tainment unit. In 2018, development activities concen-
trated on the new generation of this technology.
Through linked Al technology, this enables deep inte-
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gration of connected services and devices with Al func-
tions for the first time. As well as integrating a large
number of services and devices while taking into con-
sideration the learned preferences and interests of
users, the goal here is to enable the use of genuine in-
telligent assistants for the first time, which can proac-
tively adapt to the user’s needs.

In the year under review, the performance of linked Al
technology was demonstrated through a series of pre-
development projects for well-known automotive
manufacturers, thus paving the way for its transfer to
serial projects in 2019. This new generation of ODP S3
technology will be introduced in the first quarter of
2019.

The Digital Assistance unit is also involved in a series of
predevelopment and research activities in the field of
smart assistance. For instance, the EmmA (emotional
mobile assistant) project is researching the future topic

of empathetic assistance. A socio-emotional behavioral
model makes it possible for the first time to provide
the user with empathetic support in line with his state
of mind, even in critical situations.

Further research activities will examine application sce-
narios in the fields of robotics, industry and medicine.

Body Kinematics Business Unit

In the Body Kinematics unit, which is represented by
paragon movasys GmbH, activities in the year under
review continued to focus on the development of the
latest generation of spoiler drive systems. In particular,
this included the new spoiler drive for the best-known
model of a German automotive manufacturer in the
premium sports car segment, which was transferred to
series production in the fourth quarter of 2018. With
this complex technology, fulfilment of customers’

Z-drive Unit for Free Positioning Spoiler System

The “Z drive unit” enables an electric drive mechanism for an airflow system that can
be freely positioned. Free positioning of the airflow system is ensured by means of a

self-locking central gear unit. Multiple hinges connect the gear unit with the airflow system
and enable them to move together in a confined space. The aluminum mounting support offers a large number of
integrated functions and provides interfaces with the gray zones, engine coil fans, airflow, cable routing, tail fairing,

lights and trunk lid.
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stringent requirements — including during series pro-
duction —is a particular development challenge. In this
regard, paragon benefited from its experience of two
similar series launches for other models of this auto-
motive manufacturer in the prior year, which were di-
rectly incorporated in the development process.

The development of the “compact modular spoiler
drive” (K-DSG) with four series launches in the year un-
der review was an important milestone for the Body
Kinematics unit. The expertise thus developed in the
field of drive technology will be highly significant in
case of new inquiries for series production, but also for
predevelopment and ongoing development. The next
level will include a control board that controls the drive
system and communicates with the vehicle via a bus
system.

In the spoiler for a four-door coupé of a German pre-
mium manufacturer which was newly introduced in the
fourth quarter of 2018, an alternative drive was fitted
by means of a cable system. This design looks great,
even in an extended position. The series unit includes
the spoiler blade, which is adjusted exactly in line with
the vehicle environment by means of a special device,
so as to ensure simple and custom-fit assembly on the
production line for the automotive manufacturer.

In addition, a further version of the “compact modular
spoiler drive”(K-DSG) was transferred to series produc-
tion for a five-door hatchback produced by an innova-
tive German automotive manufacturer in the year un-
der review. Here, among other details, the binding
strap for the spoiler blade was optimized, which also
enables a default tilt setting and facilitates assembly for
the automotive manufacturer.

Finally, a new application in the area of drive technolo-
gy and kinematics was developed in the reporting year
for a San Francisco start-up that was founded in 2012.
This relates to the doors and tailgates of fully au-
tonomously driving vehicles. The requirements for
these vehicles clearly differ from those of current vehi-
cle generations. This young company is currently de-
veloping proprietary software for self-driving cars and
plans to produce its first autonomous vehicles from
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2020. These "robot taxis” represent an entirely new ve-
hicle category for paragon, with great potential for fu-
ture mobility. The first modules for prototypes were
delivered in the year under review. In the current fiscal
year, development activities are concentrating on the
planned series production.

Electromobility Business Unit

The Electromobility unit, which is represented by the
Voltabox subgroup, focused on the following projects
in the year under review:

Following the comprehensive evaluation of the mar-
ket's response to the Schéaffer compact loader at
Agritechnica 2017, Voltabox's developer team made
further progress in the optimization of this system in
the reporting year. Two prototypes were subsequently
delivered to Schaffer whose use provided further valu-
able findings with a view to the final validation of the
system. In the fourth quarter of fiscal year 2018, the
successful completion of this process culminated in the
successful launch of series production for this system.

The system approach and the scalability of the prod-
ucts in the area of battery systems for automated guid-
ed vehicles (AGVs) has been significantly improved
once again. Thanks to the consistent improvement in
the level of standardization of the battery container for
AGVs and the modular development of the entire sys-
tem, several OEMs were added to the company’s cus-
tomer base in the year under review. This battery sys-
tem was transferred to series production for a new
customer within the space of a few months. In 2018,
Voltabox also launched UL certification for various bat-
tery systems for Kuka and aims to successfully com-
plete this process in the current fiscal year.

Increased flexibility and improved scalability were also
the key factors behind the development of a “standard
container” which serves as the basis for freely expand-
able trolleybus battery systems. Standardization of the
battery — which enables modular development of a larg-
er system — permits series production even where this
battery system is used in different trolleybus models.
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Standard Container

Weight-optimized standard containers have an energy content of 15.2 kWh. Long-term charging and discharging
amounts to 50 kW, but can reach up to 80 kW. The standard container has an ISO 26262-compliant design and an
ECE R 100 certificate, whose award marked the core focus of validation activities in the past fiscal year.

At Voltabox of Texas, the development projects for Ko-
matsu Mining were a key focus of its activities in the
year under review. In 2018, the battery system pilot se-
ries was completed for the Battery Hauler 18/20, a bat-
tery-powered tractor for use in underground mining
with a nominal load capacity of up to 20 tonnes. Due to
the complexity of this system, further adjustments and
fine-tuning were required prior to the launch of series
production. These were implemented by the R&D de-
partment in 2018. The Battery Hauler was subsequently
transferred to series production on schedule as the first
vehicle in Komatsu's fleet of electrified vehicles for un-
derground mining.

The electrification of further Komatsu Mining vehicles
is already envisaged, including the Load Haul Dump,
also known internally as “Big Bertha.” Development ac-
tivities at the Cedar Park, Austin/Texas, site focused on
further design optimizations and additions as part of
the forthcoming design as a complete system. More-
over, during the current fiscal year, key steps will follow

in terms of implementation of the battery system with-
in the vehicle architecture of an initial prototype.

At the Aachen research and development center, fur-
ther progress was made in fiscal year 2018 in the devel-
opment of forward-looking power electronics. Work
was carried out on the integration of the high-per-
formance onboard charger (OBC) for charging vehicles
directly onboard, even in an extremely compact as-
sembly space, and on the reliable cooling system this
requires. In the year under review, R&D activities also
focused on enabling the highest possible output volt-
age for the OBC. To achieve this, modern silicon car-
bide (SiC) semi-conductor components are installed,
which permit significantly higher switching frequencies
than conventional components. In concrete terms, the
R&D team has set itself the goal of developing a 44 kW
high-performance charger for assembly space require-
ments, as are typical for 22kW-class devices. This
means combining the 400V and 800V voltage architec-
tures that are common in the automotive sector in a
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single device. This results in possible output voltages in
the range of 220 V to 480 V as well as 440 V to 960 V.
These specifications allow high-performance onboard
charging in a wide range of electromobility applica-
tions, from electric cars to heavy electrified construc-
tion and mining vehicles.

Moreover, the functional model of a DC/DC converter
was completed in the past fiscal year and is now under-
going validation. The voltage converter makes it possi-
ble to convert the DC voltage supplied by the lithium-
ion battery system into a DC voltage with a lower
voltage level. For instance, the onboard electronics can
be supplied with energy from a high-voltage battery
system. The 3.3 kW solution developed by Voltabox
has an output voltage of 12 volts. A key feature of the

paragon Driving Simulator

Display Instruments

"Perfect Loudspeaker”

Sensors

belt-mic®
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DC/DC voltage converter is its extremely compact
build. In the year under review, a core priority was to
optimize the functional reliability and safety of this
product in view of the extremely high input voltage
that it must convert. Furthermore, the validation
process was prepared for by creating the necessary
laboratory conditions.

Presentation at Consumer Electronics Show 2019

From January 8-11, 2019, paragon presented its major
new product developments at the Consumer Electron-
ics Show (CES) in Las Vegas and met with a strong re-
sponse from industry visitors as well as the trade press
in attendance. The latest innovations in the company’s

(paragon semvox)
Al Voice Control "EDWIN”

MirrorPilot®

o
Electric Drive Systems and
Batteries (Voltabox)
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Sensors, Interior and Digital Assistance units were the
core focus. Voltabox was also present at paragon’s
stand with selected applications and was thus repre-
sented at one of the world’s leading consumer elec-
tronics trade fairs for the first time.

The stand featured a simulator enabling in-depth test-
ing of these innovations. Visitors were able to gain a
personal impression of the passenger compartment in
a futuristic car whose various features enable an entire-
ly new driving experience. With this simulation,
paragon also made it possible for trade fair visitors to
test a large number of products that have either re-
cently been introduced to the market or that are cur-
rently being marketed to automobile manufacturers.

Materials Management

Materials management plays a special role at paragon
with its production-intensive plants and broad product
portfolio. In the reporting year, the material input ratio
was 56.5% (prior year: 57.1%). Particularly at the system
level, Group-wide implementation of the dynamic
growth strategy required targeted development of ex-
isting structures and processes as well as efficient inte-
gration of the flow of materials of the companies ac-
quired during the year under review. As a result,
materials management has the function of an internal
benchmark.

The close cooperation with select high-performance
suppliers and a demand-oriented purchasing policy al-
so formed the basis for procurement in fiscal year 2018.
The aim of this approach was to be able to achieve am-
bitious production targets even in the case of short-
term and large-volume orders by automobile manu-
facturers as well as individual project developments in
e-mobility.

The following core measures in particular were imple-
mented in the year under review:

* International purchasing was reinforced at a decen-
tralized level, in particular at the Kunshan (China)
plant

* The value chain was further expanded, especially in
the Mechanics operating segment

- Synergy effects were realized due to the increased
purchasing quantities in connection with the compa-
nies acquired, specifically paragon movasys

* The Group-wide strategic supplier management ap-
proach was expanded to include the plants in Kun-
shan (China) and Landsberg am Lech (paragon
movasys)

* The industry-wide shortage of electronic components
in the second half of the year was offset by means of
specific procurement measures

Free Liquidity

paragon GmbH & Co. KGaA's business model requires
the ongoing availability of sufficient liquid funds. Lig-
uidity is also an important economic indicator for third
parties looking to comparatively assess the business
situation of a company in a specific industry. In addi-
tion, the medium and long-term liquidity planning for
servicing interest payments and repayments is con-
stantly being reviewed by creditors. Finally, the compa-
ny's liquidity planning contributes to the internal man-
agement of the balance sheet structure.

Free liquidity includes all funding that is available with-
in the paragon Group and is not intended to be used.
According to the definition used by the company, cur-
rent net debt is therefore to be determined by sub-
tracting free liquidity from (current and noncurrent) in-
terest-bearing liabilities.

Free liquidity developed as follows as of the reporting
date:

2018
48,926

2017
166,826

In € thousands

Free Liquidity
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Equity Ratio

The equity ratio is used by the Management as an in-
ternal indicator for the management of the capital
structure. Within the scope of the company’s capital-
intensive growth strategy, the recognition of the 40
percent minority interest in the equity of Voltabox AG
due to its consolidation as well as the profit/loss car-
ried forward significantly strengthened the equity re-
ported in the paragon Group's balance sheet.

In addition, the equity ratio reflects the current status
of the investment cycle amid continuing operational
implementation of the company’s long-term growth
strategy. In the long term, the Management Board sees
an equity ratio of about 30% as optimal.

As of the reporting date, the equity ratio developed as
follows:

In Percent 2018 2017
Equity Ratio 491 56.8

Financial Management

The financial management of the company does not
include an independent target system. Rather, the
Management uses internal financial management to
plan and monitor the implementation of its growth
strategy. In this context, comprehensive financial plan-
ning is carried out on the basis of revolving sales plan-
ning, from which investment and liquidity plans are
then derived. In addition to the individual segments,
the company’s legal entities are viewed and consoli-
dated at a Group level on a monthly basis. The intro-
duction of Microsoft Dynamics AX as a uniform ERP
system throughout the Group is intended to facilitate
further expansion into integrated financial planning.
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Dividend Policy

Over the last few years, the Management has devel-
oped a dividend policy that is designed to meet the
company's strategic goal of profitable growth. On the
one hand, this is intended to enable paragon share-
holders to further increase the value of their shares
through dividend payments and provide an incentive
for long-term investment decisions. On the other hand,
the company’s equity base should not be excessively
burdened during its capital-intensive growth phase.
Corporate profits are therefore largely reinvested. In
the medium term, the Management would consider a
disbursement ratio in the range of 20 to 40 percent of
paragon GmbH & Co. KGaA's balance sheet profit (as
reported in the financial statements according to the
German Commercial Code) as appropriate.

For the reporting year, the Management and the Su-
pervisory Board will propose a dividend of € 0.25 (prior
year: € 0.25) per participating share to the Annual Gen-
eral Meeting.
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Remuneration Report of the
Management Board and
Supervisory Board

The company is committed to a high degree of trans-
parency in its reporting. This also applies to the remu-
neration of the Management, which is disclosed and
explained in full in the remuneration report, together
with all its components and on an individualized basis.
The Management and the Supervisory Board have
therefore decided to use the Management remunera-
tion sample tables provided by the German Corporate
Governance Code (GCGC) in the remuneration report.

Management Board Remuneration

The remuneration of the members of the Management
Board consists of an annual fixed remuneration, ancil-
lary benefits and a one-year variable remuneration
component. A cap (minimum/maximum) is not provid-
ed for the variable compensation component. A vari-

Benefits granted Klaus Dieter Frers

able compensation component for multiple years has
not been specified. Finally, the total remuneration still
includes a service cost under IAS 19. This is recognized
pursuant to the GCGC as part of total remuneration,
even though this is not a newly granted contribution in
the narrower sense, but a past decision of the Supervi-
sory Board that continues to be effective.

The total remuneration of the Management contains
salaries and short-term benefits of € 1,668 thousand
(prior year: € 1,238 thousand) and includes fixed com-
ponents of € 1,089 thousand (prior year: € 860 thou-
sand) and variable components of € 578 thousand
(prior year: € 376 thousand). The main variable remu-
neration components are oriented on EBITDA as de-
fined by IFRS and the economic situation of the com-
pany. Expenses relating to share-based remuneration
were not incurred in the year under review (prior year:
€ 0 thousand). Service costs amounted to € 1 thousand
(prior year: € 2 thousand).

The following table shows the contributions granted to
the members of the Management in the reporting
year:

Dr. Stefan Schwehr Dr. Matthias Schoéllmann

Chairman of the Member of the Member of the

Management Board Management Board Management Board

Date joined: Date joined: Date joined:
in €] Apr. 11, 1988 Apr. 1, 2014 Sep. 1, 2018

2018 2017 2018 2017 2018 2017

Fixed compensation 600,000.00 600,000.00 200,000.35 200,000.00 200,000.00 0.00
Fringe Benefits 70,986.36 51,792.52 12,931.45 8,688.00 5,510.40 0.00
Total 670,986.36 651,792.52 212,931.80 208,688.00 205,510.40 0.00
One-year variable
compensation* 510,840.00 332,000.00 67,570.00 44,000.00 0.00 0.00
Total 1,181,826.36 983,792.52 280,501.80 252,688.00 205,510.40 0.00
Service cost 605.64 1,789.56 0.00 0.00 0.00 0.00
Total compensation 1,182,432.00 985,582.08 280,501.80 252,688.00 205,510.40 0.00

* Uncapped (minimum/maximum)
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Allocation Klaus Dieter Frers Dr. Stefan Schwehr Dr. Matthias Schollmann
Chairman of the Member of the Member of the
Management Board Management Board Management Board
Date joined: Date joined: Date joined:
in €] Apr. 11, 1988 Apr. 1, 2014 Sep. 1, 2018
2018 2017 2018 2017 2018 2017
Fixed compensation 600,000.00 600,000.00 200,000.35 200,000.00 200,000.00 0.00
Fringe benefits 70,986.36 51,792.52 12,931.45 8,688.00 5,510.40 0.00
Total 670,986.36 651,792.52 212,931.80 208,688.00 205,510.40 0.00
One-year variable
compensation* 510,840.00 482,760.00 67,570.00 65,230.00 0.00 0.00
Total 1,181,826.36 1,134,552.52 280,501.80 273,918.00 205,510.40 0.00
Service cost 605.64 1,789.56 0.00 0.00 0.00 0.00
Total compensation 1,182,432.00 1,136,342.08 280,501.80 273,918.00 205,510.40 0.00

* Uncapped (minimum/maximum)

In fiscal year 2018, paragon GmbH & Co. KGaA report-
ed expenses for the allocation of pension provisions to
Mr. Klaus Dieter Frers in the amount of € 167 thousand
(prior year: € 364 thousand) in the company's annual
financial statements pursuant to the provisions of the
German Commercial Code.

In fiscal year 2018, paragon GmbH & Co. KGaA report-
ed expenses for the allocation of pension provisions to
Mr. Klaus Dieter Frers in the amount of € 154 thousand
(prior year: € 251 thousand) in the company’s consoli-
dated financial statements pursuant to IFRS.

Prof. Dr. Lutz Eckstein

in € thousands Chairman of the Supervisory Board

Supervisory Board Remuneration

In accordance with the Articles of Association, the re-
muneration of the members of the Supervisory Board
is determined by the Annual General Meeting and con-
sists of fixed remuneration. The Supervisory Board
Chairman receives € 60 thousand and the remaining
members of the Supervisory Board each receive € 30
thousand per fiscal year.

The members of the Supervisory Board received fixed
remuneration totaling € 120 thousand (prior year: € 120
thousand) in the year under review.

The following table shows the remuneration of the Su-
pervisory Board members:

Hermann Bornemeier Walter Schifers

2018 2017 2018 2017 2018 2017
Fixed compensation 60 60 30 30 30 30
Total compensation 60 60 30 30 30 30
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Economic Report

Global Economic Conditions

In October 2018, the International Monetary Fund
("IMF") noted in its global economic outlook’ the
slightly subdued and less balanced global growth out-
look over the course of 2018. A slowdown in trade,
manufacturing and investments at a global level played
a particularly important role here. Overall, global eco-
nomic growth was still considered solid, albeit some-
what plateaued, with mixed dynamics in the individual
economic regions.

Global economic growth was estimated at 3.7% for
2018, while global growth of 3.9% had been expected
back in April. The IMF made this adjustment in re-
sponse to the economic risk associated with height-
ened political uncertainty. The uneven distribution of
economic growth between developed economies
(2.4%) and emerging markets (4.7%) remained un-
changed. In particular, economic growth in 2018 was
estimated to have amounted to 2.9% in the U.S. (prior
year: 2.2%), 2.0% in the eurozone (prior year: 2.4%),
1.9% in Germany (prior year: 2.5%) and 6.6% in China
(prior year: 6.9%).

In this still positive global economic environment, in
the past fiscal year the German economy grew for the
ninth consecutive year, but this growth suffered a loss
of momentum.

According to data from the German Federal Statistical
Office ("Destatis”)?, following price, seasonal and calen-
dar adjustment, gross domestic product (GDP) rose
0.9% in the fourth quarter of 2019 (prior year: 2.2%).
This follows increases of 1.1% in the third quarter (prior
year: 2.2%), 2.3% in the second quarter (prior year:
0.9%) and 1.4% in the first quarter (prior year: 3.4%).
Private consumer spending, which is important for the
automotive industry, contributed to the positive mo-
mentum in the fourth quarter, next to public spending.
It posted an adjusted growth rate of 1.0% (prior year:
0.7%), after 0.2% in the third quarter (prior year 1.1%),

1.0% in the second quarter (prior year: 1.1%) and 1.7% in
the first quarter (prior year: 1.2%).

As a supplier to the automotive industry, in fiscal year
2018 paragon generated most of its Group revenue
with premium automotive manufacturers headquar-
tered in Germany and in the European Union. These, in
turn, sell the vehicles they produce worldwide. Overall
economic development is therefore important for
paragon in that it affects the sales opportunities for the
automotive manufacturers it supplies, and thus also in-
directly affects the development of private consumer
demand for paragon products.

Market Development 2018

In line with the general slowdown in economic growth,
in the past fiscal year global automobile sales matched
the prior year's level, in overall terms, with variable mo-
mentum. The German Association of the Automotive
Industry (VDA)? has calculated that around 85 million
cars were newly registered worldwide in 2018.

According to the VDA'™, the global market for cars in
2018 proved to be robust overall. The European car
market maintained the same high volume seen in the
prior year. However, the performance of the individual
markets varied in this respect. The biggest volume
markets — France (+3%) and Spain (+7%) — gained
ground, while Germany matched the extremely high
level reached in the prior year despite the upheavals
that came with the WLTP changeover. On the other
hand, the markets in Italy (-3%) and the United King-
dom (-7%) declined.

The U.S. light vehicle market even registered slight
growth. China saw a decrease for the first time, but the
market volume there remains very high. On the other
hand, the secondary sales markets such as Brazil, Rus-
sia and India partly recorded significant growth rates.

New registrations/sales of passenger cars developed in
the most important sales markets as follows:

7 https://www.imf.org/en/Publications/WEOQ/Issues/2018/09/24/world-economic-outlook-october-2018

8 Federal Office of Statistics, Press Release dated Febr. 22, 2019 — 064/2019

9 VDA Press Release dated Dec. 5, 2018: German Automotive Industry Drives Future of Mobility Forward
10 VDA Press Release dated Jan. 16, 2019: International Automotive Business Produces Solid Results in 2018
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In million units 2018 2017 Change
USA 17.2 17.2 0.5%
Europe 15.6 15.6 0.0 %
China 233 24.1 -38%

In 2018, the premium manufacturers Audi, Volkswagen,
Porsche, Daimler and BMW, which are important for
paragon, maintained the same high volume achieved
in the prior year, with around 13.2 million passenger
cars sold worldwide." The Volkswagen Group reported
that it had increased its deliveries within Europe, China
and the U.S. through successful product campaigns.'
paragon’s largest customer group thus more than
made up for the generally declining Chinese sales mar-
ket. This is mainly attributable to the significant sales
growth registered by Audi and Porsche. According to
the VDA®, the German automotive industry accounted
for around 20 percent of the global car market. In Chi-
na, the German automotive industry even increased its
market share to 22 percent.
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The premium segment of the major German automo-
tive manufacturers, which paragon caters for, has thus
once again outperformed the overall market.

In the e-mobility market, 2018 continued to be charac-
terized by dynamic market growth in the industrial
submarkets relevant to Voltabox. This market dynamic
was based on the ongoing process of diesel backup
generators and lead-acid batteries being replaced by
modern lithium-ion battery systems.

paragon thus experienced a positive economic envi-
ronment during the past fiscal year.

Business Performance of the Group

The excellent operative performance in the young op-
erating segments Electromobility and Mechanics (Body
Kinematics unit) was a key factor in the company’s
growth in the fiscal year 2018.

Operating Segment Electronics Mechanics Electromobility Eliminations Group

in € thousands / as indicated 2018 2017 Ain% 2018 2017 Ain% 2018 2017 Ain% 2018 2017 Ain% 2018 2017 Ain%
Revenue

(third party) 85,518 90,799 -5.8 34977 9330 2749 66,888 24694 1709 0 0 0 187,383 124,823 50.1
Revenue

(Intersegment) 8272 4064 1035 45503 64,728 -29.7 19 2580 -99.3 -53,794 -71372 -24.6 0 0 0
Revenue 93,790 94,863 -1.1 80,480 74,058 8.7 66,907 27,273 1453 -53,794 -71372  -24.6 187,383 124,823 50.1
EBIT 10,547 9,683 10.5 -748 1,167 n/a 5609 -1,641 nfa  -576 -3,794 -84.8 14,832 5415 1739
EBIT margin 11.2% 10.2% nfa -09% 16% nfa 84% -6.0% n/a n/a n/a nfa 79% 43% n/a

The largest operating segment, Electronics, dominated
Group activities with revenue of € 93.8 million (prior
year: € 94.9 million). Of this amount, € 85.5 million
were attributable to third-party revenue in the Sensors,
Interior and Digital Assistance units (prior year: € 90.8
million). At € 34.3 million, revenue in the Sensors unit
increased by 1.5% (prior year: € 33.8 million). This is pri-
marily due to increasing take-rates in the current vehi-

11 Calculated on the basis of the respective information from the press releases of the car manufacturers
12 Volkswagen AG, Press Release dated Jan. 11, 2019 — New Delivery Record for Volkswagen Group in 2018
13 VDA Press Release dated Jan. 30, 2019: Automotive World About to Change Faster Than Ever Before
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cle models with the latest sensor generation from
paragon. Revenue in the Interior unit decreased by
12.3% to € 50.0 million (prior year: € 57.0 million),
which was mainly due to life-cycle effects. The
Acoustics special field recorded revenue decline of
22% to € 16.7 million (prior year: € 21.4 million). In ad-
dition, LPG Lautsprecher-Produktions-Gesellschaft
mbH (now: paragon Electroacoustic GmbH), which was
acquired on Nov. 1, 2018, contributed € 1.6 million to
segment revenue for the first time. The Cockpit special
field recorded revenue decline of 6.5% to € 33.3 million
(prior year: € 34.7 million). The newly established Digi-
tal Assistance unit is represented by SemVox GmbH
(now: paragon semvox GmbH), in which a majority
stake was acquired on Oct. 1, 2018, and also con-
tributed € 1.2 million to segment revenues for the first
time. The EBIT for the operating segment amounted to
€ 10.5 million (prior year: € 9.7 million), which corre-
sponds to an EBIT margin of 11.2% (prior year: 10.2%).

Segment revenue in the Mechanics operating segment
amounted to € 80.5 million (prior year: € 74.1 million).
Of this figure, € 35.0 million was attributable to third-
party revenue in the Body Kinematics unit (prior year: €
9.3 million), which is represented by paragon movasys
GmbH. With an increase in growth of 274.9%, this op-
erating segment achieved disproportionate growth.
On the one hand, series production of the latest gener-

ation of spoiler drive systems was a major source of
revenue in the year under review. In addition, HS Ge-
nion GmbH (now: paragon movasys GmbH), which was
acquired on Dec. 1, 2017, contributed to revenues for
the entire fiscal year for the first time. EBIT for the op-
erating segment amounted to € -0.7 million (prior year:
€ 1.2 million), which correspondends to an EBIT margin
of -0.9% (prior year: 1.6%).

Segment revenue in the Electromobility operating seg-
ment rose to € 66.9 million (prior year: € 27.3 million),
which was almost completely achieved with third par-
ties (prior year: € 24.7 million). This operating segment
is represented by the Voltabox subgroup, which is fully
consolidated. With an increase of 170.9%, this operat-
ing segment also posted disproportionately high
growth dynamics. The largest growth driver was the
serial production of battery modules for appications in
intralogistics, especially forklifts. Other revenue drivers
included battery systems for trolleybuses and for use in
mining vehicles, agricultural vehicles and starter bat-
teries for motorcycles. Furthermore, ACCURATE -
SMART BATTERY SYSTEMS - GmbH (Korntal-MUnchin-
gen), which was taken over by Voltabox AG on Sep. 1,
2018, contributed € 2.2 million to revenue for the first
time. EBIT for the operating segment amounted to €
5.6 million (prior year: € -1.6 million), which corre-
sponds to an EBIT margin of 8.4 (prior year: -6.0%).

Revenue distribution 2018 Share 2017 Share Change
in € thousands in % in % in%
Sensors 34,276 18.3 33,760 27.0 1.5
Interior* 50,010 26.7 57,038 457 -12.3
Digital Assistance** 1,232 0.6 n/a n/a n/a
Body Kinematics 34,977 18.7 9,330 7.5 274.9
Electromobility 66,888 35.7 24,694 19.8 170.9
thereof:

Germany 57,808 309 21,369 17.1 170.5
thereof:

USA 9,080 4.8 3,325 2.7 1731
Total 187,383 100.0 124,823 100.0 50.1

*  Previously Cockpit and Acoustics.
** As of the 4th Quarter 2018
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In the 2018 fiscal year, in addition to the above-men-
tioned company acquisitions, in particular life-cycle ef-
fects in the product portfolio and increasing take rates
have influenced the business activities of the Group.

Business Performance of the Parent Company
paragon GmbH & Co. KGaA

The business performance of paragon GmbH & Co.
KGaA's business performance was mainly characterized
by the Sensors and Interior units. At € 34.3 million, rev-
enue in the Sensors increased by 1.5% (prior year: €
33.8 million). This is primarily due to life-cycle effects
with simultaneously increasing take-rates in the current
vehicle models with the latest sensor generation from
paragon.

Revenue in the Interior unit decreased by 12.3% to €
50.0 million (prior year: € 57.0 million), which was
mainly due to life-cycles effects.

Key Factors of Business Performance

The business performance of the paragon Group dur-
ing the past fiscal year was again mainly characterized
by an increase in the take-rate for certain air quality
sensors and an increase in the output volume of the
latest generation of hands-free microphones as well as
several production starts for display instruments and
the latest generation of adjustable spoilers. At the
same time, production volumes for older product gen-
erations fell as part of their life cycles.

Furthermore, the relative composition of the customer
structure changed over the course of the year accord-
ing to the successive implementation of the growth
strategy. This was mainly attributable to the significant
growth in the Electromobility operating segment,
which fed off of the particularly dynamic development
in the intralogistics market. In addition, HS Genion
GmbH, which has been consolidated since Dec. 1, 2017
and now operates under the name paragon movasys
GmbH, bundling all business activities of the Body
Kinematics unit, for the first time contributed to rev-
enues for the entire fiscal year.
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At the same time, the revenue share with the largest
customer fell to 33.9% (previous year: 49.0%), while the
customer base in the automotive business segments
Electronics and Mechanics was further broadened
overall. The different model cycles of the respective au-
tomobile manufacturers and the selected times for
model maintenance and generation changes have had
an additional influence on this development.

In the past fiscal year, the development and production
of lithium-ion battery systems for industrial applica-
tions had a major impact on the course of business in
the Electromobility operating segment, which is repre-
sented by the Voltabox subgroup. These include, in
particular, local public transportation (trolleybuses), in-
tralogistics (forklift trucks and automated guided vehi-
cles) as well as mining and agricultural vehicles. Busi-
ness performance was increasingly dominated by the
automated series production of ready-to-use battery
modules for intralogistics.

In addition, serial production of 5Ah and 10Ah starter
batteries for BMW motorcycles began in the third
quarter. The first series-produced battery systems for
the first application in mining were delivered in the
fourth quarter. Moreover, business was characterized
by the construction of a further prototype for a newly
designed large underground mining vehicle from Ko-
matsu and the development of power electronics. In
the second quarter of 2018, the cooperation with our
partner Triathlon Batterien GmbH ("Triathlon"), which
has existed since 2014, was fundamentally renewed for
battery systems for forklift trucks. The new cooperation
agreement stipulates that Voltabox's lithium-ion bat-
tery systems intended for distribution in the EU will
continue to be assembled at Triathlon. Voltabox pro-
duces and supplies the modules, while Triathlon manu-
factures troughs as well as system and module elec-
tronics. Subsequently, Voltabox started direct sales of
battery systems for forklift trucks in the EU parallel to
the cooperation with Triathlon.
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Assets, Financial Position and Earnings

Earnings of the paragon Group

With revenue growth of 50.1% to around € 187.4 mil-
lion (prior year: € 124.8 million), the paragon Group
continued its existing growth momentum in fiscal
year 2018 and exceeded its revenue forecast. With a
Group EBIT margin of 7.9%, the earnings forecast
of the Management Board of around 8% was also
achieved.

Other operating income increased by 421.9% to € 7.2
million (prior year: € 1.4 million), mainly due to curren-
cy translation effects and compensation payments. In-
ventories of finished goods and work in progress rose
to € 9.2 million, compared with a decline of € 1.1 million
in the prior year. This development is attributable to a
build-up of inventories to realize revenues in the first
quarter of 2019. At € 15.7 million, other own work capi-
talized remained slightly below the prior year's level
(€ 16.4 million). The cost of materials increased in line
with revenue growth by 48.7% to € 105.9 million (prior
year: € 71.2 million), which corresponds to a cost of
materials ratio of 56.5% (prior year: 57.1%). This results
in gross profit of € 113.5 million for the 2018 fiscal year
(prior year: € 70.2 million), which corresponds to a
gross profit margin of 60.6% (prior year: 56.3%).

Personnel expenses rose by 47.9% to € 52.2 million
(prior year: € 35.3 million) in the course of the fiscal
year, primarily due to new hires in connection with op-
erating growth and the expansion of the scope of con-
solidation. As a result, the personnel expense ratio fell
slightly to 27.8% (prior year: 28.2%). Other operating
expenses increased by 54.3% to € 31.1 million (prior
year: € 20.2 million). This is due in particular to curren-
cy translation effects, increased rental expenses and le-
gal and consulting costs in connection with company
acquisitions. Earnings before interest, taxes, deprecia-
tion and amortization (EBITDA) thus increased by
104.5% to € 30.3 million (prior year: € 14.2 million), cor-
responding to an EBITDA margin of 16.2% (prior year:
11.9%).

After scheduled higher depreciation of € 14.4 million
(prior year: € 9.4 million), earnings before interest and
taxes (EBIT) increased by 173.9% to € 14.8 million (prior
year: € 5.4 million). The EBIT margin thus increased to
7.9% (prior year: 4.3%).

As a result of slightly lower financing expenses, the fi-
nancial result improved slightly to € - 4.2 million (prior
year: € - 4.4 million). This results in an increase in earn-
ings before taxes (EBT) of 928.6% to € 10.6 million (pri-
or year: € 1.0 million). Taking into account significantly
higher income taxes (deferred taxes) of € 7.2 million
(prior year: € 5.0 million), the paragon Group generat-
ed a consolidated result of € 3.4 million in the report-
ing period (prior year: € - 4.0 million). This corresponds
to earnings per share of € 0.52 (previous year: € - 0.30).

The portion of Group result attributable to minority in-
terests amounted to € 1.0 million (prior year: € -2.6 mil-
lion). The balance of Group result and other compre-
hensive income of € 0.9 million (prior year: € -2.3
million) was allocated to minority interests.

Net Assets of the paragon Group

The assets of paragon GmbH & Co. KGaA increased by
17.6% to € 362.3 million (December 31, 2017: € 308.0
million), mainly due to the capitalization of develop-
ment costs, the expansion of the scope of consolida-
tion and the significant expansion of operating activi-
ties.

Non-current assets increased to € 176.7 million (De-
cember 31, 2017: € 107.9 million). This was mainly due
to the 52.7% increase in intangible assets to € 91.7 mil-
lion (December 31, 2017: € 60.0 million) caused by the
capitalization of development costs and the expansion
of the scope of consolidation. Goodwill increased ac-
cordingly by 310.2% to € 30.4 million (December 31,
2017: € 7.4 million).

For the year under review, management had forecast
investments (CAPEX) of around € 35 million, which at
€ 48.8 million were exceeded by 39.4%.
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Current assets decreased to € 185.6 million (December
31, 2017: € 200.1 million). This is attributable to the
239.8% increase in inventories to € 58.9 million (De-
cember 31, 2017: € 17.3 million), the 116.5% increase in
trade receivables to € 70.7 million (December 31, 2017:
€ 32.7 million), and the increase in other assets by
234.4% to € 14.1 million (December 31, 2017: € 4.2 mil-
lion), while liquid funds decreased by 71.3% to € 41.8
million (December 31, 2017: € 145.8 million). The in-
crease in inventories is attributable in particular to the
significant expansion of the business activities of the
Voltabox subsidiary as well as the expansion of the
scope of consolidation. The increase in trade receiv-
ables is mainly attributable to the Voltabox subgroup
as a result of changed contractual terms with a major
customer and, in particular, to the expansion of the
scope of consolidation.

Equity increased to € 177.8 million (December 31, 2017:
€ 176.0 million), in particular as a result of the signifi-
cant increase of the Group result to € 2.3 million (De-
cember 31, 2017: € -1.4 million). In addition, profit car-
ried forward fell to € 95.9 million (December 31, 2017:
€ 98.3 million). The minority interest (39.97%) in
Voltabox AG amounted to € 61.9 million (December 31,
2017: € 61.1 million).

Against the backdrop of the increased balance sheet
total, the equity ratio fell to 49.1% as of the balance
sheet date (December 31, 2017: 57.1%).

Non-current provisions and liabilities increased to
€ 100.1 million (December 31, 2017: € 85.6 million),
which is mainly attributable to the 68.8% increase in
deferred taxes to € 24.1 million (December 31, 2017:
€ 14.3 million). The increase in deferred tax liabilities is
attributable to effects from the first-time consolidation
of new subsidiaries. In addition, other non-current lia-
bilities of EUR 3.8 million were reported (December 31,
2017: Q).

Current provisions and liabilities increased to € 84,4
million (December 31, 2017: € 46.4 million). In addition
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to the 801.9% increase in current loans to € 41.4 million
(December 31, 2017: € 4.6 million) due to the utilization
of current account credit lines and maturity effects,
trade payables increased by 61.5% to € 28.2 million
(December 31, 2017: € 17.5 million) as a result of the in-
crease in the cost of materials. In addition, other cur-
rent liabilities increased by 31.9% to € 12.7 million (De-
cember 31, 2017: € 9.6 million) due to increased
accruals and purchase price liabilities from the acquisi-
tion of SemVox GmbH (now: paragon semvox GmbH).

Financial Position of the paragon Group

Cash flow from operating activities fell to € -53.5 mil-
lion in the reporting period (prior year: € -10.0 million).
Taking into account earnings before taxes (EBT), which
increased by € 9.6 million, an increase of EUR 5 million
in depreciation and amortization of non-current assets
and non-cash expenses of € 3.8 million, this develop-
ment is attributable in particular to an increase in net
working capital of € 51.6 million. The increase in net
working capital is due to a € 33.7 million higher in-
crease in inventories and a € 13.0 million higher in-
crease in trade receivables, while trade payables de-
creased by € 0.6 million (prior year: increase of trade
payables by € 4.8 million).

Cash flow from investing activities rose to € -73.4 mil-
lion in the reporting period (prior year: € -37.2 million).
This development resulted from the € 16.9 million in-
crease in payments for investments in property, plant
and equipment, the € 10.1 million increase in payments
for investments in intangible assets and the € 10.4 mil-
lion increase in payments for the acquisition of consol-
idated companies and business units.

This results in a free cash flow adjusted for transaction
investments of € -102.3 million (prior year: -€ 31.8 mil-
lion).
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Cash and cash equivalents decreased accordingly to
€ 41.8 million at the balance sheet date (prior year:
€ 145.8 million).

General Statement on the Net Assets, Financial
Position and Earnings of the paragon Group

The company'’s assets, financial position and earnings
developed as planned during the past fiscal year.

Earnings of paragon GmbH & Co. KGaA

paragon GmbH & Co. KGaA recorded a slight increase
in revenue in its financial statements by 0.5% to € 109.2
million (prior year: € 108.7 million) and thereby
achieved its forecast for fiscal year 2018. If only the ex-
ternal revenue of paragon GmbH & Co. KGaA is taken
into account, there was a decline in revenue by 8.6% to
€ 93.0 million (prior year: € 101.7 million).

EBIT decreased to € -0.5 million (prior year: € 16.3 mil-
lion), which corresponds to an EBIT margin of -0.4%
(prior year: 15.0%). As a result, the forecast EBIT margin
of 5% could not be achieved. The reason for the de-
crease in EBIT are one-off effects.

Other operating income amounted to € 1.9 million in
the year under review (prior year: € 21.2 million). The
decline is due to one-off effects in the previous year.

The cost of materials ratio was 72.5% in the year under
review (prior year: 73.1%).

The personnel costs decreased by 0.4% to € 13.8 mil-
lion (prior year: € 14.1 million). The reason for this are
lower social security contributions.

Other operating expenses amounted to € 14.5 million
in the year under review (prior year: € 14.8 million).

paragon GmbH & Co. KGaA's net finance costs im-
proved to € -0.9 million (prior year: € -12.4 million). The
reduction is due in particular to the last assumption of
loss of Voltabox AG in the previous year. The profit
transfer consists of the profit transferred from produc-
tronic GmbH in the amount of € 1.8 million and the

profit transferred from Sphere Design GmbH in the
amount of € 0.0 million.

In the period under review, paragon GmbH & Co. KGaA
generated net loss of € -1.4 million (prior year: net in-
come of € 3.9 million).

Net Assets of paragon GmbH & Co. KGaA

The assets of paragon GmbH & Co. KGaA decreased
significantly to € 151.8 million as of the end of the re-
porting period (December 31, 2017: € 266.0 million),
mainly as a result of internal cost allocations to the
subsidiaries.

Fixed assets increased € 29.7 million to € 99.3 million
(December 31, 2017: € 69.6 million). The main reason
for this increase are the investment activities in finan-
cial assets and in property, plant and equipment. In-
vestments in financial assets amounted to € 20.7 mil-
lion and mainly relate to the purchase of SemVox
GmbH (now: paragon semvox GmbH) with a carrying
amount of EUR 16.6 million as of the balance sheet
date.

Current assets decreased to € 52.5 million (December
31, 2017: € 196.1 million). This is mainly due to a de-
crease in receivables from affiliated companies as part
of the internal cost allocation with subsidiaries.

Liquid funds decreased to € 10.6 million as of the bal-
ance sheet date (December 31, 2017: € 37.1 million).

Equity decreased by € 2.6 million from € 25.6 million to
€ 23.0 million.

The provisions of paragon GmbH & Co. KGaA amount-
ed to € 4.8 million as of the end of the reporting peri-
od (December 31, 2017: € 4.5 million). This increase is
due to personnel provisions.

Liabilities decreased to € 123.2 million (December 31,
2017: € 234.9 million). This is mainly due to the internal
cost allocation between the subsidiaries.
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Financial Position of paragon GmbH & Co.KGaA

Cash flow from operating activities decreased in the
period under review to € -12.0 million (prior year: € 6.7
million). This is primarily due to the significantly higher
interest charges and inventories.

Cash flow from investment activity increased in the pe-
riod under review to € 33.2 million (prior year: € 17.6
million). This development resulted from the significant
increase in payments for investments in property, plant
and equipment to € 13.5 million (prior year: € 3.4 mil-
lion).

Cash and cash equivalents decreased to € 10.6 million
as of the balance sheet date (prior year: € 37.1 million).

General Statement on the Net Assets, Financial
Position and Earnings of paragon GmbH & Co.
KGaA

The net assets, financial position and results of opera-
tions essentially developed as planned in the past
fiscal year, whereby special effects from incidental
transaction costs influenced the EBIT margin. The
Management Board considers the operative perform-
ance favorable.
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Opportunity and Risk Report

paragon has established a comprehensive risk man-
agement system to identify opportunities and risks in
corporate development. All the operating segments
regularly issue risk reports, from which management is
informed about the probability of occurrence and pos-
sible damages resulting from the risks identified. The
risk reports contain an assessment of the risks as well
as suggestions for appropriate countermeasures. For
information on the risk management objectives and
methods with regard to the use of derivative financial
instruments, please refer to the notes (note D. 38).

Opportunity Report

Opportunities

The German Association of the Automotive Industry
expects further global sales growth for passenger cars
in fiscal year 2019." There are opportunities associated
with this for paragon in the Electronics and Mechanics
operating segments. For years, the Management Board
has pursued the goal of increasing the share of sales
per vehicle, for instance, by increasing take-rates with
existing customers, winning new customers for existing
products internationally and developing innovative
products and systems with a higher added value. Ex-
amples of this from fiscal year 2018 include the presen-
tation of the DUSTPROTECT filter system for fine par-
ticulate matter and the development of a scalable
software-controlled acoustics system.

In addition, numerous new product innovations from
the Electronics operating segment are currently being
intensively marketed. Due to its strategic positioning,
paragon will be able to profit from changes in the au-
tomotive value chain that will arise from the mega-
trends of digitization, electrification, shared mobility,
CO, reduction and autonomous driving. As the largest
individual market, the Chinese market is highly signifi-
cant here. While significant changes should be expect-

ed on the supply side, due to factors such as the devel-
opment of many domestic start-ups and the recent
elimination of the requirement of 50:50 joint ventures
with local brands for production in China, demand is
currently developing positively in the premium seg-
ment, which is important for paragon.” Premium
brands are profiting from robust demand from their
liquid customers and from Chinese reduction in tariffs
in July 2018 on imported cars from 25 to 15 percent —
for all countries of origin except the USA.

In its “Profiling tomorrow’s trendsetting car buyers”
study published in December 20186, the management
consultancy McKinsey researched the level of accept-
ance in specific customer segments. 46 percent of
those questioned indicated that they felt comfortable
with the idea of using autonomous vehicles. The high-
est level of acceptance (72 percent) was registered in
China, with 58 percent of respondents who live in
cities, 52 percent premium brand vehicle owners and
50 percent of respondents under the age of 50. In ad-
dition, vehicles’ connectivity (human-machine inter-
face) was a very high priority; around 40 percent of the
survey participants would even change their car brand
for the sake of improved connectivity features. Overall,
end customers’ perceive these new technologies to be
either on the horizon (autonomous driving, intelligent
mobility) or else already on their doorstep (electrifica-
tion, connectivity). The survey suggests that these
trends are set to gain in momentum and are increas-
ingly seen as interlinked with one another.

The investment bank Lazard and the consulting firm
Roland Berger quantified these changes in their joint
“Global Automotive Supplier Study,”"” published in De-
cember 2017. It asserts that the connectivity of vehicles
will become available as a standard feature — at least in
developed markets — which, together with the steady
rise of artificial intelligence, opens up almost limitless
possibilities. The authors also estimate that the propor-
tion of new vehicles sold in 2018 attributable to new
mobility concepts will account for 1015 percent in the
U.S. and up to 35 percent in China. At the same time,
they forecast the share of new vehicles with more ad-
vanced autonomous systems to be between 5 and 26

14 VDA Press Release dated Dec. 5, 2018: German Automotive Industry Drives Future of Mobility Forward
15 Global Automotive Business 2018/2019, Automobil Produktion Magazine Special Edition, November 2018
16 https:.//www.mckinsey.com/industries/automotive-and-assembly/our-insights/profiling-tomorrows-trendsetting-car-buyers

17 https://www.lazard.com/perspective/global-automotive-supplier-study-2018/
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percent in 15 to 20 years' time. After all, the momen-
tum for increasing electrification is steadily growing, so
that the share of electric vehicles is forecast to amount
to 8-20 percent in the U.S., 20-32 percent in Europe
and 29-47 percent in China by 2025.

In 2019, the market research institute IDTechEx™ ex-
pects market growth of about 12% for battery systems
in the submarkets currently occupied by Voltabox. The
average annual growth rate until 2023 is estimated at
around 19% in these submarkets (reference year: 2018).

As a result, paragon has the following opportunities,
particularly in the medium term, which the company
considers to be significant, as in the previous year:

* Thanks to its business model focusing on the inde-
pendent development of product innovations as well
as the acquisition of complementary technologies,
paragon is able to realize competitive advantages in
the Electronics operating segment due to the dynam-
ic technology transformation surrounding current
megatrends.

The focus on the development of product innova-
tions is increasingly shifting from the component lev-
el to the system level in the Electronics and Mechan-
ics operating segments. This provides paragon with
the opportunity to increase the added value that
each vehicle provides.

Due to the globally high levels of air pollution in
heavily frequented, urbanized areas, in the future,
paragon will be able to benefit from potentially high-
er take-rates for air quality sensors in passenger cars,
particularly with the DUSTPROTECT particle filter sys-
tem currently in development. When breathed in, fine
particulate matter (PM2.5) can reach the alveoli and
have negative health impacts. Its small size allows it
to remain in the atmosphere longer and be carried
further distances. As a result, politically induced
strategies to reduce the health impacts of air pollu-
tion are gaining in importance internationally.
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* The growing relevance of increased comfort, modern
infotainment and artificial intelligence is accounted
for in a special way by the 3D+ sound system pre-
sented by paragon in 2017. It not only enables future
augmented audio applications to be realized but also
allows for a noise reduction function, for instance, by
eliminating unwanted driving noise through counter
signals. At the same time, it is also possible for car
manufacturers and mobility providers to stream
seat/user-specific content on a subscription basis.

paragon semvox’'s intelligent voice-operated assis-
tant also enables a smooth dialogue between the
driver and the vehicle, with spontaneous and intuitive
interaction.

The external speakers marketed by paragon electroa-
coustic have growing sales potential, since from July
1, 2019, an "Acoustic Vehicle Alerting System” (AVAS)
will be mandatory in the EU for hybrid electric and
pure electric vehicles.

According to the German Association of the Automo-
tive Industry, the Chinese automotive market main-
tained its outstanding position in the past fiscal year
as the largest sales market with some 23.3 million
new registrations.” Further above-average sales
growth of around 2% is expected here, with some
volatility, for fiscal year 2019. With paragon Automo-
tive Kunshan Co., Ltd., paragon has its own local pro-
duction facility. The Chinese government's five-year
plan (2016-2020) provides concrete targets for the
significant reduction of air pollution. The Chinese au-
tomotive industry is now one of the world's largest
growth drivers for the rapid spread of resource-con-
serving technologies. This means there is particularly
high sales potential in the Chinese automotive mar-
ket for paragon in the medium term if it can acquire
Chinese automotive manufacturers as new customers
for the DUSTPROTECT particle filter system with high
take-rates and sales figures.

18 https://www.idtechex.com/research/reports/industrial-and-commercial-electric-vehicles-on-land-2017-2027-000505.asp

19 VDA Press Release dated Dec. 5, 2018: German Automotive Industry Drives Future of Mobility Forward
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* The Body Kinematics unit’'s growing product portfolio
is providing a significant contribution to vehicles'
safety and energy efficiency. Moreover, with the de-
velopment of sliding door modules, e.g., for au-
tonomous taxis and minibuses, it will also be able to
profit from the large growth market of autonomous
driving in the future.

paragon'’s Electromobility operating segment also of-
fers great opportunities for further applications for
the lithium-ion battery systems developed by the
publicly traded 60 percent-owned subsidiary
Voltabox AG. The electromobility megatrend has al-
ready led to the first applications in individual capital
goods submarkets such as trolleybuses for public
transport, intralogistics forklifts and automated guid-
ed vehicles in networked production as well as un-
derground mining vehicles. With the help of strong
cooperation partners, paragon is able to benefit from
substitution effects here that result from the econom-
ic advantages its battery technologies offer com-
pared to the lead-acid batteries or diesel backup
generators used to date. In these fast-growing sub-
markets, paragon has the opportunity to significantly
increase Voltabox's relative market share within a
short period of time and thus to assume a leading
market position (market penetration and market de-
velopment). This includes the company’s entry into
the market segment of agricultural and construction
vehicles.

Moreover, the niche strategy of horizontal and verti-
cal diversification offers major sales opportunities in
further submarkets in the medium term. For instance,
this includes the launch of series production of starter
batteries for motorcycles as well as the company’s
entry into the market for pedelecs, in addition the
new development of a battery system and an electric
drive system for pumping milk into and out of trans-
port vehicles. Often it is the complex requirements
regarding the performance, safety and reliability of
the lithium-ion battery systems developed by
Voltabox that play a decisive role.

Overall Assessment of Opportunities

Through the regular and structured monitoring of op-
portunities within the paragon Group and the relevant
sales markets as well as internal, barrier-free communi-
cation at the various levels of management, the Man-
agement is in a good position to identify opportunities
for the Group. The consistent utilization of business
opportunities in the form of planning adjustments can
make a positive contribution to the company'’s strate-
gic and operational success. At the end of fiscal year
2018, both external and internal opportunities were
identified or confirmed that are basically unchanged
compared to the prior year.

The significance of the listed opportunities as well as
the resulting positive effects on the financial perform-
ance indicators projected for fiscal year 2019, and thus
on the short-term development of the paragon Group
as a whole, is classified as low. The Management Board
therefore expects the positive development of business
described in the forecast.

Risk Report

Risk Management

paragon uses a comprehensive risk management sys-
tem as part of its risk-oriented corporate governance.

Risks are defined in the paragon Group not only as ac-
tivities, events and developments endangering the
company's existence, but also those affecting its busi-
ness success. Particular attention is paid to risk concen-
trations, e.g., dependencies on individual customers,
suppliers, products or countries. In the case of material
risks, mutual dependencies and impacts are taken into
account, since individual risks can mutually reinforce
each other or cause compensation effects between
them. We understand business success in terms of
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measurable values, e.g., revenue and EBIT. Risks are
therefore represented in these figures in the reports
from the respective process owners. Risk assessment is
always based on the risk outcome. A risk includes the
possibility that a threat exposes a vulnerability and
causes damage to or the loss of an object and thereby
directly or indirectly results in a negative impact. The
aim is also to identify and evaluate these risks in order
to be able to select suitable and appropriate counter-
measures on this basis.

Strategic Governance and Risk Management

The aim of risk management is to secure the compa-
ny's continued existence, i.e., securing its future devel-
opment and profitability as well as reducing the risks of
breaching the confidentiality, integrity and availability
of the information or data used or contained in the
performance of activities. The task of risk management
is also to report deviations from the corporate objec-
tives at an early stage and thereby enable timely coun-
termeasures. Risk guidelines are defined in the risk
manual.

Group-wide responsibility for risk management lies
with the Management. Risk management at the re-
spective sites is adequately covered and secured in
regular (video and telephone) meetings with the re-
spective senior management. This means that the
Management is directly informed of the situation and
the corresponding risks are continuously monitored
and managed by the Management. In risk fields where
quantification is not possible or useful, work is done to
identify risk factors.

Central Risk Management

An important role in the risk management and control
process belongs to central risk management. Within its
responsibility for the risk situation of the company, the
Management transfers the task of implementing per-
manent risk management activities to the central risk
management team. Responsibility for central risk man-
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agement lies with the Head of Controlling. paragon’s
central risk management team is responsible for coor-
dinating all decentralized risk management functions,
evaluating risk analyses and consolidating them into
risk reporting as well as improving and enhancing the
risk management system. Working with the Manage-
ment, the central risk management team determines
the reporting cycles and defines the thresholds for the
risks which, when exceeded, require a risk control re-
port to be prepared outside the obligatory reporting
requirements. Both the threshold values and the re-
porting cycles are based on the relevance of the risks.

Central risk management supports the decentralized
risk managers in the preparation of risk analyses and
checks their returns and plausibility. It summarizes the
individual risk profiles in a joint document. This means
that interactions between the risks can be analyzed
and the overall risk situation of the paragon Group can
be recorded, evaluated and commented on. This sum-
mary is referred to as risk reporting. This task is of par-
ticular importance because the objective of an inte-
grated risk management system is the holistic
consideration of a company’s risk situation. Risk re-
porting acts as the basis for the statements on the
paragon Group's risk situation in the management re-
port.

The decentralized risk managers are consulted when-
ever new risk management measures are established
or existing measures are adapted.

Decentralized Risk Management

Decentralized risk management in the paragon Group
is located within the company’s individual segments
and sites. The area and process managers are respon-
sible for risk management in their respective areas of
work as decentralized risk managers. The decentralized
risk management team reports on the development of
risks in these areas as part of risk control measures. For
each reporting cycle, the decentralized risk managers
write up a report on the risks for which they are re-
sponsible. The focus here is on the description of the
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expected development of the risk. With this, measures
for future risk management or the improvement of ex-
isting measures are developed and included in the risk
control report as proposed measures for implementa-
tion. The decision on implementation is the responsi-
bility of the Management. In addition, the Manage-
ment must be informed without delay of any risks
incurred throughout the year. This is known as ad-hoc
risk reporting. According to a resolution by the Man-
agement, regular meetings with all decentralized risk
managers are no longer held. Instead, individual dis-
cussions are held with the decentralized risk managers.

Risk Monitoring

Risk monitoring is the task of decentralized and central
risk management. Early warning indicators for critical
success factors are defined by the decentralized risk
managers. The task of central risk management is to
monitor the defined early warning indicators. As soon
as the defined thresholds are reached, a risk report is
prepared by the decentralized risk manager, ie., a
forecast of the expected effects of the risk event for
paragon. These forecasts are to be supplemented by
scenario analyses, which take into account different
data constellations. Risk monitoring thus serves as a
form of knowledge enhancement to assist with man-
agement decisions, as attempts are made to reduce
uncertainty regarding the future development of the
company or the risk situation.

Based on this information and the recommendations
made by the decentralized risk managers and central
risk management, the Management decides whether
and to what extent measures are to be implemented or
whether an adjustment of the company’s objectives is
necessary. The monitoring of the early warning indica-
tors and their associated threshold values as well as the
creation of scenario analyses is the responsibility of de-
centralized risk management.

Risiko-Reporting

The quarterly report to the Management contains all
new risks identified in the reporting period as well as
risks that have changed by 50% or more relative to the
prior month.

Central risk management is required to provide an ad
hoc report to the Management in the case of risks that
have changed by 100% or more as compared to the
previous reporting period. The Management, in turn, is
then obliged to provide a report to the Supervisory
Board within 24 hours of being informed about the
risk.

The risks continually analyzed by paragon as part of
risk monitoring can be assigned to the following risk
categories, each of which is divided into individual
risks:

« Strategic and Environmental Risks

» Market Risks

 Operating Risks

« Financial Risks

« Management and Organizational Risks

At the end of the reporting year, a total of 24 individual
risks were recorded in the paragon Group (prior year:
25) that equally affect the individual company. In the
opinion of the company, none of these individual risks
endangered its continued existence.

Risks

Strategic and Environmental Risks

Overall economic development is observed in the risk
management system due to its possible influence on

end customer behavior within the automotive industry.
This can lead to fundamental changes to supply and
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demand behavior in the procurement and sales mar-
kets for paragon. For example, a longer-term econom-
ic downturn, possibly triggered by the economic policy
measures of individual submarkets such as the U.S. or
China, could have a negative impact on the company’s
assets, financial position and earnings. A politically mo-
tivated move away from the rule-based international
trade system or its disturbance through isolated pro-
tectionist measures could lead to distortions in the
global automotive value-added chain. As the paragon
Group has its own production facilities in China and the
U.S., and as it has a specific customer/product struc-
ture, the Management Board views the overall risk of
protectionist influence on earnings as low.

Market Risks

For years, paragon has held a strong market position
as a proven and innovative direct supplier of premium
German manufacturers in the automotive industry —
and this is increasingly true for large customers in the
area of e-mobility as well. In 2018, the global sales mar-
ket for passenger cars maintained the high volume
seen in the prior year. In fiscal year 2019, growth dy-
namics for the global sales market are expected to
amount to around 1 percent.?°

Due to its specific product/customer structure, paragon
was able to grow significantly faster than the market in
organic terms in the past fiscal year, while the acquisi-
tions made in the year under review offer further po-
tential. In the year under review, the Electromobility
operating segment was significantly strengthened
through Voltabox AG's acquisition of 100% of the
shares in Concurrent Design, Inc. Austin, Texas, as well
as 100% of the shares in Accurate Smart Battery Sys-
tems GmbH, SemVox GmbH, Korntal-Munchingen,
while paragon GmbH & Co. KGaA's acquisition of 82%
of the shares in SemVox GmbH, Saarbricken, and
100% of the shares in LPG Lautsprecher-Produktions-
Gesellschaft mbH, Neu-Ulm, significantly strengthened
the Electronics operating segment. In the year under
review, the consolidated figures include Concurrent
Design for a period of 9 months, Accurate for 4
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months, SemVox for 3 months and LPG for 2 months.
The growth effects will increase accordingly in 2019.

Overall, paragon achieved growth in 2018 of around 50
percent on the prior year — and thus significantly out-
performed the market. On the one hand, the Manage-
ment attributes this performance to the fact that
paragon’s largest customers are among the leaders
within their sectors and thus also boast promising fu-
ture prospects. Moreover, the strategy of delivering
holistic systems will increasingly pay off. The globally
active premium German manufacturers Audi, Daimler,
BMW and Porsche were again able to achieve sales in-
creases in fiscal year 2018 and are well-positioned to
continue this development in the current fiscal year
with many new models and favorable general econom-
ic conditions.

paragon'’s close ties to these important customers and
its concentration on specific market niches shape the
company's strategic positioning. Sales opportunities
and risks are assessed through a comprehensive oper-
ative sales management system. Key components of
this system are the analysis of market and competition
data, rolling planning for the short and medium term
and regular coordination between sales, production
and development. The company’s comparatively broad
portfolio demonstrates its relatively strong level of in-
dependence in relation to individual product groups
and customers.

Nevertheless, the loss of a major customer could have
a significant impact on the company's assets, financial
position and earnings in the medium term. However,
due to the multi-year contract periods for the various
series, the loss of a key customer would be known at an
early stage. paragon counteracts this risk by compre-
hensive development work on product innovations as
well as detailed permanent order backlog analyses fo-
cusing on early risk identification.

The paragon innovation process is characterized by in-
dependent product development that takes the inter-
ests and wishes of car users into consideration. In con-
trast to many other automotive suppliers, paragon

20 VDA Press Release dated Dec. 5, 2018: German Automotive Industry Drives Future of Mobility Forward
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does not wait for automotive manufacturers to make
certain demands and specific requirements, but rather
develops its own innovative solutions, which are imple-
mented in cooperation with pilot customers and sub-
sequently offered to a wider customer base. As a grow-
ing number of automotive innovations are electronic in
nature, paragon sees a wide range of market opportu-
nities for its Electronics operating segment. paragon
has responded to this trend through the new structure
of its units: Sensors, Interior (previously Cockpit and
Acoustics) and Digital Assistance (represented by
paragon semvox). However, it cannot be ruled out that
a product development may not achieve its expected
quantities or that its economic success may be lower or
later than originally planned. This could have a nega-
tive impact on the Group’s revenue and earnings.

Operating Risks

In terms of operating risks, paragon is currently focus-
ing on its research and development, materials man-
agement, production and information technology ac-
tivities.

The market for automotive electrics, electronics and
mechatronics is subject to increasingly dynamic, tech-
nological change. paragon’s future economic success
will therefore depend on the ability to continuously de-
velop new and innovative products on time — for cus-
tomers and in collaboration with them — and to suc-
cessfully introduce them to the market. Recognizing
new technological developments and trends at an ear-
ly stage, reacting to them and implementing solutions
in partnership with customers is key here. Should
paragon not be able to, or not quickly enough, recog-
nize and implement new trends, changing customer
requirements or future technological advances or to
develop new products and adapt existing products in
accordance with business principles, this may have a
detrimental effect on the company’s assets, financial
position and earnings.

In addition, development costs may not be recoverable
if paragon’s customers subsequently do not issue seri-

al production orders or if the quantities paragon sells
are significantly lower than expected. Given the high
proportion of capitalized development activities on the
balance sheet, a corresponding valuation allowance for
intangible assets could have a negative impact on the
company's assets, financial position and earnings.

In close cooperation with the development depart-
ments of important customers, paragon contributes to
automotive product innovations with its wide range of
development projects and innovative solutions. Signifi-
cant deviations from the project objectives in terms of
time and money may result in cost and legal risks (e.g.,
contractual penalties). Ongoing development and
project monitoring is undertaken to limit associated
risks.

Past experience has shown that, through the use of the
existing sales channels, paragon can generate addi-
tional business with new products. With continuous in-
vestments in machinery and plants, paragon ensures
that the production facilities at all of the Group's sites
meet the high requirements of the automotive indus-

try.

In its procurement activities, paragon took advantage
of the global price competition on all relevant markets
and secured a substantial portion of its procurement
prices through framework contracts, annual agree-
ments and long-term supplier relationships. The Group
continues to purchase around 75 percent of its pur-
chasing volumes from European contract partners,
while the rest is purchased directly in Asia and the USA.
The major purchasing currency is the euro; around 25
percent of invoices were billed in U.S. dollars in the
year under review. The volume of purchases in U.S.
dollars will continue to rise significantly as a result of
the expected sales growth in the Electromobility oper-
ating segment. Currency risks arise primarily for pur-
chases in U.S. dollars that are intended for the Euro-
pean currency area. These risks are minimized by
sliding-price clauses and other appropriate measures.

With the rapid spread of information technology (IT)
and the ubiquitous connectivity provided by the inter-
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net, IT risks, such as system failures and unauthorized
access to company data and information, are also on
the rise. In order to avert possible dangers, paragon, in
cooperation with specialized service companies, has
established modern security solutions that protect its
data and IT infrastructure. The company made further
progress in modernizing its IT infrastructure in fiscal
year 2018. It also initiated a changeover to a new, inte-
grated ERP software package and began to integrate
its acquisitions within the Group’s IT landscape. This re-
sulted in synergies in processes and cooperation. Final-
ly, various organizational security measures have been
established to protect the company from internet
threats (cyber attacks).

Financial Risks

In addition to interest rate, liquidity and currency risks,
paragon also monitors risks associated with the loss of
receivables, balance sheet risks and tax risks in the fi-
nancial risks category.

Interest rate risks are virtually meaningless for paragon,
as fixed interest rates are currently agreed upon for
most of its long-term liabilities. Financial covenants do
not exist with any credit institutions.

The company’s ability to pay is ensured by comprehen-
sive planning and monitoring of liquidity. These plans
are prepared on a short, medium and long-term basis.
In addition, paragon has a rigorous receivables man-
agement system to ensure timely cash inflows. A sub-
stantial portion of the receivables is also hedged by
means of a commercial credit insurance. An additional
possibility for short-term financing exists in the form of
factoring agreements.

The € 50 million bond issued in early July 2017 with a
term of five years has resulted in a cash inflow of
around € 47 million and has refinanced the repayment
in early July 2018 of the bond issued in 2013 with an
outstanding amount of around € 13 million. In addition,
the subsidiary Voltabox AG was floated on the stock
exchange in October 2017, generating a further € 147
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million in cash inflow for the Group. At the start of the
year under review, the paragon Group had free liquidi-
ty of around € 167 million. At the end of the fiscal year,
the Group’s free liquidity amounted to roughly € 49
million.

The company monitors possible currency risks on the
procurement and sales side by continuously tracking
foreign currency exchange rates. At present, paragon
does not use financial instruments to hedge currency
risks.

Management and Organizational Risks

In this risk category, paragon primarily monitors risk
factors resulting from its dynamic growth strategy. This
includes personnel and organizational risks in particu-
lar, as well as management and communication risks.
Clear assignments and demarcations in the respective
areas of responsibility, within the system of owner-ori-
ented governance, are intended to prevent missing in-
terfaces and functional overlaps. Currently, the Man-
agement does not consider there to be any material
risks to paragon in this area.

However, the company is fundamentally dependent on
the hiring and long-term retention of qualified person-
nel and persons in key positions. The future economic
success of paragon depends to a considerable extent
on the continued involvement of its executives, senior
employees and employees in key positions. This is par-
ticularly the case for its founder, primary shareholder
and Management Chairman, Klaus Dieter Frers, who is
the company’s engine and an important source of
ideas. In addition, paragon also relies on qualified em-
ployees in the areas of management, research and de-
velopment, and sales. The company cannot guarantee
that it will be able to hold key executives, senior execu-
tives and employees in key positions or attract new ex-
ecutives and employees with appropriate qualifica-
tions. There is increasing competition for such qualified
employees and the personnel market, particularly in
regions outside major German cities, is comparatively
small. This means that individual experts can only be
replaced with difficulty or not at all. If paragon is un-
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able to obtain sufficient personnel in the future, the
strategic and economic objectives of the company may
not be achievable or only achievable at a later date.
This could have a detrimental impact on the company’s
assets, financial position and earnings.

Overall Assessment of the Risk Situation

The company’s risk management was further adapted
to the dynamic development of the paragon Group
over the past year. Here, the new organizational struc-
ture with the operating segments Electronics, Mechan-
ics and Electromobility — which contains the subsidiary
Voltabox AG which is likewise publicly traded — was
taken into account in accordance with the company’s
internal management system. The Management cur-
rently expects that its ongoing Group-wide monitoring
of operating risks will become increasingly important
as business activities expand.

In the future, paragon will also protect itself against
general market risks in the automotive industry. In the
year under review, the share of revenue with important
customers pursuant to IFRS 8.34 was still around 68.2%
(prior year: 76.6%). The company’s strategic position-
ing as a direct supplier to premium German manufac-
turers and its long-standing, successful business rela-
tionships with these companies are expected to further
reduce this risk. Accordingly, in the future the Manage-
ment expects to be less exposed, in relative terms, to
cyclical fluctuations on the automotive industry’s glob-
al sales markets. Existing customer contacts also offer
considerable opportunities to position new product in-
novations within the Electronics and Mechanics operat-
ing segments. The increasing diversification of the
Group's product portfolio and the development of a
separate customer base in the Voltabox subgroup out-
side of the automotive industry should help to further
reduce market risks.

The € 50 million corporate bond issued in the summer
of 2017 as well as the € 147 million net issue proceeds
realized through Voltabox AG's IPO in the fall of 2017
have strengthened the medium-term financing struc-

ture of the paragon Group. With paragon’s capital-in-
tensive growth strategy, the company’s overall eco-
nomic development remains linked to the economic
development of the automotive industry and, particu-
larly, its key customers.

As of the publication date of this report, no risks have
been identified that could jeopardize the company's
continued existence. A differentiated view on the de-
velopment of the automotive industry shows that the
company is positioned in forward-looking market seg-
ments or submarkets, has promising customer rela-
tionships and offers diverse niche products that are in
some cases only offered on the market by paragon.

The extension of payment terms with the Voltabox cus-
tomer Triathlon in fiscal year 2018 resulted in an in-
crease in the relevance of counterparty default risks for
trade receivables compared to the previous year. The
Group attaches corresponding importance to the rele-
vance of this risk position, although there was no in-
crease in the underlying individual risks. The relevance
of the counterparty default risk in general remained
unchanged in fiscal year 2018 and is expected to de-
crease in the current fiscal year.

The potential impact from the various risks on the
overall future performance of the paragon Group, as
well as its financial and nonfinancial performance indi-
cators for fiscal year 2019, are regarded as low by the
Management as a whole as in the previous year. Ac-
cordingly, the Management expects that the business
development described in the forecast will not be sig-
nificantly impacted by the disclosed risks.
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Description of the Key Characteris-
tics of the Internal Control and Risk
Management System with Regard
to Group Accounting Processes
Pursuant to Section 315 (4) of the
German Commercial Code (HGB)

Since the internal control and risk management system
is not legally defined, paragon based its definition on
that of the Institut der Wirtschaftsprufer in Deutschland
e.V., Dusseldorf, Germany, regarding accounting-relat-
ed internal control systems (IDW PS 261).

An internal control system is therefore understood as
the principles, procedures and measures enacted by
management that are aimed at the organizational im-
plementation of management’s decisions. The objec-
tives are as follows:

a) Ensure the effectiveness and profitability of the
business (including the protection of assets and the
prevention and detection of asset damages)

b) Ensure the regularity and reliability of internal and
external accounting

c) Comply with the legal and statutory regulations ap-
plicable to the company

The Group's risk management system includes all or-
ganizational regulations and measures for risk identifi-
cation and handling risks related to entrepreneurial ac-
tivity.

The Management of paragon GmbH & Co. KGaA bears
the overall responsibility for the internal control and
risk management system with regard to the accounting
process. The principles, procedural instructions, proce-
dural organization and processes of the accounting-
related internal control and risk management system
are laid down in organizational instructions that are
adapted at regular intervals to current external and in-
ternal developments.
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In view of the size and complexity of the accounting
process, management has determined the scope and
design of the control activities and implemented them
in this process. Independent controls have also been
established. The control activities address those control
risks which, in terms of their probability of occurrence
and their impact, could have a significant influence on
the accounting and overall statement of the consoli-
dated financial statements, including the Group man-
agement report. Key principles, procedures, measures
and control activities include:

* |dentification of the key control risks relevant to the
accounting process

* Process-independent controls for monitoring the ac-
counting process and its results at the level of the
Management of paragon GmbH & Co. KGaA

 Control activities in the finance department of
paragon GmbH & Co. KGaA that provide essential in-
formation for the preparation of the annual financial
statements and management report, including the
required separation of functions and approval proce-
dures

* Measures that ensure the proper computerized pro-
cessing of accounting-related information
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Risk reporting on the use of finan-
cial instruments Pursuant to Section
315 (2) no. 1 of the German Com-
mercial Code (HGB)

The following risks arise from the paragon Group's use
of financial instruments:

The issuance in July 2017 of a € 50 million corporate
bond with a term of five years has resulted in a cash in-
flow of around € 47 million. The corporate bond issued
in 2013 with an outstanding amount of € 13 million was
refinanced in July 2018 on this basis. Moreover, the IPO
of the subsidiary Voltabox AG took place in October
2017, providing the paragon Group with a further cash
inflow of € 147 million. paragon has thus significantly
reinforced the Group’s liquidity and financial strength.

Interest rate risks are virtually meaningless for paragon,
as fixed interest rates are currently agreed upon for
most of its long-term liabilities. No financial covenants
have been agreed with financing financial institutions.

The company’s ability to pay is ensured by comprehen-
sive planning and monitoring of liquidity. These plans
are prepared on a short, medium and long-term basis.
In addition, paragon has a rigorous receivables man-
agement system to ensure timely cash inflows. A sub-
stantial portion of the receivables is also hedged by
means of a commercial credit insurance. An additional
possibility for short-term financing exists in the form of
factoring agreements.

The company monitors possible currency risks on the
procurement and sales side by continuously tracking
foreign currency exchange rates. At present, paragon
does not use financial instruments to hedge currency
risks.

Forecast

Market Development 2019

The International Monetary Fund (IMF) published its
outlook?! for the global economy in October 2018. In
the report, it pointed out the slightly subdued and less
balanced global growth outlook over the course of
2018. Overall, global economic growth was still consid-
ered solid, albeit somewhat plateaued, with mixed dy-
namics in the individual economic regions. In the run-
up to the World Economic Forum in Davos, the IMF
published an updated forecast?? with slightly reduced
growth prospects in January 2019. It now expects glob-
al growth to slow to 3.5% in 2019 and to 3.6% in 2020.

The IMF currently still considers growth in the United
States to be extraordinarily robust, thanks to a pro-
cyclical, expansionary fiscal policy. However, this could
put a strain growth in the USA and worldwide begin-
ning in 2020. On the other hand, the short-term
growth outlook has been downgraded for countries
such as China, due to weaker credit growth and grow-
ing trade barriers in connection with U.S. import tariffs,
as well as the eurozone and the United Kingdom due
to the uncertainty over how Brexit will unfold.

The reduction in the global growth outlook imple-
mented in January, by 0.2 percentage points in 2019
and 0.1 percentage points in 2020, partly reflects the
knock-on effect of the most recent developments in
the second half of 2018. In addition to the introduction
of new emissions standards for motor vehicles in Ger-
many, these developments include concerns over sov-
ereign and financial risks in Italy, which have weighed
on domestic demand. The IMF also cites other factors,
such as weakening financial market sentiment.

21 https://www.imf.org/en/Publications/WEO/Issues/2018/09/24/world-economic-outlook-october-2018

22 https://www.imf.org/en/Publications/WEQ/Issues/2019/01/11/weo-update-january-2019
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At the same time, the IMF considers that the global
growth risks are declining overall, with further escala-
tion of the trade conflict remaining the key risk factor
shaping its outlook.

The IMF continues to expect an uneven distribution of
economic growth between developed economies
(2.0% in 2019 and 17% in 2020) and emerging
economies (4.5% in 2019 and 4.9% in 2020). Specifical-
ly, economic growth in the USA is expected to reach
2.5% in 2019 and 1.8% in 2020, in the eurozone 1.6% in
2019 and 1.7% in 2020, in Germany 1.3% in 2019 and
1.6% in 2020, and in China 6.2% in 2019 and 2020.

Accordingly, the most important global markets for the
automotive industry will continue to be characterized
by a positive overall economic outlook in the current
fiscal year, with slightly weaker momentum. As well as
e-mobility, the German Association of the Automotive
Industry sees digitization, artificial intelligence as well
as networked and automated or autonomous driving
as the key factors shaping the development of the au-
tomotive market.?3

Overall, the German Association of the Automotive In-
dustry expects global passenger car sales to increase
by around 1% in 2019 to 85.9 million units (prior year:
around 85 million units). In particular, the European
market is expected to match the high sales level seen
in the prior year, with 15.8 million cars, and so too is the
U.S. market with 17.2 million cars. On the other hand,
the Chinese sales market is expected to remain volatile
in the current year. The VDA assumes slight sales
growth to 24.4 million units (+2%) over the course of
the year.

In its Electromobility operating segment, paragon is
mainly active in selected industrial submarkets through
the Voltabox subgroup. These currently include:

« Trolleybuses used in public transportation

* Forklifts and automated industrial trucks in intralogis-
tics and networked production environments

+ Underground mining vehicles

« Agricultural and construction vehicles
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The development in these submarkets is essentially
characterized by the replacement of lead-acid batter-
ies — or diesel backup generators in the case of trolley-
buses — with lithium-ion batteries. Voltabox benefits
from this trend with its modular product portfolio.
These are trends that have a period of several years
and typically show a saturation curve with increasing
market penetration.

In 2019, the market research institute IDTechEx®* ex-
pects market growth of about 12% for battery systems
in the submarkets currently catered for by Voltabox.
The average annual growth rate until 2023 is estimated
at around 19% in these submarkets (reference year:
2018).

As a result, the following assumptions are particularly
important for establishing the paragon Group's fore-
cast:

* Global economic trend remains positive, with slightly
weaker momentum

« Declining overall risks for global growth

¢ Increase in global sales of passenger cars of around
1%

- Continuous replacement of lead-acid batteries and
diesel backup generators with lithium-ion batteries in
the submarkets currently catered for

* Global market growth of around 12% for battery sys-
tems in the submarkets catered for by Voltabox

23 VDA Press Release dated Dec. 5, 2018: German Automotive Industry Drives Future of Mobility Forward

24 https://www.idtechex.com/research/reports/industrial-and-commercial-electric-vehicles-on-land-2017-2027-000505.asp
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paragon Group

The Group's corporate planning is based on detailed
sales and revenue planning and is broken down by
customer to the product level. The main cost compo-
nents are planned via individual planning models for a
period of several years and are then updated in pro-
portion to the development of revenue.

Significant parameters, such as price changes in pur-
chasing or sales as well as possible cost increases in
personnel or changes in the tax base, are integrated in-
to the planning. The constantly updated risk manage-
ment system allows the company to identify risks at an
early stage and, if necessary, counter them according-

ly.

Based on the good order situation for 2019, manage-
ment expects revenues to grow by around 25 percent,
also in view of the current challenging market situation
in the automotive market. All operating segments
(Electronics, Mechanics and Electromobility) should
contribute to this. In the Electronics operating seg-
ment, significantly higher revenues are expected in the
Sensors business unit, in particular, from air quality
sensors for the Chinese market and the start of series
production of the fine dust particle sensor DUSTDE-
TECT; the new Digital Assistance operating segment
should also make a significant contribution to revenue
growth in 2019 with the introduction of voice assis-
tance systems in at least 10 new models. The Mechan-
ics operating segment is growing as a result of volume
increases and new launches, while the Electromobility
operating segment will be a significant growth driver

Development of Key Performance Indicators

though the expansion of revenue in the USA, including
new battery systems for the intralogistics market and
the increasing demand in Europe for Li-ion battery sys-
tems for commercial vehicles and Electric Vehicles as
well as pedelecs and e-bikes.

Against this backdrop, paragon’s Management is very
optimistic about the current fiscal year. With expected
Group revenue in a range of between € 230 million and
€ 240 million and a Group EBIT margin of around 8%,
the company will maintain its dynamic growth trajectory.

Voltabox AG — which represents the Electromobility
operating segment — is expected to once again make a
particularly strong contribution to the Group’s growth,
with projected revenue of between € 105 million and
€ 115 million and an EBIT margin of between 8 and 9%.
Voltabox's strong growth makes paragon less depend-
ent on economic factors in the automotive sector even
over the medium and long terms, while expanding the
customer base.

Management plans on investment volume (CAPEX) of
around € 40 million in the current year. Of this amount,
about 35 percent relates to Voltabox. According to
plans, the Group’s capitalized development costs will
amount to around 45 percent of the investment total.
Over the medium term, significant synergies should be
leveraged from the commissioning of new buildings in
Landsberg am Lech, Limbach and Delbriick planned
over the course of the year. No significant acquisitions
are planned for the current year. Instead, the integra-
tion and consolidation of previous acquisitions have
priority.

2017 2018 Change in % Forecast
In € thousands / as indicated 2018 2019
Financial Performance Indicators As of As of
Mar. 13,2018  Aug. 21,2018
Group revenue 124,823 187,383 50.1 Approx. € 180 million € 230 million
€ 175 million to to
€ 185 million € 240 million
EBIT margin 6.1 % 7.9% n/a Approx. 9 % Approx. 8 % Approx. 8%
Investments 21,802 48,805 123.9 Approx. Approx. Approx.
CAPEX?> € 35 million € 35 million € 40 million

25 CAPEX = Investments in property, plant and equipment + investments in intangible assets
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Furthermore, the management plans a further increase
in the number of employees in line with the company's
growth and a further reduction in quality costs.

paragon GmbH & Co. KGaA

Management expects paragon GmbH & Co. KGaA to
achieve a slight increase in revenue in the current fiscal
year with a positive EBIT margin.
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Disclosures Required Under
Takeover Law Pursuant to Sections
289a (1) and 315a (1) of the German
Commercial Code (HGB)

Composition of the Subscribed Capital

paragon GmbH & Co. KGaA's subscribed capital (share
capital) amounts to € 4,526,266.00 and is divided into
4,526,266 no-par-value shares with a nominal value of
€ 1.00 each. All shares are entitled to dividends. Each
share grants one vote at the Annual General Meeting.

Stock Voting Right and Transfer Restrictions

The Management is not aware of any limitations affect-
ing voting rights or the transfer of shares.

Holdings That Exceed 10 Percent of the Voting
Rights

Taking into consideration the allocation pursuant to
Section 34 of the German Securities Trading Act
(WpHG), the Management Chairman (and founder of
the predecessor company), Klaus Dieter Frers, held
2,263,134 shares in the company as of the reporting
date. This equates to a proportion of 50% plus one
share of the share capital of paragon GmbH & Co.
KGaA.

Shares With Special Rights of Control

There are no shares that confer special rights of con-
trol.

Voting Right Controls for Employees Participating
in the Capital

Insofar as employees participate in the limited liability

capital (share capital) as shareholders, they cannot de-
rive any special rights from them.
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Appointment and Dismissal of Members of the
Management Board and Amendments to the
Articles of Association

paragon GmbH manages paragon GmbH & Co. KGaA
as a general partner. With this type of capital-based
structure for the partnership limited by shares (KGaA),
the management bodies of the general partner thus
effectively manage the business of the partnership lim-
ited by shares. The provisions of the German Stock
Corporation Act that apply to a management board
apply analogously to the management.

However, unlike in the case of the management board
of a stock corporation, the general partner is a “born”
management body, i.e, it is entitled to manage the
company's business and to represent it permanently
and not just for a specific period of time. The general
partner is appointed on the basis of the Articles of As-
sociation rather than by the Supervisory Board or the
Annual General Meeting. For this reason, the general
partner cannot be dismissed by the Supervisory Board
or the Annual General Meeting.

Regarding the rules for amending the Articles of Asso-
ciation, please refer to Section 278 (3) and Section 179
(2) Clause 2 of the German Stock Corporation Act.

Authorization of the Management to Issue Shares

Pursuant to the resolution of the Annual General Meet-
ing of May 10, 2017, the general partner is authorized,
with the consent of the Supervisory Board, to increase
the company’s share capital once or several times by
up to € 2,263,133.00 until May 9, 2022, inclusive, via the
issue of up to 2,263,133 new no-par-value shares
against contributions in cash and/or in kind (Autho-
rized Capital 2017/1).

Shareholders are to be granted a subscription right.
The statutory subscription right may also be granted
by having the new shares taken over by a banking con-
sortium with the obligation to offer the shares indirect-
ly to shareholders for subscription pursuant to Section
186 (5) of the German Stock Corporation Act. However,
the general partner is authorized, with the consent of
the Supervisory Board, to exclude the statutory sub-

scription rights of shareholders in the cases specified in
Section 4 No. 6 of the company’s Articles of Associa-
tion in the version dated May 8, 2018.

Pursuant to a resolution passed by the Annual General
Meeting on May 10, 2017, the company’s share capital
underwent a conditional increase of up to € 2,263,133.00
by issuing 2,263,133 new no-par-value shares (Condi-
tional Capital 2017/1).

The conditional capital was created exclusively to grant
shares to holders or creditors of convertible bonds
and/or bonds with options that are issued by the com-
pany (or by a Group company as defined in Section 18
of the German Stock Corporation Act, in which the
company has a shareholding of at least 90%) pursuant
to the authorization by the Annual General Meeting on
May 10, 2017, against contributions in cash or in kind
until May 9, 2022. In accordance with the respective
terms and conditions for convertible bonds and bonds
with options, the conditional capital increase also
serves to issue shares to holders of convertible bonds
and/or bonds with options subject to conversion or
option obligations.

The conditional capital increase shall only be imple-
mented to the extent that the holders of warrants from
options or creditors of convertible bonds exercise their
conversion or option rights, or the holders or creditors
of convertible or warrant-linked bonds who are obli-
gated to exercise or convert the option or warrant-
linked bonds fulfill their obligation to exercise or con-
vert the option or warrant-linked bonds, provided that
the conversion or option rights are not serviced by
granting treasury stock or other forms of settlement.
These rights must have been issued by the company
(or by a Group company as defined in Section 18 of the
German Stock Corporation Act, in which the company
has a direct or indirect shareholding of at least 90%)
based on the authorization granted by the Annual
General Meeting, which lasts from May 10, 2017,
through May 9, 2022. The new shares shall be issued at
the conversion/option prices in the bond or option
conditions to be determined in accordance with the
aforementioned authorizing resolution. The new
shares may be granted a dividend entitlement starting
in the fiscal years for which the Annual General Meet-
ing has not yet passed a resolution on the appropria-
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tion of profits. The general partner is authorized to de-
termine the further details regarding the implementa-
tion of the conditional capital increase.

Change of Control and Compensation Agreements

According to Section 6 No. 3 of the company’s Articles
of Association as of May 8, 2018, further general part-
ners may be admitted to the company, with or without
an authorization to manage its business and/or to rep-
resent it. This admission will require the consent of the
general partner and the Annual General Meeting. The
provisions of the company’s Articles of Association
concerning the general partner apply analogously for
general partners newly joining the company.

Pursuant to Section 6 No. 4 of the company’s Articles
of Association as of May 8, 2018, the general partner
will retire from the company in the event that a person
other than Ms. Brigitte Frers or a direct relative of Mr.
Klaus Dieter Frers (Section 1589 (1) Clause 1 of the Ger-
man Civil Code) becomes the legal or beneficial owner
of a majority of the voting rights in the general partner
and does not provide the company's shareholders with
a takeover or mandatory offer in accordance with the
provisions of the German Securities Acquisition and
Takeover Act within three months of this acquisition
coming into effect.

In the event that the general partner retires from the
company without another general partner being ad-
mitted at the same time, pursuant to Section 6 No. 5 of
the company’s Articles of Association of May 8, 2018,
the limited liability shareholders will continue to man-
age the company’s business on their own, on a tempo-
rary basis. In this event, the Supervisory Board is re-
quired to request the appointment of a substitute
representative without delay who will represent the
company until a new general partner is admitted.
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Sustainability Reporting

For fiscal year 2018, the company has prepared a con-
solidated nonfinancial report for the paragon Group
and for paragon GmbH & Co. KGaA. This report is not
a part of the management report. The Management
has produced this report separately and has published
it on the company's website (https://ir.paragon.ag).

The company has included the components required
by law in its sustainability reporting and has supple-
mented these with further comments where clarifica-
tion is necessary. paragon GmbH & Co. KGaA applies
the framework provided by the German Sustainability
Code (GSC) — while complying with Section 289c of the
German Commercial Code — for its sustainability re-
porting.
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Dependent Company Report of the
Voltabox AG Subsidiary

The Management Board of the Voltabox AG subsidiary
has prepared a dependent company report for the first
time for fiscal year 2018. This report has been present-
ed to the auditor, who has issued confirmation that ap-
propriate consideration was granted for legal transac-
tions with the parent company or its subsidiaries.
Voltabox AG has not suffered any unbalanced disad-
vantage on account of measures which have or have
not been implemented. The auditor subsequently pre-
sented this report to the Supervisory Board for review.
The Supervisory Board will report to the Annual Gener-
al Meeting of Voltabox AG on the results of its review
of the dependent company report.

Corporate Governance Statement
Pursuant to Section 315d and
Section 289f (1) of the German
Commercial Code (HGB)

The Annual General Meeting held on May 8, 2018, re-
solved the company’s change of legal form proposed by
the Management Board and the Supervisory Board from
a stock corporation (Aktiengesellschaft) to a partnership
limited by shares (Kommanditgesellschaft auf Aktien,
KGaA). This partnership limited by shares was entered in
the commercial register at Paderborn District Court, HRB
13491, on July 5, 2018.

The Management and the Supervisory Board of the
company remain committed to the principles of trans-
parent and responsible corporate governance and su-
pervision. They ascribe a high priority to the standards
of good corporate governance. With the Management
Chairman as the majority shareholder and the specific
legal form-related characteristics of a partnership limit-
ed by shares, in terms of its entrepreneurial responsibili-
ty the Management adheres particularly strongly to the
principles of the "honorable merchant,” from the point
of view of its operational procedures. This includes the
obligation to ensure the continued viability of the com-
pany and its sustained value creation (corporate inter-
ests) in conformity with the principles of the “social mar-
ket economy.”

The Corporate Governance Statement pursuant to Sec-
tion 315d and Section 289f (1) of the German Commer-
cial Code can be accessed at any time on paragon’s
website at https://ir.paragon.ag. It contains the corpo-
rate governance declaration pursuant to Section 161 of
the German Stock Corporation Act and the corporate
governance report pursuant to No. 3.10 of the German
Corporate Governance Code.

Legal Form-Specific Details
The German Corporate Governance Code (GCGC) has

been designed for companies with the legal form of a
stock corporation (AG) or a European company (SE) and
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does not take into consideration the specific characteris-
tics of a partnership limited by shares (KGaA). Many of
the recommendations made in the GCGC can therefore
only be applied to paragon GmbH & Co. KGaA in a
modified form. In particular, the following legal form-
specific details have resulted in significant modifications:

Legal Nature of the Partnership Limited by Shares
(KGaA)

A partnership limited by shares is a legal entity that
combines a stock corporation with a limited partnership.
In place of the capital contributions provided by limited
liability partners, the limited liability shareholders partic-
ipate in the company under stock corporation law. The
shares of the partnership limited by shares are tradable
in the same way as the shares of a stock corporation and
may therefore be admitted to trading on a stock ex-
change, unlike in the case of capital contributions pro-
vided by limited liability partners. A partnership limited
by shares thus has one or more general partners and
one or more limited liability shareholders. The legal sta-
tus of the general partner (also in relation to the limited
liability shareholders and the creditors of the company)
is subject to limited partnership law pursuant to Section
278 (2) of the German Stock Corporation Act and Sec-
tions 167, 105 et seq. of the German Commercial Code,
while the partnership limited by shares itself and the lim-
ited liability shareholders are subject to stock corpora-
tion law pursuant to Section 278 (3) of the German Stock
Corporation Act. The general partner is liable personally,
directly and without limit for all liabilities of the partner-
ship limited by shares. The limited liability shareholders
are only required to provide a capital contribution on
the basis of the shares for which they have subscribed;
they are otherwise not liable.

Management

Unlike a stock corporation, a partnership limited by
shares does not have a management board. The general
partner(s) is/are responsible for the company's manage-
ment. The provisions of the German Stock Corporation
Act that apply to a management board apply analogous-
ly to the management. However, unlike in the case of the
management board of a stock corporation, the general
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partner is a "born” management body, i.e., it is entitled to
manage the company’s business and to represent it per-
manently and not just for a specific period of time. The
general partner is appointed on the basis of the Articles
of Association rather than by the Supervisory Board or
the Annual General Meeting. For this reason, the general
partner cannot be dismissed by the Supervisory Board or
the Annual General Meeting. It is not necessary for the
general partner to participate in the company’'s share
capital; however, the general partner may simultaneous-
ly be a limited liability shareholder.

General partners could be natural persons, a limited lia-
bility company, a stock corporation or other legal per-
sons (capital-based partnership limited by shares). In the
case of a capital-based partnership limited by shares,
the management bodies of the general partner thus ef-
fectively manage the business of the partnership limited
by shares. Moreover, due to its legal form (stock corpo-
ration or limited liability company) in the case of a capi-
tal-based partnership limited by shares the otherwise di-
rect, personal and unlimited liability of the general
partner for all of the company’s liabilities is limited to the
company assets of the general partner and thus effec-
tively to its share capital or nominal capital.

The company’s general partner is paragon GmbH, head-
quartered in Delbrick, which is represented by its man-
aging directors Klaus Dieter Frers (Management Chair-
man), Dr.-Ing. Matthias Schéllmann and Dr.-Ing. Stefan
Schwehr. Unlike in the case of the management board
of a stock corporation, the managing directors of
paragon GmbH have not been appointed for a limited
period of time. The shares in paragon GmbH are held by
Mr. Klaus Dieter Frers, Ms. Brigitte Frers and Mr. Niklas
Frers. The associated shareholder rights are exercised by
the shareholders’ meeting.

Supervisory Board

As in the case of a stock corporation, the supervisory
board of a partnership limited by shares is a supervisory
body. In particular, it is responsible for supervising the
general partner's management of the company. For this
purpose, it has the same rights to information and in-
spection rights as the supervisory board of a stock cor-
poration. Unlike in the case of a stock corporation, it is
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also responsible for fulfillment of the resolutions passed
by the Annual General Meeting.

In principle, a supervisory board is not entitled to make
specific management measures subject to its consent, to
prepare a list of transactions requiring its consent or to
issue rules of procedure for the general partner encom-
passing such business measures. However, according to
the Articles of Association of paragon GmbH & Co.
KGaA the following transactions of the company and af-
filiated companies require the consent of the Superviso-
ry Board:

* Transformation measures resulting in a change in the
Group's structure

* The purchase, disposal or encumbrance of land, rights
equivalent to real property or rights to land insofar as
the value of the respective measure exceeds an
amount of € 3 million

* Participation in other companies or the relinquishment
of such participations, insofar as the value of the re-
spective measure exceeds an amount of € 5 million

+ Assumption of sureties, guarantees and similar liability
outside the scope of normal business activities, insofar
as the measure in question is significant for the Group

* Grant of loans or other credits outside the scope of
normal business activities, insofar as the measure in
question is significant for the Group

In addition, the Supervisory Board is responsible for rep-
resenting the partnership limited by shares in relation to
the general partner.

Unlike in the case of a stock corporation, the superviso-
ry board of a partnership limited by shares is not in-
volved in the approval of the annual financial statements
of the partnership limited by shares. However, the su-
pervisory board is required to review the annual finan-
cial statements, the management report and the pro-
posal on the appropriation of the balance sheet profits
by virtue of its supervisory role, which is mandatory un-
der stock corporation law.

Nor is the supervisory board responsible for the ap-
pointment and dismissal of the general partner, since
the general partner will assume this role with permanent
effect according to the articles of association.

In principle, the members of the supervisory board will
be appointed in accordance with the rules applicable for
a stock corporation. However, the mandatory statutory
incompatibility prescription of the members of the su-
pervisory board and general partners must be complied
with. Pursuant to Section 287 (3) of the German Stock
Corporation Act, general partners may not be supervi-
sory board members. If the general partner is a limited
liability company, this ground for exclusion will apply
analogously for the managing director(s) of paragon
GmbH as the general partner and for the shareholders
with significant interests in this company.

Compliance With Securities Regulations

As a publicly traded partnership limited by shares, in
the same way as for a publicly traded stock corpora-
tion, paragon GmbH & Co. KGaA is subject to the Ger-
man Securities Trading Act, the German Securities Ac-
quisition and Takeover Act and the German Securities
Prospectus Act as well as Regulation (EU) No 596/2014
of the European Parliament and of the Council of April
16, 2014, on market abuse (market abuse regulation).
Accordingly, the rules on insider information, ad hoc
disclosure, managers’ transactions and voting right no-
tifications must be complied with in the same way as
for a publicly traded stock corporation.

Comments on the Fiscal Year 2018

The Supervisory Board of paragon GmbH & Co. KGaA
fulfilled the consulting and monitoring obligations in-
cumbent upon it according to law, the Articles of Asso-
ciation and the German Corporate Governance Code
(GCGQ) in their respective current versions with great
care in fiscal year 2018. Here, the Supervisory Board su-
pervised the company’s Management on an ongoing
basis and made sure of its legal and regulatory compli-
ance, appropriateness and effectiveness. Furthermore,
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the Supervisory Board was available to the Manage-
ment for consultation and was involved in discussions
and decisions regarding issues of material importance.
Thanks to the good cooperation between the Supervi-
sory Board members, even time-sensitive decisions
were resolved quickly after appropriate consideration.

The Management comprehensively informed the Su-
pervisory Board in written and oral form in the Supervi-
sory Board meetings on all proceedings of material im-
portance, the Company’s general performance and its
current situation. Here, it gave particular priority to the
topics of strategy, planning, business development, the
risk situation and risk management. The Supervisory
Board intensively reviewed the Management's reports
and discussed them at its meetings. In addition to the
Supervisory Board meetings and conference calls in-
volving all of the members of the Management and the
Supervisory Board, the Supervisory Board Chairman
and the Management Chairman discussed important
matters when necessary. The Supervisory Board was
fully informed about extraordinary events that were of
material importance for assessing the year's results.

With regard to Section 76 (4) and Section 111 (5) of the
German Stock Corporation Act as well as points 4.1.5
and 5.1.2 of the German Corporate Governance Code
(GCGQ) on the topic of diversity, in 2015 the (then)
Management Board and the Supervisory Board jointly
determined the current proportion of women and the
target figures for June 30, 2017. The current quota for
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paragon GmbH und Co. KGaA is zero for both bodies.
The defined targets for both bodies were set at zero,
taking into consideration the status quo at that time,
since the contract periods or the terms of office of
these two bodies continued beyond this date.

The Management was expanded in September 2018
through the appointment of Dr.-Ing. Matthias Scholl-
mann by the general partner, paragon GmbH. On De-
cember 31, 2018, the share of women at the down-
stream management levels accounted for 14.7% of the
management personnel (prior year: 11.3%). The Group
intends to increase the quota of women for down-
stream management levels to 25% in the long term.

At paragon GmbH & Co. KGaA, entrepreneurial activity
is closely linked with responsibility towards employees,
customers, the environment and society. Values such
as taking responsibility, team spirit, integrity, passion
and a respectful, appreciative approach to daily inter-
action play a decisive role for paragon GmbH & Co.
KGaA and form the core of its corporate culture. The
members of the Management are aware of their own
function as role models and pay particular attention to
ensuring that all company executives exemplify the
aforementioned values.

Delbrtick, Germany, March 2019

o Vv Pallicsr SHsllotree Sloni:

Klaus Dieter Frers

Chairman

Dr. Matthias Schollmann

Dr. Stefan Schwehr
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Corporate Governance Report

German Corporate Governance Code

The recommendations of the German Corporate Gov-
ernance Code (GCGC) promote transparency and
thereby strengthen the trust of international and na-
tional investors, business partners and company em-
ployees. The Management and the Supervisory Board
of paragon GmbH & Co. KGaA uphold the obligation
highlighted in the GCGC of ensuring the continued via-
bility of the company and its sustained value creation
(corporate interests) in conformity with the principles
of the “social market economy.”

Annual General Meeting

As in the case of a stock corporation, the company’s
Annual General Meeting is the decision-making body
for the limited liability shareholders of the partnership
limited by shares. The Annual General Meeting follows
the same procedure as for a stock corporation. The An-
nual General Meeting of a partnership limited by
shares has sole responsibility for the approval of the
annual financial statements. This resolution will require
the consent of paragon GmbH as the general partner.
Basic transactions that likewise require a resolution to
be passed at the Annual General Meeting in case of a
stock corporation require the consent of the limited li-
ability shareholders. In particular, this relates to trans-
actions resulting in changes to the share capital or
transformation measures for which resolutions passed
by the Annual General Meeting are mandatory pur-
suant to the German Business Reorganization Act.
Such resolutions will likewise require the consent of
paragon GmbH as the general partner.

The limited liability shareholders exercise their rights in
the company’s affairs at the Annual General Meeting,
unless otherwise stipulated by law. The Annual General
Meeting passes resolutions on issues expressly speci-
fied in the law and in the Articles of Association. Only
those limited liability shareholders who have registered
in good time and proven their right to participate in
the Annual General Meeting and to exercise their vot-
ing right are entitled to take part in the Annual Gener-

al Meeting and exercise voting rights. Registration
must be done in writing (Section 126b of the German
Civil Code (BGB)) and must be in German or English.
The right to participate in the Annual General Meeting
and to exercise voting rights is demonstrated by means
of a written proof of share ownership from the custodi-
al institution.

At the Annual General Meeting, the Management shall,
upon request, provide each limited liability shareholder
or limited liability shareholder representative with in-
formation on the company’s affairs, including the com-
pany's legal and business relationships with affiliated
companies, as well as on the Group's position and that
of the companies included in the consolidated financial
statements, insofar as the disclosure is necessary for
the proper assessment of an item on the agenda and
there is no right to withhold the information.

At the Annual General Meeting on May 8, 2018, the
(then) Management Board submitted to the sharehold-
ers the adopted annual financial statements of the
company and the approved consolidated financial
statements as of December 31, 2017, the status reports
of the company and the Group, the explanatory Man-
agement Board report on the information required in
accordance with Sections 289 (4), 315 (4) of the Ger-
man Commercial Code as well as the respective Super-
visory Board report for fiscal year 2017.

In addition, the following resolutions were passed with
the required majority of the voting capital in each case:

* Resolution on the appropriation of the balance sheet
profits from fiscal year 2017

* Resolution on the approval of the activities of the
Management Board for fiscal year 2017

* Resolution on the approval of the activities of the Su-
pervisory Board for fiscal year 2017

» Selection of the auditor and Group auditor for fiscal
year 2018 as well as of the auditor for an audit review
of the half-year financial report for fiscal year 2018,
where applicable

* Re-election of the Supervisory Board
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* Resolution on the authorization for the purchase and
use of treasury stock pursuant to Section 71 (1) No. 8
of the German Stock Corporation Act, with the possi-
bility of excluding a subscription right and any right
to tender and for the retirement of treasury stock

* Resolution on the company’s change of legal form to
a partnership limited by shares, subject to the acces-
sion of Rheinsee 640. V'V GmbH (operating in future
as paragon GmbH)

Supervisory Board

The Supervisory Board of paragon GmbH & Co. KGaA
consisted of three members throughout fiscal year
2018: Prof. Dr. Lutz Eckstein (Chairman), Hermann
Bornemeier (Vice-Chairman) and Walter Schafers. The
Supervisory Board oversaw the work of the Manage-
ment Board and the Management and provided them
with advice. In fiscal year 2018, there were no conflicts
of interest among the members that would have to
have been disclosed to the Supervisory Board. The Su-
pervisory Board regularly assesses the efficiency of its
work through self-evaluation.

In respect of the services personally provided by mem-
bers of the Supervisory Board for the company in fiscal
year 2018, we refer to the disclosures in the consolidat-
ed financial statements as well as the combined man-
agement report for paragon GmbH & Co. KGaA and
the paragon Group.

Management

The company was initially managed by the two mem-
bers of the Management Board, Klaus Dieter Frers
(Chairman) and Dr.-Ing. Stefan Schwehr. Since the
company’s transformation involving a change of legal
form, these persons have served as the managing di-
rectors of paragon GmbH, with Mr. Klaus Dieter Frers
as the Management Chairman. With effect as of Sep-
tember 1, 2018, Dr.-Ing. Matthias Schollmann was ap-
pointed as a managing director of paragon GmbH.

The remuneration of the members of the Management
consists of an annual fixed remuneration, ancillary ben-
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efits and a one-year variable remuneration compo-
nent. A cap (minimum/maximum) is not provided for
the variable compensation component. A variable
compensation component for multiple years has not
been specified. Finally, the total remuneration still in-
cludes a service cost under IAS 19. This is recognized
pursuant to the GCGC as part of total remuneration,
even though this is not a newly granted contribution in
the narrower sense, but a past decision of the Supervi-
sory Board that continues to be effective.

The company is committed to a high degree of trans-
parency in its reporting. This also applies to the remu-
neration of the Management, which is disclosed and
explained in full in the remuneration report, together
with all its components and on an individualized basis.
The Management and the Supervisory Board have
therefore decided to use the Management Board re-
muneration sample tables provided by the GCGC in the
remuneration report, which is contained in the com-
bined management report for the paragon Group and
paragon GmbH & Co. KGaA for fiscal year 2018.

Cooperation between the Management and the
Supervisory Board

The dialogue between the Management and the Su-
pervisory Board in fiscal year 2018 was characterized by
trusting cooperation. The Management comprehen-
sively informed the Supervisory Board in written and
oral form in the Supervisory Board meetings on all pro-
ceedings of material importance, the Company's gen-
eral performance and its current situation. Here, it gave
particular priority to the topics of strategy, planning,
business development, the risk situation and risk man-
agement. The Supervisory Board intensively reviewed
the Management's reports and discussed them at its
meetings. In addition to the Supervisory Board meet-
ings and conference calls involving all of the members
of the Management and the Supervisory Board, the Su-
pervisory Board Chairman and the Management Chair-
man discussed important matters when necessary. The
Supervisory Board was fully informed about extraordi-
nary events that were of material importance for as-
sessing the year's results.
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Financial Communications

paragon GmbH & Co. KGaA regularly and simultane-
ously informed all of the capital market participants
about the economic situation of the company. The
continuous reporting included the annual report for
fiscal year 2017 (published on March 13, 2018), the in-
terim report as of March 31, 2018 — 1st quarter 2018
(published on May 8, 2018), the interim report as of
June 30, 2018 — 1st half-year 2018 (published on August
21, 2018) and the interim report as of September 30,
2018 — 9 months 2018 (published on November 13,
2018), among others. In addition to these reporting
dates, paragon GmbH & Co. KGaA published financial
notices, which also included the Management's assess-
ment of further business development.

The Management’s revenue and earnings forecast for
fiscal year 2018 as of January 29 was outlined in the
Group management report published on March 13,
2018, as a point forecast with an approximate figure in-
cluding the key assumptions on which the forecasts are
based. On August 21, 2018, this forecast was finally in-
creased to a range (quantitative forecast) for the Group
revenue figure and reduced in respect of the EBIT mar-

gin.

In the past fiscal year, the company continued to build
up internal resources in the area of investor relations.
Ongoing communication with institutional and private
investors has thus been expanded and solidified at the
level of the paragon Group and likewise at the level of
its subsidiary Voltabox AG, which is also publicly trad-
ed.

More than 250 individual meetings were held with in-
stitutional investors from Germany, the United King-
dom, France, Finland, Sweden, Denmark, Luxembourg,
the Netherlands, Switzerland, Austria, Italy, Spain,
Poland, the USA and Canada. Over the course of the
year, 6 research firms (prior year: 5) published a total of
31 studies (prior year: 21) on paragon GmbH & Co.
KGaA.

The company sees effective financial communication
as the targeted reduction in the asymmetric flow of in-
formation between management and shareholders on
the current economic situation and specific future po-

tential of paragon GmbH & Co. KGaA. Accordingly, the
ongoing dialogue with professional capital market par-
ticipants is given high priority. Furthermore, the com-
pany aims to provide the broader public with up-to-
date and relevant information via various media
channels and to be available as a personal contact for
private investors.

Directors’ Holdings

Taking into consideration the allocation pursuant to
Section 34 of the German Securities Trading Act, the
Management Chairman (and founder of the predeces-
sor company), Klaus Dieter Frers, held 2,263,134 shares
in the company as of the reporting date. This equates
to a proportion of 50% plus one share of the share
capital of paragon GmbH & Co. KGaA.

The Management member Dr. Matthias Schoéllmann
held 2,920 shares of the company as of the reporting
date.

The Management member Dr. Stefan Schwehr held
2,542 shares of the company as of the reporting date.

The deputy chairman of the Supervisory Board, Her-
mann Bornemeier, held 4,000 shares of the company
as of the reporting date.

Accounting

paragon GmbH & Co. KGaA prepared the consolidated
financial statements as of December 31, 2018, in accor-
dance with the International Financial Reporting Stan-
dards (IFRS) and the International Accounting Stan-
dards (IAS) as adopted by the EU. The Annual General
Meeting on May 8, 2018, selected Baker Tilly GmbH &
Co. KG Wirtschaftsprufungsgesellschaft, Dusseldorf, to
be the auditor for the fiscal year from January 1, 2018,
to December 31, 2018, and the company was subse-
quently commissioned accordingly by the Supervisory
Board.
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Declaration of paragon GmbH & Co. KGaA on the
German Corporate Governance Code

The German Corporate Governance Code has been
designed for companies with the legal form of a stock
corporation or a European company (SE) and does not
take into consideration the specific characteristics that
the legal form of a partnership limited by shares en-
tails. Accordingly, in connection with the following dec-
laration of compliance, the characteristics specific to
the legal form of paragon GmbH & Co. KGaA,which are
outlined in further detail in the Corporate Governance
Statement pursuant to Section 315d in conjunction
with Section 289f (1) of the German Commercial Code,
must be taken into consideration.

Pursuant to Section 161 of the German Stock Corpora-
tion Act, the Management and the Supervisory Board
of paragon GmbH & Co. KGaA make the following dec-
laration of compliance with the recommendations of
the Government Commission on the German Corpo-
rate Government Code in the version from February 7,
2017, that was published on April 24, 2017, in the Ger-
man Federal Gazette:

The Management and the Supervisory Board welcome
the suggestions and rules of the German Corporate
Governance Code. They are committed to transparent,
responsible and value-oriented management and gov-
ernance. paragon GmbH & Co. KGaA complied and
complies with the recommendations of the German
Corporate Governance Code, with the following devia-
tions:

* The integration of a compliance management system
in accordance with ISO 19600 is planned for 2019 (No.
4.1.3).

 The current employment contracts of the managing
directors do not currently stipulate any maximum
limits for the total remuneration or the variable remu-
neration components. The Management and the Su-
pervisory Board do not consider this necessary be-
cause of the clear correlation between the variable
portions and earnings indicators (No. 4.2.3).

« A limit on severance payments (severance payment
cap) has not been agreed for Management Chairman
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Klaus Dieter Frers because he holds the majority of
the company's share capital (No. 4.2.3).

* The shareholders’ meeting of paragon GmbH has not
been influenced by the issue of diversity in its ap-
pointment of the current members of the Manage-
ment (No. 5.1.2).

The Supervisory Board has not formed any commit-
tees as this is considered inefficient by the three
members due to the small size of the Supervisory
Board (Nos. 5.3.1to 5.3.3).

No age limit has been set for the members of the Su-
pervisory Board or the Management since the expert-
ise of the members is given priority (Nos. 5.1.2 and
5.4.7).

paragon GmbH & Co. KGaA publishes the annual fi-
nancial statements and the interim reports in accor-
dance with legal requirements and also strives to
comply with the periods recommended by the Code
(90 days for annual financial statements, 45 days for
interim financial statements). However, these periods
may be exceeded for organizational reasons (No.
7.1.2).

Delbriick, Germany, March 2019

The Management The Supervisory Board
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Consolidated Income Statement of paragon GmbH & Co. KGaA,
Delbrtick, for the Period from January 1, to December 31, 2018 (IFRS)

In € thousands Notes Jan. 1 to Jan. 1to
Dec. 31,2018 Dec. 31, 201726
Revenue (11), (44) 187,383 124,823
Other operating income (12) 7,197 1,379
Increase or decrease in inventory of finished goods and
work in progress 9,231 -1,138
Other own work capitalized (13) 15,656 16,388
Total operating performance 219,467 141,452
Cost of materials (14) -105,931 -71,226
Gross profit 113,536 70,226
Personnel expenses (15) -52,155 -35,262
Depreciation of property, plant and equipment, and
amortization of intangible assets 17) -14,410 -9,390
Impairment of property, plant and
equipment and intangible assets (17) -1,048 -5
Other operating expenses (16) -31.091 -20,154
Earnings before interest and taxes (EBIT) 14,832 5,415
Financial income (18) 6 13
Financial expenses (18) -4,228 -4,396
Financial result -4,222 -4,383
Earnings before taxes (EBT) 10,610 1,032
Income taxes (19) -7,245 -4,999
Group result 3,365 -3,968
Earnings per share in € (basic) (20) 0.52 -0.30
Earnings per share in € (diluted) (20) 0.52 -0.30
Average number of outstanding shares
(basic) (20) 4,526,266 4,526,266
Average number of outstanding shares
(diluted) (20) 4,526,266 4,526,266

Consolidated Statement of Comprehensive Income of paragon GmbH & Co.
KGaA, Delbruck, for the Period from January 1, to December 31, 2018 (IFRS)

In € thousands Notes Jan. 1 to Jan. 1to
Dec. 31,2018 Dec. 31, 201726
Group result 3,365 -3,968
Actuarial gains and losses (33) 113 -7
Currency translation reserve -487 8
Total comprehensive income 2,991 -3,967

Group result attributable to minority interests

Shareholder paragon Group 2,334 -1,362
Non-controlling interests 1,031 -2,606
Total comprehensive income attributable to minority interests

Shareholder paragon Group 2,078 -1,669
Non-controlling interests 913 -2,298

26 The adjustment of the previous year's figures can be found in section 6 of the Notes.
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Consolidated Balance Sheet of paragon GmbH & Co. KGaA, Delbruck,
as of December 31, 2018 (IFRS)

In € thousands Notes Dec. 31, 2018 Dec. 31, 201726
ASSETS
Noncurrent assets
Intangible assets (21) 91,688 60,027
Goodwill (22) 30,395 7410
Property, plant and equipment (23) 50,527 36,360
Financial assets (24) 326 326
Other assets 1,528 90
Deferred taxes (19) 2,193 3,683
176,657 107,896
Current assets
Inventories (25) 58,927 17,344
Trade receivables (26) 70,713 32,662
Income tax assets 91 22
Other assets (27) 14,064 4,206
Liquid funds (28) 41,841 145,826
185,636 200,060
Total assets 362,293 307,956
In € thousands Notes Dec. 31, 2018 Dec. 31, 201726

EQUITY AND LIABILITIES
Equity

Subscribed capital (29) 4,526 4,526
Capital reserve (29) 15,165 15,165
Minority interests (29) 61,900 61,105
Revaluation reserve (29) -802 -915
Profit/loss carried forward 95,883 98,288
Group result 2,334 -1,362
Currency translation differences -1,207 -837
177,799 175,969
Noncurrent provisions and liabilities
Noncurrent liabilities from finance lease (30) 937 1,402
Noncurrent loans 31 17,579 16,350
Noncurrent bonds (32) 49,881 49,566
Special item for investment grants (35) 917 1,005
Deferred taxes (19) 24,059 14,255
Pension provisions (33) 2,885 3,001
Other noncurrent liablities 3,837 0
100,095 85,579
Current provisions and liabilities (34)
Current portion of liabilities from finance lease (30) 861 1,067
Current loans and current portion
of noncurrent loans (31) 41,378 4,588
Current bonds 0 13,363
Trade payables 28,242 17,492
Other provisions (36) 579 220
Income tax liabilities (37) 618 34
Other current liabilities (34) 12,721 9,643
84,399 46,407
Total equity and liabilities 362,293 307,956

26 The adjustment of the previous year's figures can be found in section 6 of the Notes.



86 | PARAGON GMBH & CO. KGAA ANNUAL REPORT 2018

Consolidated Cash Flow Statement of paragon GmbH & Co. KGaA,
Delbrtick, for the Period from January 1, to December 31, 2018 (IFRS)

In € thousands Notes Jan. 1 to Jan. 1to
Dec. 31, 2018 Dec. 31, 201726
Earnings before taxes (EBT) 10,610 1,032
Depreciation/amortization of noncurrent fixed assets 14,410 9,390
Financial result 4,222 4,383
Gains (-), losses (+) from the disposal of property, plant
and equipment and financial assets 1,624 1,420
Increase (+), decrease (-) in other provisions
and pension provisions -405 1,541
Income from the reversal of the special item for investment grants -88 -88
Other non-cash income and expenses -3,848 669

Increase (-), decrease (+) in trade receivables, other receivables

and other assets -39,237 -26,343
Impairment of intangible assets 1,048 5
Increase (-), decrease (+) in inventories -37,329 -3,628

Increase (+), decrease (-) in trade payables

and other liabilities -606 4,809
Interest paid -4,228 -4,396
Income taxes 352 1,239
Cash flow from operating activities (43) -53,475 -9,967

Cash receipts from the disposal of property, plant

and equipment 0 496
Cash payments for investments in property, plant

and equipment -21,619 -4,705
Cash payments for investments in intangible assets -27,186 -17,097
Cash receipts from the disposal of intangible assets 1,789 0
Cash payments for investments in financial assets 0 0

Cash payments for the acquisition of consolidated companies

other business units -26,340 -15,945
Interest received 6 13
Cash flow from investment activities 43) -73,350 -37,238
Dividend payout -1,132 -1,132
Loan repayments -5,152 -12,328
Proceeds from loans 43,032 959
Repayments of liabilities from finance lease -861 -1,007
Proceeds from equity contributions 0 143,973
Net proceeds from bond issue -13,047 48,287
Cash flow from financing activities 43) 22,840 178,752
Changes in cash and cash equivalents -103,985 131,547
Cash and cash equivalents at the beginning of the period 145,826 14,278
Cash and cash equivalents at the end of the period (28), (43) 41,841 145,826

26 The adjustment of the previous year's figures can be found in section 6 of the Notes.
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Schedule of Changes in Equity of paragon AG, Delbrick,
for the Period of January 1to December 31, 2018 (IFRS)

Retained earnings

In € thousands Sub- Capital Revalu- Reserve from  Profit Group Minority Total
scribed reserve ation currency carried result interests
capital deficit translation  forward
Jan. 1, 2017 4,526 15,165 -908 -537 16,428 0 0 34,674
Group
result 0 0 0 0 0 -1,362 -2,298 -3,660
Actuarial gains
and losses 0 0 -7 0 0 0 0 =7
Currency
translation 0 0 0 -300 0 0 308 8
Other
result 0 0 -7 -300 0 0 308 1
Total
comprehensive
income 0 0 -7 -300 0 -1,362 -1,990 -3,659
Capital
increase 0 0 0 0 86,964 0 59,122 140,068
Ergebnisabfiihrungs-
vertrag 0 0 0 0 -3,972 0 3,972 0
Dividend
payout 0 0 0 0 -1,132 0 0 -1,132
Dec. 31, 2017 4,526 15,165 -915 -837 98,288 -1,362 61,105 175,969

Retained earnings

In € thousands Sub- Capital Revalu- Reserve from Profit Group Minority Total
scribed reserve ation currency carried result interests
capital deficit translation  forward
Jan. 1, 2018 4,526 15,165 -915 -837 96,926 0 61,105 175,969
Group
result 0 0 0 0 0 2,334 913 3,247
Actuarial gains
and losses 0 0 113 0 0 0 0 113
Currency
translation 0 0 0 -370 0 0 -117 -487
Other
result 0 0 113 -370 0 0 -117 -374
Total
comprehensive
income 0 0 113 -370 0 2,334 796 2,873
Initial adjustment
effect IFRS 15 0 0 0 0 89 0 0 89
Dividend payout 0 0 0 0 -1,132 0 0 -1,132

Dec. 31, 2018 4,526 15,165 -802 -1,207 95,883 2,334 61,901 177,800
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Notes to the

Consolidated Financial Statements 2018

(1) General Information

paragon Aktiengesellschaft (hereafter “paragon GmbH & Co. KGaA”
or “paragon”) is a joint stock corporation incorporated under Ger-
man law. The company’s headquarters are at Artegastrasse 1, Del-
briick, Germany. paragon GmbH & Co. KGaA's shares have been
traded on the Frankfurt Stock Exchange in the Prime Standard seg-
ment of the regulated market since 2000. paragon GmbH & Co.
KGaA is entered in the commercial register of the district court of
Paderborn (HRB 13491). paragon develops and manufactures elec-
tronic components and sensors for the automotive industry.

The Management Board of paragon GmbH & Co. KGaA authorized
the consolidated financial statements as of December 31, 2018,
and the management report for the period from January 1 to
December 31, 2018, for submission to the Supervisory Board on
March 27, 2019.

The consolidated financial statements and management report of
paragon GmbH & Co. KGaA for the period from January 1 to
December 31, 2018, are published in the electronic Federal Gazette
and are available as part of the Annual Report on the company's
website (https://www.paragon.ag/).

(2) Application of International Financial Reporting Standards
(IFRS)

The consolidated financial statements of paragon GmbH & Co.
KGaA as of December 31, 2018, have been prepared in accordance

with the International Financial Reporting Standards (IFRS) issued

by the International Accounting Standards Board (IASB), London,
as adopted by the European Union (EU) and applicable on the bal-
ance sheet date, and in accordance with the interpretations of the
International Financial Reporting Standards Interpretations Com-
mittee (IFRSIC).

(3) Going Concern

The financial statements for the reporting period from January 1 to
December 31, 2018, have been prepared under the going concern
assumption. The carrying amounts of assets and liabilities were

therefore determined on the basis of going concern values.

(4) Events After the Balance Sheet Date

The consolidated financial statements are prepared on the basis of
the circumstances existing as of the balance sheet date. In accor-
dance with IAS 10.7, events after the reporting period include all
events up to the date the consolidated financial statements are
authorized for issue. The consolidated financial statements as of
December 31, 2018, were authorized by the Management Board
and submitted to the Supervisory Board for approval on March 27,
2019. The following major events occurred in the period up to this
date:

On February 20, 2019, a merger agreement was concluded
between ACCURATE - SMART BATTERY SYSTEMS - GmbH and
Voltabox AG. The company will be merged with Voltabox AG with

retroactive effect to January 1, 2019.
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(5) New Accounting Principles Due to New Standards

The following revised and new standards issued by the IASB, as
well as interpretations from the IFRSIC, had been endorsed by the
EU and required mandatory application for the first time as of
December 31, 2018:

IFRS 9 Financial Instruments

IFRS 9 introduces new recognition and measurement requirements
for financial instruments and replaces, in particular, IAS 39.
Voltabox AG has applied this accounting standard since January 1,
2018. The new regulations cover the classification of financial
assets on the basis of the underlying business models and the cash
flow characteristics of the instruments. Under the provisions on
accounting for impairment losses, expected losses have to be
already recognized as an expense on initial recognition. In addi-
tion, the requirements apply not only to debt instruments, but also
to contract assets pursuant to IFRS 15. The relevant accounting and

measurement requirements are outlined in section (8).

IFRS 15 Revenue from Contracts with Customers

paragon has applied IFRS 15 Revenue from Contracts with Cus-
tomers since January 1, 2018. This standard provides for a single,
principles-based five-step model for the determination and recog-
nition of revenue to be applied to all contracts with customers. It
replaces, in particular, IAS 18 and IAS 11. paragon will introduce
IFRS 15
Changeover effects have been offset against the profit and loss

through modified retrospective initial application.
carryforward as of January 1, 2018. No significant changeover
effects have resulted in the reporting period within the scope of
the changeover to IFRS 15. Prior to the application of IFRS 15, cus-
tomer acquisition costs were recognized as an expense in the
period in which they were incurred. As of January 1, 2018, historical
customer acquisition costs have been capitalized. This capitalized
item has been offset against the profit and loss carryforward
directly in equity. In subsequent periods, it will be amortized in
accordance with the underlying framework contracts. Changeover
effects have been taken into consideration with regard to internal
risk management and the performance indicators. The relevant
accounting and measurement requirements are outlined in section

an.

Effects of the modified retrospective application of IFRS 9 and
IFRS 15

Changeover effects as of January 1, 2018 have been booked

against the profit and loss carryforward due to the modified retro-
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spective initial application of IFRS 9 Financial Instruments and IFRS
15 Revenue from Contracts with Customers.

IFRS 15 - Clarifications

The clarifications relate to identifying and distinguishing between
performance obligations, the definition of principal/agent relation-
ships and related guidance regarding the concept of the transfer of
control where services are provided by third parties. The conditions
for period-related realization of revenue from the licensing of
intellectual property have also been clarified. Expedients for the
transition to IFRS 15 are also included. This amendment is manda-
tory from January 1, 2018. paragon has taken these clarifications
into consideration within the scope of its initial application as well

as the subsequent accounting in the year under review.

IFRS 2 - Clarifications

These clarifications relate to the classification and measurement of
share-based payment arrangements. Its application is mandatory

from January 1, 2018. This will not have any impact on paragon.

IAS 40 - Amendments

These amendments concern the transfer of property into and out
of investment property is mandatory from January 1, 2018.

paragon is not reporting any such item in the year under review.

IFRIC 22 - Foreign Currency Transactions and

Advance Consideration

IFRIC 22 clarifies what exchange rate is to be applied on initial
recognition of a foreign-currency transaction in an entity’s func-
tional currency in cases where the entity receives or pays advance
consideration before the related asset, expense or income is recog-
nized. The exchange rate for the underlying asset, expense or
income is taken as that prevailing on the date of initial recognition
of the non-monetary prepayment asset or deferred income liabil-
ity. These clarifications are first applicable as of January 1, 2018.
paragon does not expect it to have any significant impact.
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IFRIC 23 - Uncertainty over Income Tax Treatments

This interpretation is applicable to taxable profits (tax losses), tax
bases, unused tax losses, unused tax credits and tax rates in case of
uncertainty over the income tax treatment under IAS 12. Tax risks
must be taken into account if it is probable that the tax authorities
will not accept a certain tax-relevant circumstance as it has been
included in the entity’s tax calculation. It is always assumed that the
tax authorities are fully informed, i.e., a possible discovery risk is
irrelevant for both recognition and measurement. The measure-
ment shall be based on the most probable value or expected value,
depending on the value that best reflects the existing risk. This
interpretation is applicable from January 1, 2019. paragon does not
expect it to have any significant impact.

Annual Improvements Project 2014 - 2016

This project includes many clarifications for standards which have
already been published. Clarifications have been provided for IAS
28 regarding an option for the treatment of investments in associ-
ates and joint ventures. paragon does not expect these clarifica-
tions to have any impact. These amendments were applicable as of
January 1, 2018.

Annual Improvements Project 2015 - 2017

The project covers amendments to IFRS 3, IFRS 11 and IAS 12.
However, these will not have any impact on the reporting of
paragon GmbH & Co. KGaA. The amendments are effective from
January 1, 2019.

The amendment to IFRS 3 relates to investments previously held in
jointly controlled operations. IFRS 11 has been amended accord-
ingly. paragon did not have any such operations in the reporting
year.

The amendment to IAS 12 relates to the income tax consequences
of payments from financial instruments classified as equity.

paragon does not expect this to result in any adjustments.

IAS 23 has also been amended. These amendments clarify that,
where an asset is ready for its envisaged use or for its disposal, an
undertaking will treat any remaining debt capital which has been
expressly raised in order to maintain this asset as a portion of the
generally raised debt capital when calculating the capitalization
rate for general borrowing. This will not have any significant
impact.

Amendments to IAS 28

The amendment to IAS 28 clarifies that an undertaking applies IFRS
9 to long-term investments in an associate or joint venture which
constitute part of the net investment in this associate or joint ven-
ture but which are not recognized using the equity method. The
amendment is effective from January 1, 2019. It will not have any
impact on paragon.

Amendment to IFRS 9

From the 2019 reporting year, the amendment to IFRS 9 must be
applied in relation to prepayment features with negative compen-
sation. This amendment changes the existing rules in IFRS 9 on ter-
mination rights so as to enable measurement at amortized cost or
directly in equity at fair value, even in the case of negative com-
pensation. On the basis of this amendment, whether the compen-
satory payment is positive or negative is not relevant, i.e. a pay-
ment for the benefit of the party bringing about the early repay-
ment may be possible, depending on the interest rate at the time
of termination. This compensatory payment must be calculated in
the same way both in case of prepayment options and a prepay-
ment gain. paragon does not expect this amendment to have any
effect on the following reporting period. Clarifications were also
provided regarding the basis for conclusions for the restructuring
of financial liabilities which does not result, or has not resulted, in
their derecognition. Accordingly, following restructuring the carry-
ing amount of a financial liability is adjusted directly in profit or
loss. Retrospective adjustments may therefore be required if the
effective interest rate rather than the amortized cost has been
adjusted to date. paragon does not expect this to have any impact

on the future reporting period either.

Amendments to IAS 19

The amendments to IAS 19 as of January 1, 2019 relate to the fol-

lowing areas:

In future, the current service cost and the net interest for the
remainder of the fiscal year must be recalculated on the basis of
the current actuarial assumptions which have been applied for the
necessary remeasurement of the net liability (asset) in the event of
an amendment, curtailment or settlement of a defined benefit pen

sion plan.

Moreover, additional information has been included in this clarifi-

cation as to how an amendment, curtailment or settlement of a
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plan will affect the asset ceiling requirements. paragon does not
expect this amendment to have any significant effect.

IFRS 16 - Leases

The new accounting standard IFRS 16 Leases is applicable for fiscal
years beginning on January 1, 2019. Earlier application is not per-
mitted. In fiscal year 2018, contracts within the scope of IFRS 16
which were expected to be valid as of January 1, 2019 were ana-
lyzed in terms of their effects. paragon has determined the follow-
ing changeover effects on the basis of this analysis. The basic prin-
ciple of the new standard is that lessees shall present all leases and
the resulting contractual rights and obligations on the balance
sheet. The obligation for the lessee to distinguish between finance
leases and operating leases required to date under IAS 17 no
longer applies. The lessee records a leasing liability in the balance
sheet for the obligation to make lease payments in future periods
in respect of all leases. At the same date, the lessee records a right
of use in respect of the underlying asset, which shall represent the
present value of the future lease payments plus any directly attrib-
utable costs. The lease payments include all fixed payments, vari-
able payments that are index-based, expected payments based on
residual value guarantees, and, where applicable, the exercise price
for a purchase option and penalties for the early termination of
lease agreements. During the term of the lease agreement, the
leasing liability is carried forward in a manner similar to IAS 17
requirements for finance leases, while the right-of-use asset is
amortized. This generally leads to higher expenses at the begin-
ning of the contractual period of the lease. Expedients apply for
short-term lease arrangements and to leased assets with a small
value. For the lessor, however, the rules under the new standards
are similar to those under the existing IAS 17 standard. Lease con-
tracts will continue to be classified as either finance or operating
leases. Leases that transfer all significant risks and rewards of own-
ership will be classified as finance leases, and all other leases will be
classified as operating leases. The classification criteria under IAS
17 has been carried forward into IFRS 16. In addition, IFRS 16
includes a number of additional rules on disclosure requirements
and requirements that apply to sale and leaseback transactions.
paragon will implement IFRS 16 by means of the modified retro-
spective method. Changeover effects resulting from contracts
existing as of December 31, 2018 will be offset against the profit
and loss carryforward as of January 1, 2019. These contracts are not
subject to any reassessment of whether they entail finance or oper-
ating leases. Contracts previously classified as operating leases will
be reported with a right of use corresponding to the carrying
amount as of January 1, 2019 as though IFRS 16 has been applied
at the start of the lease. Discounting is calculated on the basis of
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the incremental borrowing rate of interest as of initial application.
The reportable right of use will be tested for impairment as of the
changeover date. The leasing liability will be carried in the amount
of the right of use. Where contracts previously entailed finance
leases, the carrying amount of the assets and liabilities will not be
adjusted. paragon will only implement an adjustment on grounds
of materiality where the remaining contract term as of January 1,
2019 exceeds 12 months and the outstanding lease or rental pay-

ments are greater than € 5 thousand.

The Management Board of paragon does not expect the introduc-
tion of IFRS 16 to have any significant impact in relation to the

financial performance indicators.

Amendments to IAS 1 and IAS 8 - Definition of Materiality

The IASB has published a definition of materiality In order to make
the term more precise and standardize how it is used. paragon will
apply this definition from January 1, 2020 and will review in the

next reporting period what effects the new definition will have.

IFRS 17 - Insurance Contracts

The new standard for insurance contracts is applicable for the first

time as of January 1, 2021. The paragon Group does not expect the

introduction of the new standard to have any impact.

Amendment to IFRS 3 - Definition of Business Operations

IFRS 3 is amended to define a business operation. Adoption into

European law is still pending. It will probably be applied for the first
time in the fiscal year 2020.
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(6) Adjustment of the 2018 Comparative Period due to Application
of IFRS 9, IFRS 15 and Correction of Errors under IAS 8

As a result of the modified retrospective first-time application of
IFRS 15 (Revenue from Contracts with Customers), conversion
effects were booked against the profit and loss carried forward as
of January 1, 2018 (see section 5). The modified retrospective first-
time application of IFRS 9 Financial Instruments does not result in

any conversion effects.

The Voltabox of Texas, Inc. has allocated currency translation
effects from loans with Voltabox AG directly to the currency trans-
lation reserve as a result of its classification as a net investment in a
foreign operation. Currency translation effects from the loan are
not treated retroactively as a net investment in a foreign operation
until October 1, 2017 (€ 621 thousand).

The profit and loss transfer agreement between paragon GmbH &
Co. KGaA and Voltabox AG for the 2017 fiscal year is not included

in the calculation of net income and the comprehensive income

The following table shows the effects of the transition to IFRS 15. anymore.
In € thousands Dec. 31,2017 Conversion effect IFRS 15 Jan. 1, 2018
Other noncurrent assets 90 127 217
Total assets 307,956 127 308,083
Profit and loss carried forward 98,288 89 98,377
Deferred tax liabilities 14,255 38 14,293
Total equity and liabilities 307,956 127 308,083

The paragon GmbH & Co. KGaA makes corrections to the 2017
Annual Report in these financial statements.

For the 2017 fiscal year, deferred taxes of € 2,698 thousand were
recognised on the recognised elimination of intercompany profits
from the transfer of assets within the Group to the subsidiary
KarTec GmbH. The tax reconciliation was extended by a correspon-
ding disclosure.

Expenses from the IPO of Voltabox AG in the amount of € 2,197
thousand will be allocated to other operating expenses for the
2017 fiscal year and offset against the profit carried forward.
Deferred taxes on the amount of € 659 thousand are adjusted
accordingly.

In fiscal year 2017, tax benefits from IPO costs offset directly
against the capital reserve were recognized in the balance sheet.

The information was supplemented in section (19).

The calculation of earnings per share was based on the earnings
attributable to the owners of paragon GmbH & Co. KGaA.

A quantitative information on the salary of a related party was
added in section (46).

A surplus of deferred tax assets from the Voltabox of Texas, Inc.
was not recognised in the fiscal year (€ 3,311 thousand). A net

amount of € 101 thousand was recognized.

The effects of the profit transfer were recorded in the statement of
changes in equity.
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Amendment Consolidated Statement of Comprehensive Income

Before Amendment Amendment After Amendment
In € thousands Jan. 1, - Dec. 31, 2017 Jan. 1, - Dec. 31, 2017
Total operating performance 141,452 141,452
Cost of materials -71,226 -71,226
Gross profit 70,226 70,226
Personnel expenses -35,262 -35,262
Depreciation of property, plant and equipment,
and amortization of intangible assets -9,390 -9,390
Impairment of property, plant and equipment
and intangible assets -5 -5
Impairment on financial assets 0 0
Other operating expenses -17,936 -2,218 -20,154
Earnings before interest and taxes (EBIT) 7,633 5,415
Earnings before taxes (EBT) 3,250 1,032
Income taxes -3,907 -1,092 -4,999
Group result -657 -3,968
Earnings per share in € (basic) -0.15 -0.30
Earnings per share in € (diluted) -0.15 -0.30

Amendment

In € thousands Jan. 1, - Dec. 31, 2017 Jan. 1, - Dec. 31, 2017
Group result -657 -3,968
Currency translation reserve -613 621 8
Total comprehensive income -1,277 -3,967
Group result attributable
to minority interests -657 -3,311 -3,968
Shareholder paragon Group -4,531 3,169 -1,362
Non-controlling interests 3,874 -6,480 -2,606
Total comprehensive income attributable
to minority interests -1,277 -2,690 -3,967
Shareholder paragon Group -4,743 3,074 -1,669
Non-controlling interests 3,466 -5,764 -2,298
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Amendment Balance Sheet

2018

Before Amendment

After Amendment

In € thousands Dec. 31, 2017 Amendment Dec. 31, 2017

ASSETS

Noncurrent assets

Deferred taxes 7,574 -3,891 3,683
111,787 107,896

Total assets 311,847 307,956

In TEUR Dec. 31, 2017 Amendment Dec. 31, 2017

EQUITY AND LIABILITIES

Equity

Minority interests 57,918 3,187 61,105

Revaluation reserve -915 0 -915

Profit/loss carried forward 106,048 -7,760 98,288

Group result -4,530 3,168 -1,362

Currency translation differences -1,150 313 -837
177,062 175,969

Noncurrent provisions and liabilities

Deferred taxes 17,054 -2,799 14,255

88,378 85.579
Total equity and liabilities 311,847 307,956

Amendment Cash Flow Statement

In € thousands

Before Amendmen
Jan. 1, - Dec. 31, 2017

t

Amendment

After Amendment

Jan. 1, - Dec. 31, 2017

Earnings before taxes (EBT)

Other non-cash income and expenses
Cash flow from operating activities

Cash flow from investment activities

Proceeds from equity contributions

Cash flow from financing activities

3,250
48

-8,370
-37,238

142,376
177,155

-2,218
621

1,597

1,032
669

-9,967
-37,238

143,973
178,752
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Schedule of Changes in Equity

Retained earnings

In € thousands Sub- Capital Revalu- Reserve from Profit Group Minority Total
before scribed reserve ation currency carried result interests
adjustment capital deficit translation forward

Jan. 1, 2017 4,526 15,165 -908 -537 16,428 0 0 34,674
Group

result 0 0 0 0 0 -4,531 3,874 -657
Actuarial gains

and losses 0 0 -7 0 0 0 0 -7
Currency

translation 0 0 0 -613 0 0 -407 -1,020
Other

result 0 0 -7 -613 0 0 -407 -1,027
Total

comprehensive

income 0 0 -7 -613 0 -4,531 3,466 -1,684
Capital

increase 0 0 0 0 90,752 0 54,452 145,204
Dividend

payout 0 0 0 0 -1,132 0 0 -1,132
Dec. 31., 2017 4,526 15,165 -915 -1,150 106,048 -4,531 57,918 177,062

Retained earnings

In € thousands Sub- Capital Revalu- Reserve from Profit Group Minority Total
after scribed reserve ation currency carried result interests
adjustment capital deficit translation forward

Jan. 1, 2017 4,526 15,165 -908 -537 16,428 0 0 34,674
Group

result 0 0 0 0 0 -1,362 2,298 -4,747
Actuarial gains

and losses 0 0 -7 0 0 0 0 -7
Currency

translation 0 0 0 -300 0 0 308 8
Other

result 0 0 -7 -300 0 0 308 1
Total

comprehensive

income 0 0 -7 -300 0 -1,362 -1,990 -3,659
Capital

increase 0 0 0 0 86,964 0 59,122 146,086
Profit and loss

transfer agreement 0 0 0 0 -3,972 0 3,972 0
Dividend

payout 0 0 0 0 -1,132 0 0 -1,132

Dec. 31., 2017 4,526 15,165 -915 -837 98,288 -1,362 61,105 175,969
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(7) Scope of Consolidation

In addition to the parent company paragon GmbH & Co. KGaA,
Delbriick, all subsidiaries are fully consolidated. The balance sheet
date for all companies is December 31. The scope of consolidation
and the shareholdings are shown in the following table. In the case
of the newly acquired companies, the above-mentioned revenues
refer only to the revenues since inclusion in the consolidated

group.

Name and registered office of the company Shareholding Consolidation Currency Revenue in local currency
(prior to consolidation)
IN THOUSANDS

Germany

paragon GmbH & Co. KGaA,

Delbriick n. a. n. a. EUR 104,995

Voltabox AG,

Delbriick 60.03% Consolidated subsidiary EUR 57,434

productronic GmbH,

Delbriick 100% Consolidated subsidiary EUR 64,450

SphereDesign GmbH,

Bexbach 100% Consolidated subsidiary EUR 6,118

Nordhagen Immobilien GmbH,

Delbriick 100% Consolidated subsidiary EUR 0

paragon movasys GmbH,

Landsberg 100% Consolidated subsidiary EUR 30,176

paragon semvox GmbH,

Saarbriicken 82% Consolidated subsidiary EUR 1,222

paragon electroacoustic GmbH,

Neu-Ulm 100% Consolidated subsidiary EUR 1,163

ETON Soundsysteme GmbH,

Neu-Ulm 100% Consolidated subsidiary EUR 436

ACCURATE - Smart Battery Systems — GmbH,

Korntal-Munchingen 60.03% Consolidated subsidiary EUR 2,199

China

paragon Automotive Technology (Shanghai), Co., Ltd. 100% Consolidated subsidiary RMB 2,304

paragon Automotive (Kunshan), Co. Ltd. 100% Consolidated subsidiary RMB 22,270

Voltabox Kunshan, Co. Ltd. 60.03% Consolidated subsidiary RMB 0

USA

Voltabox of Texas, Inc.,

Austin 60.03% Consolidated subsidiary usD 10,520

Concurrent Design, Inc. 100% Consolidated subsidiary usb 415
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The following table shows the acquisition of paragon semvox
GmbH (previously SemVox GmbH) in fiscal year 2018.

99

in € Acquisition
SemVox GmbH
Date of acquisition Oct. 1, 2018
Equity share after transaction (= share of voting rights) 100.0%
Identifiable assets and liabilities acquired
Intangible assets 12,433,700
Property, plant and equipment 92,466
Financial assets 0
Deferred tax assets
Inventories 0
Trade receivables 670,151
Receivables from related parties
Income tax receivables
Other assets 40,096
Liquid funds 201,805
Noncurrent liabilities -373,275
Deferred tax liabilities -3,293,700
Current liabilities -2,047,718
Other provisions -130,947
Dormant equity holdings -3,485,356
Total identifiable net assets 4,027,453
Goodwill 16,129,522
Consideration transferred 16,400,000
Liabilities to 18% minority interests 3,836,742
less cash and cash equivalents acquired -201,805
Net outflow of cash and cash equivalents from acquisition 16,198,195

paragon semvox (new: paragon semvox GmbH) is a leading B2B
supplier of proactive assistants based on artificial intelligence and
machine learning. The company will continue to enable its cus-
tomers to develop their own intelligent assistants using the plat-
forms developed by SemVox. The goodwill is mainly based on the
company's special know-how in placing industry solutions that will

generate extremely high economies of scale in the near future.

paragon GmbH & Co. KGaA is seeking to increase its shareholding
to 100% in subsequent reporting periods. It has agreed options
with the remaining 18% shareholders for this purpose. A call option

has been agreed. This gives paragon an option to acquire the

remaining 18% (at a purchase price dependent on the future rev-
enue trend of SemVox GmbH) for an unlimited period of time from
the date of approval of the annual financial statements for the
2022 reporting year.

A put option has also been agreed, under which paragon has
offered the founding shareholders the option to sell their remain-
ing shares within 3 months of the approval of the annual financial
statements for the 2020 and 2021 reporting year. The purchase
price will be based on the same provisions as for the call option.
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Due to the agreement of these options, paragon expects to
increase its shareholding interest by 18%. SemVox GmbH was
therefore fully included in the scope of consolidation as of the date
of its initial consolidation. The remaining 18% held by the founding
shareholders is reported as financial liabilities. paragon has
assigned the option a fair value of € 3,837 thousand as of the date
of initial consolidation.

If paragon semvox GmbH had been included in the paragon Group

since the beginning of fiscal year 2018, revenues of € 3,884 thou-

in€

sand and a net loss of € 1,571 thousand would have been included
in the consolidated financial statements.The acquisition of paragon
semvox GmbH resulted in transaction costs of € 216 thousand,

which were recognised as expenses in the period under review.

The following table shows the acquisition in fiscal year 2018 of
paragon electroacoustic GmbH, Neu-UIm (previously: LPG Laut-
sprecher-Produktions-GmbH) and its subsidiary, ETON Soundsys-
teme GmbH:

Acquisition
paragon electroacoustic GmbH,
Neu-Ulm (before:
LPG Lautsprecher-Produktions-GmbH)
and its subsidiary
ETON Soundsysteme GmbH

Date of acquisition Nov. 1, 2018
Equity share after transaction (= share of voting rights) 100.0%
Identifiable assets and liabilities acquired
Intangible assets 790,751
Property, plant and equipment 444,405
Financial assets 0
Deferred tax assets 120,000
Inventories 3,763,673
Trade receivables 813,873
Receivables from related parties
Income tax receivables
Other assets 1,847,153
Liquid funds 169,332
Noncurrent liabilities
Deferred tax liabilities -156,400
Current liabilities -4,050,336
Other provisions -607,830
Contingent liabilities
Total identifiable net assets 3,134,622
Goodwill 335,214
Consideration transferred 3,000,000
less cash and cash equivalents acquired -169,332
Performance-related purchase price installment 469,836
Net outflow of cash and cash equivalents from acquisition 2,830,668
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Through its acquisition of LPG/ETON, paragon is expanding its
technology base for acoustics solutions and thus also its value
chain in its Interior unit. LPG has been a close partner of various
automobile manufacturers for many years. The product portfolio
mainly includes tweeters and cone loudspeakers that are used
especially in the automotive industry. LPG's customer base includes
notable automobile manufacturers in the mid-range and premium
segments. In addition, LPG develops and manufactures external
speakers that make it possible for pedestrians and bicyclists to
hear electric vehicles. Going forward, LPG will operate under the

name paragon electroacoustic GmbH.

Depending on the future development of the company, a perform-
ance-related future purchase price payment was agreed. The pay-
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ment is expected to be due on December 31, 2019. This has a fair
value of € 470 thousand.

If paragon electroacoustic GmbH and ETON Soundsysteme GmbH
had been included in the paragon Group since the beginning of
fiscal year 2018, revenues of € 12,014 thousand and net profit of €
170 thousand would have been included in the consolidated finan-
cial statements.

The following table shows the acquisitions in fiscal year 2018 of
ACCURATE - SMART BATTERY SYSTEMS - GmbH and Concurrent
Design, Inc.:

in€ ACCURATE - SMART Concurrent
BATTERY SYSTEMS GmbH Design, Inc.
Date of acquisition Sep. 1,2018 Apr. 1,2018
Equity share after transaction (= share of voting rights) 100% 100%
Identifiable assets and liabilities acquired
Intangible assets 3,404 683
Property, plant and equipment 57 82
Deferred tax assets 258
Inventories 491
Trade receivables 721 197
Receivables from related parties -
Income tax receivables -
Other assets 152 6
Liquid funds 186 76
Noncurrent liabilities -
Deferred tax liabilities 1,016 205
Current liabilities 3,351 427
Other provisions 22
Total identifiable net assets acquired 879
Goodwill 4,121 2,580
Consideration transferred 5,000 2,991
less cash and cash equivalents acquired 186 76
Less outstanding payments as of Dec. 31, 2018 0 419
Net outflow of cash and cash equivalents from acquisition 4,814 2,497

The goodwill of Accurate — Smart Battery Systems — GmbH is
mainly based on the specific expertise of this company in the area
of the development, production, manufacturing and sale of battery

systems. Accurate is also in a position to enable production for
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many further fields of application in the future. Since its initial con-
solidation, Accurate has realized revenues of € 2,199 thousand and
a profit of € 709 thousand. If Accurate had been included in the
Voltabox Group since the start of fiscal year 2018, the consolidated
financial statements would have included revenue in the amount of
€ 4,258 thousand and a profit in the amount of € -367 thousand. As
part of the company acquisition, a loan was acquired from former
shareholders (€ 1,488 thousand). The fair value corresponds to the

purchase price.

The acquisition of Concurrent Design, Inc. has resulted in a signifi-
cant increase in Voltabox's development capacities. In addition,
management expects additional valuable expertise that will further
strengthen the company’s technological leadership in the develop-
ment and production of safe and economic lithium-ion battery sys-
tems. Concurrent Design has successfully implemented more than
1,700 projects in the fields of renewable energy, medical technol-
ogy, semiconductors and electronics, among others. With the
acquisition, Voltabox is expanding its position as the leading sup-
plier in the development and production of lithium-ion battery sys-
tems. As of December 31, 2018, there are outstanding payments
which were classified as a consideration within the scope of the
acquisition. The Voltabox Group has reported these as a liability.
Since its initial consolidation, Concurrent has realized revenues of €
372 thousand and a profit of € 37 thousand. If Concurrent had
been included in the Voltabox Group since the start of fiscal year
2018, the consolidated financial statements would have included
revenue in the amount of € 932 thousand and a profit in the

amount of € 343 thousand.

As part of the final purchase price allocation for paragon movasys,
the amortization period for development projects was extended
from 4 to 7 years due to new information on the useful lives of
these projects. This change in estimates led to a reduction in

depreciation by € 305 thousand.

In fiscal year 2018, Voltabox's presence in the North American mar-
ket was concentrated in the newly established Voltabox of North
America, Inc. This is a subsidiary of Voltabox AG. Accordingly, in
the future all activities in the North American market (USA, Canada
and Mexico) will be managed from the company's existing site in
Cedar Park, Texas (USA). As well as efficiency and lower costs, strict
alignment of the direct reporting line to the Voltabox Management
Board is a priority, so that the strategic orientation of the com-
pany's North America strategy can be monitored and consistently

implemented.

Voltabox Kunshan Co., Ltd. was formed on May 18, 2018. The com-
pany was established with nominal capital in the amount of € 500
thousand. The purpose of the company is to establish a new pro-
duction site.

The acquired goodwill is not deductible for tax purposes.

Consolidation Methods

The consolidated financial statements are based on the separate
financial statements of the companies included in the Group, which
were prepared using uniform accounting policies under IFRS as of
December 31, 2018. The financial statements are included in the
consolidated financial statements from the date on which control is
obtained until the end of control. Adjustments were made to the
audited annual financial statements of paragon GmbH & Co. KGaA
prepared in accordance with German commercial law as of Decem-
ber 31, 2018, in order to prepare the financial statements in com-
pliance with IFRS.

The consolidation was performed using the purchase method in
accordance with IAS 27.22 and IFRS 3. The carrying amount for the
investments in associates recorded by the parent companies is
replaced by the fair value of the assets and liabilities of the associ-
ates included in the consolidation. As a result, the equity of the
subsidiaries is compared with the carrying amount of the invest-
ment recorded by the parent company. Any remaining excess from
consolidation is reported as goodwill under noncurrent assets and
is tested annually for impairment in accordance with IFRS 3 in con-
junction with IAS 36.

In addition, debt consolidation was carried out, as was consolidation
of income and expenses. The differences arising from the consolida-

tion of income and expenses were offset through profit or loss.

Assets from intercompany deliveries that are recognized in noncur-
rent assets and inventories have been adjusted for interim profit

and loss.

(8) Currency Translation

IIn paragon’s consolidated financial statements, receivables and
liabilities denominated in foreign currencies are measured at the
transaction rate in effect at the date they are initially recognized,
and subsequently adjusted to the exchange rate applicable as of
the balance sheet date. Exchange rate gains and losses are recog-
nized in profit and loss within other operating income or other

operating expenses.

Exchange rate losses arising on operating activities of € 324 thou-
sand (prior year: € 66 thousand) and exchange rate gains of € 1,388
thousand (prior year: € 182 thousand) are recognized in the con-
solidated statement of comprehensive income. These exchange
rate differences are reported within other operating expenses and

other operating income, respectively.
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The currency translation reserve amounted to € 1,134 thousand (prior
year: € 777 thousand) on the reporting date of December 31, 2018.

The exchange rates of the currencies significant to the paragon

Group were as follows:

Foreign currency for €1 Balance sheet — mean

Profit & loss average

Balance sheet — mean Profit & loss average

rate as of Dec. 31,2018  rate 2018 rate as of Dec. 31, 2017 rate 2017
US-dollar (USD) 1.1445 1.1376 1.1980 1.1841
Chinese Renminbi (RMB) 7.8713 7.8405 7.7956 7.8035

The functional currency of the American subsidiaries is the USD,
since the companies primarily generate and expend cash in this

currency.

(9) Description of Accounting Polices and Measurement
Methods

The consolidated financial statements were prepared in euros (€).
The reporting currency is the euro. Unless stated otherwise, all
amounts are stated in thousands of euros (€ thousand). The report-
ing period for paragon in these financial statements extends from
January 1 to December 31, 2018. Individual items in the consoli-
dated balance sheet and the consolidated statement of compre-
hensive income have been combined in order to provide better
clarity and transparency. Where this has occurred, the items are
explained individually in the notes to the financial statements. The
consolidated statement of comprehensive income is presented
using the nature of expense method, as in previous periods. Assets
and liabilities are classified into noncurrent and current assets and
liabilities in the balance sheet; further details on their maturity are
presented in the notes. Assets and liabilities are recognized as cur-

rent if they mature within twelve months.

The consolidated financial statements comprise the consolidated
statement of financial position, the consolidated statement of com-
prehensive income, the notes to the consolidated financial state-
ments, the consolidated cash flow statement and the consolidated
statement of changes in equity. A Group management report has

been prepared as a supplement to the above statements.

Recognition of Acquisitions

Goodwill is recognized in the Group's statement of financial posi-
tion as a result of acquisitions. When an acquisition is initially con-
solidated, all identifiable assets, liabilities and contingent liabilities
are recognized at fair value as of the acquisition date. One of the
most significant estimates relates to determining the fair values of

these assets and liabilities as of the acquisition date. Land, build-

ings and office equipment are generally valued on the basis of
independent expert opinions, while marketable securities are val-
ued at the stock exchange price. If intangible assets are identified,
the fair value is determined internally using an appropriate meas-
urement technique, which is usually based on the estimate of total
expected future cash flows. These valuations are closely linked to
the assumptions made by management regarding the future per-
formance of the respective assets and to the assumed changes in

the discount rate to be applied.

Intangible Assets

Intangible assets acquired for monetary consideration are recog-
nized in the balance sheet at their acquisition cost, taking into

account ancillary costs and any purchase price reductions.

Research costs are recognized as expenses in the period in which
they are incurred. Costs incurred in connection with the develop-
ment of patents and customer-specific solutions are only recog-
nized as intangible assets at their production cost when the costs
are clearly attributable to the asset as required by IAS 38 Intangible
Assets, the technical feasibility and marketability or use is assured,
and when the anticipated realization of future economic benefits
has been demonstrated. The costs of production comprise all costs
that are directly or indirectly attributable to the development
process, as well as a proportionate share of necessary project-
related overhead costs. If the asset recognition requirements are
not fulfilled, development costs are directly expensed in profit or
loss within other operating expenses in the year in which they are
incurred. Subsequent to initial recognition, development costs are
reported in the balance sheet at cost less cumulative amortization

and cumulative impairment losses.

Intangible assets that have limited useful lives are amortized on a
straight-line basis over their useful economic lifetimes. Amortiza-
tion starts as soon as the asset is available for use, i.e., when it is in
the location and condition necessary for it to be capable of operat-
ing in the manner intended by management. Intangible assets with

indefinite useful lives are subject to annual impairment tests. At
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each balance sheet date, the carrying amounts of such intangible
assets are examined in order to determine whether there are indi-
cations that the value of the asset may be impaired. An impairment
test pursuant to IAS 36 Impairment of Assets was performed where
there are such indicators. The residual values, useful lives and
amortization methods are reviewed at the end of each fiscal year
and amended as necessary.

The useful lives for internal development costs correspond to the
expected product life cycles and regularly amount to between four
and seven years. The amortization period is regularly 7 years (pre-
vious year regularly 4 years). The start of depreciation was specified
more precisely in the financial year, which leads to an earlier start
of depreciation. These changes resulted in additional depreciation
and impairment losses of T€ 294.The paragon GmbH & Co. KGaA
carries out an individual assessment of the product service life and
reviews the service life annually. In previous reporting years, a flat-
rate depreciation period was applied. Since January 1, 2018 this is
no longer the case. The useful lives for licenses, patents and soft-
ware range from three to ten years.

Goodwill is carried at acquisition cost and tested for impairment
each year and, additionally, at other dates when there are any indi-
cations of potential impairment. Impairment losses are recognized
under impairments of property, plant and equipment and intangi-
ble assets and reported as other operating expenses. Borrowing
costs are recognised as an expense in the period in which they are
incurred. They are capitalized if they meet the requirements of a
qualifying asset within the meaning of IAS 23 (Borrowing cost).
When capitalizing borrowing costs, a weighted average of the bor-
rowing costs for such loans of the company is used.

Property, Plant and Equipment

Additions to property, plant and equipment are measured at cost
plus incidental acquisition costs and less any purchase price reduc-
tions received. If the cost of individual components of an item of
property, plant and equipment is significant when measured
against the item’s total purchase cost, then such components are
recorded as separate assets and depreciated individually. Depreci-
ation is generally recorded on a straight-line basis. The useful life
for depreciation purposes ranges from 20 to 33 years for buildings,
five to ten years for technical plants, and three to ten years for

other plants, operating and office equipment.

Fully depreciated noncurrent assets are presented under cost and
accumulated depreciation until the asset is retired. Amortized cost
and accumulated depreciation are deducted from the sales pro-
ceeds generated on disposal. Gains and losses generated on dis-

posal (disposal proceeds less residual carrying amounts) are shown

in the consolidated statement of comprehensive income within
other operating income or other operating expenses. All residual
values, useful lives and depreciation methods are reviewed annu-
ally and amended as necessary. Borrowing costs are recognised as
an expense in the period in which they are incurred. They are capi-
talized if they meet the requirements of a qualifying asset within
the meaning of IAS 23 (Borrowing cost). When capitalizing borrow-
ing costs, a weighted average of the borrowing costs for such loans

of the company is used.

At each balance sheet date, the carrying amounts of property,
plant and equipment (which are depreciated in accordance with
their useful lives) are examined in order to determine whether
there are indications that the value of the asset may be impaired. If

such indicators exist, an impairment test is performed.

Leases

Leases are classified as finance leases if all the risks and rewards
associated with beneficial ownership of an asset are substantially
transferred to paragon. Property, plant and equipment held under
finance lease arrangements in accordance with IAS 17 Leases are
capitalized at the lower of their fair value and the present value of
the minimum lease payments at the beginning of the usage period.
A liability is recognized in the balance sheet for the same amount,
and, subsequent to initial recognition, measured at amortized cost
using the effective interest method. The amortization methods and
useful lives correspond to those of similar assets acquired under

purchase arrangements.

If beneficial ownership in a lease falls to the lessor (operating
lease), the leased asset is recognized in the balance sheet of the
lessor. Expenses arising from such leases are shown under other

operating expenses.

The determination as to whether an agreement contains a lease is
based on the economic nature of the agreement at its inception.
Therefore, an estimate is made regarding every lease as to whether
fulfilling the contractual agreement is dependent on using a spe-
cific asset or specific assets and whether the agreement grants a

right to use the asset.

A sale and leaseback transaction involves the sale of an asset
owned and already used by the future lessee to the lessor and the
subsequent continued use of the asset by the lessee under a lease
agreement. In this respect, two economically interdependent
agreements are involved (purchase agreement and lease agree-
ment). The transaction is accounted for as a single transaction,
either as an operating lease or a finance lease, depending on the

nature of the leaseback agreement.
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Impairment of Nonfinancial Assets

At each balance sheet date, an assessment takes place to ascertain
whether there are any indications that the value of nonfinancial
assets (in particular intangible assets with definite useful lives) are
impaired. If there are indications of impairment, an estimation of
the recoverable amount of the relevant asset is made. In accor-
dance with IAS 36.6 Impairment of Assets, the recoverable amount
reflects the higher of fair value less cost to sell and value in use of
the asset or an identifiable group of assets that represent a cash-
generating unit (CGU). If the carrying amount of an asset or a CGU
exceeds the recoverable amount, the asset is impaired and written

down to its recoverable amount.

For property, plant and equipment and intangible assets other
than goodwill, an assessment is made at each balance sheet date
to establish whether there is any indication that a previously recog-
nized impairment loss no longer exists or has decreased. If there
are such indications, an estimate of the recoverable amount of the
asset or the CGU is made. A previously recognized impairment loss
is reversed only if the assumptions used in determining the recov-
erable amount have changed since the last impairment loss was
recognized. The reversal of the impairment loss is limited in that
the carrying amount of an asset may not exceed its recoverable
amount or the carrying amount that would have resulted after tak-
ing depreciation and amortization into account if no impairment

loss had been recorded for the asset in earlier years.

Financial Instruments

Financial instruments are contracts which generate a financial asset
for one party and a financial liability or an equity instrument for the
other party. paragon GmbH & Co. KGaA's primary financial instru-
ments include, in particular, trade receivables, lending, cash and
cash equivalents as well as financial liabilities and trade payables.
Its other financial assets and other financial liabilities likewise
exclusively comprise financial instruments.

Primary financial instruments are recognized as of the settlement
date in case of a regular way purchase or sale. Foreign-currency
receivables and liabilities are measured at their reporting date
exchange rates.

Financial assets and financial liabilities are reported gross at
paragon. They will only be offset in case of an enforceable netting
option in respect of the respective amounts at the present moment

in time and an intention to settle on a net basis.

Financial assets are classified in terms of the following categories

for accounting and measurement purposes:

» measured at amortized cost (AC),

» measured at fair value through profit or loss (FVTPL),

- fair value through other comprehensive income (FVOCI).

The following categories were established for the accounting and
measurement of financial liabilities:

= measured at amortized cost (AC),

» measured at fair value through profit or loss (FVTPL).

paragon allocates financial assets and financial liabilities to these
categories as of the date of their addition and regularly reviews

whether the criteria for their classification are complied with.

As of the date of initial application of IFRS 9, Voltabox AG reviewed
their classification on the basis of the business model criteria for
financial assets.

paragon derecognizes financial assets where the contractual rights
to the cash flows from an asset expire or it transfers the rights to
receive these cash flows in a transaction through which all material
risks and opportunities associated with the ownership of this finan-
cial asset are likewise transferred. Derecognition also occurs in
cases where paragon neither transfers nor retains all of the mate-
rial risks and opportunities associated with ownership and it does
not retain the power of disposal over the transferred asset. Any
interest in such transferred financial assets which is generated at or
is retained by paragon is recognized as a separate asset or as a
separate liability.

Financial liabilities are derecognized if the contractual obligations

have been fulfilled or canceled or have expired.

Valuation allowances for financial assets which are measured at
amortized cost and for contractual assets resulting from agree-
ments with customers are implemented on the basis of a future-
oriented model, taking expected loan losses into consideration.
The consolidated financial statements do not include any FVOCI
financial assets, since receivables which are intended for sale to a
factoring bank are assigned immediately as and when they arise.
For this reason, the difference between the purchase amount and
the nominal value of the receivable is treated as income.

As of the initial application of IFRS 9, the assets which were meas-
ured at amortized cost were examined to determine whether there
was a significant risk of default. Appropriate and reliable informa-
tion which was obtainable within a reasonable period of time was

used for this purpose.
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Valuation allowances for trade receivables, contractual assets and
leasing receivables are determined using the simplified approach,

on the basis of the life-time expected credit losses.

With the exception of financial assets measured at fair value
through profit or loss, financial assets are tested for possible indi-
cations of impairment on each reporting date. Financial assets are
considered to be impaired if there is an objective indication of a
negative change in the expected future cash flows for a financial
asset due to one or more events occurring following the initial
recognition of the asset in question. Various facts such as defaults
over a specific period of time, the initiation of coercive measures,
the risk of insolvency or overindebtedness, the application for or
the initiation of insolvency proceedings or the failure of restructur-

ing measures may constitute objective indications of impairment.

Financial assets are measured at amortized cost where the business
model envisages the holding of a financial asset for the collection
of the contractual cash flows and the contractual terms of the
instrument will exclusively result in cash flows which comprise

interest and principal repayments.

Upon initial recognition, financial instruments belonging to the AC
category are reported at fair value plus the directly allocable trans-
action costs.

Upon subsequent measurement, financial assets measured at
amortized cost are measured in accordance with the effective
interest method. Where the effective interest method is used, all
directly allocable fees, charges paid or received, transaction costs
and other premiums or discounts included in the calculation of the
effective interest rate are amortized over the expected term of the
financial instrument.

Interest revenue and expenses resulting from application of the
effective interest method are recognized through profit or loss
under interest revenue or interest expenses from financial instru-

ments.

Non-interest bearing and low-interest receivables with a term of
more than twelve months are discounted at the interest rate which

is appropriate for the respective term.

Cash and cash equivalents comprise cash on hand as well as cur-
rent account balances with banks and other financial institutions.
They are only reported under cash and cash equivalents if they may
be converted at any time into cash amounts which may be deter-
mined in advance, are only subject to slight fluctuation risks and
have a remaining term of not more than three months from the

date of acquisition.

Where the business model envisages the holding and sale of the
financial asset and the contractual terms for the instrument will
exclusively result in cash flows which comprise interest and princi-
pal repayments, the financial asset is reported at fair value, with
value adjustments recognized in other comprehensive income
(FVOCI). paragon has such financial assets in respect of receivables
which are to be disposed of through factoring.

Financial assets which are exclusively held for trading purposes are
recognized at fair value through profit or loss, with changes in
value reported through profit or loss (FVTPL). Derivatives are
included in this category. There is also an option to measure finan-
cial instruments recognized at amortized cost at fair value through
profit or loss by means of the fair value option if this will signifi-
cantly reduce or prevent inconsistency in their measurement or
recognition. Voltabox AG does not make use of the fair value

option.

Equity instruments are always measured at fair value. At initial
recognition, there is an irrevocable option to report realized and
non-realized changes in value in the statement of comprehensive
income instead of the income statement, provided that the equity
instrument is not held for trading purposes. Amounts recognized
in profit or loss may not subsequently be reclassified to the income

statement.

Current and noncurrent financial liabilities to banks, trade payables
and other liabilities are measured as financial liabilities at amor-
tized cost, with the exception of derivative financial instruments.
Noncurrent liabilities are measured on the basis of the effective
interest method, less directly attributable transaction costs.

They are initially recognized at fair value less the directly attributa-

ble transaction costs.

Interest revenue and expenses resulting from application of the
effective interest method are recognized through profit or loss
under interest revenue or interest expenses from financial instru-

ments.

A financial liability is measured at fair value through profit or loss
where it is held for trading purposes or is thus designated upon
initial recognition. Financial liabilities are classified as held for trad-
ing purposes where they are acquired for the purpose of disposal
in the near future. Directly attributable transaction costs are recog-

nized in profit or loss as soon as they are incurred.
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Fair Value - Measurement

The measurement of financial instruments at fair value is based
upon a three-level hierarchy, in accordance with the proximity of
the measurement factors used to an active market. A market is des-
ignated “active” where prices quoted on this market are readily and
regularly available and these prices are based upon actual, regular
arms-length market transactions.

Level 1: prices for identical assets and liabilities quoted on active

markets (which are used unchanged).

Level 2: input data observable either directly or indirectly for the
asset or liability which are not considered Level 1 quoted
prices. The fair values of the Level 2 financial instruments
are calculated on the basis of the terms in effect on the
balance sheet date using recognized models, e.g. dis-

counted cash flow models.

Level 3: input data used for the measurement of the asset and the
liability which is not based upon observable market data

(non-observable input data).

The fair values were determined on the basis of the available mar-
ket conditions as of the balance sheet date, using financial meas-
urement methods. They correspond to the prices received between
independent market participants for the sale of an asset or for the

transfer of a liability.

Reclassifications between the levels of the fair value hierarchy are
taken into consideration as of the respective reporting dates. In fis-
cal years [2018] and 2017, no reclassifications were implemented

between Level 1, Level 2 or Level 3.

Income Taxes

Income taxes contain both taxes that are payable on income and
deferred taxes.

Income taxes payable for current and earlier periods are measured
at the amount at which a refund from or payment to fiscal authori-
ties is anticipated. The calculation of that amount is based on the
current status of tax legislation and therefore on the tax rates that
are in effect or that have been announced as of the balance sheet
date.

107

Deferred taxes are recognized using the balance sheet liability
method in accordance with IAS 12 Income Taxes. Deferred tax
assets and liabilities are recognized to reflect temporary differ-
ences between the carrying amount of a specific balance sheet
item in the IFRS consolidated financial statements and its tax base
(temporary concept). Deferred taxes are also recognized for future

tax refund claims.

Deferred tax assets on deductible temporary differences and tax
refund claims are recognized to the extent it can be assumed that
they can be expected to be used in future periods, based on the

availability of adequate taxable income.

The calculation of current and deferred taxes is based on judg-
ments and estimates. If actual events deviate from these estimates,
this could have a positive or negative impact on the assets, finan-
cial position and earnings. A deciding factor for the recoverability
of deferred tax assets is the estimate of the probability of reversal
of measurement differences or the usability of the tax loss carryfor-
wards or tax benefits that led to recognition of the deferred tax
assets. This is in turn dependent on the generation of future tax-
able profits during the period in which the tax loss carryforwards
can be used. Deferred taxes are measured using the tax rates appli-
cable at the time of realization based on the current legal situation
as of the balance sheet date.

Current income tax assets and liabilities and deferred income tax
assets and liabilities are only offset if it is legally permissible to do
so and the deferred tax assets and liabilities relate to income taxes
that have been levied by the same tax authority and if there is a
legally enforceable right to offset current tax refund claims against
current tax liabilities. Deferred taxes are reported as noncurrent in
accordance with IAS 1.70.

Inventories

Inventories are measured at the lower of cost and net realizable
value. In accordance with IAS 2 Inventories, the costs of conversion
include all costs directly related to the units of production as well
as a systematic allocation of fixed and variable production over-
heads. In addition to direct materials and direct labor, they there-
fore also contain proportional indirect materials and overheads.
Administration and social welfare expenses are taken into account
provided they can be attributed to production. Financing costs are

not recognized as part of the cost of acquisition or conversion
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because the assets do not meet qualification criteria. Inventory
risks resulting from the storage period and reduced usability are
taken into account during the calculation of the net realizable
value by applying appropriate write-downs. Lower values at year-
end resulting from reduced selling prices are also taken into
account. Raw materials, consumables and supplies as well as mer-
chandise are primarily measured using the moving average

method.

Trade Receivables and Other Current Assets

Trade receivables are classified as loans and receivables and meas-
ured at amortized cost less any necessary write-downs. Write-
downs in the form of specific valuation allowances take sufficient
account of the expected default risks. Specific defaults lead to the
derecognition of the receivables concerned. The calculation of
write-downs for doubtful receivables is primarily based on esti-
mates and evaluations of the creditworthiness and solvency of the

respective customer.

Other current assets are measured at amortized cost, taking into
account necessary write-downs sufficient to cover the expected
default risks. If recourse to the courts is made for the collection of
these receivables, paragon firmly expects that the amounts recog-
nized in the balance sheet will be fully enforceable. Where these
represent financial assets (financial instruments), they are classified

as loans and receivables.

Cash and Cash Equivalents

Cash and cash equivalents include cash and bank balances with
original maturities of up to three months. The total of cash and
cash equivalents reported in the cash flow statement corresponds
to the cash and cash equivalents stated in the balance sheet (cash
and bank balances). As of December 31, 2018, the Group reported
receivables of € 751 thousand (prior year: € 408 thousand) relating

to factoring agreements under cash and cash equivalents.

Provision for Pensions

Provisions for pensions are calculated using the projected unit
credit method in accordance with the revised requirements of I1AS
19 Employee Benefits. The projected unit credit method not only
takes into account the pension benefits and benefit entitlements
known as of the balance sheet date, but also the increases in
salaries and pension benefits to be expected in the future based on

relevant estimation factors. The calculation is based on actuarial
calculations, using biometric actuarial principles. Amounts not yet
recorded in the balance sheet arise from actuarial gains and losses
due to changes in inventory and differences between the assump-
tions made and actual developments. Actuarial gains and losses
occurring in the reporting period are recognized in full directly in
equity within other comprehensive income. The service cost is
shown under personnel expenses. The interest cost included in

pension expenses is recorded in the financial result.

Other Provisions

Other provisions are recognized in accordance with IAS 37 Provi-
sions, Contingent Liabilities and Contingent Assets, when paragon
has a legal or constructive present obligation to third parties as a
result of a past event that is likely to lead to an outflow of
resources. Provisions are measured based on a best estimate of the
expenditure needed to discharge the liability. Reimbursement
claims are not offset against these amounts. Each situation is eval-
uated separately to determine the probability that pending pro-
ceedings will be successful or to qualify the possible amount of the
payment obligations. In each case, the most probable settlement
amount has been taken into account. Noncurrent provisions have
been measured at their discounted settlement amount as of the
balance sheet date.

Due to the uncertainty associated with these evaluations, the
actual settlement obligation or the actual outflow of resources may
deviate from the original estimates and, accordingly, from the
amounts of the provisions made. In addition, estimates may
change based on subsequent new information, which may have a

substantial impact on the future earnings position.

Government Grants

Government grants are recognized in accordance with IAS 20
Accounting for Government Grants and Disclosure of Government
Assistance and shown in the balance sheet under noncurrent liabil-
ities. In accordance with IAS 20, government grants are recognized
only if there is reasonable assurance that the conditions attached
to them will be complied with and that the grants will be received.
Government grants are accounted for as a deferred liability and
released to income over the average useful life of the assets subsi-
dized. The grants are released to income over the expected
assumed useful life of the assets subsidized and credited to other

operating income.
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Recognition of Income and Expenses

Income is recognized when it is probable that economic benefits
will flow to paragon and the amount of the income can be meas-
ured reliably. Income is measured at the fair value of the consider-
ation received. Sales tax and other levies are not included. If trans-
actions provide for a declaration of acceptance on the part of the
purchaser, the related revenue is only recognized once such a dec-
laration has been issued. If the sale of products and services
includes multiple delivery and service components (multiple ele-
ment arrangements), such as varying remuneration agreements in
the form of prepayments, milestone payments and similar pay-
ments, a review takes place to ascertain whether revenue should be
recognized separately for partial sales at different points in time.
Contractually agreed prepayments and other nonrecurring pay-
ments are deferred reported in profit or loss over the period during

which the contractually agreed service is performed.

Income from the sale of products is recognized once the significant
risks and rewards associated with ownership of the products sold
have been transferred to the purchaser. This normally occurs upon
shipment of the products, consistent with the agreements entered
into with customers. Revenue is shown after the deduction of dis-

counts, rebates and returns.

Interest expenses for the bonds are measured by means of the
effective interest method. Operating expenses are recorded in
profit and loss when the relevant services are rendered or when the

expenses are incurred.

Borrowing Costs

Borrowing costs are recognized as an expense in the period in
which they are incurred. They are capitalized if they fulfill the
requirements of a qualifying asset in accordance with IAS 23 Bor-
rowing Costs. In capitalizing borrowing costs, a weighted average
of the borrowing costs for such loans of the company is used. Bor-
rowing costs of € 1,175 thousand were capitalized for the first time

in fiscal year 2018.

(10) Use of Estimates and Assumptions

The preparation of the consolidated financial statements in accor-

dance with IFRS requires assumptions and estimates to be made

that impact the assets and liabilities recorded, the disclosure of con-

tingent liabilities as of the balance sheet date and the presentation
of income and expenses during the period under review. If actual
events deviate from these estimates, this could have a positive or

negative impact on the assets, financial position and earnings.

When applying the accounting policies, the following estimates
and assumptions were made that significantly influenced the
amounts contained in the financial statements:

Measurement of the Fair Values of the Assets Acquired and

Liabilities Assumed in Business Combinations

The fair values as well as the allocation of acquisition costs to the
assets acquired and liabilities assumed were determined on the
basis of experience and estimates regarding future cash inflows.

The actual cash inflows may differ from the estimated amounts.

Goodwill

As described in the accounting principles, the Group tests goodwill
for impairment once a year and when there are any indications that
the value of goodwill may be impaired. This involves estimating the
recoverable amount of the cash generating unit. This corresponds
to the higher of fair value less costs of disposal and value in use.
When determining the value in use, adjustments and estimates
have to be made concerning the forecast and discounting of future
cash flows. Although the Management Board believes that the
assumptions used to determine the recoverable amount are appro-
priate, unforeseeable changes in these assumptions could lead to
an impairment loss that could have a sustained negative influence

on the assets, financial position and earnings.

Capitalized Development Costs

In order to measure capitalized development costs, assumptions
have been made about the amount of anticipated future cash flows
from assets, about the discount rates to be used and about the
period of time during which these assets will generate anticipated
future cash flows. The assumptions made regarding the timing and
amount of future cash flows are based on expectations of the
future development of the order backlog from those customers
with whom development projects are being conducted. The dura-
tion of normal use corresponds to the estimated useful economic
life. Since January 1, 2018, this has been valued individually.
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Inventories

In specific cases, inventories are measured based on anticipated
revenue less the estimated costs to completion and the estimated
selling costs required. Actual revenue and the actual costs to com-

pletion may deviate from anticipated amounts.

Information about the measurement discounts can be found in the

comments on inventories in the previous section 8.

Other Assets and Liabilities

Assumptions and estimates are also necessarily made when calcu-
lating allowances for doubtful receivables, when estimating contin-
gent liabilities and other provisions, and when determining the fair
value of long-lived assets included in property, plant and equip-

ment and intangible assets.

In individual cases, actual values may deviate from the assumptions
and estimates made, requiring an adjustment of the carrying

amounts of the assets or liabilities concerned.

Deferred Tax Assets

Deferred tax assets are only recorded if a positive tax result is
expected in future periods and as a result their realization appears
sufficiently assured. In addition, there are estimation uncertainties
regarding the reversal effects under IAS 12.29 a (ii). The actual tax-
able income situation in future periods may deviate from the esti-
mate made at the time the deferred tax assets were recognized.

Provision for Pensions

Expenses arising from defined benefit plans are calculated using
actuarial valuation reports. The actuarial valuation reports are
based on assumptions concerning discount rates, expected rev-
enue from plan assets, future wage and salary increases, mortality
rates and future pension increases. These estimates are subject to

significant uncertainty due to the long-term nature of these plans.

The valuation as of December 31, 2018, was discounted using the
expected long-term market rate of interest of 1.74% (prior year:
1.50%). The valuation of provisions for pensions is based on the
actuarial guideline tables “2005 G" by Prof. Dr. Klaus Heubeck.

The remaining assumptions used in the actuarial valuation were a
salary growth rate of 0% from 2009 onwards and pension growth
of 2.00%, as in the prior year.

Other Provisions

The recognition and measurement of other provisions was based
on the estimated probability of the future outflow of benefits and
on experience values, and on the facts and circumstances known as
of the balance sheet date. The subsequent actual outflow of bene-
fits may therefore differ from the amount recorded within other

provisions as of the balance sheet date.

Contingent Liabilities

The recognition of an identified contingent liability within the
scope of a purchase price allocation is based upon assumptions
which the Management Board arrives at on the basis of the infor-
mation available as of the date of acquisition.

Legal Risks

From time to time, paragon Group companies may become parties
to legal disputes. Management regularly analyzes the latest infor-
mation available for these cases and, where necessary, recognizes
provisions to cover probable obligations, including the estimated
amount of associated legal costs. External attorneys are consulted
in the process of making these assessments. In determining the
need for provisions, the Management Board accounts for the prob-
ability of an unfavorable outcome and whether the obligation can
be measured with sufficient reliability. The filing of a lawsuit, the
formal assertion of a claim or the presence of a disclosure for legal
dispute in the notes does not automatically mean that a provision

for the respective risk is appropriate.
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Revenue

The Management Board makes discretionary decisions regarding
the classification of the transaction price to performance obliga-
tions. The transaction prices are allocated to performance obliga-
tions on the basis of the relative individual sale prices.

(11) Revenue

Revenue consists of the proceeds from sales of products and serv-
ices less any sales reductions. The revenues for the period under
review amounted to € 187,383 thousand (prior year: € 124,823
thousand). Of this, € 134,659 thousand (prior year: € 90,189 thou-
sand) was generated domestically, and € 52,724 thousand (prior
year: € 34,634 thousand) abroad.

Revenue is classified on the basis of operating segments and real-
ized over time or at a certain point in time. paragon has the follow-
ing strategic operating segments Electronics, Mechanics and Elec-

tromobility.
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tracts. Revenue in this segment was recognized in the fiscal year on
a time and period basis. Revenue is recognized upon delivery and
transfer of control to the customer. Period-related revenues result
from order developments agreed in advance within the framework
of long-term production and supply orders. Payment terms cus-
tomary in the industry are used without significant financing com-
ponents. Variable consideration is generally not available.

The Electromobility segment is part of the activities of the Voltabox
AG subgroup. The focus is on selected industrial submarkets char-
acterized by the replacement of lead-acid batteries or diesel emer-
gency power generators by modern lithium-ion battery systems.
Voltabox develops, produces and distributes these systems inde-
pendently. Relevant submarkets are above all local public trans-
port, intralogistics and mining applications. Voltabox is increas-
ingly engaged in standardized mass applications such as starter
batteries for motorcycles and motor sports, battery packs for ped-
elecs and electric drive systems. Revenues in this segment were
recognized in the fiscal year on a time and period basis. Revenue is
recognized upon delivery and transfer of control to the customer.

Period-related revenues result from order developments agreed in

Electronics Mechanics Electromobility Total
2018 in € thousands
Time-related realization 85,518 31,638 61,590 178,746
Period-related realization 0 3,339 5298 8,637
Total segments 85,518 34,977 66,888 187,383

Due to the modified retrospective initial application of IFRS 15, no

comparative figures are available for fiscal year 2017.

In the Electronics segment, the core focus is on the automotive
sector. As a direct supplier to the automotive industry, paragon
generates revenue for leading German and international automo-
bile manufacturers. The Electronics segment's portfolio includes
innovative air quality management, modern display systems, con-
nectivity solutions and high-end acoustic systems. Revenue in this
segment was realized at specific times during the fiscal year. Rev-
enue is recognized upon delivery and transfer of control to the
customer. Payment terms customary in the industry are used with-
out significant financing components. Variable consideration is

generally not available.

In the Mechanics segment, paragon also acts as a direct supplier to
the automotive industry. paragon generates sales through individ-
ually developed mechanics as part of long-term series supply con-

advance within the framework of long-term production and supply
orders. Payment terms customary in the industry are used without
significant financing components. Variable consideration is gener-

ally not available.

As of December 31, 2018, trade receivables amounted to € 70,713
thousand (December 31, 2017: € 32,662 thousand; January 1, 2018:
€ 32,662 thousand) and contractual assets amounted to € 8 thou-
sand (December 31, 2017: € 0 thousand; January 1, 2018: € 127
thousand), while contractual liabilities amounted to € 0 thousand
(December 31, 2017: € 0 thousand; January 1, 2018: € 0 thousand).

Other revenue of € 16,214 thousand (prior year: € 8,768 thousand)
was generated from development services and other revenue of €
0 thousand (prior year: € 2,000 thousand) from the sale of sales

rights in the reporting period.
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(12) Other Operating Income (15) Personnel Expenses
Other operating income mainly consists of the following items: Personnel expenses amounted to € 52,155 thousand in the report-
ing period (prior year: € 35,262 thousand) and consist of the fol-
In € thousands Jan. 1- Jan. 1- .
lowing:
Dec. 31, 2018 Dec. 31, 2017
Advance payments and
. 2,927 0
compensation payments In € thousands Jan.1- Jan. 1-
Currency translation differences 1,388 182 Dec. 31, 2018 Dec. 31, 2017
Wages and salaries 38,656 25,241
Reversal of other provisions 710 45
Social security contributions / pension
Income from the use of company cars 6,547 4,323
523 388 expenses
by employees
Expenses for temporary employees 6,952 5,698
Disposal of fixed assets 388 143
R - Personnel expenses 52,155 35,262
Reversal of risk provisions 206 0
Income from the reversal of grants 88 88
Rental income 38 38
Investment subsidies 0 0 The number of employees, including temporary employees, has
changed as follows in comparison to the prior year:
Other 929 495
Total: 7,197 1,379

Jan. 1- Jan. 1-
Dec. 31,2018  Dec. 31, 2017

Expense allowances and other non-regular income relate to pay-

Salaried employees 648 451
ments from two customers in the amount of € 1,500 thousand and -
. Wage-earning employees 491 357
€ 1,427 thousand, respectively.
Total number of employees 1,139 808

(13) Other Own Work Capitalized
(16) Other Operating Expenses
For development projects that meet the requirements of IAS 38.21
and IAS 38.57 in the reporting period and for which project-related Other operating expenses mainly relate to the following items:
development costs have been capitalized, the capitalized develop-

ment costs have been recognized in other own work capitalized. In € thousands Jan.1- Jan.1-

The amounts capitalized are recognized under intangible assets. Dec. 31,2018  Dec. 31,2017

Other own work capitalized also includes costs incurred in manu- External services 3,497 3,048

facturing testing equipment. IT and telephone 3,006 1,354

In € thousands Jan. 1 Jan. 1 - Legal and consulting costs 2,917 959

Dec.31,2018  Dec. 31, 2017 Building rents and costs 2,691 1,438

Project-related development costs 15,103 15,772 Insurance and leases 2,569 1,151

Manufacturing cost of testing o 616 Freight and packaging costs 1,624 704

equipment Maintenance 1214 1013

Other own work capitalized 15,656 16,388 Energy costs 983 1,121

Advertising and marketing costs 787 709

Vehicle costs 634 959

(14) Cost of Materials Asset disposals 1,620 0

In € thousands Jan.1- Jan.1- Other taxes 0 >4

Dec. 31, 2018 Dec. 31, 2017 Other 9,549 7,644

Raw materials and supplies 101,949 69,510 Total: 31,091 20,154
Cost of purchased services 3,982 1,716

Cost of materials 105,931 71,226




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 2018

(17) Depreciation and Amortization
A breakdown of depreciation of property, plant and equipment,

and amortization of intangible assets, can be found in the consoli-

dated statement of noncurrent assets.

(18) Financial Result

In € thousands Jan. 1- Jan.1-
Dec. 31, 2018 Dec. 31, 2017
Financial income 6 13
Interest income 6 13
Financial expenses -4,228 -4,396
Other financial and
. -4,228 - 4,396
interest expenses
Financial result -4,222 -4,383

Other financial and interest expenses include interest expenses to
banks of € 4,102 thousand (prior year: € 3,457 thousand).

Net income from financial instruments is summarized below, with a
breakdown for different measurement categories. The carrying
amounts for the measurement categories are indicated in section
38.

In € thousands 2018

Financial assets

Valued at amortized costs 6
At fair value through profit or loss 0
6

Financial liabilities

Valued at amortized costs 4,185
At fair value through profit or loss 37
4,222

Net income from financial instruments includes netted interest re-
venues and expenses, measurements at fair value, currency transla-
tion, valuation allowances and disposal effects. Net income inclu-
des effective interest expenses on financial instruments measured
at amortized cost in the amount of € 460 thousand (2017: € 262

thousand).
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(19) Income Taxes

Domestic deferred taxes were calculated as of December 31, 2018,
at a combined income tax rate of 30.0% (prior year: 30.0%). This
includes a corporate tax rate of 15% and a solidarity surcharge of
5.5%. The income tax rate also reflects trade taxes, taking into
account the breakdown of the trade tax assessment rates among
the municipalities in which the company’s branches are located.
The deferred taxes for Voltabox Inc. were calculated as of Decem-
ber 31, 2018, at a combined income tax rate of 27.6% (prior year:
27.6%). In China, a combined income tax rate of 34.6% (prior year:

34.6%) was applied.

In € thousands Jan. 1- Jan. 1 -
Dec. 31, 2018 Dec. 31, 2017

Current taxes 525 -107
Current domestic taxes 525 - 107
Current foreign taxes 0 0
Deferred taxes 6,720 5,106
Deferred domestic taxes 5,652 3,194
Deferred foreign taxes 1,068 1,912
Income taxes 7,245 4,999

Current taxes include corporate income tax and trade tax refunds

for prior years in the current fiscal year.

As of the end of the reporting period, of deferred tax assets in the
amount of € 2,193 thousand (prior year: € 3,503 thousand), € 2,193
thousand (prior year: € 3,503 thousand) relates to Germany and € 0
thousand (prior year: € 0 thousand) relates to other countries. As of
the end of the reporting period, of deferred tax liabilities in the
amount of € 24,015 thousand (prior year: € 14,255 thousand),
€ 23,841 thousand (prior year: € 14,255 thousand) relates to Ger-
many and € 174 thousand (prior year: € 0 thousand) relates to
other countries.
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Deferred tax assets and liabilities were recognized for the following
items:

In € thousands Dec. 31, 2018 Dec. 31, 2017

Deferred Deferred Deferred Deferred

tax tax tax tax
assets  liabilities  assets liabilities
Intangible assets 0 23,163 0 16,362
Property, plant and equipment 253 0 267 0
Receivables and
0 1,182 281 188
other assets
Pension provisions 588 0 680 0
Bonds 0 373 0 500
Liabilities 0 0 0 105
Losses carried forward 2,011 0 2,556 -2,799
Deferred tax assets and
. 2,852 24,718 3,784 14,356
liabilities
Netting -659 -659 -101 -101
Deferred tax assets and
2,193 24,059 3,683 14,255

liabilities after netting

An amount of deferred taxes of € 64 thousand (prior year: € 3 thou-
sand) arising on pension provisions was recorded directly in equity
within the revaluation reserve. This also corresponds to the amount

of deferred tax assets in other comprehensive income.

Dividends to be paid by paragon GmbH & Co. KGaA in Germany in
the future have no impact on the tax burden of paragon GmbH &
Co. KGaA.

The following table shows a reconciliation between the actual tax
expense and the expected tax expense, calculated as the product
of accounting profit multiplied by the applicable tax rates in accor-
dance with IAS 12.81 (c).

In € thousands Jan. 1- Jan. 1 -
Dec. 31,2018  Dec. 31, 2017
Earnings before taxes 10,610 1,032
Calculatory tax expense at a tax rate of
. 3,183 310
30.0% (prior year: 30.0%)
Valuation allowance on deferred taxes 1,099 2,230
Non-recognition of deferred taxes 2,692 1,993
Tax rate change 0 451
Other 271 375
Actual tax expenses 7.245 4,999

The calculated tax expense is determined by multiplying the tax
rate by the income calculated for tax purposes.

Deferred taxes of € 2,168 thousand from the allocation of IPO costs

to the capital reserve with no effect on income were recorded.

(20) Earnings per Share

Basic earnings per share are calculated by dividing the result for
the reporting period which is attributable to the owners of paragon
GmbH & Co. KGaA by the weighted average number of shares
issued. The weighted average number of shares issued in the
reporting period was 4,526,266 (prior year: 4,526,266).

Based on the result for the period which is attributable to the own-
ers of paragon GmbH & Co. KGaA in the amount of € 2,334 thou-
sand (prior year: € -1,362 thousand) basic earnings per share
amount to € 0.52 (prior year: € -0.30).

The diluted earnings per share are calculated by adjusting the
weighted average number of shares issued by the number of

potentially dilutive shares.

Stock option plans generally result in a potential dilution of earn-
ings per share. There were no share option rights to acquire
paragon GmbH & Co. KGaA shares outstanding during the fiscal
year from January 1 to December 31, 2018.

(21) Intangible Assets

Capitalized Development Costs

The changes in and analysis of intangible assets, property, plant
and equipment and financial assets is shown in the consolidated
statement of noncurrent assets. A description of investments made

can be found in the management report.

Intangible assets include development costs of € 52,412 thousand
(prior year: € 45,815 thousand). Total development costs in the
period amounted to € 24,925 thousand (prior year: € 16,825 thou-
sand). This includes internal development costs of € 14,991 thou-
sand (prior year: € 15,772 thousand) capitalized as intangible assets

in the reporting period.

Amortization of these internal development costs in the reporting
period amounted to € 4,333 thousand (prior year: € 2,680 thou-
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sand). The depreciation period for development projects is
between four and seven years from the start of series production.
On the basis of an individual assessment, the amortization period
for development projects is between 4 and 7 years beginning from

the ready for use date.

The capitalized development costs were subject to an impairment
test in accordance with IAS 36. The recoverable amount of a spe-
cific project represents the fair value of the project determined on
the basis of recent information on the marketability of the project.
The impairment loss in accordance with IAS 36 totaled € 1,048
thousand in the reporting period (prior year: € 5 thousand).

The recoverable amount of internally generated intangible assets is
determined based on the calculation of the value-in-use using esti-
mated cash flows, which are in turn derived from sales forecasts
adopted by the Management Board. The sales forecasts cover a
period of five years. A growth rate is determined for each product
based on market analyses. A risk-adjusted discount factor of 4% is
applied to the estimated cash flows.

(22) Goodwill

In accordance with IFRS 3 Business Combinations and the two
standards revised in this respect, namely IAS 36 Impairment of
Assets and IAS 38 Intangible Assets, goodwill and internally gener-
ated intangible assets whose production is not yet complete are

subject to regular impairment tests.

This involves goodwill and internally generated intangible assets
whose production is not yet complete being tested for potential
impairment once a year. In addition, the impairment test is also to
be performed more frequently should any events or changes in cir-

cumstances indicate that a potential impairment has occurred.

The impairment tests performed at the paragon Group involve
comparing the residual carrying amounts of individual cash-gener-
ating units (CGUs) with their respective recoverable amounts, i.e.,
the higher of their fair value less costs to sell and their value in use.
Where the carrying amount of the cash-generating unit is higher
than its recoverable amount, an impairment loss is recognized in
the amount of the respective difference. The recoverable amount is
determined by calculating the value in use by means of the dis-
counted cash flow method. The cash flows used to calculate the
value in use are determined on the basis of management's
medium-term planning. These budgets are based on past experi-
ence and on expectations as to future market developments, tak-
ing account of strategic and operative measures already initiated
to manage the respective business field. The detailed planning

period is usually a period of five years.
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The cost of capital is calculated as the weighted average of equity
and debt capital costs (weighted average cost of capital - WACC).
Equity costs are derived from a peer group analysis of the relevant
market sector, i.e., information that can be obtained from capital
markets. To account for the different return and risk profiles of our
different fields of activity, we calculate individual cost of capital
rates for our companies (CGUs). The weighted average cost of cap-
ital, i.e,, WACC before taxes used to discount cash flows, amounted
to 4.0% (prior year: 4.0%). The growth rate following the detailed

planning period is 1%.

In € thousands 2018 2017
SpereDesign GmbH 843 843
paragon movasys GmbH 6,567 6,567
paragon SemVox 16,130 0
LPG / ETON 335 0
Accurante 4,122 0
Concurrent 2,398 0

(23) Property, Plant and Equipment

Depreciation in the reporting period amounted to € 6,915 thou-
sand (prior year: € 4,999 thousand). Land and buildings are subject

to property charges as collateral for long-term bank loans.

Certain items of movable noncurrent assets are financed by finance
leases. Generally, these leases have terms of four to five years. The
corresponding payment obligations for future lease installments
are recognized as liabilities. The net carrying amount of assets cap-
italized under financial leases amounted to € 1,176 thousand as of
December 31, 2018 (prior year: € 2,077 thousand). The correspon-
ding payment obligations for future lease installments amounted
to € 1,797 thousand (prior year: € 2,469 thousand) and are recog-
nized as liabilities at their present value. The capitalized assets
under finance leases wholly relate to technical plants and machin-
ery. The majority of these lease arrangements provide for the
transfer of ownership without further payments after full settle-
ment of all obligations during the basic lease period (full amortiza-
tion). No firm agreements have been entered into concerning the
further use of the leased assets following expiry of the basic lease
period. Nevertheless, paragon assumes that the leased assets can
be acquired at a favorable price after the basic lease period has

expired or may continue to be used at a favorable lease rate.

Advance payments for machinery and equipment amounting to €
2,365 thousand were made in the reporting year (prior year: € 553

thousand).
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The loss on disposal of property, plant and equipment amounted

to € 1,633 thousand (prior year: € 432 thousand).

(24) Scope of Consolidation and Financial Assets

The figures for the revenues of newly acquired subsidiaries relate
to the period since they have belonged to the Group.

Year of acugqisition/ Share- Currency Renvenue Revenue
Company foundation holding 2018 2017
Subsidiary
KarTec GmbH, Forchheim 2013 100,00% EUR 87
Automotive Technology Co. Ltd., Shanghai 2013 100,00% EUR 295 185
Voltabox of Texas, Inc., Austin 2013 100,00% EUR 9,082 3,380
Voltabox AG, Delbrtick 2014 60,03% EUR 57,434 24,619
SphereDesign GmbH, Bexbach 2015 100,00% EUR 6,118 5,107
productronic GmbH, Delbriick 2015 100,00% EUR 64,450 65,758
paragon Automotive Co., Ltd., KunShan 2015 100,00% EUR 2,850 1,988
paragon movasys GmbH, Landsberg am Lech 2017 100,00% EUR 30,176 1,723
Nordhagen Immobilien GmbH, Delbriick 2018 100,00% EUR 0
paragon semvox GmbH, Saarbriicken 2018 100,00% EUR 1,222
paragon electroacoustic GmbH, Neu-Ulm 2018 100,00% EUR 1,163
ETON Soundsysteme GmbH, Neu-Ulm 2018 100,00% EUR 437
ACCURATE - Smart Battery Solutions- GmbH,
Korntal-Miinchingen 2018 60,03% EUR 2,199
Voltabox Kunshan, Co. Ltd, KunShan 2018 60,03% EUR 0
Participation
Bilster Berg Drive Resort GmbH & Co. KG 2013 € 120,000

The share capital of KarTec GmbH, Forchheim, was acquired in fis-
cal year 2013. In fiscal year 2018 KarTec GmbH was merged with
paragon movasys GmbH. KartTec GmbH reported equity of € 27
thousand and a net income of € 9 thousand in fiscal year 2017.

paragon Automotive Technology Co. Ltd., Shanghai commenced
operations in 2013. In the annual financial statements as of Decem-
ber 31, 2018, the company reported equity of € 43 thousand (prior
year: € 35 thousand) and a net profit of € 8 thousand (prior year:
€ 7 thousand).

Voltabox of Texas, Inc., Austin, was formed in fiscal year 2013. Since
2014, the company has been responsible for manufacturing and
marketing activities for the Electromobility segment in the U.S.
market. Voltabox AG holds 100% of the shares in Voltabox of
Texas, Inc., which is in turn a subsidiary of paragon GmbH & Co.
KGaA. In the annual financial statements as of December 31, 2018,

the company reported equity of € -16,032 thousand (prior year:

€ -10,553 thousand) and a net loss of € -4,835 thousand (prior year:
€ -5,195 thousand).

paragon GmbH & Co. KGaA holds 60.03% of the shares in Voltabox
AG. paragon GmbH & Co. KGaA and Voltabox AG entered into a
profit and loss transfer agreement on April 23, 2014, taking effect
as of January 1, 2015. Through the conversion of Voltabox
Deutschland GmbH into Voltabox AG and the admission of minor-
ity shareholders through the IPO as of October 13, 2017, this
agreement ended pursuant to Section 307 of the German Stock
Corporation Act (AktG) on December 31, 2017. The net loss for the
year reported in the annual financial statements as of December
31, 2018, amounting to € 0 thousand, was transferred to paragon
GmbH & Co. KGaA (prior year: € 9,930 thousand). The company
reported equity of € 152,538 thousand as of December 31, 2018
(prior year: € 149,905 thousand). The company reported a net
income of € 2,633 thousand as of December 31, 2018.
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paragon GmbH & Co. KGaA acquired the entire share capital of
SphereDesign GmbH, Bexbach, effective from January 1, 2015. This
company is an established development service provider and sys-
tem supplier to the automotive industry in the control and display
element sector. paragon GmbH & Co. KGaA and Sphere Design
GmbH entered into a profit and loss transfer agreement effective
as of January 1, 2016. In the annual financial statements as of
December 31, 2018, the company reported equity of € 274 thou-
sand (prior year: € 274 thousand).

productronic GmbH, Delbriick, was formed on November 25, 2015.
The object of the company is to manufacture electronic and mechan-
ical components, particularly for use in automobile production.
paragon GmbH & Co. KGaA holds 100% of the shares in productronic
GmbH. There is a profit and loss transfer agreement between
paragon GmbH & Co. KGaA and productronic GmbH. In the annual
financial statements as of December 31, 2018, the company reported

equity of € 7,819 thousand (prior year: € 7,819 thousand).

paragon Automotive (KunShan) Co., Ltd. was formed on September
15, 2015. The object of the company is to manufacture and market
paragon products for the Chinese market. Production activities at
the new plant in the "German Industrial Park” were launched on
November 4, 2015. paragon GmbH & Co. KGaA holds 100% of the
shares in paragon Automotive (KunShan) Co., Ltd. In the annual
financial statements as of December 31, 2018, the company
reported equity of € -1,612 thousand (prior year: € 1,324 thousand)
and a net loss of € -2,810 thousand (prior year: € -896 thousand).

Under a notarized agreement dated November 24, 2017, paragon
GmbH & Co. KGaA acquired the entire share capital of paragon
movasys GmbH, Landsberg am Lech. The acquisition was effective
(profit participation rights) from January 1, 2017. This company is
an established development service provider and system supplier
to the automotive industry in the kinematics sector. The purchase

price was paid in full on November 24, 2017.

In the annual financial statements as of December 31, 2018, the com-
pany reported equity of € 2,270 thousand (prior year: € 1,978 thou-
sand) and net income of € 290 thousand (prior year: € 743 thousand).

paragon GmbH & Co. KGaA established Nordhagen Immobilien
GmbH, Delbriick, in fiscal year 2018. The company is involved in the
purchase, construction, sale and management of property. In the
annual financial statements as of December 31, 2018, the company

reported equity of € 1 thousand and net loss of € -24 thousand.

In fiscal year 2018, paragon GmbH & Co. KGaA acquired SemVox
GmbH, Saarbriicken, which was subsequently renamed paragon
semvox GmbH. In the annual financial statements as of December
31, 2018, the company reported equity of € -2,677 thousand and
net income of € 901 thousand.

M7

paragon GmbH & Co. KGaA acquired LPG Lautsprecher-Produktions-
Gesellschaft mbH, Neu-Ulm, on November 1, 2018, which was subse-
quently renamed paragon electroacoustic GmbH. In the annual finan-
cial statements as of December 31, 2018, the company reported

equity of € 2,455 thousand and net income of € 68 thousand.

paragon GmbH & Co. KGaA acquired ETON Soundsysteme GmbH,
Neu-Ulm, on November 1, 2018. In the annual financial statements
as of December 31, 2018, the company reported equity of € 1,046
thousand and net income of € 215 thousand from the time of initial

consolidation.

As of April 1, 2018, Voltabox of Texas, Inc. acquired all of the shares in
Concurrent Design, Inc. (Texas). As of December 31, 2018, the com-
pany reported equity of € 117 thousand and net income of € 37 thou-
sand for the year. Voltabox AG acquired ACCURATE — Smart Battery
Solutions- GmbH, Korntal-Miinchingen, on September 1, 2018. In the
annual financial statements as of December 31, 2018, the company
reported equity of € -76 thousand and net income of € 812 thousand.

Voltabox AG established Voltabox Kunshan, Co. Ltd, Kunshan, in
fiscal year 2018. In the annual financial statements as of December
31, 2018, the company reported equity of € 409 thousand and net
loss of € -75 thousand.

In addition, paragon GmbH & Co. KGaA holds a limited partnership
interest with a capital share of € 100 thousand in the limited part-
nership Bilster Berg Drive Resort GmbH & Co. KG, whose registered
office is in Bad Driburg, Germany. This was acquired on September
19, 2013, for a price of € 120 thousand.

There is a profit and loss transfer agreement between paragon
GmbH & Co. KGaA, SphereDesign GmbH and productronic GmbH.

The profit and loss transfer agreement with Voltabox AG ended on

December 31, 2017.

(25) Inventories

Inventories consist of the following:

In € thousands Dec. 31, 2018 Dec. 31, 2017
Raw materials and supplies 25,591 9,242
Unfinished and finished goods and work

. 29,872 7,870
in progress

Advance payments on inventories 3,464 232
Inventories 58,927 17,344

There was no extraordinary impairment on inventories in the

reporting period or in the prior year. In addition, no reversals were
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recognized in the reporting period, as in the prior year. Inventories
with a carrying value of € 3,108 thousand (prior year: € 858 thou-
sand) were written down in the reporting period, primarily relating
to salvage inventories and inventories of spare parts. At the bal-
ance sheet date, inventories of € 0 thousand served as collateral for

liabilities (prior year: € 0 thousand).

(26) Trade Receivables

The carrying amount of trade receivables is derived as follows:

In € thousands Dec. 31, 2018 Dec. 31, 2017
Trade receivables Gross 70,829 32,933
Less valuation allowances -116 -271
Trade receivables 70,713 32,662

Trade receivables are assigned within the scope of factoring when-
ever this is possible and desired by the Management Board. As of
the reporting date, there are no receivables which will be assigned
within the scope of factoring in the following reporting year. For
this reason, trade receivables have been allocated to the measure-

ment category AC under IFRS 9.

The maturity structure of trade receivables for which no impair-

ment allowances have been recorded as of the balance sheet date

is as follows:
In € thousands Carrying thereof thereof past due but not impaired, as follows
amout neither
impaired
nor past due
Dec. 31,2018 0 - 30 days 30 - 60 days 60 - 90 days > 90 days
Trade receivables 70,648 60,860 3,208 2,250 728 3,602
Dec. 31, 2017 0 - 30 days 30 - 60 days 60 - 90 days > 90 days
Trade receivables 32,631 23,440 6,958 563 483 1,187

There were no indications as of the balance sheet date that debtors
with receivables that are neither impaired nor overdue will fail to

meet their payment obligations.

Based on this information, the movement on allowances against

receivables was as follows:

In € thousands Dec. 31, 2018 Dec. 31, 2017
Impaired receivables before
181 302
allowances for losses
Allowances for losses -116 -271
Impaired receivables after
65 31

allowances for losses

The expense arising on recording impairment losses and on dere-
cognition of trade receivables is reported within other operating
expenses. Income from receipts for derecognized receivables is
reported under other operating income. There were no write-
downs or derecognition of other financial assets in the reporting

period or in the prior year.
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(27) Other Current Assets
Other current assets consist of the following:
Dec. 31, 2018 Dec. 31, 20177
In € thousands AC FVPL FvOoCI
Other current assets
Purchase price retention related
to factoring arrangements 912 0 0 1,280
Deferred income 784 0 0 284
Creditors with debit balances 458 0 0 765
Contractual assets 7,327 0 0 0
Other assets 4,583 0 0 1,877
Other current assets 14,064 0 0 4,206
The overdue amounts included in other current assets as of the
balance sheet date were as follows:
In € thousands Carrying thereof thereof past due but not impaired, as follows
amout neither
impaired
nor past due
Dec. 31,2018 0 - 30 days 30 - 60 days 60 - 90 days > 90 days
Other current assets 14,064 14,064 0 0 0 0
Dec. 31, 2017 0 - 30 days 30 - 60 days 60 - 90 days > 90 days
Other current assets 4,206 4,206 0 0 0 0

As of December 31, 2018, there were no indications that significant

amounts included in other current assets would not be collectible.

(28 Cash and Cash Equivalents

Cash on hand and bank deposits are recognized at their nominal
amounts. Cash and cash equivalents include € 25 thousand (prior
year: € 35 thousand) in cash on hand and € 41,827 thousand (prior
year: € 145,791 thousand) in bank deposits. Cash and cash equiva-
lents include an insolvency payout account with a value of € 0
thousand (€ 37 thousand). The account is under the sole power of
disposal of the former insolvency administrator. Changes in cash
and cash equivalents are presented in the consolidated cash flow

statement.

(29) Equity

The changes in the individual components of equity for the fiscal
year from January 1 to December 31, 2017, and for the reporting
period from January 1 to December 31, 2018, are presented in the
consolidated statement of changes in equity.

Share Capital

The share capital of paragon GmbH & Co. KGaA totaled € 4,526
thousand as of December 31, 2018 (prior year: € 4,526 thousand)
and is divided into 4,526,266 bearer shares with a notional value of
€ 1.00 each.

Conditional Capital

Conditional Capital 2017/l Pursuant to the Resolution by the
Annual General Meeting on May 10, 2017

A resolution was passed by the Annual General Meeting on May
10, 2017 to revoke the Conditional Capital 2012/l and 2012/1l. The
resolution passed by the Annual General Meeting on May 10, 2017
authorized the Management Board of paragon GmbH & Co. KGaA,
with the consent of the Supervisory Board to issue on one or more
occasions bearer or registered bonds with warrants and/or con-
vertible bonds or a combination of these instruments (hereinafter
also jointly the "bonds”) with a total nominal amount of up to
€ 150,000,000.00 and with a term of up to 10 years and to grant the
holders or creditors (hereinafter jointly the "holders”) of bonds
with warrants and convertible bonds conversion rights or options
for up to a total of 2,263,133 new no-par-value shares of the com-

pany, as stipulated in the terms of these bonds in the period up to
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and including May 9, 2022. The bonds may be issued in return for a
cash payment or contribution in kind, particularly investments in
other companies. Bonds with warrants may be issued in return for a
contribution in kind where the warrant terms stipulate that the
option price for each share in the company is payable in cash in full
upon exercise. The bond terms may also establish a conversion or
option obligation for bearers at the end of the term or on a differ-
ent date or stipulate the right of the company to grant the bearers
of these bonds shares in the company in whole or in part instead of
the payment of the amount due upon maturity of bonds which
include a conversion or option right (this includes maturity due to

termination).

The bond terms may stipulate that, in the event of conversion or
the exercise of an option or fulfillment of the conversion or option
obligations, the company may, at its discretion, either issue new
shares out of conditional capital (in particular, the new Conditional
Capital 2017/1 which will be created in connection with this author-
ization), but may also exclusively or, at the company’s discretion,
alternatively grant shares in the company out of authorized capital
or out of treasury shares of the company or a Group company

which are currently held or are yet to be acquired.

The conditional capital increase serves exclusively to grant shares
to holders or creditors of convertible bonds and/or bonds with
options that are issued by the company (or by a Group company as
defined in Section 18 of the German Stock Corporation Act (AktG),
in which the company has a shareholding of at least 90%) pursuant
to the authorization by the Annual General Meeting on May 10,
2017, against contributions in cash or in kind until May 9, 2022. In
accordance with the respective terms and conditions for convert-
ible bonds and bonds with options, the conditional capital increase
also serves to issue shares to holders of convertible bonds and/or

bonds with options subject to conversion or option obligations.

There was no increase in subscribed capital as a result of the exer-
cise of options under the company's stock option plan in the
reporting period.

Authorized Capital

Authorized Capital 2017/] Pursuant to the Resolution by the
Annual General Meeting on May 10, 2017

The resolution passed by the Annual General Meeting on May 10,
2017 authorized the revocation of the Authorized Capital 2016/I.
By resolution of the Annual General Meeting on May 10, 2017, the

Management Board was authorized, with the consent of the Super-
visory Board, to increase the company's subscribed capital on one
or more occasions, by up to € 2,263,133.00 until May 9, 2022, by
issuing up to 2,263,133 new no-par-value shares in exchange for
contributions in cash and/or in kind (Authorized Capital 2017/1).
Shareholders are to be granted a subscription right. The statutory
subscription right may also be granted by having the new shares
taken over by a banking consortium with the obligation to offer the
shares indirectly to shareholders for subscription pursuant to Sec-
tion 186 (5) of the German Stock Corporation Act (AktG). The Man-
agement Board is however authorized, with the consent of the
Supervisory Board, to exclude the statutory subscription rights of
shareholders in the cases specified in Section 5 (6) of the Articles of
Association as updated in May 2017.

Capital Reserve

The capital reserve amounted to € 15,165 thousand as of Decem-
ber 31, 2018 (prior year: € 15,165 thousand). Pursuant to Sections
207 et seq. of the German Stock Corporation Act (AktG) concerning
capital increases from capital reserve and based on a resolution
adopted by the Annual General Meeting on May 9, 2012, the com-
pany's share capital was increased by transferring an amount of
€ 1,029 thousand from the capital reserve as reported in the bal-
ance sheet as of December 31, 2011.

The capital reserve increased in the fiscal year 2016 by € 12,715
thousand to € 15,165 thousand as a result of the successful place-
ment of 411,478 new no-par-value shares under partial utilization
of the authorized capital approved by the Annual General Meeting
on April 27, 2016.

In order to comply with the requirement to recognize actuarial
gains and losses from provisions for pensions directly in equity in
accordance with the revised IAS 19 Employee Benefits, actuarial
losses in the amount of € 802 thousand have been reclassified to
the revaluation reserve. In the reporting period, an amount of
113 thousand net of deferred taxes (prior year: € -7 thousand) was
recognized in the revaluation reserve. The currency differences
resulting from the translation of the financial statements prepared
in foreign currencies and from consolidation were offset against
equity in accordance with the requirements of IAS 21. Under the
item currency differences, a currency loss of a net investment in the
foreign subsidiary Voltabox of Texas Inc. amounting to € 1,139
thousand (prior year: € 1,667 thousand) is reported with no effect

on income.
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Dividends

A proposal will be submitted to the Annual General Meeting that a
dividend of € 0.25 per share be paid for the period ending on
December 31, 2018. The distribution volume will amount to € 1,132

thousand.

Minority Interests

Due to the IPO of Voltabox AG on October 13, 2017, information
about the company's shares has been included in the consolidated
financial statements for the first time. Minority interests have been
measured for the first time on the basis of the consolidated finan-
cial statements of Voltabox AG as of November 30, 2017. As of Dec.
31, 2017, minority interests amounted to € 60,796. In the fiscal
year, consolidated net income of € 913 thousand (prior year:
€ 1,932 thousand) was allocated to minority interests. This is com-
posed of a consolidated result of € 1,031 (prior year: € 1,719) and
other result of € -118 (prior year: € 213). Minority interests as of
Dec. 31, 2018 amount to € 61,709. The effect of the profit and loss
transfer agreement attributable to minority interests is included in

the statement of changes in equity.

(30) Liabilities from Finance Leases

Liabilities under finance leases, which mainly relate to technical
equipment, are recognised at present value or amortised cost in
accordance with IAS 17. The repayment portion shown can be

derived as follows:

In € thousands Remaining

term

< 1year

Remaining Remaining
between 1 and > 5 years
5 years

Dec. 31,
2018

Dec. 31,
2017

121

Minimum lease payments 900

965 0

1,865

2,574

Future interest payments -39

-28 0

-67

- 105

Liabilities from finance lease (repayment portion) 861

937 0

1,798

2,469

thereof reported under noncurrent liabilities

937

1,402

thereof reported under current liabilities

861

1,067

(31) Liabilities to Banks

Current and noncurrent liabilities to banks totaled € 58,957 thou-
sand (prior year: € 20,938 thousand), and collateral for liabilities to
banks was provided in the amount of € 58,957 thousand (prior
year: € 20,938 thousand).



122 | PARAGON GMBH & CO. KGAA ANNUAL REPORT 2018

Liabilities to banks are secured by property charges for loan liabili-
ties in the amount of € 23,365 thousand (prior year: € 16,600 thou-
sand) and by charges over property, plant and equipment of
€ 5,200 thousand (prior year: € 4,202 thousand).

Liabilities to banks mature as follows:

In TEUR Remaining Remaining Remaining Dec. 31, Dec. 31,
term between 1 and > 5 years 2018 2017
< 1 year 5 years
Liabilities to banks 41,378 10,847 6,732 58,957 20,938
thereof reported under noncurrent liabilities 17,579 16,350
thereof reported under current liabilities 41,378 4,588

There is no exposure to interest rate risk for the loans with fixed
interest rates. Loans with floating interest rates (€ 3,280 thousand)

are subject to interest rate risk (see note 17 Interest Rate Risks).

The liabilities have been assigned to the IFRS 9 measurement cate-
gory AC.

(32) Bonds

On June 28, 2017, the company issued a non-subordinated and
unsecured bearer bond with a nominal value of € 50,000 thousand.
The bond is listed and traded on the Open Market of the Frankfurt
Stock Exchange (WKN: A2GSB8). The term bond has a term from
July 05, 2017, to July 5, 2022. The transaction costs of € 1,713 thou-
sand incurred in connection with the two placements are being
amortized over the term of the bond using the effective interest
method in accordance with IAS 39.47. The carrying amount of the
bond at the balance sheet date amounted to € 49,881 thousand
and the pro rata interest expense in the fiscal year 2017 amounts to
€ 2,565 thousand.

The bonds have been assigned to the IFRS 9 measurement cate-
gory AC.

(33) Pension Provisions

paragon recognizes a provision for a defined benefit pension plan
in accordance with the revised IAS 19 Employee Benefits. This
relates to a single contractual commitment to the payment of a
fixed amount from age 65 based on an individual contract arrange-
ment. In addition to this existing pension agreement, a new com-
mitment was made in fiscal year 2005. This involves a single con-
tractual commitment to payments from age 65, the amount of

which is based on length of employment and salary level. Provi-

sions exist for pension commitments to members of the Manage-
ment Board. In accordance with a resolution approved by the
Supervisory Board on August 31, 2009, a portion of provisions for
pensions amounting to € 794 thousand and the corresponding
plan assets of € 1,425 thousand were transferred to HDI Gerling
Pensionsfonds in fiscal year 2010. In accordance with a resolution
approved by the Supervisory Board on December 10, 2013, another
partial transfer of provisions for pensions to Allianz Pensionsfonds
AG was effected in the amount of € 1,453 thousand during fiscal
year 2013.

An actuarial gain of € 113 thousand was recognized in other com-

prehensive income (prior year: loss of € -7 thousand).

The actuarial calculations are based on the following assumptions:

In Percent Dec. 31, 2018 Dec. 31, 2017
Discount rates 1.74 1.50
Expected return on plan assets 0.00 0.00
Salary increase (recommitment based

on individual contracts until 2009, 0% 0.00 0.00
thereafter)

Pension increase 2.00 2.00
Fluctuation 0.00 0.00
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Actuarial gains or losses may arise from increases or decreases in The following amounts have been recognized in the consolidated
the present value of the defined benefit obligations. These may be statement of comprehensive income:

brought about by, among other things, changes in calculation

parameters and changes in estimates of the risks related to the In € thousands Dec.31,2018  Dec. 31, 2017
pension obligations, and may impact on the level of equity. The net Service costs -84 203
pension provisions have been calculated as follows: Interest expense 38 38
) . o Losses from settlements 0 0
Present value of the defined benefit obligation:
Actuarial gains (-), losses (+) -113 10
In € thousands Dec. 31, 2018 31.12.2017 Pension expense/-income - 159 251
Present value of defined benefit
L - 3,470 2,516
obligation at beginning of year
First consolidation of paragon movasys
GmbH - not affecting income - v 703 The actuarial gains and losses in the reporting year and prior years
Service costs g4 203 were classified in full to other comprehensive income.
Interest expense 38 38 . . o
In past years the financing status, consisting of the present value of
Actuarial gains (-), losses (+) -113 10 K . .
all pension commitments and the fair value of plan assets, changed
Present value of defined benefit 3,311 3.470 as follows:
obligation as of record date
In € thousands Dec. 31, 2018 Dec. 31, 2017
. . _ . Present value of defined benefit
The actuarial losses incurred in fiscal year 2017 were recognized bligati 3,311 3,470
) ] o ) ) - obligation
directly in equity in the revaluation reserve in accordance with the
Less fair value of plan assets 426 469

revised IAS 19. Changes in demographic assumptions had no effect

Unfunded defined benefit obligation

on the level of actuarial losses in the reporting year. 2,885 3,001
as of record date
Net amount of defined benefit obligation recognized for which
there are no corresponding plan assets:
Disclosures on sensitivities and risks:
In € thousands Dec. 31, 2018 Dec. 31, 2017
P;fenf value of defined benefit 3311 3,470 In € thousands Dec. 31,2018  Dec. 31,2017
obligation DBO as of Dec. 31, 2018 interest rate
. . 2,714 3,114
Less fair value of plan assets 426 469 1.49% (prior year: 1.25%)
Unfunded defined benefit obligation DBO as of Dec. 31, 2018 interest rate
2,885 3,001 . 2,518 2,895
as of record date 1.99% (prior year: 1.75%)
DBO as of Dec. 31, 2018 pension
. . 2,520 2,898
increase 1.75% (prior year: 1.75%)
The net value developed as follows: DBO as of Dec. 31, 2018 pension 2,711 3,110
increase 2.25% (prior year: 2.25%)
In € thousands Dec. 31, 2018 Dec. 31, 2017
Unfunded defined benefit obligation at ) L .
3,001 2,516 Salary increase sensitivities have not been disclosed as there have

beginning of year

- been no such salary increases since the 2010 service period. There
Pension expense -3 241 . . o )
are no material extraordinary or company-specific risks in connec-

Actuarial gains (-), losses (+ -113 10 . 5 . .
gains () ® tion with the provisions for pensions reported.

First consolidation of paragon movasys 0 934
GmbH - not affecting income -

Unfunded defined benefit obligation
2,885 3,001
as of record date
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(34) Other Liabilities

Other liabilities consist of following items:

In € thousands Dec. 31, 2018 Dec. 31, 2017
Other current liabilities
Financial liabilities
Deferred Income 6,390 5,220
Purchase price liabilities for company
e ) 4,344 0
acquisitions (discounted)
Old debt measured at
. . 0 37
insolvency ratio
Other liabilities 2,589 780
Liabilities from other taxes 3,235 3,606
Other liabilities 16,558 9,643

Deferrals mainly contain personnel-related obligations.

Other liabilities mature as follows:

In € thousands Remaining Remaining Remaining Dec. 31, Dec. 31,
term between 1 and > 5 years 2018 2017
< 1year 5 years
Other liabilities 12,214 4,344 0 16,558 9,643
thereof reported under noncurrent liabilities 4,344 0
thereof reported under current liabilities 12,214 9,643

Other liabilities are allocated to the IFRS9 measurement category
AC.

(35) Special Item for Investment Grants

This represents investment grants recorded as deferred income in
accordance with IAS 20. An amount of € 88 thousand (prior year: €
88 thousand) was amortized in the reporting period. The Group
received government assistance of € 0 thousand (prior year: € 0
thousand) in the reporting period and disclosed a special item for
investment grants of € 917 thousand (prior year: € 1,005 thousand)
as a noncurrent liability in the consolidated balance sheet.

(36) Other Provisions

Other provisions are all due within one year. Other provisions

developed as follows:

In € 01.01. Acqui- 1Utili- Re Ad- Dec.31,
thousands 2018 sition zation versal dition 2018
Guarantees

and 220 11 220 0 568 579
goodwill

Other

Pro- 220 11 220 0 568 579
visions

(37) Income Tax Liabilities

This item relates exclusively to liabilities for trade tax and corporate

income tax in respect of prior reporting periods.
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(38) Additional Disclosures on Financial Instruments

This section provides a summary overview of paragon's financial

instruments. The following overview summarizes the carrying amounts

of the financial instruments included in the consolidated financial

statements according to the measurement categories of IFRS 9:

In € thousands Dec. 31, 2018 Jan. 1, 2018
Financial assets
Valued at
. 128,217 182,784
amortized costs
Valued at 0 0
fair value through profit or loss
Valued at
] . 326 326
fair value through equity
128,543 183,110
Financial liabilities
Valued at
. 150,426 113,471
amortized costs
Valued at
. ) 4,710 0
fair value through profit or loss
155,136 113,471

paragon did not make any reclassifications between these cate-

gories in fiscal year 2018.

The carrying amounts and fair values of current and noncurrent

financial assets were as of the balance sheet date:

Dec. 31, 2018

AC FVPL FvOCI
In € thousands BW FV BW FV BW FV
ASSETS
Liquid funds 41,841 41,841 0 0 0 0
Trade receivables 70,713 70,713 0 0 0 0
Other assets 15,662 15,662 0 0 0 0
Shareholdings 0 0 326 326 0 0
Total assets 128,217 128,217 326 326 0 0
LIABILITIES
Liabilities to banks 58,957 56,154 0 0 0 0
Bonds 49,881 48,883 0 0 0 0
Finance Lease 1,798 1,798 0 0 0 0
Trade payables 28,242 28,242 0 0 0 0
Other liabilities 11,548 11,548 4,710 4,710 0 0
Total liabilities 150,426 146,625 4,710 4,710 0 0
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Jan. 1, 2018
AC FVPL FVOCI
In € thousands BW Fv BW FV BW FV
ASSETS
Liquid funds 145,826 145,826 0 0 0 0
Trade receivables 32,662 32,662 0 0 0 0
Other assets 4,296 4,296 0 0 0 0
Shareholdings 0 0 326 326 0 0
Total assets 182,784 182,784 326 326 0 0
LIABILITIES
Liabilities to banks 20,938 18,614 0 0 0 0
Bonds 62,929 66,138 0 0 0 0
Finance Lease 2,469 2,469 0 0 0 0
Trade payables 17,492 17,492 0 0 0 0
Other liabilities 9,643 9,643 0 0 0 0
Total liabilities 113,471 114,356 0 0 0 0
The previous year's figures from the 2017 Annual Report are pre-
sented below in accordance with IAS 39. Due to the insignificant
effects, a reconciliation from IAS 39 to IFRS 9 has been dispensed
with. Dec. 31, 2017
Cash reserve Loans and receivables
In € thousands BW FV BW FV
ASSETS
Liquid funds 145,826 145,826
Trade receivables 0 0 32,662 32,662
Other assets 0 0 4,206 4,206
Positive fair values of derivative financial instruments 0 0 0 0
Financial assets 0 0 0 0
Total assets 145,826 145,826 36,868 36,868
EQUITY AND LIABILITIES
Bonds 0 0 62,929 66,138
Liabilities to banks 0 0 20,938 18,614
Finance Lease 0 0 2,469 2,469
Trade payables 0 0 17,492 17,492
Other liabilities 0 0 9,643 9,643
Total equity and liabilities 0 0 113,471 114,356

paragon does not hold any cash collateral and does not implement
any offsetting in the balance sheet. Derivative financial instru-
ments, balances and liabilities to banks are reported gross in the
consolidated balance sheet.

Within the scope of factoring, paragon pledges a sight deposit for
the benefit of the factoring bank. This account safeguards Voltabox
AG's validity guarantee for sold receivables. In the event of insol-
vency, other account balances with credit institutions can be offset
against any balances and liabilities between the respective coun-
terparties. At the present time, Voltabox neither has a legal right of

set-off nor intends to settle on a net basis.

There are no significant potential offsetting situations involving the

relevant parties in the event of insolvency.

paragon has not provided any financial assets as collateral for
financial liabilities. Voltabox does not hold any collateral in relation

to financial assets.

paragon distinguishes between collectible and doubtful or non-
performing and uncollectible financial assets. Collectible financial
assets are impaired based on the 12 month expected credit losses.
Doubtful or non-performing financial assets are impaired in the

amount of the lifetime expected credit loss. Uncollectible receiv-
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ables are recorded as disposals. A receivable is considered to be
non-performing (definition of default) when there is a strong indi-

cation that a debtor will not fulfill its payment obligations to

the aforementioned categories:

Asset quality and the maximum default risk for the financial assets
measured at amortized cost are summarized below, on the basis of

paragon.
Dec. 31, 2018 Credit Usage Gross carrying Valuation Net carrying
€ thousands quality amount allowance amount
Other receivables Recoverable 12-month ECL 15,661 0 15,661
Recoverable 12-month ECL 0 0 0
Distressed lifetime ECL 0 0 0
15,661 (1] 15,661
Trade receivables simplified approach  lifetime ECL 70,829 -116 70,713
Distressed lifetime ECL 0 0 0
70,829 -116 70,713
Liquid funds Recoverable 12-month ECL 41,841 0 41,841
Recoverable 12-month ECL 0 0 0
Distressed lifetime ECL 0 0 0
41,841 0 41,841
Jan. 1, 2018 Credit Usage Gross carrying Valuation Net carrying
€ thousands quality amount allowance amount
Other receivables Recoverable 12-month ECL 4,296 0 4,296
Recoverable 12-month ECL 0 0 0
Distressed lifetime ECL 0 0
4,296 4,296
Trade receivables simplified approach  lifetime ECL 32,933 -271 32,662
Distressed lifetime ECL 0 0 0
32,933 -271 32,662
Liquid funds Recoverable 12-month ECL 145,826 0 145,826
Recoverable 12-month ECL 0 0 0
Distressed lifetime ECL 0 0 0
145,826 0 145,826

€ thousands

paragon recognizes valuation allowances for loans and other

receivables while taking into consideration past events and expec-

tations regarding the future development of credit risk. There has

been no change in the methods used to measure valuation

allowances since the prior year.

The balance of valuation allowances developed as follows:

Jan. 1, 2018 271
Adjustments due to changes in Increase from revaluation of receivables 0
creditworthiness parameters Reduction due to reversals 0
Adjustments due to changes in the gross Reduction due to derecognition of assets -271
amount of the assets Increase due to the capitalization of assets 116

Dec. 31, 2018

116
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Trade receivables include a receivable from an individual customer
of € 47,919 thousand (prior year: € 19,533 thousand). No defaults
are expected from this. The Group uses external credit ratings for

this purpose. The receivable is hedged in partial amounts.

Cash and cash equivalents comprise cash on hand and bank
deposits. paragon only deposits cash and cash equivalents with
banks with the highest level of creditworthiness and default proba-
bilities close to zero. On grounds of materiality, the valuation
allowance has not been reported. In the event of a significant
increase in the probability of default, the Group companies are
required to withdraw cash and cash equivalents without delay. For
this reason, cash and cash equivalents are allocated to the col-
lectible (12-month ECL) or uncollectible (lifetime ECL) category.
The change in the carrying amounts of uncollectible cash and cash

equivalents is attributable to currency translation.

In accordance with the simplified approach under IFRS 9.5.5.15,
valuation allowances on trade receivables are measured consis-

tently on the basis of the lifetime expected credit losses.

The extension of payment terms with the customer Triathlon in fis-
cal year 2018 resulted in an increase in the relevance of counter-
party default risks for trade receivables compared to the previous
year. The Group assigns appropriate significance to the relevance
of this risk position, even though there has been no increase in the
underlying individual risks. This relevance of the counterparty
default risk in general remains unchanged in the 2018 financial

year and is expected to decrease in the following fiscal year.

For the calculation of the valuation allowance, the receivables are
divided up into risk categories and assigned different loss rates.
Receivables are written off where a debtor is in serious financial

difficulties and there is no prospect of collection.

The companies of the paragon Group determine the risk of default
on the basis of individual methods, taking into consideration dura-
tion-specific as well as operating segment-specific risks. The com-
panies rely on information such as data from the Schufa credit
bureau, historical default rates and customer-specific forward-
looking credit risk analyses. paragon GmbH & Co. KGaA does not
have any significant amount of overdue assets.

(39) Management of Risks Associated with
Financial Instruments

Market price fluctuations can involve substantial cash flow and
profit risks for paragon. Changes in exchange rates and interest
rates influence business operations as well as investing and financ-

ing activities. In order to optimize the Group's financial resources,
the risks associated with changes in interest rates and exchange
rates are analyzed on an ongoing basis and used to manage and
supervise current business and financial market activities. These
risks are managed with the assistance of derivative financial instru-

ments.

Fluctuations in currency exchange rates and interest rates can
result in significant profit and cash flow risks. Accordingly, paragon
centralizes these risks as far as possible and manages them in a
proactive manner, which includes making use of derivative finan-
cial instruments. The management of these risks within the overall
risk management system is a core responsibility of paragon GmbH
& Co. KGaA's Management Board.

paragon has implemented an internal sensitivity analysis system
based on a variety of risk analysis and risk management methods.
The use of sensitivity analyses enables the Group to identify risk
positions within the segments. Sensitivity analyses quantify the
risks that can arise within given assumptions when certain parame-
ters are changed in a defined range. They include the following

assumptions:

+ An appreciation of the euro against all foreign currencies by 10
percentage points

« A parallel shift in interest rate curves of 100 basis points (one

percentage point)

The potential effects of the sensitivity analysis are estimates and
are based on the assumption that the supposed negative market
changes will occur. The actual effects may differ significantly if

market developments deviate from assumptions made.

Foreign Currency Risks

Due to the international nature of its operations, paragon’s ongo-
ing business operations are exposed to foreign currency risk. The
company uses derivative financial instruments to limit these risks.
Exchange rate fluctuations can lead to undesirable earnings and
liquidity fluctuations. For paragon, the risk arises on foreign cur-
rency positions and possible changes in the relevant exchange
rates. The uncertainty involved in future trends is referred to as
exchange rate risk. paragon limits this risk by primarily settling pur-
chases and sales of merchandise and services in the respective

local currencies.

The sensitivity to potential fluctuations in foreign currency
exchange rates is determined by aggregating the net currency
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positions of the operating business that are not denominated in
the Group's functional currency. Sensitivity is calculated by simu-
lating a 10% depreciation of the euro in relation to all foreign cur-
rencies. The simulated appreciation of the euro would have
resulted in a change in future payment inflows in the amount of €
414 thousand as of December 31, 2018 (prior year: € -238 thou-
sand). To the extent that future purchases are not hedged against
currency exchange risks, a depreciation of the euro against other
currencies would have a negative effect on the financial position
and earnings as the Group's purchases in foreign currencies exceed

its foreign currency cash inflows.

The following table provides an overview of the net foreign cur-
rency exchange risk by currency as of December 31, 2018:

In € thousands

Dec. 31, 2018
usD Other usD

Dec. 31, 2017
Other

Transaction-related currency risk

Currency risk from balance sheet items

1,167 264 -2,215 -37

Currency risk from pending transactions

Items economically hedged by derivatives

1,167 264 -2,215 -37

Net exposure to currency risk

1,167 264 -2,215 -37

Change in currency exposure from 10%
appreciation of the euro

117 26 -234 -4

Interest Rate Risks

Interest rate risk refers to any change in interest rates that impacts
earnings or equity. Interest rate risk primarily arises in connection

with financial liabilities.

The interest-bearing financial liabilities mainly have fixed interest
rates. Accordingly, changes in the interest rate would only have an

effect if the financial instruments were recorded at fair value. As this

is not the case, the financial instruments with fixed interest rates are
not subject to interest rate risks within the meaning of IFRS 7.

The interest rate risks associated with variable-rate financial liabili-
ties are measured using cash flow sensitivity techniques. The
paragon Group had variable-rate financial liabilities of € 3,239
thousand as of December 31, 2018 (prior year: € 3,239 thousand). A
change in interest rates (+1%/-1%) is associated with the following
cash flow risk:

In € thousands Dec. 31, 2018 Dec. 31, 2017

+1% -1% +1% -1%
Cash flow risk
from financial instruments with floating interest rates -32 32 -32 32
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Liquidity Risks

Liquidity risk, i.e., the risk that paragon might not be able to meet
its payment obligations as they fall due, is managed by means of
flexible cash management. As of December 31, 2018, paragon had
cash and cash equivalents of € 41,841 thousand (prior year: €
145,826 thousand). Unused credit lines totaling € 35,650 thousand
were available as of December 31, 2018 (prior year: € 18,000 thou-
sand). In addition to the instruments providing assurance of liquid-
ity described above, the Group follows developments on financial
markets on an ongoing basis in order to take advantage of attrac-

tive financing opportunities as they become available.
The following table shows the maturity date of installments, matu-

rity repayments and interest arising on the financial liabilities

recorded in the balance sheet as of December 31, 2018:

In € thousands 2019 2020 - 2023 2024 and thereafter

Non-derivative financial liabilities

Liabilities from bonds 0 57,875 0
Liabilities to banks 41,378 9,456 5,320
Liabilities from finance leases 861 937 0
Trade payables 28,242 0 0
Other financial liabilities 11,548 4,710 0
Non-derivative financial liabilities 82,029 72,978 5,320

The net liquidity and net borrowing are derived from the sum of
cash and cash equivalents less liabilities to banks and liabilities

under finance leasing arrangements as shown in the balance sheet.

In TEUR Dec. 31, 2018 Dec. 31, 2017
Cash and cash equivalents 41,841 145,826
Total liquidity 41,841 145,826
Curr.ent financial |Iabl|lt!eS an.d C.ul’l’l??hF 42,239 19,018
portion of noncurrent financial liabilities

Noncurrent financial liabilities 68,397 67,317
Total financial liabilities 110,636 86,335

Net debt -68,795 59,491
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Credit Risks

Credit risk is defined as the financial loss that arises when a con-
tract partner fails to meet its payment obligations. The maximum
risk of default is therefore equal to the positive fair value of the
respective interest rate instruments. The effective monitoring and
control of credit risk is a core task of the risk management system.
paragon performs credit checks for all customers requiring credit
limits exceeding predefined amounts. The Group monitors credit

risk on an ongoing basis.

(40) Capital Management

The primary goal of capital management is to maintain an appro-
priate equity ratio. The capital structure is managed and adapted
to changing economic conditions. No significant changes in capital
management goals, methods or processes were made in the fiscal
year up to December 31, 2018.

Capital management refers exclusively to paragon GmbH & Co.
KGaA's equity as reported in the balance sheet. Changes in equity

are shown in the statement of changes in equity.

paragon was not required to comply with any financial covenants
by the terms of agreements made with banks providing loan capi-
tal during the reporting period up to December 31, 2018.

(41) Commitments, Contingent Assets, Contingent Liabilities
and Other Financial Obligations

There were no commitments or off-balance sheet contingent
assets or contingent liabilities as of December 31, 2018. Other

financial liabilities are as follows:

131

In € thousands Remaining Remaining Remaining Dec. 31, Dec. 31,
term between 1 and > 5 years 2018 2017
< 1year 5 years
Purchase commitments 129,033 31 0 129,064 54,253
Tenancy obligations 1,423 5,081 7,099 13,603 2,421
Other obligations 4,321 3,046 0 7,367 6,254
Other financial obligations 134,777 8,158 7,099 150,034 62,928

The purchase commitments include purchase order items from

noncurrent assets and inventories.
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(43) Notes to the Consolidated Cash Flow Statement

The consolidated cash flow statement shows the cash flows within
a given fiscal year in order to present information about move-
ments in the company’s cash and cash equivalents in accordance
with [AS 7 Statement of Cash Flows. The consolidated cash flow
statement has been prepared pursuant to the indirect method as
defined in IAS 7.18 (b). Cash flows are classified separately as cash
flows from operating activities, cash flows from investing activities

and cash flows from financing activities.

The current cash inflows and outflows resulting from the factoring
agreement entered into have been allocated to the cash flow from
operating activities.

The cash and cash equivalents shown in the consolidated cash flow
statement include all cash and cash equivalents reported in the

balance sheet that are available for use at short notice.

In € thousands Dec. 31, 2018 Dec. 31, 2017
Bank deposits 41,404 145,791
Cash on hand 26 35
Cash and cash equivalents 41,430 145,826

Cash and cash equivalents include an insolvency payout account
with a value of € 0 thousand (prior year: € 37 thousand). The
account is under the sole power of disposal of the former insol-

vency administrator.

(44) Segment Reporting

Starting in 2017, the Group's business activities are allocated to
and reported as three operating segments on a recurring basis
based on the requirements of IFRS 8. The “Electronics” operating
segment includes paragon GmbH & Co. KGaA's activities for the
development and sale of sensors, microphones and instruments,
primarily for the automotive industry, together with the Sphere-
Design GmbH and the paragon Kunshan Co., Ltd businesses. This
operating segment generated segment revenue of € 93,790 thou-
sand in 2018 (prior year: € 94,863 thousand) (of which € 85,518
thousand with third parties (prior year: € 90,799 thousand)). The
operating segment’s EBIT amounted to € 10,547 thousand (prior
year: € 8,088 thousand). The companies paragon electroacoustic
GmbH, ETON Soundsysteme GmbH, paragon semvox GmbH and
Nordhagen Immobilien GmbH are allocated to the "Electronics”
segment.

The “Electromobility” operating segment includes the activities of
manufacturing battery systems and battery management systems
for various industries within Voltabox AG and Voltabox of Texas
Inc. This operating segment generated segment revenue of €
66,907 thousand in 2018 (prior year: € 27,274 thousand (thereof
€ 66,888 thousand with third parties (prior year: € 24,694 thou-
sand)). The operating segment’s EBIT amounted to € 5,609 thou-
sand (prior year: € -44 thousand). The companies ACCURATE —
Smart Battery Systems - GmbH, Voltabox of Kunshan Co. Ltd. and
Concurrent Design, Inc. are allocated to the "Electric Mobility" seg-

ment.

The Mechanics operating segment includes paragon GmbH & Co.
KGaA's activities in developing and marketing electromechanical
components for the automotive industry and the mechanical man-
ufacturing of the paragon Group's products at productronic GmbH.
In 2018, it generated segment revenue of € 80,480 thousand (prior
year: € 74,058 thousand) (thereof € 34,977 with third parties (prior
year € 9,330 thousand)). The operating segment’s EBIT amounted
to € -748 thousand (prior year: € 1,167 thousand). The company

paragon movasys GmbH is allocated to the "Mechanics" segment.

The various legal entities within the paragon Group enter into sup-
ply agreements with one another. Invoices for such supplies are
raised on the same basis as with third parties, including an appro-
priate margin. Internal revenue primarily arises with productronic
GmbH, as this company is responsible for all manufacturing
processes within the Group, and with paragon GmbH & Co. KGaA,
which is responsible for development work and central coordinat-
ing activities. This includes, among other things, central purchasing
arrangements, human resources and commercial management
activities to the extent that these activities are not performed by
the individual entities, as well as the Group's central management
function. Also included are rentals paid by subsidiaries for the use
of land, buildings, plant and other equipment owned by paragon
GmbH & Co. KGaA. Charges made between the operating seg-
ments are based on the utilization made of the respective items
charged. Segment assets and segment liabilities are presented on
the same basis.
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2018

Electronics Mechanics Electromoblity* Eliminations Group
In € thousands
Revenue from third parties 85,518 34,977 66,888 0 187,383
Revenue intersegment 8,272 45,503 19 - 53,794 0
Operating segment revenue 93,790 80,480 66,907 - 53,794 187,383
Changes in inventory, other operating income,
capitalized development costs 18,027 9,009 12,711 - 7,663 32,084
Expenses from intersegment accounting - 45,520 - 11,982 - 3,379 60,881 0
Cost of materials, personnel expenses
and other operating expenses - 46,305 - 76,224 - 66,648 0 - 189,177
Segment EBITDA 19,992 1,283 9,591 - 576 30,290
Depreciation
(incl. amortization) - 9,445 - 2,031 - 3,982 0 - 15,458
Operating segment EBIT 10,547 - 748 5,609 -576 14,832
Group financial result n. a. n.a n.a. n.a - 4,222
Group earnings before taxes n. a. n. a. n. a. n. a. 10,610
Assets 226,953 37,307 209,301 - 111,268 362,293
Investments (CAPEX) 29,092 6,150 13,563 0 48,805
Liabilities - 168,861 - 33,962 - 57,612 75,941 - 184,494
* The Electromobility segment includes 39.97% minority interests.

2017

Electronics Mechanics Electromoblity* Eliminations Group
In € thousands
Revenue from third parties 90,799 9,330 24,694 0 124,823
Revenue intersegment 4,064 64,728 2,580 -71.372 0
Operating segment revenue 94,863 74,058 27,274 - 71,372 124,823
Changes in inventory, other operating income,
capitalized development costs 13,547 6,728 4,018 - 7,664 16,629
Expenses from intersegment accounting - 63,443 -8,790 - 3,009 75,241 0
Cost of materials, personnel expenses
and other operating expenses - 30,297 - 70,448 - 25,897 0 - 126,642
Segment EBITDA 14,670 1,548 2,386 - 3,795 14,809
Depreciation
(incl. amortization) - 6,583 - 382 - 2,430 0 - 9,395
Operating segment EBIT 8,088 1,166 -44 - 3,795 5,415
Group financial result n.a. n.a. n.a. n.a. - 4,383
Konzernergebnis vor Steuern n.a. n.a. n.a. n.a 1,032
Assets 268,350 173,589 148,509 - 286,175 304,273
Investments (CAPEX) 10,424 4,748 6,630 0 21,802
Liabilities - 236,900 - 156,071 - 10,923 286,163 - 117,731

* The Electromobility segment includes 39.97% minority interests.
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Information on Geographical Areas

The following table shows a geographical analysis of the Group's
revenue with external customers. The revenues generated with
external customers for the purposes of the geographical analysis is
based on the location of the registered head office of the respec-

tive external customer.

Domestic
In € thousands

Jan. 1- Jan. 1-

Jan.1-

EU Rest of the world Total

Jan.1- Jan. 1- Jan.1- Jan.1- Jan. 1-

Dec. 31, 2018 Dec. 31,2017 Dec. 31, 2018 Dec. 31, 2017 Dec. 31,2018 Dec. 31, 2017 Dec. 31, 2018 Dec. 31,2017

Revenue 134,659 90,189

39,673

29,210 13,050 5423 187,383 124,823

Information About Transactions with Key Customers

In fiscal year 2018, three groups of companies exceeded the thresh-
old of 10% in the revenue share according to IFRS 8.34. Of these, one
group of companies, which is to be regarded as one customer
because of its joint control, had a revenue share of 33.9%. Another
group of companies, which is to be regarded as one customer due
to its joint control, had a revenue share of 24.2%. Another group of
companies, which is to be regarded as one customer due to its joint

control, had a revenue share of 10.1%.

Name Occupation

(45) Directors and Officers

In the period from January 1 to December 31, 2018, the Manage-
ment Board of paragon GmbH & Co. KGaA comprised Klaus Dieter
Frers (Chairman), Dr. Stefan Schwehr and Dr. Matthias Schélimann.
The three managing directors have been employed by the general
partner paragon GmbH since August 1, 2018.

The Supervisory Board comprised the following persons:

Membership in Supervisory Boards and Other Supervisory Committees

Prof. Dr. Lutz Eckstein
Chairman

Univ.-Prof. Dr. Ing.,

Head of the Chair and Institute for
AutomotiveEngineering (ika),
RWTH Aachen University

Hermann Bornemeier Diplom Finanzwirt und Tax Advisor,
Managing Director of Treu-Union

Treuhandgesellschaft mbH

Walter Schifers Attorney, Partner at Societat

Schéafers Rechtsanwalte und Notare

Supervisory Board mandates:
« ATC GmbH, Aldenhoven (member)

Further mandates:
» Chairman of the Advisory Board of Forschungsgesellschaft
Kraftfahrwesen Aachen mbH (fka)
» Member of the Advisory Council for Vehicle and
Traffic Engineering (VDI-FVT)
» VOSS Holding GmbH & Co. KG., Wipperfirth
(Member of the Advisory Board)
« Driving Innovation GmbH, Aachen
(Managing Director)

Supervisory Board mandates:
« Voltabox AG, Delbriick (member)

(46) Related Party Disclosures

Related parties as defined in IAS 24 Related Party Disclosures
include members of the Management Board, the Supervisory

Board and their immediate families as well as affiliated companies.
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Treu-Union  Treuhandgesellschaft mbH,

sellschaft, Paderborn, rendered services totaling € 135 thousand

Steuerberatungsge-

under an ongoing agreement in fiscal year 2018 (prior year: € 71
thousand). Hermann B&rnemeier, a member of the Supervisory
Board of paragon GmbH & Co, KGaA, is also managing director of
the above company.

In fiscal year 2018, Societat Schéfers, Rechtsanwalte & Notare, Pader-
born, rendered services in the amount of € 0 thousand (prior year: € 0
thousand). Mr. Schéfers, a member of the Supervisory Board at

paragon GmbH & Co. KGaA, is also a partner in this company.

A building with a carrying amount of € 1,238 thousand was sold to
Frers Grundstticksverwaltungs GmbH & Co. KG in the year under

review.

In fiscal year 2018, Forschungsgesellschaft Kraftfahrwesen mbH
Aachen rendered development services totaling € 3 thousand
(prior year: € 35 thousand). Professor Dr. Eckstein, a member of the
Supervisory Board at paragon GmbH & Co. KGaA, is the Chairman
of the Advisory Board of this company.

Members of the Supervisory Board held 4,000 shares (prior year:
4,000) out of a total of 4,526,266 shares as of the balance sheet date.

Members of the Management Board held 2,269,004 shares (prior
year: 2,265,676) from a total of 4,526,266 shares (prior year:
4,526,266) as of the balance sheet date. Mr. Klaus Dieter Frers held
2,263,134 shares as of the balance sheet date and thus holds a
majority of more than 50% of the limited partnership capital of the
Company. He is the ultimate controlling party in accordance with
IAS 24.18a.

Payments in the amount of € 5 thousand (prior year: € 9 thousand)
9were made to Artega GmbH & Co. KG in 2018 under a coopera-
tion agreement, mainly for services. Development services were
sold to Artega GmbH at a book value of € 1,788. Artega GmbH is
solely owned by Klaus Dieter Frers.

As of the balance sheet date, performance guarantees with a max-
imum amount of € 153 thousand had been provided by Mr. Frers
with respect to paragon GmbH & Co. KGaA's liabilities to banks
(prior year: € 153 thousand). Related commission in the amount of
€ 2 thousand was paid in the year under review.

Mrs Frers is employed as Head of Communication. She is employed
at arm's length conditions (according to XING Salary Survey 2018).
The annual remuneration amounts to € 149 thousand and is com-
parable with adequate positions in the company.

We refer to the consolidated financial statements of Voltabox AG

in respect of the related party disclosures for the members of the
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Management Board of Voltabox AG as well as the members of the
Supervisory Board of Voltabox AG, Mr. Frers (Supervisory Board

Chairman), Prof. Dr. Winter and Mr. Bornemeier.

The outstanding balances for related parties were immaterial as of

the reporting date.

We refer to Section D.4 “Financial assets” for further disclosures of

transactions between paragon and its affiliated companies.

The remuneration report is presented in the management report.

(47) Share Based Remuneration

The Stock Option Program 2012 expired on May 8, 2017. No stock
options were granted under the stock option program 2012 in the

year under review.

(48) Auditor’s Fee

The total fee charged by the auditor Baker Tilly GmbH & Co. KG,
Wirtschaftsprifungsgesellschaft in the reporting period from Janu-
ary 1to December 31, 2018 amounts to € 300 thousand (prior year:
€ 390 thousand). € 235 thousand (prior year: € 190 thousand) of
this fee was paid for audit services, € 65 thousand (prior year: € 181
thousand) for other assurance services and € 0 thousand (prior
year: € 19 thousand) for other services. The fee for audit services
relates mainly to the audit of the annual financial statements and
the consolidated financial statements according to IFRS as well as
the audit review of the half-year report of several financial state-
ments of paragon GmbH & Co. KGaA and Voltabox AG. The fee for
other assurance services relates to the review of the profit forecast

and the work in connection with the issue of a Comfort Letter.

(49) Risk Management

The Company's risk management is described in the management

report.

(50) Application of the Exemption Provisions of Section 264 (3)

of the German Commercial Code (HGB)

The following fully consolidated domestic subsidiaries make use of

some of the exemption provisions for the year under review:

* productronic GmbH, Delbriick
+ Sphere Design GmbH, Bexbach
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(51) Declaration Pursuant to Section 160 (1) No. 8
of the German Stock Corporation Act (AktG)

Voting Right Notifications

In the year under review, the company received the following noti-
fications pursuant to Section 26 (1) of the German Securities Trad-
ing Act (WpHG) that require disclosure in accordance with Section
160 (1) No. 8 of the German Stock Corporation Act (AktG):

Oddo BHF Asset Management SAS notified the Company that
the 3 percent threshold had been exceeded as of Jan. 15, 2018.
Accordingly, the share of voting rights in the Company on this
date amounted to 3.03 percent (137,115 voting rights).

Oddo BHF Asset Management SAS has notified the Company
that its holdings fell below the 3 percent threshold on Oct. 25,
2018. Accordingly, the share of voting rights in the Company on
this day amounted to 2.98 percent (134,668 voting rights).

HANSAINVEST Hanseatische Investment-GmbH informed the
Company that its holdings fell below the 3 percent threshold as of
Nov. 19, 2018. Accordingly, the share of voting rights in the Com-
pany on this day amounted to 2.95 percent (133,340 voting rights).

Directors Dealings

In the year under review, the company received the following noti-
fications on own-account transactions of executives pursuant to
Art. 19 of the Market Abuse Regulation (EU) No. 596/2014 (MAR):

» Dr. Matthias Schollmann advised the Company on the purchase
of 400 shares of the Company on Dec. 20, 2018 at a price of
€ 17.64 with an aggregated volume of € 7,056.

 Dr. Matthias Schollmann advised the Company on the purchase
of 400 shares of the Company on Dec. 20, 2018 at a price of
€ 17.66 with an aggregated volume of € 7,064.

+ Dr. Matthias Schollmann advised the Company on the purchase
of 300 shares of the Company on Dec. 20, 2018 at a price of
€ 17.60 with an aggregated volume of € 5,280.

» Dr. Matthias Schollmann advised the Company on the purchase
of 300 shares of the Company on Dec. 20, 2018 at a price of
€ 17.64 with an aggregated volume of € 5,292.

 Dr. Matthias Schollmann advised the Company on the purchase
of 300 shares of the Company on Dec. 20, 2018 at a price of
€ 17.50 with an aggregated volume of € 5,250.

+ Dr. Matthias Schollmann advised the Company on the purchase
of 300 shares of the Company on Dec. 20, 2018 at a price of
€ 17.66 with an aggregated volume of € 5,298.

» Dr. Matthias Schollmann advised the Company on the purchase
of 200 shares of the Company on Dec. 20, 2018 at a price of
€ 17.60 with an aggregated volume of € 3,520.

 Dr. Matthias Schollmann advised the Company on the purchase
of 200 shares of the Company on Dec. 20, 2018 at a price of
€ 17.60 with an aggregated volume of € 3,520.

+ Dr. Matthias Schollmann advised the Company on the purchase
of 200 shares of the Company on Dec. 20, 2018 at a price of
€ 17.64 with an aggregated volume of € 3,528.

» Dr. Matthias Schollmann advised the Company on the purchase
of 200 shares of the Company on Dec. 20, 2018 at a price of
€ 17.64 with an aggregated volume of € 3,528.

 Dr. Matthias Schollmann advised the Company on the purchase
of 100 shares of the Company on Dec. 20, 2018 at a price of
€ 17.56 with an aggregated volume of € 1,756.

Corporate Governance Declaration

The Declaration of Conformity with the German Corporate Gover-

nance Code (GCGC) required under Section 161 of the German

Stock Corporation Act (AktG) was most recently submitted on Mar.

1, 2019, and is available to shareholders on a permanent basis on
the company’s website (https://www.paragon.ag/).

Delbrick, March 27, 2019

paragon GmbH & Co. KGaA

The Management

Sl

Dr. Stefan Schwehr

WM @WW ﬁaé/a?lw S55llidrin

Klaus Dieter Frers Dr. Matthias Schollmann

Chairman
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Independent Auditor’'s Report

Independent Auditor’s Report
paragon GmbH & Co. KGaA, Delbriick, Germany

REPORT ON THE AUDIT
OF THE CONSOLIDATED FINANCIAL STATEMENTS
AND THE COMBINED MANAGEMENT REPORT

Audit Opinions

We have audited the consolidated financial statements
of paragon GmbH & Co. KGaA and its subsidiaries (the
Group), which comprises the consolidated balance sheet
as of December 31, 2018, the consolidated statement of
comprehensive income (incl. the consolidated income
statement), the consolidated statement of changes in
equity and the consolidated cash flow statement for the
fiscal year starting January 1 and ending December 37,
2018, as well as the notes to the consolidated financial
statements, including a summary of important accoun-
ting policies. We have also audited the combined ma-
nagement report of paragon GmbH & Co. KGaA for the
fiscal year from January 1to December 31, 2018.

In our opinion, based on the findings of our audit,

« the enclosed consolidated financial statements comply
with IFRS as adopted by the EU and the additional re-
quirements pursuant to Section 315e (1) of the German
Commercial Code (HGB), and provide a true and fair
view of the net assets and financial position of the
Group as of December 31, 2018, as well as its earnings
for the fiscal year starting January 1 and ending De-
cember 31, 2018, in accordance with these require-
ments.

The enclosed combined management report provides
a suitable view of the Group's position. The combined
management report is consistent with the consolida-
ted financial statements, complies with all statutory re-
gulations and suitably presents the opportunities and
risks of future development. Our audit opinion regar-
ding the combined management report does not co-
ver the contents of the corporate governance state-

ment pursuant to Section 315d in conjunction with
Section 289f (2) and (5) HGB.

Pursuant to Section 322 (3) sentence 1 HGB, we declare
that our audit has not led to any objections to the regu-
larity of the consolidated financial statements and the
combined management report.

Basis for the Audit Opinions

We conducted our audit of the consolidated financial
statements and the combined management report in
accordance with Section 317 HGB and the EU Audit Re-
gulation (no. 537/2014, referred to subsequently as “EU
Audit Regulation”) and in compliance with German ge-
nerally accepted standards for the audit of financial
statements promulgated by the Institut der Wirtschafts-
prufer [Institute of Public Auditors in Germany] (IDW).
Our responsibilities according to those requirements are
further described in the “Auditor’'s Responsibility for the
Audit of the Consolidated Financial Statements and the
Combined Management Report” section of our auditor’s
report. We are independent of the Group companies in
accordance with the requirements of European law and
German commercial law and professional rules of con-
duct, and we have fulfilled our other German professio-
nal responsibilities in compliance with these require-
ments. In addition, in accordance with Article 10 (2) point
(f) of the EU Audit Regulation, we declare that we have
not provided any non-audit services prohibited under
Article 5 (1) of the EU Audit Regulation. We believe that
the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinions on
the consolidated financial statements and the combined
management report.

Key Audit Matters in the Audit
of the Consolidated Financial Statements

Key audit matters are those matters that, in our profes-
sional judgment, were of most significance in our audit
of the consolidated financial statements for the fiscal ye-
ar from January 1to December 31, 2018. These matters
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were addressed in the context of our audit of the conso-
lidated financial statements as a whole and in forming
our audit opinion thereon; we do not provide a separa-
te audit opinion on these matters.

Our presentation of these key audit matters has the fol-
lowing structure:

1. Specific matter and problem
2. Audit approach and findings
3. Further information

I. Acquisition of subsidiaries

1. In fiscal year 2018, the company acquired 82.0% of the
shares in paragon semvox GmbH, 100.0% of the sha-
res in paragon electroacoustic GmbH, 100% of the
shares in ACCURATE - Smart Battery Systems — GmbH
and 100.0% of the shares in Concurrent Design, Inc.
Due to the significant overall effects of these transac-
tions on the Group’s net assets and financial position,
acquisitions were particularly important for the purpo-
se of our audit.

2.Within the scope of our audit of these company
acquisitions, we initially inspected and reviewed the
underlying contractual agreements and reconciled the
purchase price paid in return for the shares received
with the proofs of payments that we received. For the
company acquisitions, we audited the preliminary pur-
chase price allocations by reviewing the initial data ap-
plied for the remeasurement of assets and liabilities as
well as the underlying assumptions. Our audit activi-
ties have not given rise to any objections regarding
the balance-sheet recognition of these company
acquisitions.

3.The company’s key disclosures regarding the effects
of its acquisition of subsidiaries are provided in the
notes to the consolidated financial statements, in
sections "7) Scope of consolidation” and “24) Financial
assets.”

Il. Measurement of Capitalized Development Costs

1. As of December 31, 2018, the Group has reported ca-
pitalized development work in its balance sheet as in-
tangible assets in the amount of € 52,412 thousand.
Due to the significant overall effects of this item on the
Group's net assets and earnings and the complexity of
accounting and measurement, the capitalized deve-
lopment costs were particularly important for the pur-
pose of our audit.

2.Within the scope of our audit of the capitalized deve-
lopment costs, on a test basis we conducted disclosu-
re-related audit activities and a system audit in order
to review the measurement of capitalized develop-
ment costs. We reviewed the methodological ap-
proach applied in the measurement of capitalized de-
velopment costs and evaluated this calculation in
terms of its amount. For this purpose, for the selected
samples the project documentation was analyzed, dis-
cussions were held with the project manager responsi-
ble and the related planned profit contribution calcu-
lation was analyzed. Our audit activities have not
given rise to any objections regarding the balance-
sheet recognition of the development work capitali-
zed.

3.The company’s key disclosures concerning the effects
of the capitalization of development costs are inclu-
ded in the notes to the consolidated financial state-
ments, mainly in the following sections: “(9) Descripti-
on of Accounting Policies and Measurement Methods
— Intangible Assets,” “(10) Use of Estimates and As-
sumptions — Capitalized Development Costs,” "(13) Ot-
her Own Work Capitalized” and “(21) Intangible As-
sets.”
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Other Information

The company’s legal representatives and Supervisory
Board are responsible for the other information. This ot-
her information comprises the declaration provided in
the section "Corporate Governance Statement Pursuant
to Section 315d in Conjunction With Section 289f (1) of
the German Commercial Code (HGB)" and in the “Sus-
tainability Report” in the combined management report,
as a component of the combined management report
whose contents have not been audited.

This other information likewise includes the remaining
parts of the Annual Report, with the exception of the au-
dited consolidated financial statements, the audited
combined management report and our auditor’s report,
and also

« the assurance provided by the company’s legal repre-
sentatives under Section 264 (2) sentence 3 HGB con-
cerning the annual financial statements and the assu-
rance under Section 289 (1) sentence 5 HGB regarding
the combined management report,

« the corporate governance report pursuant to no. 3.10
of the German Corporate Governance Code and

- other sections of the Annual Report of paragon GmbH
& Co. KGaA, Delbrtick, for the fiscal year ending De-
cember 31, 2018, which did not require auditing.

Our audit opinions on the consolidated financial state-
ments and the combined management report do not
cover this other information, and consequently we do
not express an audit opinion or any other form of audit
conclusion thereon.

In connection with our audit, our responsibility is to read
this other information and, in so doing, to consider
whether this other information

« is materially inconsistent with the consolidated financi-
al statements, the combined management report or

our knowledge obtained in the audit, or

* otherwise appears to be materially misstated.
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Responsibility of the Company’s Legal
Representatives and the Supervisory Board
for the Consolidated Financial Statements
and the Combined Management Report

The company’s legal representatives are responsible for
the preparation of the consolidated financial statements
that comply with the IFRS as adopted by the EU as well
as the German supplementary statutory regulations ap-
plicable under Section 315e (1) HGB in all significant re-
spects and for ensuring that the consolidated financial
statements provide a true and fair view of the net assets,
financial position and earnings of the Group in accor-
dance with these provisions. In addition, the company’s
legal representatives are responsible for such internal
control as they have determined necessary to enable the
preparation of consolidated financial statements that
are free from material misstatement, whether due to
fraud or error.

In preparing the consolidated financial statements, the
company’s legal representatives are responsible for as-
sessing the Group's ability to continue as a going con-
cern. They are also responsible for disclosing, as applica-
ble, matters related to going concern. In addition, they
are responsible for financial reporting based on the
going concern basis of accounting unless there is an in-
tention to liquidate the Group or to cease operations, or
there is no realistic alternative but to do so.

Furthermore, the company’s legal representatives are
responsible for the preparation of the combined ma-
nagement report that, as a whole, provides an appro-
priate view of the Group’s position and is, in all material
respects, consistent with the consolidated financial
statements, complies with German legal requirements,
and appropriately presents the opportunities and risks
of future development. In addition, the company’s legal
representatives are responsible for such arrangements
and measures (systems) as they have considered neces-
sary to enable the preparation of a combined manage-
ment report that is in accordance with the applicable
German legal requirements, and to be able to provide
sufficient appropriate evidence for the assertions in the
combined management report.

The Supervisory Board is responsible for overseeing the
Group's financial reporting process for the preparation
of the consolidated financial statements and the combi-
ned management report.
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Auditor’s Responsibility for the Audit
of the Consolidated Financial Statements
and the Combined Management Report

Our objectives are to obtain reasonable assurance
about whether the consolidated financial statements as
a whole are free from material misstatement, whether
due to fraud or error, and whether the combined ma-
nagement report as a whole provides an appropriate
view of the Group's position and, in all material respects,
is consistent with the consolidated financial statements
and the knowledge obtained in the audit, complies with
German legal requirements and appropriately presents
the opportunities and risks of future development, as
well as to issue an auditor’s report that includes our au-
dit opinions on the consolidated financial statements
and the combined management report.

Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance
with Section 317 HGB and the EU Audit Regulation and
in compliance with German generally accepted stan-
dards for the audit of financial statements promulgated
by IDW will always detect a material misstatement. Miss-
tatements can arise from fraud or error and are conside-
red material if, individually or in the aggregate, they
could reasonably be expected to influence the econo-
mic decisions of users made on the basis of these con-
solidated financial statements and this combined ma-
nagement report.

We exercise professional judgment and maintain pro-
fessional skepticism throughout the audit. We also:

* Identify and assess the risks of material misstatement
in the consolidated financial statements and the com-
bined management report, whether due to fraud or
error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is suffi-
cient and appropriate to provide a basis for our audit
opinions. The risk of not detecting a material misstate-
ment resulting from fraud is higher than for one resul-
ting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the over-
ride of internal control.

Obtain an understanding of internal control relevant to
the audit of the consolidated financial statements and
of arrangements and measures relevant to the audit of
the combined management report, in order to design

audit procedures that are appropriate in the circums-
tances, but not for the purpose of expressing an audit
opinion on the effectiveness of these systems.

Evaluate the appropriateness of accounting policies
used by the company’s legal representatives and the
reasonableness of estimates made by the company’s
legal representatives and related disclosures.

Draw conclusions regarding the appropriateness of
the company’s legal representatives’ use of the going
concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast sig-
nificant doubt on the Group's ability to continue as a
going concern. If we conclude that a material uncer-
tainty exists, we are required to draw attention in the
auditor’s report to the related disclosures in the conso-
lidated financial statements and in the combined ma-
nagement report or, if such disclosures are inadequa-
te, to modify our respective audit opinions. Our
conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future
events or conditions may cause the Group to cease to
be able to continue as a going concern.

Evaluate the overall presentation, structure and con-
tent of the consolidated financial statements, including
the disclosures, and whether the consolidated financial
statements present the underlying transactions and
events such that the consolidated financial statements
give a true and fair view of the net assets, financial po-
sition and earnings of the Group in compliance with
IFRS as adopted by the EU and the additional require-
ments of German commercial law pursuant to Section
315e (1) HGB.

Obtain sufficient appropriate audit evidence regarding
the financial information of the entities or business
activities within the Group to express audit opinions on
the consolidated financial statements and the combi-
ned management report. We are responsible for the
direction, supervision and performance of the audit of
the consolidated financial statements. We remain sole-
ly responsible for our audit opinions.

Evaluate the consistency of the combined manage-
ment report with the consolidated financial state-
ments, its conformity with German law and the view of
the Group's position that it provides.
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* Perform audit procedures regarding the prospective
information presented by the company’s legal repre-
sentatives in the combined management report. On
the basis of sufficient appropriate audit evidence we
evaluate, in particular, the significant assumptions
used by the company’s legal representatives as a basis
for the prospective information, and evaluate whether
this prospective information has been properly derived
from these assumptions. We do not express a separate
audit opinion on this prospective information and on
the assumptions used as a basis. There is a substantial
unavoidable risk that future events will differ materially
from the prospective information.

We discuss with those charged with governance regar-
ding, among other matters, the planned scope and ti-
ming of the audit and significant audit findings, inclu-
ding any significant deficiencies in internal control that
we identify during our audit.

We also provide those charged with governance with a
statement that we have complied with the relevant inde-
pendence requirements, and discuss with them any rela-
tionships and other matters that may reasonably be
thought to bear on our independence, and where appli-
cable, the related safeguards.

On the basis of the matters discussed with the persons
charged with governance, we determine the matters
that were of most significance in the audit of the conso-
lidated financial statements for the current period under
review and are therefore the key audit matters. We des-
cribe these matters in our auditor’s report unless any law
or other regulation precludes public disclosure of this
matter.
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OTHER LEGAL AND REGULATORY REQUIREMENTS

Further Information Pursuant to Article 10
of the EU Audit Regulation

We were elected as the auditor of the consolidated fi-
nancial statements by the Annual General Meeting held
on May 8, 2018. We were engaged by the Supervisory
Board on December 19, 2018. We have audited the con-
solidated financial statements of paragon GmbH & Co.
KGaA without interruption since fiscal year 2013.

We declare that the audit opinions expressed in this au-
ditor’s report are consistent with the additional report to
the Supervisory Board pursuant to Article 11 of the EU
Audit Regulation (long-form audit report).

GERMAN PUBLIC ACCOUNTANT RESPONSIBLE
FOR THE AUDIT

The public accountant responsible for conducting the
audit is Christoph Tyralla.

Dusseldorf, March 27, 2019

Baker Tilly GmbH & Co. KG
Wirtschaftsprifungsgesellschaft
(Disseldorf)

Thomas Gloth

German public accountant

Christoph Tyralla

German public accountant
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Declaration by the Legal Representatives

We declare that to the best of our knowledge and in ac-
cordance with the applicable accounting principles, the
consolidated financial statements give a true and fair
view of the assets, financial position and earnings of the
Group, and that the combined management report

presents the development of business, including the
business results and the position of the Group, in such a
way that a true and fair view is conveyed and the signif-
icant opportunities and risks of the Group's foreseeable
development are described.

Wi doven Tallans SEstloaeoee Sl

Klaus Dieter Frers Dr. Matthias Schollmann

Chairman

Dr. Stefan Schwehr
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Financial Calendar

January 10/11, 2019

ODDO BHF Forum, Lyon

February 19/20, 2019

ODDO BHF German Conference, Frankfurt am Main

April 1, 2019 Annual Report - Consolidated Financial Statements 2018
April 3-5, 2019 Bankhaus Lampe German Conference, Baden-Baden
May 13, 2019 Interim Release as of March 31, 2019 - First Quarter

May 13/14, 2019

Equity Forum Spring Conference, Frankfurt am Main

May 15, 2019

Annual General Meeting, Delbriick

June 12, 2019

quirin Champions Conference, Frankfurt am Main

August 22, 2019

Interim Report as of June 30, 2019 - First Half Year

November 14, 2019

Interim Release as of September 30, 2019 — Nine Months

November 25-27, 2019

Eigenkapitalforum, Frankfurt am Main
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