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For over 115 years, Knorr-Bremse has been shaping the future of mobility as

a major innovator of sustainable system solutions. We are the global market
leader in braking and other systems for rail and commercial vehicles, and play
a major role in improving safety, efficiency and reliability on road and rail.

Divisions

As global market leader in braking and other systems for rail and commercial
vehicles, Knorr-Bremse is a supportive partner to vehicle manufacturers and
operators. The Company also holds leading positions in the markets for other
systems, including entrance and HVAC systems for rail vehicles, and driver
assistance systems for commercial vehicles.

Knorr-Bremse Worldwide

29’ 5 00 employees
1 0 0 at over one hundred locations
3 O in more than thirty countries




Key performance indicators

2020 2019 +/-
Revenues In € million 6,156.7 6,936.5 -11.2%
EBITDA In € million 1,106.9 1,328.7 -16.7%
EBITDA margin % 18.0 19.2
EBIT In € million 814.0 1,062.9 -23.4%
EBIT margin % 13.2 15.3
EBT In € million 750.6 907.1 -17.3%
EBT margin % 12.2 13.1
Net income In € million 532.2 632.0 -15.8%
Return on sales after tax % 8.6 9.1
Earnings per share € 3.07 3.65 -15.8%
Incoming orders In € million 6,441.8 7,065.9 -8.8%
Order book (31.12.) In € million 4,977.0 4,692.0 +6.1%
Free Cash Flow In € million 687.3 860.6 -20.1%
Operating Cash flow In € million 1,036.0 985.8 +5.1%
Capital expenditure In € million 341.7 331.8 +3.0%
Capital expenditure in % of sales % 5.6 4.8
R&D costs In € million 396.4 396.9 -0.1%
R&D costs in % of sales % 6.4 57
Total assets In € million 7,390.0 6,846.8 +7.9%
Equity In € million 1,921.7 1,901.5 +1.1%
Equity ratio % 26.0 27.8
ROCE % 25.6 34.1
Net Working Capital days' sales 43.6 42.0 +1.6
Knorr-Bremse share
Number of shares 161,200,000 161,200,000
Dividend per share € 1.52 1.80 -15.6%
Employees 29,714 28,905 +2.8%

: Rail
—g vehicle systems

2020 2019 +/-
Revenues In € million 3,336.8 3,656.1 -8.7%
EBITDA In € million 764.2 814.9 -6.2%
EBITDA margin % 229 223
Capital expenditure In € million 109.0 120.9 -9.8%
R&D costs In € million 202.6 210.0 -3.5%
R&D costs in % of sales % 6.1 5.7
Employees 16,074 16,094 -0.1%
d Commercial
o vehicle systems

2020 2019 +/-
Revenues In € million 2,819.4 3,280.2 -14.0%
EBITDA In € million 381.2 503.7 -24.3%
EBITDA margin % 13.5 15.4
Capital expenditure In € million 210.1 179.2 +17.2%
R&D costs In € million 194.0 187.0 +3.7%
R&D costs in % of sales % 6.9 5.7
Employees 12,871 12,084 +6.5%
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DRIVING INNOVATION

The ability to innovate is one of the most important engines behind
Knorr-Bremse’s achievements. Innovations constantly create new
opportunities for the Company as customer requirements change or
disruptive technology is introduced. Knorr-Bremse’s success in harnessing
this capacity to innovate is reflected by the 11,000 or so individual patents
currently held or applied for, and by the fact that the Company has
produced so many industry-defining innovations in the rail vehicle and
commercial vehicle sectors.

Even in Covid-ridden 2020, it was important to keep thinking of the future.
And by maintaining our high level of investment, this is precisely what we
did, reinvesting more that six percent of our annual revenues in research and
development. This is vital for maintaining the Company'’s future viability

and resilience. In effect, every innovation that is successfully launched on the
market has some kind of economic impact on the future, just as disruptive
technologies open up excellent opportunities for new business models. We
are ideally equipped to take advantage of such disruptions thanks to our
highly qualified workforce, our efficient processes, our agile working practices
- and our focus on the megatrends of our time: urbanization, sustainability,
digitalization and mobility. These are precisely the areas that are experiencing
above-average growth, and where our development work is paying off.

This approach also helps to explain why the Group’s business performance
was exceptionally solid in 2020, the year of the pandemic. As we face the
future, we continue to keep a tight grip on the key to this success: the ability
to influence society-defining trends while swiftly adapting to changing
circumstances.
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Heinz Hermann Thiele

Born in Mainz on April 2, 1941,
passed away in Munich on February 23, 2021.

Heinz Hermann Thiele was one of Germany’s leading entrepreneurs and business
personalities. In pursuit of his entrepreneurial vision, he built up the Knorr-Bremse
Group into a globally successful corporation over a period of more than 35 years.

He began his career at Knorr-Bremse in 1969, working as a legal clerk in the Patent
department. In 1975, he was entrusted with the development and expansion of
the Commercial Vehicles division. In 1979, he was appointed to the Company’s
Executive Board, on which he served for 28 years. In 1985, he started steadily
acquiring the Group's shares and in 1987, was appointed Chief Executive Officer
of the Group. Between 2007 and 2016, Mr. Thiele served as Chair of the Super-
visory Board of Knorr-Bremse AG; he was appointed Deputy Chair in July 2020. In
2016, he was appointed Honorary Chair of the Supervisory Board.

Heinz Hermann Thiele devoted his entire life to the service of Knorr-Bremse, as
well as many other entrepreneurial and philanthropic projects. He leaves behind
an extraordinary — indeed, unique - life’s work.



— OBITUARY —
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Letter from the CEO

Deas M@@FS/

In February of this year, we had to make a sad announcement: Heinz Hermann Thiele,
for many years CEQ, Supervisory Board Chair and majority shareholder of Knorr-Bremse,

had passed away. One of Germany’s greatest entrepreneurs and business personalities,
Mr. Thiele devoted his whole life to the service of Knorr-Bremse with unflagging zeal

and personal commitment. A visionary entrepreneur, Mr. Thiele placed the management of
the Company in the hands of an external management team nearly 15 years ago. He was
also behind Knorr-Bremse’s IPO in 2018 — another important step toward safeguarding the
Company's future. Together with the Supervisory Board and workforce, the Executive Board
continues to ensure that Knorr-Bremse pursues a successful growth trajectory today, very
much in the spirit of Mr. Thiele.

The past fiscal year was dominated by the Covid-19 pandemic, affecting all of us. It became
clear at an early stage that 2020 would present serious challenges, and indeed it did. As a
company, we weathered this year of crisis comparatively well, thanks to the resilience and
solidity of our business model. This was primarily due to the measures we took, at very
short notice, to safeguard our ability to deliver products and services to our customers, while
at the same time making the protection of our employees’ health our very top priority. Even
so, we did not entirely escape the pandemic’s negative impact on businesses and markets.
Plant closures by customers, reduced traffic levels and severe restrictions on mobility all
served to constrain our business development.

Despite these constraints, Knorr-Bremse made some significant progress last year in terms of
business development. Following the acquisition of R.H. Sheppard in the USA, our CVS
division has become one of the world’s three leading suppliers of steering systems for com-
mercial vehicles. The acquisition also created a platform for turning the division into a global
systems supplier of integrated steering and braking solutions. In turn, these will form the basis
of future driver assistance and highly automated driving systems. And in November,
Knorr-Bremse and Schmitz Cargobull further cemented their long-standing partnership as
joint developers of technologies for the future by signing a multi-year agreement for the
supply of trailer braking and chassis control solutions. Our RVS division also consolidated its
market-leading position last year, as customers placed a series of major orders. Siemens,

for example, ordered entrance systems for 94 trains intended for London Underground'’s
legendary "Tube” metro system. And in April 2020, even as the first wave of the pandemic
reached its height, we received an order from Russian train manufacturer Transmashholding
in Egypt to supply braking systems for some 1,300 passenger cars.

The entire Executive Board is very proud of the strong performance and high levels of
motivation shown by the Company’s workforce as a whole over the last 12 months, despite
the challenges we all had to deal with. All of our employees remain very focused and
committed in their work for our customers and Knorr-Bremse as a company. We believe these
efforts are exceptional and would like to thank our 29,500 employees in the warmest possible
terms.

LETTER FROM THE CEO



KNORR-BREMSE ANNUAL REPORT 2020 LETTER FROM THE CEO

»Our equity strategy
is based on two key
principles: growing
more rapidly than
our target markets,
and ensuring that our
business model and
profitability remain
highly resilient. «

— Dr. Jan Mrosik Chief Executive Officer

Our equity strategy is based on two key principles: growing more rapidly than our target
markets, and ensuring that our business model and profitability remain highly resilient. Last
year, we were able to demonstrate just how dependable these principles are. While our
revenues, at € 6.16 billion, were down by around 11% on the previous year, they still came in
at the upper end of the forecast range for fiscal 2020.

As a result of the Covid-19 pandemic and its impact on our target markets, both divisions
reported a decline in revenues for the past fiscal year. Our RVS division’s revenue fell by -8.7%
to € 3,337 million, essentially due to the drop in levels of business with rail vehicle manu-
facturers across all regions. While declining business volumes caused EBITDA to fall by 6.2%,
high-margin earnings contributions by our aftermarket business, coupled with the impact
of our Covid-19 action program, raised our EBITDA margin on revenues to 22.9% from 22.3%
in the previous year. At € 2,819 million, our CVS division’s revenue was also down by around
14.0%, primarily as a result of a global decline in truck production that impacted Knorr-Bremse
revenues in North America and Europe in particular. Similarly, EBITDA fell by 24.3% due to
the drop in business volume. The EBITDA margin was 13.5%, compared with 15.4% in 2019.

07
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However, thanks to our swift response and implementation of cost-cutting measures right
at the start of the pandemic, we were able to ensure that margins remained high across
both divisions. At Group level, we ultimately exceeded the EBITDA margin predicted for 2020,
achieving 18.0%. In view of these results, the Executive Board and Supervisory Board will
be putting a proposal for the distribution of a € 1.52 dividend per share before the Annual
General Meeting.

Assuming that political and macroeconomic conditions remain stable, and that the Covid-19
pandemic produces no further setbacks, we are expecting to see revenues of € 6.5-6.9 billion
for fiscal 2021, together with an EBITDA margin of 17.5-19.0% and an EBIT margin of between
13.0% and 14.5%.

Quality and innovation are what set Knorr-Bremse apart and make us such a strong partner

to our customers. Indeed, we owe the resilience of our business activities to our capacity to
innovate, through which we are able to contribute solutions to major societal challenges.
Thus we develop products that improve travel safety and reduce emissions. By doing so, we
support the global transition to greener, more sustainable forms of mobility, and are proud

to be a key partner and enabler of this crucial trend. Our business activities will benefit from
the EU's stated objective to become climate-neutral by 2050, because the rail industry is an
important cornerstone of this initiative. Major trends that are even now shaping the future,
including e-mobility and self-driving trucks, will have the greatest impact on truck markets
over the next few years.

Even in challenging times, it is important to invest in innovation, digitalization and new
business models. Consequently, we invested around € 400 million or 6.4% of our revenues
in our research and development activities last year. Key innovations by our RVS division
included, for example, our new cleanlair] HVAC systems, which help to keep passengers safe
in trains by providing smart air distribution, together with air filtering and purification systems.
Further details of Knorr-Bremse’s broad-based achievements as an innovator appear in our
“Driving Innovation” magazine. Published alongside our annual report, the magazine also
introduces you to the people behind Knorr-Bremse's systems.

As you can see, Knorr-Bremse’s two divisions are ideally positioned for future success. We
will play a leading role in these future developments while continuing to pursue our
profitable growth strategy. And we look forward to the pleasure of your company on our
journey!

Munich, March 30, 2021

Dr. Jan Mrosik
Chief Executive Officer

LETTER FROM THE CEO



-

The Executive Board

Dr. Peter Laier Dr. Jan Mrosik

Executive Board Member Chief Executive Officer
Commercial Vehicle IT, HR, Strategy,

Systems Division Communications, Internal Audit

Frank Markus Weber
Executive Board Member
Finance, Controlling,
Legal, Sustainability

Please note: this photo shoot was held in stringently hygienic conditions, as required

by the Company’s own Covid-19 action program.
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Dr. Jiirgen Wilder
Executive Board Member
Rail Vehicle Systems
Division
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Report of the
Supervisory Board

Yeor Merdioldin,

We would like to preface the Report of the Supervisory Board for the past fiscal year with a
few words in memory of Heinz Hermann Thiele, who passed away on February 23, 2021, just
months before his 80th birthday.

The Supervisory Board mourns his loss, both as Deputy Chair and as a member of the Executive
Committee. Upon the outbreak of the coronavirus pandemic, he once again showed his selfless
devotion and passionate commitment to our Company by rising to the occasion and advising
us how best to tackle the economic impact of the Covid-19 crisis on Knorr-Bremse AG. Thanks
to his knowledge of our markets, customers and business partners, his advice proved as wise
and prudent as ever, to the benefit of the Company and our employees.

For over five decades, Knorr-Bremse and Heinz Hermann Thiele were effectively one and the
same thing. He left us an extraordinary legacy —an obligation which the Supervisory Board
willingly acknowledges and accepts: to continue to lead the Company forward into a success-
ful future. On March 3, 2021, at our first meeting after his death, his place at the Supervisory
Board table was left empty and we took the opportunity, in silence, to thank a great entrepre-
neur and human being, and to express to his family our grief and heartfelt condolences.

As Chair of the Supervisory Board, | am pleased to present the Report of the Supervisory
Board for the fiscal year just ended.

To a historically unprecedented degree, 2020 was dominated by the global economic impact
of the Covid-19 pandemic. Managing the crisis created major challenges for the senior manage-
ment and the entire management team, and the Supervisory Board was intensively involved
on many occasions. The preliminary results published on March 4, 2021 show that so far we
succeeded in steering the Company safely and profitably through the greatest economic
crisis of recent decades. Nevertheless, it is a crisis which continues to make great demands
not only of Knorr-Bremse’s management teams and workforce, but also of our shareholders,
suppliers, customers and competitors. The economic impact and structural ramifications are
only now beginning to emerge.

On behalf of the Supervisory Board, | would like to express our heartfelt thanks to Dr. Mérsdorf,
Mr. Télsner and Mr. Weiberg, who have been members of the Supervisory Board since 2009
and 2013 respectively, and who stepped down from the board following the Annual General
Meeting on June 30, 2020. The high level of technical expertise they brought to the table
made a significant contribution to Knorr-Bremse’s success, and their personalities also en-
riched the work of the Supervisory Board. To replace them as shareholder representatives,
Heinz Hermann Thiele, Dr. Thomas Enders and Dr. Theodor Weimer were elected to the
Supervisory Board. When selecting candidates, we used the Supervisory Board's skills profile
as our guideline, the goal being to recruit a diverse range of members covering a wide range of
competencies. | firmly believe that with Mr. Thiele, Dr. Enders and Dr. Weimer, we have succeed-
ed in attracting eminently suitable and highly qualified candidates to join our Supervisory
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Professor Dr. Klaus Mangold,

Chair of the Supervisory Board

Board. Not only Dr. Enders and Dr. Weimer will be on hand to give valuable advice to
Knorr-Bremse AG and the Executive Board in the current challenging circumstances, they will
also help us grasp the opportunities lying ahead. The five-year term of office of the Super-
visory Board ends - for all Supervisory Board members - at this year’s Annual General Meet-
ing on May 20, 2021. We will set down the candidates we are proposing as shareholder repre-
sentatives on the new Supervisory Board in our invitation to the Annual General Meeting,
which will be sent out in early April.

The Company assists members of the Supervisory Board by providing a detailed and suitable
induction course, as well as subsequent training and professional development; the Company
also covers the associated costs. Following the appointment of Dr. Enders and Dr. Weimer,
a standard half-day personal onboarding session was held in early September, with all members
of the Executive Board in attendance. The session provided the newly elected Supervisory
Board members with a complete overview of the Company and our global structures, as well
as our operating activities and the products of our two divisions. For familiarization purposes,
newly appointed Supervisory Board members are also given the minutes of all meetings held
over the preceding 12 months, together with the Company’s current Corporate Governance
documentation. The Supervisory Board conducts regular reviews to establish how effectively
it is fulfilling its duties in both plenary sessions and committee meetings. For the first time, we
will be conducting an external efficiency review in spring 2021. This will include all members
of the Executive Board and Supervisory Board, as well as the Head of our Corporate Office.

Cooperation Between the Supervisory Board and the Executive Board

The Supervisory Board performed its duties with diligence and due care as required by law,
the Company'’s Articles of Association and the Supervisory Board'’s rules of procedure. The
challenges thrown up by the Covid-19 pandemic required particularly close and regular ex-
changes between the Supervisory Board and the Executive Board. The Supervisory Board not
only advised the Executive Board on fundamental operational matters, liquidity manage-
ment and cost reduction, it also gave advice on matters relating to the health and safety of
employees.
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In addition, the Supervisory Board advised the Executive Board on managing the Company,
preparing and implementing acquisitions and disposals, and on other strategic projects such
as the closure of the Wiilfrath plant. At the same time, the Supervisory Board monitored the
Executive Board's business management with the aid of regularly updated reports on busi-
ness performance, planning and the risk situation. At all times, the Supervisory Board was
guided by the principles of good and responsible corporate governance. In terms of super-
vision and advice, it focused primarily on ensuring that the management of business operations
and the Group as a whole was lawful, proper, effective and commercially robust. The individ-
ual advisory and oversight duties of the Supervisory Board are set out in the procedural rules
of the Supervisory Board and the Executive Board. In accordance with the latter, the Super-
visory Board is, for instance, closely involved in the business planning and review of strategic
projects and issues. The rules include a list of specific Executive Board decisions that require
the consent of the Supervisory Board, some of which call for detailed scrutiny in advance and
require consideration of complex facts and circumstances from a supervisory and advisory
perspective, according to strict rules of members’ own business judgement. Several matters
requiring its approval were brought before the Supervisory Board in fiscal 2020.

The Executive Board provided the Supervisory Board with regular, timely and comprehensive
information at and between meetings in written and oral reports. These reports encom-
passed all material facts relating to the Group’s strategic development, planning, business
performance and financial position during the year, as well as details of the Group’s risk situation
and risk management, compliance (cf. p. 204 of the Annual Report), Knorr-Bremse AG's direct
competitors (peers), the Group's position on the capital market — including the expectations of

1.01 Supervisory board members’ attendance at meetings in fy 2020

Supervisory Executive Audit Nominations
Name Board (plenary) Committee Committee Committee
Professor Dr. Klaus Mangold (Chair) 12(12) 14 (14) 9(9) 1(1)
Kathrin Dahnke (Deputy Chair until June 30) 10(12) 5(6) 9(9) 1(1)
Dr. Thomas Enders (from June 30) 5(6)
Dr. Wolfram Mérsdorf (until June 30) 6 (6)
Heinz Hermann Thiele (Deputy Chair from
June 30 until February 23,2021) 5(6) 8(8)
Julia Thiele-Schirhoff 11(12) 1(1)
Wolfgang Télsner (until June 30) 6 (6)
Georg Weiberg (until June 30) 6 (6)
Dr. Theodor Weimer (from June 30) 6 (6)
Franz-Josef Birkeneder (Deputy Chair) 12(12) 14 (14) 9(9)
Michael Jell 12 (12) 14 (14)
Werner Ratzisberger 12(12) 9(9)
Annemarie Sedimair 12(12)
Erich Starkl 12(12)
Glinter Wiese 11(12)
Meeting attendance as % 96.53% 98.21% 100% 100%

(In brackets: number of meetings during the term of office of the respective Supervisory Board or committee member)
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analysts and investors — and current events. With the Executive Board, we discussed all
significant business transactions and the Company’s ongoing development. The Supervisory
Board was involved in a timely manner in all decisions of fundamental importance to the
Company. We were also swiftly informed of any urgent matters arising between scheduled
meetings. Similarly, between meetings of the Supervisory Board, as Chair of the Supervisory
Board | was also regularly updated by the Executive Board - in an in-depth, intensive dialogue
- on the current business situation of and key developments within the Company. | also held
regular discussions with major investors on matters of importance to the Supervisory Board.

We recorded a consistently high participation rate at our meetings during fiscal 2020. The
average attendance at plenary Supervisory Board meetings was 96.53%. Only four Supervisory
Board members were unable to attend one or two meetings each out of a total of twelve. The
attendance table below, which shows almost 100% participation in meetings by members of
the Supervisory Board and its committees, attests to their high level of commitment to the
Supervisory Board's work.

Any Supervisory Board or committee members who were unable to attend meetings partici-
pated in the voting by means of notices in writing or proxies. The timely advance distribution
of documents by the Executive Board facilitated preparation for meetings by Supervisory
Board members and largely obviated the need for handouts on the day.

Deliberations in the Supervisory Board and its Committees

Meetings and resolutions of the plenary board are prepared by the Executive Committee and
the Audit Committee. The Supervisory Board previously set up a Mediation Committee, but
there was no need to convene it during the reporting period. In the first half of the year, the
Nominations Committee was regularly involved in searching for and selecting suitable candi-
dates for election as shareholder representatives at the Annual General Meeting in June 2020.
As Chairs of the Audit Committee and Executive Committee respectively, Ms. Dahnke and
| regularly submitted detailed reports to the Supervisory Board. The main matters covered
are set out below.

Prior to Supervisory Board meetings, shareholder representatives and employee representa-
tives regularly met in separate preliminary briefings, which were on occasion also attended
by the CEO and other Executive Board members.

Key Topics Discussed by the Supervisory Board

The Supervisory Board met for a total of twelve meetings during the reporting period. These
were mostly held as physical meetings in Munich and Aldersbach - observing all applicable
social distancing and hygiene rules - and occasionally also as videoconferences. The Super-
visory Board also regularly met without members of the Executive Board present. Here is a
summary of the main topics of discussion at the meetings:

1. On March 2, 2020, the Supervisory Board deliberated on performance-related and maxi-
mum compensation for serving Executive Board members for fiscal 2020, as well as appro-
priate STI financial targets and strategic EPS targets for the new share-based long-term
incentive. The new remuneration system for the Executive Board was submitted for the
Annual General Meeting’s approval on June 18, 2020 and described in detail in the rele-
vant AGM invitation. Details of the new remuneration system are also described in the
Compensation Report (starting on page 58 of the Annual Report).
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The Supervisory Board also appointed Frank Markus Weber as a member of the Executive
Board for a period of three years with effect from July 1, 2020. Taking over as CFO from
Ralph Heuwing, who departed the Company with effect from April 30, 2020, Mr. Weber is
responsible for Corporate Accounting/Taxes, Corporate Controlling, Corporate Risk Man-
agement, Corporate Treasury, Corporate Legal, Compliance & Patents, Investor Relations,
Corporate M&A, Corporate Responsibility, and Corporate Real Estate Management. Bernd
Eulitz assumed the duties of CFO during the interim period between May 1 and June 30,
2020.The Supervisory Board has found an excellent successor in Mr. Weber. Most recently,
Mr. Weber held senior executive positions in the Daimler Group, where he was involved in
numerous major business decisions. Thanks to his tenure as CFO at both Mitsubishi Fuso
Truck & Buses in Tokyo, Japan, and Daimler Trucks Asia, he possesses in-depth knowledge
and experience of international controlling and M&A, as well as restructuring projects.

. At extraordinary meetings held on March 27 and April 7, 2020, the Supervisory Board

repeatedly held in-depth discussions of the impact of the Covid-19 pandemic on the
Company’s business situation, the countermeasures developed and implemented by
the Executive Board, and the crisis projection scenarios also developed by the Executive
Board. Along with measures to shore up liquidity by securing further credit facilities and
cutting costs by, for example, temporarily introducing short-time working in both divisions
and on all the Company’s sites in Germany, discussions centered on how best to protect
the Company and its employees and actively manage supply chains to safeguard delivery
capacity to customers at all times.

. On April 21, 2020, the Supervisory Board considered the results of the audit of the annual

financial statements and the Executive Board’s proposal for the distribution of net earn-
ings in the form of a dividend for fiscal 2019 of €1.80 per share. The Board also deliberated
on other resolutions for submission to the Annual General Meeting, specifically an amend-
ment to the Company'’s Articles of Association to implement the statutory transparency
and disclosure requirements of the Second Shareholder Rights Directive (ARUG ll), the
approval of the remuneration system, and the nomination of Mr. Thiele, Dr. Enders and
Dr. Weimer as members of the Supervisory Board. These resolutions were formally ap-
proved on May 7, 2020, in line with the Audit Committee’s recommendation. | would like to
take this opportunity to again expressly thank Dr. Mérsdorf, Mr. Télsner and Mr. Weiberg,
who left the Supervisory Board on June 30. In addition, the meeting focused on the
Supervisory Board's (renewed) discussion of the economic consequences of the Covid-19
pandemic and the status of countermeasures, along with various strategic issues such as
the restructuring of the Wiilfrath plant, the post-merger integration (PMI) status of the
minority stakes in startups Rail Vision and Railnova acquired by the RVS division, and the
PMI status of the commercial vehicle steering systems business acquired from Hitachi in
early 2019.

. At the Supervisory Board meeting on May 7, 2020, as well as nominating the three share-

holder representatives as discussed above, the Board resolved to revise the Supervisory
Board'’s rules of procedure to reflect amendments to the German Corporate Governance
Code (GCGC) which came into force in March, as well as the statutory provisions of ARUG Il
and an amendment to the German Federal Financial Supervisory Authority’s (BaFin)
issuer guidelines. The Supervisory Board'’s rules of procedure can be viewed on the
Knorr-Bremse AG website under Corporate Governance.

REPORT OF THE SUPERVISORY BOARD
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5. At its meeting on June 29, 2020, the Supervisory Board focused on preparations for the
virtual Annual General Meeting to be held the following day. Directly after the General
Meeting, the Supervisory Board elected Heinz Hermann Thiele as Deputy Chair to succeed
Ms. Dahnke. In this role, Mr. Thiele is also a member of the Executive Committee. The com-
position of the Audit Committee (Kathrin Dahnke, Prof. Dr. Klaus Mangold, Franz-Josef
Birkeneder, Werner Ratzisberger) and Nominations Committee (Prof. Dr. Klaus Mangold,
Kathrin Dahnke, Julia Thiele-Schiirhoff) remain unchanged. The Audit Committee will
continue to be chaired by Ms. Dahnke in her capacity as a financial expert.

At the same June 29, 2020 meeting, the Supervisory Board also considered the economic
impact of the Covid-19 pandemic, the status of countermeasures, and various business
performance scenarios for the remainder of the year. As part of long-term liquidity and
financial planning, the Supervisory Board approved the reinstatement of the Debt Issu-
ance Program which allows Knorr-Bremse to issue its own bonds on the capital market.
The Supervisory Board also discussed PMI planning for the Sheppard acquisition, the
Company'’s global HR strategy, and the status of major legal disputes in which the KB
Group is involved.

6. On August 12, 2020, the Supervisory Board held a further extraordinary meeting to discuss
the early departure by mutual agreement of CEO Bernd Eulitz from the Executive Board.
The Supervisory Board conducted a detailed review of the contractual conditions of his
departure, the interim arrangements for assigning his responsibilities to the remaining
members of the Executive Board, and the relevant notification of the capital market.

7. As part of its annual two-day strategy meeting the Supervisory Board reviewed in Octo-
ber the strategic direction of the Knorr-Bremse Group’s two divisions and key innovation
projects. Discussions focused chiefly on the Knorr-Bremse Group’s global innovation
management, the digitalization of operational activities and products, plus the mainte-
nance and expansion of our market position in China in the light of the latter’s “autono-
mous policy”. As part of our sustainability strategy, the Supervisory Board decided to link
ESG criteria to the Executive Board'’s short-term variable remuneration (STI) with effect
from January 1,2022. The required changes to the remuneration system will be submitted

to this year’s Annual General Meeting for approval.

8. M&A and restructuring issues are a recurring topic at Supervisory Board meetings. On
October 15, 2020, the Supervisory Board considered the details of and responsibilities aris-
ing from the integration of U.S. steering systems manufacturer Sheppard, the closure and
winding up of the Wiilfrath plant, the arbitration proceedings with Robert Bosch, and the
quality strategy of the Rail division. The Supervisory Board further discussed the Group-
wide transition to IFRS-based accounting as a necessary prerequisite for the timely prepa-
ration of quarterly, half-yearly (interim) and annual financial statements. This has become
even more relevant as a result of impending changes to the DAX and MDAX indexes.

9. On November 4, 2020, the Supervisory Board appointed Dr. Jan Mrosik as a member of the
Executive Board and CEO for a period of three years with effect from January 1, 2021. The
appointment was the result of an intensive search based on a created search profile. By
virtue of his many years at Siemens AG, Dr. Mrosik possesses a great deal of experience in
managing complex business units. Moreover, he has extensive expertise in the areas of
automation and digitalization. As well as Corporate Strategy, Communications, Internal
Audit and Knorr Excellence, in his capacity as board member for labor relations Dr. Mrosik
is also responsible for Human Resources. As Chief Digital Officer and Chief Information
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Officer, he is further responsible for Digitalization, Corporate Information Technology, and
Business Services. On behalf of the Supervisory Board, | would like to express our thanks
to Dr. Laier, Mr. Weber and Dr. Wilder for overseeing these areas in the interregnum prior
to Dr. Mrosik’s assumption of his role.

10. Following extensive deliberations at its meeting on December 9, 2020, the Supervisory
Board approved the Executive Board'’s plan for fiscal 2021 and medium-term plan (2021-
2023) for the Group and both divisions. Dr. Laier and Dr. Wilder presented an overview of
current M&A activities to the Supervisory Board, together with plans for the implementa-
tion of the first tangible digitalization projects. The Supervisory Board also considered IT
security at Knorr-Bremse as well as areas where action may be needed, and then discussed
the key points of a possible employee share program. Finally, the Supervisory Board
approved the Executive Board’s revised areas of responsibility following the new CEO’s
appointment. A summary of the new areas of responsibility appears on page 204 of the
Corporate Governance Statement.

Executive Committee

The Executive Committee coordinates the work of the Supervisory Board, prepares its meet-
ings and supervises implementation of resolutions adopted by the Supervisory Board and its
committees. It is further charged with drafting resolutions on business dealings with Execu-
tive Board members pursuant to Section 112 AktG, with approving contracts with Supervisory
Board members in compliance with Section 114 AktG, and with long-term succession plan-
ning for the Executive Board, as well as preparations for the appointment of Executive Board
members (including the terms of their employment contracts). In matters falling within the
original remit of the Supervisory Board, the Executive Committee also decides on the deferral
of disclosures of insider information pursuant to Section 17 (4) of the Market Abuse Regula-
tion (MAR).

The Executive Committee met on a total of fourteen occasions during the reporting period,
in particular to prepare agendas for Supervisory Board meetings and resolutions requiring
Supervisory Board approval. In one urgent case, the Executive Committee took a decision
using the document circulation procedure. Whenever the Supervisory Board needed to
adopt a resolution, the Executive Committee concluded each of its meetings by making a
recommendation to the Supervisory Board. The Committee Chair regularly reported to the
Supervisory Board on the Executive Committee’s work.

The Executive Committee repeatedly considered the operational impact of the Covid-19
pandemic, the scenarios developed by the Executive Committee and the resulting measures
taken to protect employees and mitigate the damage to business activities.

Another high-priority issue that occupied the Executive Committee was the search for suc-
cessors for Mr. Heuwing as CFO and Mr. Eulitz as CEO. The Chair of the Supervisory Board
regularly updated members of the Executive Committee on the progress of the intensive se-
lection process and the interviews conducted to date, and involved the committee in the final
selection of the candidates. The evaluation of successor candidates for the two departing
Executive Board members was an important focus of the Presidium’s work. The Executive
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Committee also looked in detail at the conditions of departure for Mr. Heuwing and Mr. Eulitz,
the negotiations conducted with the two Board members, and the respective notifications of
the capital market.

The Executive Committee also reviewed personnel changes on the Supervisory Board that
came into effect at the 2020 Annual General Meeting.

The Executive Committee comprises the following members:

= Professor Dr. Klaus Mangold (Chair)

- Franz-Josef Birkeneder

= Kathrin Dahnke (until June 30, 2020)

» Heinz Hermann Thiele (from June 30, 2020 until February 23, 2021)
= Michael Jell

Audit Committee

The Audit Committee submits a recommendation to the Supervisory Board for the appoint-
ment of an auditor. It prepares Supervisory Board resolutions for the approval of the annual
financial statements, the proposed distribution of net earnings, and the Declaration of Com-
pliance. It also appoints the auditor on behalf of the Supervisory Board. Furthermore, the Audit
Committee is responsible for overseeing the auditor, approving any additional non-audit ser-
vices provided by the auditor, scrutinizing interim and quarterly financial reports, overseeing
the accounting process, and monitoring risk management issues. The latter includes moni-
toring the effectiveness of the internal control system (ICS), the risk management system
(RMS), the internal audit system, and the compliance management system (CMS). The Chair of
the Audit Committee, Ms. Dahnke, is in regular contact with the auditor, in some cases bilat-
erally, and regularly reports to the Supervisory Board on the work of the committee.

The Audit Committee held a total of nine meetings during the year under review. Among
other things, it reviewed - on the day before publication in each case - the quarterly and
half-yearly figures, as well as the provisional figures for the preceding fiscal year.

At its meeting on March 10, 2020, the Audit Committee discussed the most recent reports
from Internal Audit and the provisional figures for fiscal 2019, which were published the fol-
lowing day. On April 15, 2020, the Audit Committee examined the annual and consolidated
financial statements and the findings of the external auditor, KPMG. At its meeting on April 21,
2020, the Audit Committee then signed off the reports in preparation for approval by the
Supervisory Board by the Audit Committee, the consolidated non-financial report (Sustaina-
bility Report), as well as - following intensive scrutiny of the legal transactions between the
Knorr-Bremse Group and Mr. Thiele and companies associated with him —the Report on Rela-
tions with Affiliated Companies (Dependent Company Report). In addition, the Audit Com-
mittee considered the Executive Board's proposal for the distribution of net earnings. As the
figure of € 1.80 per share was within the bandwidth of 40-50% of distributable net income
specified during the IPO, the committee recommended that the Supervisory Board should
approve the proposal. Finally, the meeting covered the regular reports on the Knorr-Bremse
Group's internal control system (ICS) and compliance management system (CMS), as well as
the status of major legal disputes.
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At its meetings on October 5 and October 15, 2020, the Audit Committee considered among
other things the potential ramifications of the Wirecard affair for the work of the Audit Com-
mittee and the Supervisory Board. The agenda also included the status of and future steps
toward the Group-wide transition to IFRS-based accounting, along with regular reports on
risk management and internal auditing, a report by Corporate Treasury on currency manage-
ment and the hedging of foreign currency risks, and the presentation of a concept for the
profitable investment of the Knorr-Bremse Group’s strategic liquidity (given short-term avail-
ability and low risk) by launching a special fund.

The presentation of the Q3 quarterly report was the main focus of the Audit Committee’s
meeting on November 17, 2020, together with a presentation by analysts. Finally, the meeting
on December 9, 2020 centered on preparations for auditing the annual and consolidated
financial statements, including the designation of key audit areas, planning of schedules for
the financial statements and audit (with the aim of publishing the annual and consolidated
financial statements within 90 days for the first time, in compliance with Section F.2 of the
GCGCQ), and approval of the proposed auditor’s fee for auditing the financial statements. The
Audit Committee also reviewed the regular reports on risk management, including an update
on IT security, and on internal auditing, which included details of the key findings of the CMS
and RMS audit and actions initiated to date.

The Audit Committee comprises the following members:
= Kathrin Dahnke (Chair)

» Franz-Josef Birkeneder

» Professor Dr. Klaus Mangold

» Werner Ratzisberger

Nominations Committee

The remit of the Nominations Committee is to propose, whenever required, suitable candi-
dates for the Supervisory Board to nominate for election as new Supervisory Board members
at an Annual General Meeting. In the first half of the year, meetings of the Nominations Com-
mittee were repeatedly concerned with the search for and selection of suitable candidates
for appointment as shareholder representatives by the Annual General Meeting in June 2020.
In view of the impending re-election of the Supervisory Board in 2021, the committee also
deliberated on long-term succession planning for the Supervisory Board.

The Nominations Committee comprises the following members:
» Professor Dr. Klaus Mangold (Chair)

+ Kathrin Dahnke

» Julia Thiele-Schiirhoff
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Mediation Committee

The Mediation Committee proposes candidates for appointment to the Executive Board if a
resolution on the appointment of such a board member does not obtain a two-thirds major-
ity of votes as required by Section 31 (3) 1 of the German Codetermination Act (MitbestG). The
Mediation Committee was not convened during the reporting period.

The Mediation Committee comprises the following members:
» Professor Dr. Klaus Mangold

- Franz-Josef Birkeneder

- Kathrin Dahnke

= Michael Jell

Corporate Governance

The Supervisory Board attaches great importance to good corporate governance. This in-
cludes regularly and comprehensively considering the corporate governance requirements
for German listed companies, in particular the requirements of the German Stock Corporation
Act (AktG), the German Codetermination Act (MitbestG), and the recently revised German
Corporate Governance Code (GCGC, version dated December 16, 2019). Jointly with the Exec-
utive Board, the Supervisory Board issued the Declaration of Compliance for the reporting
period on December 9, 2020, as required by Section 161 AktG and updated it March 30, 2021.
The declaration was published on the Company’s website and can also be found in its version
of Decemer 9, 2020 on page 191 of the Annual Report. With the exception of Recommenda-
tion F.2 of the GCGC (relating to the publication of the interim report within 45 days) and
Recommendation G.11 (relating to clawback clauses in the service agreements of Executive
Board members),and section G.11 (concerning subsequent changes to the target values and
comparison parameters of the variable remuneration components of the Executive Board),
Knorr-Bremse AG is in compliance with all GCGC recommendations and suggestions in fiscal
2021. The reasons underlying these departures from the code are explained in detail in the
Corporate Governance Statement.

Conflicts of Interest
When taking its decisions, the Supervisory Board constantly watched out for potential con-
flicts of interest. Consequently, no conflicts of interest occurred in fiscal 2020.

Annual and Consolidated Financial Statements

The Supervisory Board took the necessary steps to ensure that the annual and consolidated
financial statements and other financial reports for the 2020 fiscal year were properly audited
in compliance with the statutory requirements.

KPMG AG Wirtschaftsprifungsgesellschaft, Munich (KPMG) audited the annual financial
statements of Knorr-Bremse AG prepared by the Executive Board in accordance with German
GAAP (the German Commercial Code — HGB), the combined management report of
Knorr-Bremse AG and the Knorr-Bremse Group, and the consolidated financial statements for
the 2020 fiscal year prepared according to International Financial Reporting Standards (IFRS),
and issued an unqualified audit opinion in each case. KPMG was appointed auditor for the
2020 fiscal year at the Annual General Meeting on June 30, 2020. KPMG has acted as auditor
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for the Knorr-Bremse Group since the IPO in 2018. Prior to the IPO, KPMG had previously been
appointed to audit the Group’s annual and consolidated financial statements. The independ-
ent auditor responsible for the audit within the meaning of Section 319a (1) 4 HGB has been
Johannes Hanshen. Another responsible auditor is Professor Dr. Kai Andrejewski.

Prior to publication, the auditor also regularly holds detailed discussions of the half year finan-
cial statements with the Audit Committee, and reports the provisional figures on the status of
the audit of the annual and consolidated financial statements before they are published. The
auditor reviewed the report of the Executive Board on relations with affiliated companies (Sec-
tion 312 AktG), and issued the following statement on the report: “Based on our judgement and
audit, duly carried out in accordance with professional standards, we confirm that: 1. the factual
statements made in the report are correct; 2. the payments made by the Company in relation
to the legal transactions listed in the report were not unreasonably high, or else the negative
factors were offset; 3. the measures cited in the report do not indicate any circumstances that
would give rise to an assessment differing substantially from that of the Executive Board.”

The above-mentioned reports, the Executive Board’s proposal for the distribution of net
earnings, and the auditor’s reports were submitted in good time to all members of the Super-
visory Board or were available for inspection at the Supervisory Board meeting on March 30,
2021. At its meetings on March 3, March 26 and March 30, 2021, the Audit Committee exam-
ined all these documents in advance and committee chair Kathrin Dahnke reported on them
to the Supervisory Board at its meeting on March 30, 2021. The Executive Board presented the
annual statements and reports to the Supervisory Board where they were discussed in detail.
The independent auditors, who were present at the meetings, reported on their findings. The
key audit areas for the fiscal year under review had been determined beforehand by the Audit
Committee, as follows: the process of preparing the annual and consolidated financial state-
ments; revenue recognition and costs associated with project business pursuant to IFRS 15;
the capitalization and valuability of specific development projects pursuant to IAS 38; fraud
risk associated with revenue recognition; reporting on the project-related system transition
(“IFRS goes ERP"); the value of specific holdings in affiliated companies and associated receiv-
ables, plus a review of specific warranty provisions.

The Audit Committee did not identify any weaknesses in the risk management system, the
internal control system, the internal audit system or the compliance management system.
On the basis of our own examination of the annual financial statements, the consolidated
financial statements and the combined Group management report, we did not find any
grounds for objections and therefore concur with the Executive Board’s evaluation of the
position of Knorr-Bremse AG and the Knorr-Bremse Group. At the Audit Committee’s recom-
mendation, we approve the financial statements for 2020; the annual financial statements of
Knorr-Bremse AG are thereby adopted. We discussed in detail the proposal for the distribu-
tion of net earnings with the Executive Board and are in agreement with the Executive
Board's proposed dividend of € 1.52 per eligible share for the 2020 fiscal year. This brings us
within the dividend payout range of 40-50% of net income which was communicated during
the IPO. This year’s virtual Annual General Meeting will resolve whether to accept this pro-
posal on May 20, 2021.

Changes on the Supervisory Board and Executive Board
The composition of the Supervisory Board and the Executive Board on December 31, 2020 is
set out on page 22 and page 9 respectively.
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Supervisory Board

Immediately upon conclusion of the Annual General Meeting on June 30, 2020, Dr. Mérsdorf,
Mr. Télsner and Mr. Weiberg stepped down from the Supervisory Board. The General Meeting
appointed Heinz Hermann Thiele, Dr. Thomas Enders and Dr. Theodor Weimer as their suc-
cessors.

Executive Board

With effect from July 1, 2020, Frank Markus Weber was appointed as a member of the Execu-
tive Board and CFO of Knorr-Bremse AG. Mr. Weber succeeds Mr. Heuwing, who left the Com-
pany at his own request on April 30, 2020. On behalf of the Supervisory Board, | would like to
thank Mr. Heuwing for his enormous commitment. He made a significant contribution to the
ongoing development of the Company’s vigorous growth strategy and financial strength.
Above all, we are indebted to him for the successful IPO and the impressive positioning of
Knorr-Bremse AG on the capital market.

With effect from January 1, 2021, Dr. Jan Michael Mrosik was appointed as a member and
Chair of the Executive Board (CEO) for a term of three years. Dr. Mrosik takes over from
Mr. Eulitz, who left the company on August 31, 2020. Mr. Weber, Dr. Laier and Dr. Wilder took
on Mr. Eulitz's duties during the interregnum prior to Dr. Mrosik’s assumption of his role.

Thanks

The year 2020 was dominated by the Covid-19 pandemic, presenting Knorr-Bremse with
almost unprecedented challenges. The Supervisory Board would like to thank the members
of the Executive Board, the various managers and all the employees of the Knorr-Bremse
Group who safely and successfully steered the Company through the crisis, and continue to
do so. The key performance indicators for 2020 — and especially the rise in the share price over
the year - are powerful proof of this impressive achievement.

Munich, March 30, 2021

M«xa_nl,, ol 0L
Mo e

Professor Dr. Klaus Mangold
Chair of the Supervisory Board
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Supervisory board of Knorr-Bremse AG

Professor Dr. Klaus Mangold, Stuttgart

+ Chair of the Supervisory Board

» Independent contractor

+ Chair of Mangold Consulting GmbH, Stuttgart

* Member of the Administrative Board of Baiterek National Managing Holding JSC,
Nur-Sultan, Kazakhstan

» Chair of the Advisory Board of Liirssen Maritime Beteiligungen GmbH & Co. KG,
Bremen

+ Chair of the Advisory Board of Cortec GmbH, Freiburg

= Vice-Chair of Rothschild Europe, Frankfurt am Main

Heinz Hermann Thiele, Munich (from June 30, 2020 to Feb. 23, 20211)
 Deputy Chair of the Supervisory Board
« Entrepreneur
= Honorary Chair of the Supervisory Board

Franz-Josef Birkeneder*, Aldersbach
 Deputy Chair of the Supervisory Board
Plant Manager at Knorr-Bremse Systeme fiir Nutzfahrzeuge GmbH, Aldersbach site

Kathrin Dahnke, Munich
+ Deputy Chair of the Supervisory Board (until June 30, 2020)
= Chief Financial Officer of Osram Licht AG (from Apr. 16, 2020)
» Member of the Supervisory Board of Fraport AG (until Sept. 18, 2020)
* Member of the Supervisory Board of B. Braun Melsungen AG

Dr. Thomas Enders, Tegernsee (from June 30, 2020)
» President of the German Council on Foreign Relations
* Member of the Supervisory Board of Lufthansa AG
= Member of the Board of Directors of Linde plc
» Member of the Supervisory Board of Lilium GmbH

Michael Jell*, Munich
+ Full-time Chair of the Works Councils of Knorr-Bremse Systeme fiir Schienenfahrzeuge
GmbH, Knorr-Bremse AG, KB Media GmbH, Knorr-Bremse Services GmbH
» Member of the Supervisory Board of Knorr-Bremse Systeme fiir Schienenfahrzeuge
GmbH

Dr. Wolfram Morsdorf, Essen (until June 30, 2020)
» Member of the Executive Board of ThyssenKrupp AG (retired)
» Chair of the Supervisory Board of FRITZ Winter EisengieBerei GmbH & Co. KG
» Member of the Supervisory Board of PWK Automotive GmbH
+ Chair of the Supervisory Board of Gienanth GmbH
+ Chair of the Supervisory Board of Silbitz Group GmbH
* Member of the Board of Directors of Sistema Capital Partner Investment Holding

THE SUPERVISORY BOARD
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Werner Ratzisberger*, Aldersbach
- Project Engineer for mechanical processing/surfaces
 Deputy Chair of the Works Council of Knorr-Bremse Systeme fiir Nutzfahrzeuge
GmbH, Munich

* Member of the Supervisory Board of Knorr-Bremse Systeme fiir Nutzfahrzeuge GmbH

Annemarie Sedimair*, Munich
+ Head of the Legal department of IG Metall, Munich office
» Member of the Supervisory Board of Bosch Sicherheitssysteme GmbH

Erich Starkl*, Passau
= First Authorized Representative of IG Metall Passau
+ Deputy Chair of IG Metall

Julia Thiele-Schiirhoff, Munich
= Chief Executive Officer of Knorr-Bremse Global Care e.V.

Wolfgang Tolsner, Uetersen (until June 30, 2020)
+ Management consultant
» Member of the Supervisory Board of Knorr-Bremse Systeme fiir Schienenfahrzeuge
GmbH
+ Chair of the Administrative Board of Selectron AG
» Member of the Administrative Board of 4PL Central Station AG

Georg Weiberg, Stuttgart (until June 30, 2020)
Head of Development at Daimler Trucks (retired)
* Member of the Supervisory Board of Mahle Behr GmbH & Co. KG
» Member of the Advisory Board of VOSS Automotive GmbH
= Member of the Supervisory Board of FRITZ Winter Eisengiel3erei GmbH & Co. KG

Dr. Theodor Weimer, Frankfurt am Main (from June 30, 2020)
+ Chief Executive Officer of Deutsche Borse AG
+ Member of the Supervisory Board of Deutsche Bank AG
+ Member of the Supervisory Board of FC Bayern Miinchen AG (until June 30, 2020)

Giinter Wiese*, Berlin
» Full-time Member of the Works Council of Knorr-Bremse Systeme fiir Schienen-
fahrzeuge GmbH, Berlin plant
» Member of the Supervisory Board of Knorr-Bremse Systeme fiir Schienenfahrzeuge
GmbH

* Employee representative

THE SUPERVISORY BOARD
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The Supervisory Board

Professor Dr. Klaus Mangold
Chair of the Supervisory Board,
independent contractor, Stuttgart

Heinz Hermann Thiele T Feb. 23, 2021
Deputy Chair of the Supervisory Board, Munich

Franz-Josef Birkeneder*
Deputy Chair of the Supervisory Board;
Plant Manager, Aldersbach

Michael Jell *

Chair of the Works Councils of Knorr-Bremse Systeme fir
Schienenfahrzeuge GmbH, Knorr-Bremse AG, KB Media GmbH,
Knorr-Bremse Services GmbH; Chair of Group Works Council,
Munich

Kathrin Dahnke
Chair of the Audit Committee,
Member of the Executive Board of OSRAM Licht AG, Munich
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Julia Thiele-Schiirhoff
Chief Executive Officer of
Knorr-Bremse Global Care e.V., Munich

Erich Starkl*
First Authorized Representative
of IG Metall Passau

Werner Ratzisberger *
Project Engineer, Knorr-Bremse Systeme fiir
Nutzfahrzeuge GmbH, Aldersbach

Dr.Thomas Enders
President of the German Council on
Foreign Relations, Tegernsee

Dr.Theodor Weimer
Chief Executive Officer of
Deutsche Borse AG, Frankfurt

Giinter Wiese*
Member of the Works Council of Knorr-Bremse
Systeme fir Schienenfahrzeuge GmbH, Berlin

Annemarie SedImair*
Head of the Legal department of IG
Metall, Munich

* Employee representative.
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KNORR-BREMSE ON THE CAPITAL MARKET

Knorr-Bremse on the Capital Market

1.02 Price history of the Knorr-Bremse share in Xetra, from January 2020 to December 2020
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Knorr-Bremse Share Price Performance

Knorr-Bremse's closing share price in 2020 was € 111.68, representing a total price increase of
23.1% over the closing price of € 90.75 at year-end 2019. Combined with the € 1.80 dividend,
this corresponds to a total shareholder return of 25.0% in fiscal year 2020.

Starting in the first quarter of 2020, the rapid spread of the Covid-19 virus had a significant
impact on stock exchanges worldwide, periodically causing prices to plummet on the interna-
tional financial markets. The disruption of public life in many countries and regions heavily
distorted demand and caused much anxiety in the global population. Partial production stop-
pages by many companies, combined with supply-chain disruptions, further dampened busi-
ness sentiment. Global stock-market performance over this period was correspondingly
negative. Even Knorr-Bremse's share price was not entirely immune to this negative trend,
dropping by as much as 27% at one point. However, the positive influence of government
stimulus programs, combined with China’s swift, strong recovery, offset the first quarter’s
share-price slippage. Starting from an annual low of € 71.55 on March 16, 2020, Knorr-Bremse's
share price rapidly rose to reach a high of € 111.68 on December 31, 2020.

As the year continued, the appointment of a new CEO combined with the sale of shares by ma-
jority shareholder Heinz Hermann Thiele had a short-term negative effect on Knorr-Bremse’s
share price. Good KPIs for both divisions, strong demand from China, and the rapid imple-
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1.03 Knorr-Bremse Share Data as at Dec. 31, 2020/Fiscal Year 2020

2020 2019
Earnings per share € 3.07 3.65
PE ratio € 36.38 24.86
Dividend per share? € 1.52 1.80
Dividend yield" % 1.4 2.0
Highest price (Xetra) € 111.68 103.70
Lowest price (Xetra) € 71.55 77.00
Closing price (Xetra) € 111.68 90.75
Average daily trading in € thousand 20,547.2 14,669.8
Market capitalization (Dec. 31, 2020) in € million 18,002.8 14,628.9
Number of shares units 161,200,000 161,200,000

') Dividend proposal for Annual General Meeting

mentation of cost-cutting measures to contain the impact of the coronavirus pandemic con-
firmed the resilience of Knorr-Bremse’s business model, boosting share price performance.
The capital market as a whole regards Europe’s rail industry as one of the sectors most likely
to benefit from investments in green mobility over the next few years. This expectation also
had a very positive effect on the performance of Knorr-Bremse's share price.

Following a plunge of around 32% in March following the outbreak of the Covid-19 pandemic,
the MDAX finished 2020 by closing above the previous year’s level. Overall, the MDAX grew by
around 9% over the fiscal year, rising from 28,295 points to 30,796 points.

As at year-end 2020, Knorr-Bremse’s MDAX ranking put the Company’s shares in 5th place in
terms of market capitalization (2019: 22nd place) and in 20th place in terms of trading volume
(2019: 27th place). The MDAX comprises the 60 highest-ranked companies in Germany below
the DAX.

In 2020, the average trading volume of Knorr-Bremse shares on the MDAX rose by around
33% on a like-for-like basis. Following an average daily turnover of 161,000 shares in 2019,
daily trading in Knorr-Bremse shares rose to an average of 214,000 shares during 2020.
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Analysts’ Recommendations

By the end of fiscal 2020, Knorr-Bremse shares were covered by 16 leading national and inter-
national analysts. This means that the number of analysts regularly monitoring Knorr-Bremse
shares has slightly increased year on year. At the end of 2020, eight analysts rated the share
with a “hold” recommendation (end of 2019: nine analysts), five analysts with a “buy” recom-
mendation (end of 2019: 0 analysts), and three analysts with a “sell” recommendation (end of
2019: five analysts). The closing price for the year was € 111.68 — some 2.9% above the average
share-price target of around € 108.50 set for year-end 2020 by all analysts covering the share.
Due to the proven resilience of Knorr-Bremse’s business model during the Covid-19 crisis,
analysts’ recommendations over the past year also showed very positive development.

Shareholder Structure

As at December 31, 2020, the proportion of shares in free float [see glossary] was around 41%;
some 59% of the voting rights are still held by the Thiele family.

As at year-end 2020, Capital Group (3.04%) was the only other shareholder to hold more than 3%
of Knorr-Bremse AG's issued shares.

Bonds issued by KnorrBremse AG
On December 8, 2016, Knorr-Bremse AG issued a € 500 million bond with an annual coupon of

0.5% on the Luxembourg EURO MTF stock exchange. The bond is due for repayment on Decem-
ber 8, 2021 and is currently rated “A2/outlook stable” by Moody's.

1.04 Shareholder structure (as of: 12/31/2020)

in %

41%
59%

B KB Holding

M Institutional and
private investors
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Over the past fiscal year, the price of this bond (ISIN X51531060025) fluctuated within a very
narrow range of between 93.41% and 100.95%. The bond price rose to 100.90% at the beginning
of 2020, finishing the year at 100.77%. During the year, the bond price reached a high of 100.95%
on February 25, 2020.

In 2018, the Company issued another bond of € 750 million with an annual coupon of 1.125%.
The bond is due on June 14, 2025 and is currently rated “A2" by Moody's.

The price of this second bond (ISIN XS1837288494) held steady throughout 2020 - once again, a
very positive reflection of Knorr-Bremse's resilient business model. On January 2, 2020, the bond
price was 104.23%, reaching a year high of 105.97% on February 27, 2020. The price at the end of
the year was slightly higher than it was at the beginning, at 104.97%.

An existing Debt Issuance Program (DIP) was updated in September 2020 and increased to a
total of € 3,000 million. The Knorr-Bremse Group used the DIP to provide more room for maneu-
ver during the Covid-19 crisis and proactively increase the flexibility with which the Group is able
to respond to potential growth opportunities.

Investor Relations Activities

The Executive Board of Knorr-Bremse AG maintains an intensive dialogue with the capital mar-
ket. The Executive Board and Investor Relations department both give high priority to regular,
transparent communications with analysts, institutional investors and private investors. Essen-
tially, their primary goal is to provide continuously updated information on the company’s cur-
rent status. To ensure that this happens, Investor Relations uses a comprehensive investors’ web-
site as a means of communication. This is part of the main Knorr-Bremse website and publishes
all relevant information on the company’s shares and share prices, as well as regular news of
corporate or related market activities and in-depth financial reports. In particular, the depart-
ment stays in constant contact with investors and analysts.

1.05 Analysts’ recommendations (as of 12/31/2020)

Recommendations

H Buy m Hold

Morgan Stanley J.P.Morgan

UBS Deutsche Bank

Société Générale Commerzbank

DZ Bank Stifel

Warburg Kepler Cheuvreux
Berenberg
ODDO BHF

Sell Nord LB

Bank of America
Credit Suisse
Hauck & Aufhduser
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In the course of the year - albeit not, unfortunately, in the form of physical meetings, due to the
coronavirus pandemic — Knorr-Bremse organizes virtual roadshows, virtual capital market con-
ferences and numerous conference calls to maintain the regular dialogue between Knorr-Bremse
and the capital market. During 2020, the Investor Relations team, frequently accompanied by
Executive Board members, paid virtual visits to key global financial centers such as London, New
York, Frankfurt and Paris, arranging a total of 21 conferences and 9 roadshows. The Investor
Relations department also held a large number of individual and group conference calls.
More than 400 investors were in contact with the Company during the fiscal year.

In addition, all shareholders have the annual opportunity to find out more about Knorr-Bremse’s
ongoing development at the Annual General Meeting. In 2020, again due to the Covid-19 pan-
demic, Knorr-Bremse AG's AGM was held virtually on June 30, 2020.

Dividend Policy and Proposal for 2020

Knorr-Bremse believes it is very important to pay out a regular, reliable dividend so that share-
holders receive an appropriate share of the Company’s net income and make an attractive re-
turn. Assuming solid business development, the Company aims for a distribution ratio of be-
tween 40% and 50% of consolidated net income (according to IFRS [see glossary]) for the year.
However, the actual decision as to whether and in what proportion dividends shall be distribut-
ed depends on a number of factors, including the volume of distributable net earnings for the
year in question, the Company’s investment policy, and the Company’s financing requirements
at the time.

For fiscal year 2020, the Executive Board and Supervisory Board are proposing to pay a dividend
of € 1.52 (2019: € 1.80) per share and will be putting this proposal to the Annual General Meeting.
If this proposal is accepted, the Company will pay out a total of € 245 million after the Annual
General Meeting, representing a distribution ratio of 46% of consolidated net income according
to IFRS. This would be at the upper end of the above-mentioned 40-50% range.
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1.06 Knorr-Bremse in Figures
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The Knorr-Bremse Group

Strategy, Innovation and Sustainability

For over 115 years, Knorr-Bremse has been shaping the future of mobility as a major innovator
of sustainable system solutions in the mobility sector. Driven by our sense of corporate re-
sponsibility, we are helping to overcome major societal challenges with our innovations.
Every day, the world over.

The role which companies can play in helping to resolve the enormous challenges currently
facing society is becoming ever more important. This is where innovative thinking and re-
silience play a vital role.

Here at Knorr-Bremse, we are determined to live up to our responsibilities. We aim to shape
the future of rail and commercial vehicle transportation by improving safety, reliability and
efficiency. At the same time, we seek to add value for our customers, employees and share-
holders, as well as society as a whole.

THE KNORR-BREMSE GROUP
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Our Strategy

We firmly believe that in the light of global societal megatrends such as urbanization, sustain-
ability, digitalization and mobility, the markets for rail and commercial vehicles offer good
prospects for sustainable long-term growth. As the world market leader in braking and other
systems for rail and commercial vehicles, Knorr-Bremse is a strong global partner to vehicle
manufacturers and operators. Through joint ventures with our customers and partners, we
aim to maintain our steady and profitable growth trajectory. Targeted acquisitions and in-
vestments in startups will also help us to expand our portfolio and strengthen our systems
competencies.

1. Capturing Megatrend Opportunities

Knorr-Bremse offers sustainable system solutions that meet the mobility needs of the future.
Along with regulatory requirements and government investment programs, global societal
megatrends such as urbanization, sustainability, digitalization and mobility are driving up the
demand for our systems. Knorr-Bremse is ideally placed to play a significant role in shaping
these global trends and in doing so, generate profitable growth.

In 2020, the resilience of our strategic approach was confirmed once again. Owing to the
impact of the Covid-19 pandemic on people’s lives around the world during the past year,
two megatrends in particular — digitalization and sustainability — assumed even greater sig-
nificance and relevance. Despite some temporary restrictions, the desire and demand for
mobility and logistics remain undiminished. Even at the height of the pandemic, local public
transit systems all over the world continued to run more or less without interruption, while
freight transportation played an even more important role in keeping the public supplied
with goods.

Urbanization: Growing populations in metropolitan areas are causing inner-city traffic vol-
umes to rise, which in turn is boosting the demand for Knorr-Bremse's safe, efficient and
reliable solutions for local mass transit services. Similarly, our efficient, safe entrance systems
for rail vehicles are speeding up the flow of embarking and disembarking passengers, help-
ing to ensure that light rail vehicles, metro services and commuter trains operate more effi-
ciently and reliably. As a result of the Covid-19 pandemic, the concept of safety has acquired
a broader meaning, and now includes safeguarding the health of passengers and staff.
Knorr-Bremse's advanced HVAC technology is making a significant contribution here. With
our driver assistance systems, including a blind spot assistant for retrofitting to trucks,
Knorr-Bremse is also helping to improve road safety in cities.

Sustainability: Sustainability, and above all climate protection, are among the most impor-
tantissues of our time. Reducing levels of private transportation while encouraging wider use
of various forms of mass transit is an important step toward creating a sustainable, climate-
friendly society. This calls for effective, efficient, long-term solutions for both the rail and
commercial vehicle industries. For instance, reducing the weight of individual components
and systems greatly helps to cut fuel consumption and, as a direct result, lower the carbon
footprint of trucks.

THE KNORR-BREMSE GROUP
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Digitalization: Digitalization must generate tangible benefits for customers. We continue to
deploy digital technologies to more thoroughly interconnect and automate both our systems
and our internal business processes. Among other things, our systems are helping to improve
traffic safety and streamline vehicle operation and maintenance. Sophisticated driver assis-
tance systems - all the way through to fully automated driving — are set to become increas-
ingly important, especially in the freight transportation sector.

Mobility: An increasingly mobile and interconnected global population is driving demand
for safer and more efficient mobility and logistics solutions. Our product range across both
divisions is making a decisive contribution in these fields. Even though the Covid-19 pandemic
resulted in temporary restrictions on individual travel, we see an unbroken demand for mobil-
ity in the medium and long term.

All these societal megatrends are manifest in the industries of greatest relevance to
Knorr-Bremse. Developments in the rail vehicle sector focus on improving the transportation
capacity of existing rail infrastructure, improving the availability of vehicles and systems, en-
hancing eco-friendliness, and streamlining product life-cycle management. In the commer-
cial vehicle industry, as well as improving road safety and reducing emissions, we are concen-
trating our efforts on e-mobility, automated driving and connectivity.

2. Expanding Our Technology Leadership

In our target markets, Knorr-Bremse is a global innovation and technology leader. We imple-
ment innovative solutions that deliver clear customer benefits; we set industry-wide stand-
ards for safety, efficiency and reliability; we guarantee top levels of quality and product
availability.

We aim to continually extend and strengthen our technology leadership. Consequently, we
invest between 5% and 6% of our annual revenues in innovation. We work closely with our
partners and customers in development partnerships to create solutions that add significant
value.

In our Rail Vehicle Systems division, we are developing solutions for automated train opera-
tion (ATO) that meet the need for increasing transportation capacity on existing rail infra-
structure. For our customers, improved rail vehicle availability is crucial for ensuring that in-
vestments are both efficient and effective. Using sophisticated data models, our condition
monitoring solutions avoid system downtimes and enable optimized maintenance. At the
same time, in line with the trend toward end-to-end lifetime management of our systems, we
are extending our range of products and services to provide customers with optimal support
over the entire product life cycle.

THE KNORR-BREMSE GROUP
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Through our Commercial Vehicle Systems division, we offer our customers solutions and
systems in line with technological trends in the commercial vehicle industry. Knorr-Bremse's
advanced safety technologies are helping to improve road safety. Following the expansion of
our product portfolio to include steering systems, we are working with our partner Continen-
tal AG to develop a range of driver assistance systems and automated driving solutions
specifically for commercial vehicles. Paying greater attention to sustainability aspects ties in
with the industry trends of e-mobility and emissions reduction. Knorr-Bremse offers customers
around the world a range of solutions for ensuring compliance with the growing number of
regulatory requirements for reducing fuel consumption and CO, emissions in the various
markets. Aiming to provide our customers in the commercial vehicle sector with the best
possible support as they transition to e-mobility, since early 2020 we have pooled our skills in
an interdisciplinary “eCubator” development unit to further boost the development and ex-
pansion of our portfolio.

As well as developing technologies in each of our two divisions, we also leverage the syner-
gies between them. Over the next few years, we intend to systematically develop these
synergies by, for example, setting up joint research centers and facilitating interdivisional
technology transfers. We believe there is considerable potential for synergistic developments
in digitalization, for instance in the form of applications such as predictive maintenance. This
will make our innovative product solutions more efficient and generate additional benefits
for manufacturers, operators and users alike.

3. Leveraging Our Global Presence

With 100+ operating locations in over 30 countries, Knorr-Bremse has a strong local presence
in all relevant international markets. This proximity to customers, local market expertise and
business presence, coupled with global product and systems excellence, makes Knorr-Bremse
the preferred partner to all major customers worldwide.

Asia continues to be one of the biggest growth markets in our target industries. The rail vehicle
industry, and consequently Knorr-Bremse’s Rail Vehicle Systems division, is benefiting from
high government spending on infrastructure and a strong urbanization trend in China and
India in particular. We also expect to see rail investment programs in Europe as part of climate
protection programs such as the “Green Deal” or government stimulus measures in the wake
of the Covid-19 pandemic; this should greatly boost demand for Knorr-Bremse’s system
solutions.

The worldwide presence of our Commercial Vehicle Systems division provides an excellent
basis for further developing content per vehicle in all markets, hence the ongoing expansion
of our OE business. In regions such as North America, China and India in particular, we are
anticipating further increases in content per vehicle once disk brakes, electronic brake control
systems and modern driver assistance systems are introduced. New safety and emissions
regulations are helping to drive technology upgrades for trucks and buses.

THE KNORR-BREMSE GROUP
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1.08 We confirm and continue to pursue our successful strategy
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4. Growing a Profitable Aftermarket

As well as supplying original equipment for rail and commercial vehicles, Knorr-Bremse offers
comprehensive aftermarket products and services on a global scale. Thanks to the large
installed base of vehicles equipped with our systems, along with our global presence and
proximity to customers, we are well placed to leverage this potential and further expand
our service offerings.

Rail vehicles benefit from a long life cycle — 40 years or more. In our experience, over their
entire life cycle, the aftermarket potential of rail vehicle braking systems could be two to
three times higher than the value of the original equipment. Regulatory bodies worldwide
are prescribing regular inspections and fleet modernization, both of which directly contribute
to our business volume. We will also offer aftermarket services based on new data-driven
business models that support, for example, condition-based maintenance and remote diag-
nostics. As these concepts become increasingly established as market standards, they are
both set to drive further profitable growth.

We are also seeking to leverage our large installed base in the aftermarket segment for com-
mercial vehicles. The aftermarket offers attractive opportunities to sell specific replacement
and spare parts which need replacing multiple times over a commercial vehicle’s lifetime. In
addition to our global aftermarket platform TruckServices, our AllTrucks service network with
its extensive customer base, high availability and numerous service facilities enables us to
maintain a strong local presence. Thanks to this, we can supply independent aftermarket
solutions that also fit our competitors’ systems.

5. Continuous Efficiency and Excellence

In a market increasingly driven by consolidation among our OEM customers and unremitting
pressure to cut costs, it has become more important than ever to consistently maintain cost
discipline, cost-effectiveness and profitability, while ensuring that processes remain efficient
and management practices sustainable.

To ensure that we continue to grow, we have prioritized the sustainable and ongoing improve-
ment of our productivity, the streamlining of our process efficiency (including the implemen-
tation of global process standards such as our Knorr-Bremse Production System, optimized
supply chains, harmonized procurement standards and further automation), and the leveraging
of our robust balance sheet. In our efforts to optimize costs, we always take care to achieve a
geographical balance between our global manufacturing footprint and our R&D activities.

Sustainable business management also means being agile enough to respond quickly to
changing circumstances. In the wake of the economic slump caused by the global Covid-19
pandemicin fiscal 2020, Knorr-Bremse took prompt steps to introduce wide-ranging measures
to safeguard our income and cash flow. Consequently, we succeeded in significantly mitigating
the pandemic’s impact on our results.

THE KNORR-BREMSE GROUP
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Our Innovations

At Knorr-Bremse, innovations are a fundamental part of our corporate strategy and the key-
stone of our business success. Our goal is to continue developing products, systems and tech-
nologies that meet our customers’ evolving needs and deliver the highest added value. Our
innovations set industry standards. Thanks to our technological excellence, in recent decades
Knorr-Bremse has created many of the industry-defining innovations in the rail vehicle and
commercial vehicle sectors.

The reliability and quality of our products are the result of stringent innovation processes,
years of development work, and rigorous field testing. Systematic innovation management in
relevant fields, with a constant eye to technological and societal trends, is vital for planning
and steering customer-focused development projects. Thus in 2019, our Commercial Vehicle
Systems division set up a whole new technology and innovation management process.

Strong expertise in the digitalization of products and systems is essential, both for successfully
developing our existing portfolio and for introducing new business models. Cybersecurity
plays a key role here. Smart, digital transportation solutions require a high degree of product
security. Knorr-Bremse addressed this trend by setting up a global cybersecurity center of
excellence in 2018, and is now maximizing the synergies between its business units by adopt-
ing common architectures and standardized working methods. Wherever possible, person-
nel from both divisions cooperate in joint working groups. At the level of foundational tech-
nologies, there is huge potential for leveraging cross-divisional synergies in, for example,
simulations, sensor technology and artificial intelligence.

We have put a systematic patent protection program in place to protect our innovations and
the fruits of our R&D activities. Our extensive patent portfolio encompasses both products
and processes. We exercise our right to patent employee inventions and submit these for
registration. In total, we currently hold or have applications pending for over 10,900 patents
worldwide, spread across approximately 2,900 patent families. In our CVS division, the num-
ber of patents granted or applied for is approximately 7,500; the figure for our RVS division is
around 3,400. Patents also include utility models (e.g. relating to braking systems for com-
mercial and rail vehicles) in Germany and other countries, as well as a number of patents and
utility models registered for foreign Group companies in foreign jurisdictions only.

In some cases, however, we have elected not to register a patent relating to certain secret
process technologies in order to avoid disclosing particularly sensitive know-how. Our patent
strategy is another area in which we benefit from leveraging the synergies between our two
divisions.

Further information can be found in Knorr-Bremse’s “Innovations” magazine, which is published
together with our Annual Report.

THE KNORR-BREMSE GROUP
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Research Results

Rail Vehicle Systems Division

In the RVS division, our development activities have focused on identifying solutions to in-
crease transportation capacity and availability, and also to operate vehicles more efficiently
and sustainably with the aim of optimizing their life cycle costs. Efforts have centered above all
on automated train operation (ATO), ecodesign, digital platforms and maintenance solutions.

Knorr-Bremse enables higher track capacity utilization on existing rail networks with our inte-
grated Reproducible Braking Distance (RBD) concept. This aims to achieve a marked reduc-
tion in braking distance variance caused by different environmental and weather conditions or
technical factors such as wheel diameters or tolerances in load sensing and friction values. This
approach is primarily based on our new “WheelGrip Adapt” wheel slide protection system and
improved adhesion management for wheel-rail contact. Our innovative CubeControl brake
control family (formerly the EP2002 family) enables consistent high-precision braking; this is
essential for scaling up automated train operation.

Key components for reliable, safe and efficient train operation include innovative entrance
systems from our subsidiary IFE that reduce the time required for passengers to embark or
disembark thanks to even faster door opening and closing times. And because it is subject to
minimal wear, our novel LIFEDrive door operating concept delivers much higher fail-safety
coupled with significantly lower maintenance costs.

Our Swiss subsidiary Selectron developed the Threat Detection Solution (TDS) to provide
comprehensive protection for all digital applications. It employs a passive security element
that monitors data traffic in all electronic systems without direct intervention, performs the
requisite analyses either onboard or in the cloud if preferred, and sounds an alarm if necessary.
Customers can also choose to have the data processed in a Security Operations Center (SOC).
Thanks to the various layers of security built into all our electronic control modules as a matter
of course in line with our defense-in-depth concept, Knorr-Bremse solutions boast state-of-
the-art levels of cybersecurity. By acting as an early warning system, TDS can avert major
attacks on electronic systems from the outset.

Our subsidiary Merak is a leading systems innovator in the field of heating, ventilation and
air conditioning (HVAC) for rail vehicles. With its clean[air] technology, Merak has devel-
oped a solution for air distribution, active and passive filtering and purification. It swiftly
restores the air quality in trains and can significantly reduce any potential concentrations of
airborne aerosols or pathogens. This technology is actively helping train operators around
the world to provide safe and comfortable rail travel during the Covid-19 pandemic, and is
making a vital contribution to restoring public trust in mass transit services.

The company Kiepe Electric has developed modular bridging technology that goes some way
toward creating a carbon-neutral train. This involves equipping diesel trains with batteries
to transform them into e-hybrid trains. On electrified track sections, trains can be powered
directly via the overhead lines, consequently consuming much less energy. Compared with
the 550 kWh consumption of a diesel-only train, this combination of overhead lines, traction
battery and diesel generator can reduce energy consumption by between 20% and 25%.

THE KNORR-BREMSE GROUP
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In addition, Knorr-Bremse is continually expanding its network of investments in highly inno-
vative startups.

Since March 2019, we have partnered with Israeli startup Rail Vision to develop obstacle
detection systems for rail vehicles. Using sensors, artificial intelligence and deep learning,
these systems identify and classify obstacles while the train is in motion, making a signifi-
cant contribution to process optimization during, for example, shunting operations. SBB
Cargo is currently testing a prototype that integrates electro-optical systems in shunting
engines.

Through our partnership with Belgian startup Railnova, Knorr-Bremse is gaining access and
insights into key operating and status data for locomotives. Sophisticated algorithms are
used to identify and offer optimally tailored predictive maintenance services (for condition-
based maintenance or CBM). With more than 2,200 rail-vehicle installations and revenues of
€ 4 million, Railnova has already become an established presence in the market for fleet
management and CBM solutions for rail vehicles.

Commercial Vehicle Systems Division

In the CVS division, Knorr-Bremse's research and development activities have focused on the
industry trends of road safety, automated driving, e-mobility, emissions reduction and con-
nectivity.

Complete control over the longitudinal and lateral forces exerted by and on commercial
vehicles is a fundamental prerequisite for brake control, driver assistance (DAS) and automated
driving (HAD) system solutions. With the acquisition of Sheppard in the USA and Hitachi
steering systems in Japan, Knorr-Bremse has become one of the world’s three leading manu-
facturers of steering systems for commercial vehicles. The combination of Sheppard'’s and
Hitachi’s expertise in recirculating ball (RCB) steering systems with Knorr-Bremse's global
systems expertise represents an ideal platform for launching torque overlay steering systems
(TOS), which are a key component in many driver assistance and automated driving functions.
We are currently developing a range of different TOS variants to meet the needs of different
markets and customers.

The latest generation of Global Scalable Brake Control (GSBC) technology is the successor to
our well-known ABS and EBS solutions. This technology creates a reliable backbone for the
coordinated longitudinal and lateral control of automated vehicles.

Knorr-Bremse is developing various functions for driver assistance systems (SAE Levels 1
and 2) which are already making a significant contribution to improving road safety. For
instance, Knorr-Bremse TruckServices introduced the retrofittable ProFleet Assist+ blind
spot assistance system, which makes unprotected road users safer by analyzing visual data
from the vehicle’s immediate surroundings, especially in blind spots. This retrofittable,
manufacturer-independent solution is based on camera technology from Intel subsidiary
Mobileye, a global leader in the development of computer vision and machine learning
technologies. In addition, our Ramp Dock Control System (RDC) is a driver assistance
system for vehicles with trailers which uses ultrasonic sensors to initiate automatic braking
by the trailer’s EBS when an obstacle is detected.

THE KNORR-BREMSE GROUP
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In 2018, Knorr-Bremse set up a technology joint venture with Continental AG to develop
automated driving solutions (Level 3+). While Knorr-Bremse is responsible for systems inte-
gration and supplying redundant actuator systems for brakes and steering, Continental is
developing various sensors, the vehicle environment model, a central processing unit and the
human-machine interface (HMI).

The advent of e-mobility is set to fundamentally transform commercial vehicle system re-
quirements. From traction, braking and steering all the way through to suspension, damping
and system-level energy supplies, this transition is opening up many new opportunities for
efficient and scalable technologies. To prepare Knorr-Bremse for the next generation of electric
vehicles (EVs), we set up the eCUBATOR, an agile think-tank for future EV systems. This new
development unit pools the Company'’s interdisciplinary expertise in the field of e-mobility. As
many as 60 in-house and external experts will be working on innovative solutions for the
future at Knorr-Bremse’s Munich and Budapest R&D centers.

Sustainability

At Knorr-Bremse, we want sustainability to become a key factor in our technology leadership
and market positioning. For this reason, we made a commitment many years ago to contribute
to a more sustainable society, pledging to do more to protect the climate. Thus sustainability
isan integral part of our corporate strategy. As a global player in the mobility sector, we aspire
to be a role model in striving to fulfill this commitment — not only with our systems, but also
through our interactions with the environment, society and our workforce. We attach equal
importance to environmental, social and managerial aspects.

As part of our sustainability work, we also support the UN's Sustainable Development Goals
(SDGs). Knorr-Bremse’s global senior management team has chosen five SDGs and undertaken
to pursue these goals throughout the Group as a whole. They are: “Climate action” (SDG 13),
“Decent work and economic growth” (SDG 8), “Responsible consumption and production”
(SDG 12), “Gender equality” (SDG 5), and “Industry, innovation and infrastructure” (SDG 9).

Ever since 2011, Knorr-Bremse has been publishing a Sustainability Report, providing our
stakeholders with a detailed breakdown of our sustainability activities. Since 2018, the report
has included the consolidated non-financial statement for the Knorr-Bremse Group, pursuant
to Sections 315b and 315c in conjunction with Sections 289b to 289e of the German Commer-
cial Code (HGB). Our 2020 Sustainability Report will be published on the Company’s website
at www.Knorr-Bremse.com/en/responsibility on March 31, 2021.

Together with the Company’s corporate values and Code of Conduct, our Corporate Respon-
sibility (CR) guidelines constitute a framework for the sustainable and responsible conduct of
business at Knorr-Bremse. Knorr-Bremse is also guided by internationally recognized guide-
lines and conventions such as the UN Global Compact or the Guiding Principles on Business and
Human Rights published by the UN Human Rights Council. Together with our employees and
external stakeholders, we engage in and cultivate close relationships with networks such as
Railsponsible, and also sit on committees that address sustainability issues in the German Asso-
ciation of the Automotive Industry (VDA) and the German Railway Industry Association (VDB).

THE KNORR-BREMSE GROUP
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With the integration of our Group-wide CR strategy into Knorr-Bremse’s corporate strategy,
we are fulfilling our voluntary commitment to corporate citizenship. In recent years, we have
been systematically striving to make Knorr-Bremse’s structures and processes even more
sustainable. Our CR strategy provides a robust framework for this and is divided into six
action areas: strategy and management, products and partners, employees and leadership,
environment and climate, commitment and society, plus communication and cooperation.

Since the start of 2020, Knorr-Bremse's 2030 Climate Strategy has replaced the climate protec-
tion goals we set in 2015 and is now the cornerstone of our environmental and climate policy.
By 2030, Knorr-Bremse aims to reduce direct CO, emissions from in-house sources (Scope 1)
and indirect CO, emissions from external energy sources (Scope 2) by 50%. This represents an
average annual reduction of 4.2% compared with the initial (baseline) figure of 143,000 metric
tons of CO, in 2018. To achieve this, Knorr-Bremse will apply three levers. First, the Company
will invest in energy-saving measures, switching heating systems and the corporate vehicle
fleet over to lower-carbon fuels. Second, Knorr-Bremse will make investments that aim to in-
crease the proportion of renewable energy generated internally at Knorr-Bremse sites around
the world. Third, Knorr-Bremse will ramp up procurement of renewable energy by means
of long-term energy purchase agreements, green electricity products, and certificates.

Furthermore, starting in 2022, Knorr-Bremse aims to become carbon-neutral. This will be
accomplished by increasing the share of renewable energy in our energy mix beyond the
4.2% target and — where necessary - offsetting any remaining emissions with high-quality
climate protection certificates, such as Gold Standard certificates.

Global non-profit environmental organization CDP awarded Knorr-Bremse an “A” rating for
its climate protection activities. This takes us up to CDP’s leadership level, where we rank
among the top 13% in our peer group. Every year, based on an investor’s perspective, CDP
evaluates the transparency of companies and cities around the world in relation to climate
change and the protection of forests and waterways. In 2020, more than 9,600 companies
worldwide published their data and were rated by the environmental organization.

Our commitment to sustainability is recognized and confirmed by various ratings and rank-
ings assigned by the capital market and by our customers. For instance, Knorr-Bremse shares
were included in the DAX 50 ESG Index in 2020. Several international rating agencies have
assessed and ranked our eco-initiatives. EcoVadis, for example, gave our sustainability perfor-
mance a “Silver” rating. In 2020, MSCI ESG Research, the world’s leading provider of sustaina-
bility analyses, once again awarded Knorr-Bremse an “A” rating, the third best out of seven
categories. Knorr-Bremse has also retained the “Prime Status” rating first awarded by special-
istagency ISS ESG (formerly 1SS-oekom) in 2018, in acknowledgment of the Group's sustaina-
bility performance.

THE KNORR-BREMSE GROUP
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agement report of the Knorr-Bremse Group with the management
report for Knorr-Bremse AG, in accordance with Section 315

(3) of the German Commercial Code (HGB) in conjunction with
Section 298 (2) HGB. The management report is therefore termed
a combined management report. Unless otherwise specified, the
information below is applicable to both the Knorr-Bremse Group
and Knorr-Bremse AG. Statements which refer exclusively to
Knorr-Bremse AG are marked as such, and appear at the end of the
combined management report.

45



KNORR-BREMSE ANNUAL REPORT 2020

COMBINED MANAGEMENT REPORT

Combined Management Report

About the Group

Overview of the Group

Organizational Structure of the Group

Knorr-Bremse AG is the management holding company of
the Group. It controls the divisions and handles central func-
tions such as strategic management, treasury, accounting,
controlling, HR management, legal affairs, taxes, internal audit,
compliance and corporate communications. Knorr-Bremse AG
serves as the corporate center, along with the regional
holding companies Knorr Brake Holding Corporation (North
America), Knorr-Bremse Asia-Pacific (Holding) Limited, and
Knorr-Bremse Brasil (Holding), as well as Knorr-Bremse Services
GmbH and KB Media GmbH.

We manage our business operations through two business
units (divisions), which also represent our reportable segments
under IFRS:

+ Rail Vehicle Systems (RVS division) and
» Commercial Vehicle Systems (CVS division)

Divisions, Sales Markets, Market Share, Products and
Services

Rail Vehicle Systems Division

The Rail Vehicle Systems division supplies highly advanced,
safety-critical products and systems for equipping mass
transit vehicles such as commuter trains, metro cars and light
rail vehicles as well as freight cars, locomotives and high-
speed trains. Knorr-Bremse is the world market leader in the
global market for rail vehicle braking systems. Knorr-Bremse
is also a leading market player in entrance systems and HVAC
systems. Details of the Group’s market share are based on in-
ternal estimates for fiscal year 2019.

The product portfolio comprises:

» braking, entrance and HVAC systems;

 power electrics and control technology: hardware and pro-
gramming tools for train control & management systems
(TCMS), electromechanical components and electrical trac-
tion equipment for light rail vehicles;

+ digital solutions for optimization of rail traffic;

= couplers;

» signal systems;

» stationary and mobile testing equipment;

» wiper and wash systems, sanitary systems.

In the aftermarket sector, under our RailServices brand, we
offer spare parts together with maintenance, overhaul, re-
pair and upgrade services for rail vehicles.

Commercial Vehicle Systems Division

Our Commercial Vehicle Systems division supplies products
and systems for trucks, buses, trailers and agricultural ma-
chinery. Knorr-Bremse is the world market leader in the global
market for disk brakes as well as pneumatic braking systems
for commercial vehicles. It is also a leading supplier of products
for braking systems and vehicle dynamics (including steering
systems), energy supply and distribution, and fuel efficiency.
Details of the Group’s market share are based on internal
market analyses for fiscal year 2019.

Our product portfolio comprises:

* pneumatic braking systems (i.e., brake control systems, disk
brakes, drum brakes, brake cylinders, valves and pedal units)
and steering systems, plus vehicle dynamics solutions (i.e.
anti-lock braking systems and electronic stability programs),
driver assistance systems (e.g., emergency braking systems),
automated driving and electronic leveling control;

energy supply and distribution systems, including compres-
sors and air treatment;

products for boosting fuel efficiency such as engine com-
ponents and transmission control systems (i.e. vibration
dampers, engine air management, transmission control,
and gear/clutch actuation).

We supply high-quality products and service solutions for all
types and ages of commercial vehicles under our aftermarket
brand TruckServices.
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Business Model/Structure
of the Group

Legal Structure of the Group

Knorr-Bremse AG is the parent company of the Knorr-Bremse
Group. As of December 31, 2020, the Group comprised 133
consolidated German and foreign subsidiaries directly or
indirectly controlled by the Company. The Group is repre-
sented at more than 100 locations in over 30 countries.

Changes to the Group’s portfolio and asset deals

On January 30, 2020 Knorr-Bremse signed a purchase agree-
ment with Wabco Holdings Inc. for the acquisition of 100% of
the shares of R.H. Sheppard Co., Inc. with effect as of June 1,
2020. Following the acquisition of the commercial vehicle
steering business of Hitachi Automotive Systems in Japan
during the past fiscal year, the acquisition of Sheppard is an-
other step towards becoming a global provider of integrated
steering and brake systems for commercial vehicles for
Knorr-Bremse.

With effect from October 26, 2020, as part of a strategic fol-
low-oninvestment, Knorr-Bremse Systeme fiir Schienenfahr-
zeuge GmbH acquired a further 19.8% of the shares in Israeli
startup company RailVision, Ra‘anana/Israel. As of December
31, 2020, the share of voting rights came to 36.8%. RailVision
develops video and infrared-based obstacle detection sys-
tems comprising an important technology for the imple-
mentation of automated driving functions for rail vehicles.
This marks the next step for Knorr-Bremse toward providing
system solutions for automated rail travel.

Bendix Commercial Vehicle Systems LLC acquired the re-
maining 20% of the shares in Bendix Spicer Foundation Brake,
LLC from Dana Commercial Vehicle Products LLC with legal
effect from October 1, 2020 (closing date). Bendix Spicer Foun-
dation Brake LLC, was already fully consolidated in prior years
because the Company held an 80% interest. Effective from
December 31, 2020, Bendix Spicer Foundation Brake, LLC was
merged into Bendix Commercial Vehicle Systems LLC.

Further information on changes to our portfolio may be found
in the section “Events of Material Importance to Business Per-
formance.”

Business Model

Financial significance of individual products, services
and sales markets

We sell our products and services to customers around the
world and are partners to all major vehicle OEMs, as well as
rail and fleet operators. Traditionally, Europe is our strongest
sales region. In 2020, we generated 45% of our revenues by
region (i.e. based on the country in which the particular vehicle
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for which we supply systems or components is operating) in
Europe/Africa, with the remainder coming from the Asia-
Pacific region (33%) and North and South America (22%).
Both divisions have a substantial aftermarket business. In 2020,
our aftermarket activities accounted for approximately 37% of
total revenues (according to our management reporting).

Business processes and quality

As many of our products are safety-critical, a high level of
availability, reliability and quality is one of the main reasons
our customers choose to buy from us. We have therefore im-
plemented integrated management systems in both divisions,
based on established processes for meeting quality, environ-
mental, and health and safety standards.

Knorr-Bremse ensures a high level of quality for the products
and services. Many years ago, we introduced various initia-
tives in our divisions to increase quality awareness and foster
a quality-oriented mindset across the Group. We employ a
360-degree management approach to help us meet all re-
quirements during a product’s life cycle - from development,
testing, careful supplier selection, production and assembly,
right through to how the product is used by customers. Com-
pliance with all relevant quality indicators — such as cost of
poor quality, supplier and customer delivery quality, function-
al test failures and product safety audit results — is monitored
by monthly global reports. These management reviews prior-
itize the continuous improvement of our product and system
quality, along with the day-to-day responsibility of each indi-
vidual employee for safe production and work processes.

We review and improve the implementation of our process
management system by conducting regular internal audits
and assessments around the world. This is further confirmed
by external certification audits based on IRIS (International
Railway Industry Standard) for our Rail Vehicle Systems divi-
sion and on IATF 16949 (International Automotive Task Force
standard) for our Commercial Vehicle Systems division.

Customer relationships

In both divisions, we cultivate long-term relationships with
our customers. These include global and regional vehicle
OEMs and operators.

Around 55% of the Rail Vehicle Systems division's revenues
are generated by OE business. In 2020, aftermarket sales ac-
counted for 45% of the division’s revenues (breakdown based
on management reporting).
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Sales to OE customers generated around 73% of revenues in
the Commercial Vehicle Systems division. Aftermarket sales
accounted for around 27% of the division’s revenues in 2020
(breakdown based on management reporting).

The breakdown of sales revenues into OE and aftermarket
segments based on management reporting for the purposes
of this Management Report was not included in the audit of
the consolidated financial statements.

Procurement

As well as ensuring our production sites are supplied with
materials, our procurement activities focus on achieving cost
savings and on establishing collaborative partnerships with
innovative suppliers. The procurement organization plays a
key role in the quality and on-time delivery of our end prod-
ucts. The material cost ratio as a percentage of Group reve-
nues was 48.1% in 2020 (2019: 49.4%). This underscores the
importance of procurement and supply chain management
for Knorr-Bremse.

Our Group-wide Supplier Code of Conduct sets out the
standards our suppliers are required to meet with respect
to working conditions, human rights, environmental pro-
tection, health and safety, business ethics and compliance.
A large part of our global purchasing volume of direct and
indirect materials and services is now covered by suppliers
who have signed up to our Code of Conduct. We will continue
systematically rolling out the Code of Conduct to our suppliers
over the coming reporting year.

The availability of raw materials and their prices are crucial
procurement factors for our production and assembly units.
We therefore monitor various commodity indices on a
monthly basis (such as the German Bundesverband der
Deutschen GieRerei-Industrie, the Metal Bulletin and the
London Metal Exchange).

Our supply chain management focuses on improving our
supply chain capabilities, processes and inventory levels
along the entire value chain: inbound, within our plants and
plant network, outbound and at the recycling stage. Our
supply chain management approach is also? governed by
factors such as integrated planning, parts availability, tariffs
and foreign trade, logistics and material handling, transpor-
tation, short lead times and parts traceability. We have a co-
ordinated delivery cycle with a standardized process model
and synchronized supply chains across multiple locations.
This allows us to guarantee reliable delivery and adequate
stock levels, plus high-quality logistics and performance,
while keeping costs low.
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Global Sourcing

To leverage the potential of Asian supplier markets for the
RVS division, we have set up a purchasing office in India to
support our European and North American purchasing teams.
As part of our global commodity management strategy, we
have now installed a team in China which is systematically
tapping into the Chinese procurement market for the RVS
division’s global requirements and identifying and exploit-
ing synergies for the Group as a whole. We have implement-
ed a supplier process for the CVS division that is now used
worldwide. CVS is also working on further optimizing the
proportion of our supplies sourced from best-cost countries
- to this end, a global purchasing office for the CVS division
was opened in Pune, India in February 2020. At the same
time, we also take care to limit our dependency on individual
regions and retain alternative sources of supply. Each suppli-
er selection is presented to a multidisciplinary sourcing
board (which includes representatives from various depart-
ments, i.e., Purchasing, Research & Development, Quality,
Logistics and Sustainability) for the final decision. A purchas-
ing localization strategy increases supply chain flexibility,
supports the further development of local technological
know-how, and reduces vulnerability to currency volatility
and customs barriers thanks to the “natural hedging” provid-
ed by localized procurement. In both divisions a “dual sourc-
ing” strategy is pursued that offers a high degree of inde-
pendence from single suppliers.

For over 10 years, we have operated a Supplier Finance Pro-
gram for our most important suppliers. We constantly fur-
ther develop this program in order to use the opportunities
of digitalization. Under this program, suppliers receive early
payment from the bank in return for deducting a discount
from the relevant invoices and consequently benefit from
Knorr-Bremse's good rating - a clear win-win situation for all
concerned.

In both divisions, a global, category-oriented organization
pools order quantities, enters into framework agreements and
standardizes global supplier panels. Global category-specific
strategies are being continuously developed.

The Group also consistently pursues a cross-divisional cate-
gory strategy to achieve volume effects and works to ensure
uniform framework agreements and establish a strategic
supplier panel for materials and services in its indirect pur-
chasing. Purchasing strategies are under development and
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in the process of further optimization for a total of six catego-
ries in the area of IT, logistics, capital goods, building manage-
ment, services and travel management in order to improve
procurement costs, processes and quality.

The global procurement activities were shaped by the global
Covid-19 pandemicin 2020. Despite the short-term closure of
many sub-suppliers, we managed to supply our production
plants and sales departments with enough material so that
we did not cause any downtime for our customers. Following
the clear maxim of “customer first”, we also adjusted our
stocks of raw material and built in safeguards to ensure our
delivery capability.

Locations and distribution of work within the Group
Knorr-Bremse operates production plants in Europe, North
America, South America and the Asia-Pacific region. In recent
years, alongside intensive localization initiatives, we have
further expanded our global production and engineering
footprint in both divisions by means of multiple acquisitions
and joint ventures. Our products are manufactured all over the
world, with a global balance between high-tech locations,
such as Western Europe and North America, and best-cost
locations such as Eastern Europe, Africa, Asia-Pacific, Latin
America and Mexico.

Production at our sites is based on uniform global standards
which deliver a high degree of flexibility coupled with reliable
delivery capacity. At the same time, they help us to ensure
a uniformly high standard of quality at each site, for example,
by deploying the Group-wide Knorr-Bremse Production
System (KPS) to manage production. KPS uses a variety of
tools and techniques - including key performance indicators,
lean management methods, shop floor management and
pull principles — that are rolled out by experts and taught
by an internal lean training academy.

Control System

Company-specific Leading Indicators

For many years, Knorr-Bremse has excelled at identifying
signs of changes in the marketplace at an early stage and
rapidly responding to them. To better control our business,
we monitor a range of leading indicators. This enables us to
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respond to any fluctuations in the economic cycle or changes
in demand and implement suitable measures in good time.
We use four types of indicators for this:

Key leading economic indicators are the money supply,
commodity prices, energy prices, and procurement man-
ager and business climate indices. Research reports and
macroeconomic statistics, on transit volumes for example,
also help to identify relevant economic developments at an
early juncture. We also pay close attention to interest rate
trends. Business performance in our commercial vehicle
business clearly correlates with trends in the global econ-
omy, while the rail vehicle business, especially in the pas-
senger segment, is usually less cyclical.

More specific indicators for estimating future potential busi-
ness include our customers’ production and sales plans, as
well as order book and order intake statistics” and fore-
casts?. We also keep track of analysts’ expectations for pub-
licly traded companies in the rail and commercial vehicles
sector.

The third leading indicator is actual invitations to tender
issued by our customers. We collect information on these in
our sales database, together with an assessment of our
acquisition opportunities.

The fourth group of indicators comprises the order books
and incoming orders for our two divisions, both in absolute
terms and relative to revenues. Since many orders have a
relatively long lead time, both these indicators are useful
for estimating capacity utilization and sales revenues over
the next few quarters.

External Influencing Factors

The most important external factor influencing the rail division
is order book trends among our customers — the companies
that actually build the vehicles. In addition, the size and aver-
age age of our installed base and their use are primary factors
for the development of our aftermarket business. Regular
market studies by UNIFE (the Association of the European
Rail Supply Industry), e.g., the “World Market Study, forecast
2020 to 2025,” and by SCI, e.g., the “Worldwide Market for
Railway Industries 2020,” fundamentally provide orientation
for the market development expected in the industry and
indicate a tendency for the subsystem market relevant to
Knorr-Bremse.

") Incoming orders are defined as all orders for a specific period. These purchase orders are reported as incoming
orders when legally binding documents exist that oblige the company to supply a certain quantity of goods or
services within a certain timeframe and at a certain price. (key figure unaudited)

2) The order book is defined as all incoming orders that have not yet been delivered, rejected or canceled. (key figure

unaudited)
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In the Truck division, the truck production rate in the respec-
tive countries and regions provides information on the pro-
duction volume of truck manufacturers, which are in turn
among the division’s main customers in the original equip-
ment business. For the aftermarket, the vehicle fleet availa-
ble in the market based on historic production rates and
specially available indices (e.g., MacKay) provide insight into
market development.

In certain regions, our business is affected by government
regulations on emissions and safety. In general, more stringent
limit values - for CO,, for example - are driving the demand for
low-emissions vehicle technology. This has a positive impact
on our business.

Exchange rate fluctuations have a recognizable but moder-
ate impact on revenues and earnings. As we have set up local
development operations in major foreign markets, with local
production plants and procurement structures, our require-
ments for exports between regions are comparatively low,
which reduces transaction risks. More significant are the
translation effects of converting foreign currency items into
euros.

Value Management

The most important financial performance indicators for
managing Knorr-Bremse are revenues, EBITDA, (operating)
EBITDA margin?®, EBIT, (operating) EBIT margin®, net work-
ing capital® in days’ sales, and ROCE, as well as the number
of employees (FTEs), which is the most important non-finan-
cial performance indicator. The quarterly and annual move-
ments of these figures are compared with the previous report-
ing period in each case. See the “Corporate Management
Indicators” section for further details.

The revenues, EBIT and net working capital in days’ sales in-
dicators also form the basis for our performance manage-
ment system for the previous financial year. Knorr-Bremse
uses this performance management system to reward Exec-
utive Board members for sustained long-term improvements
in the Company’s performance. Up until December 31, 2019,
the increase in economic value added (EVA®) over a multi-year
period was used as the basis for determining performance. As
of January 1, 2020, long-term executive performance will be
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rated by reference to absolute and relative Knorr-Bremse
share price movements, and the increase in earnings per share.
Further information about our remuneration policy may be
found in the “Compensation Report” section.

Knorr-Bremse practices active portfolio management. The
Executive Board continuously monitors the portfolio’s per-
formance and future prospects and - as in past years — makes
adjustments to the portfolio as required.

For more details of the Company’s performance indicators,
see the “Corporate Management Indicators” section.

Research and Development

Our innovation agenda is geared to safety, customer bene-
fits and added value and focuses primarily on technological
developments that help shape the wider social megatrends
of urbanization, sustainability, digitalization and mobility. For
example, our divisional development activities focus on:

 RVS division: transit capacity, availability, eco-friendliness
and life cycle management;

+ CVS division: traffic safety, emissions reduction + e-mobility,
automated driving and connectivity.

As well as state-of-the-art electronics, we also aim to provide
our customers with hardware and software that can be
adapted to meet changes in regulatory standards and incor-
porate the very latest advances in engineering methods and
tools.

In our research and development activities, we leverage the
potential synergies between our two divisions. According-
ly, our R&D teams work very closely with each other. Across
large parts of our product portfolio, the underlying tech-
nologies can be applied in both divisions. These include, for
example, driver assistance systems (adaptive cruise control
(ACQ)), advanced emergency braking system (AEBS), traction
control system (ASR), motion control, brake control, hydrau-
lics, wheelend/bogie equipment, and compressed air gener-
ation. Synergies between the divisions translate into a faster
time to market and reduced development costs. Forinstance,

%) Ratio of operating result (EBIT) before depreciation, amortization and impairment to sales revenues.

%) Ratio of earnings before interest, other financial result and income taxes to sales revenues.

®) Net working capital is defined as the balance of inventories, trade receivables, contract assets, trade payables and
contract liabilities. Net working capital in days’ sales is calculated by dividing net working capital by annualized

revenues, multiplied by a factor of 360.
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the technology for both disk brakes and screw compressors
was transferred from our RVS division to our CVS division.
Our collision avoidance solution for rail vehicles is based on
sensor technology expertise acquired by our Commercial
Vehicle Systems division. We have also set up joint develop-
ment teams to collaborate on condition monitoring and
collision avoidance. In view of developments in e-mobility,
fundamental changes to commercial vehicle architecture are
to be expected. To push the development of innovative solu-
tions in this field, Knorr-Bremse has set up a specialized devel-
opment unit — the eCUBATOR. The eCUBATOR commenced
work in 2020 and concentrates on the strategic evaluation
and early-stage development of Knorr-Bremse’s e-mobility
portfolio using agile development methods.

At Group level, we invested € 396.4 million (representing
6.4% of revenues) in our R&D activities in fiscal 2020. Of this,
€ 202.6 million or 6.1% of associated revenues was spent in
the Rail Vehicle Systems division and € 194.0 million or 6.9%
of associated revenues in the Commercial Vehicle Systems
division. Table - 2.01

Our most important research and development centers are
located in close proximity to key customers:

* Munich and Schwieberdingen (Germany),
» Budapest (Hungary),

= Elyria (USA),

= Suzhou (China), and

» Pune (India).

We cooperate on joint research & development projects with
customers, universities and technical institutes such as RWTH
Aachen University, Stuttgart University, the Technical Univer-
sity of Berlin, the Technical University of Munich, and Buda-
pest University. To gain access to technology and accelerate

2.01 Key R&D indicators
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our research and development work, we are engaged in part-
nerships with startups - for example, through the Hackathon
Techfest in Munich. In total, our external R&D network com-
prises more than 15 partnerships. We also regularly enter
into partnerships with government bodies - for instance, as
participants in the EU-funded Shift2Rail program. Among
other things, cooperations like these enable us to play a part
in shaping norms and standards, and to anticipate industry
trends.

The Knorr-Bremse Group's innovations and research findings
are regularly presented at the industry’s foremost trade
shows at IAA Commercial Vehicles, at InnoTrans and at Auto-
mechanika. The leading trade fairs planned in 2020 were
postponed due to the Covid-19 pandemic.

In the Rail Vehicle Systems division, our development activities
have focused on identifying solutions to increase vehicles’
availability and enhance their operational efficiency in order
to optimize life cycle costs. Efforts have centered above all on
automated train operation (ATO), eco-design and product
digitalization. Also featured at the last InnoTrans exhibition
in 2018 was the next-generation of the decentralized brake
control system family, the CubeControl Plus (formerly EP
2002 3.0), which now supports a broader range of applications,
including regional and long-distance transportation. Our inno-
vative digital solutions bundle a number of digital functions,
such as sensor-based environment monitoring and obstacle
detection, low-wear driving, a driver assistance system for re-
ducing energy consumption, real-time measurement of energy
consumption, and diagnostics. Knorr-Bremse subsidiary Kiepe
Electric has developed a pioneering in-motion charging (IMC)
concept for trolley buses. These buses are battery-powered on
roads without overhead contact lines, then recharge their
batteries while driving on sections of road equipped with
overhead lines. Such in-motion charging considerably extends

in € million 2020 2019
R&D costs” 396.4 396.9

of which capitalized development costs 76.1 73.3
Amortization of capitalized development costs 15.7 1.5
R&D employees (Dec. 31) 3,793 3,558

*) Research and development costs: Research and development costs include all costs over a financial period (including capitalized
costs) that can be allocated to research into and development of new products, further development of existing products, and pure

research.
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the operating radius of electric buses. With a new HVAC
system — clean[air] technology - the air quality in trains can
quickly be restored and concentrations of aerosols and
pathogens that may be in the air can be left can be reduced.
The three-dimensional concept of optimized air distribution,
long-life passive filters, near-field active filters and air puri-
fiers combine short-term effectiveness with sustainable
long-term action and the support train operators in provid-
ing safe and comfortable rail transportation during the
Covid-19 pandemic.

In our Commercial Vehicle Systems division, our research and
development activities in recent years have concentrated on
the key industry priorities of road safety, automated driving,
reduction of emissions, e-mobility and connectivity. For in-
stance, we developed our Global Scalable Brake Control
(GSBC) technology to create a reliable control architecture
for coordinated longitudinal and lateral control of automat-
ed vehicles. Complete control over the longitudinal and lat-
eral forces acting on and exerted by commercial vehicles is a
fundamental prerequisite for driver assistance and automated
driving solutions (HAD). With the takeover of the commercial
vehicle steering systems business unit of Hitachi Automo-
tive Systems in Japan in spring 2019 and the acquisition of
Sheppard, the leading North American manufacturer of com-
mercial vehicle steering systems in spring 2020, Knorr-Bremse
has taken an important step toward becoming a supplier of
highly integrated systems that deliver a range of new func-
tions for driver assistance and automated driving systems.
The combination of Sheppard’s and Hitachi’s expertise in re-
circulating ball (RCB) steering systems with Knorr-Bremse’s
global systems expertise represents an ideal platform for
launching torque overlay steering systems (TOS), together
with other driver assistance and automated driving func-
tions. In the field of driver assistance systems, the retrofit-
table turning assistant ProFleet Assist was developed together
with Mobileye. ProFleet Assist+ makes a contribution to
traffic safety in Europe by visually assessing the vehicle en-
vironment.

Further information on our research and development activ-
ities may be found in the section entitled “Strategy, Innova-
tions, and Sustainability.”
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Sustainability

Since 2011, we have been updating stakeholders on
Knorr-Bremse’s sustainability activities. This information is
now presented in our sustainability report, but until the 2018
reporting year was presented in our UN Global Compact
(UNGC) progress report. As well as providing extensive de-
tails of the Company’s impact on the environment and socie-
ty, this report presents key indicators, targets and measures
used by Knorr-Bremse to manage its sustainability activities.
As is required of listed companies, we have been producing
a sustainability report since 2018, which is not audited but is
reviewed by the auditor. This report includes the consolidat-
ed non-financial statement for the Knorr-Bremse Group pur-
suant to Sections 315b and 315c in conjunction with Sections
289b to 289 of the German Commercial Code (HGB). Our
Sustainability Report, which includes the non-financial state-
ment, will be published on the Company’s website on March
31,2021 at www.Knorr-Bremse. com/en/responsibility.

Employees

As of year-end 2020, the Knorr-Bremse Group had a total of
29,714 employees, including temporary staff — up 2.8% on
the previous year (2019: 28,905). These figures represent full-
time equivalents (FTEs®). Excluding temporary staff, the
Group employed 27,035 people (2019: 26,355). This increase
was primarily due to company acquisitions. As of December 31,
2020, the Rail Vehicle Systems division employed a total of
16,074 people (2019: 16,094) and the Commercial Vehicle Sys-
tems division employed a total of 12,871 people (2019:
12,084). Chart— 2.02

At year-end 2020, Knorr-Bremse employed 14,821 people
(14,276 excluding temporary staff) in the Europe/Africa re-
gion, compared with 15,078 (14,470 excluding temporary
staff) in the previous year. At 49.9%, the percentage of Euro-
pean employees in the workforce was below last year’s fig-
ure of 52.2%. In Germany, the headcount fell from 5,322
(5,167 excluding temporary staff) to 5,117 (4,995 excluding
temporary staff) as of December 31, 2020. Over the year un-
der review, the number of employees in North and South
America increased to 6,314 (6,041 excluding temporary staff)
as of December 31, 2020 from 5,518 (5,329 excluding tempo-
rary staff) in the previous year. The percentage of the work-
force in this region thus grew to 21.2% (2019: 19.1%). By the
end of 2020, the headcount in the Asia-Pacific region had

) The number of employees is reported in FTE. FTE represents the workload associated with a job and indicates
whether the job is full-time or part-time. Only two values are possible: 0.5 FTE (less than 60% of available working

hours) or 1.0 FTE (more than 60% of available working hours)
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risen to 8,579 (6,719 excluding temporary staff) from 8,310
(6,556 excluding temporary staff) the year before. The num-
ber of employees in the region as a percentage of the Group’s
total workforce thus rose to 28.9%, compared with 28.7% in
the previous year. Chart - 2.03
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Personnel development

In Knorr-Bremse's view, employees’ continuing development
is essential, both to provide personal and professional career
pathways and to provide a solid platform for the Company’s
ongoing success. The Group aims to foster the ongoing

2.02 Headcount as of December 31, 2020 including temporary workers

43.3%

(41.8%)

in %

54.1%

(55.7%)
B Division RVS

B Division CVS
m Other units

Figures in () previous year

2.03 Headcount as of December 31, 2020 including temporary workers, by region
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professional development of its employees with targeted
training initiatives that meet their individual needs.

The HR process model provides the general framework for
our professional development offerings, which aim both to
attract new employees and to train and upskill existing ones.

Toretainyoungtalentand prospective managers, Knorr-Bremse
offers programs such as the Management Evolution Program
(MEP) for trainees, or career development under the aegis of
the International Management Potential Group (IMPG). In fis-
cal 2020, the competent department, People Development,
reacted to the special requirements and conditions created
by the global Covid-19 pandemic. For example, face-to-face
training was converted into virtual formats. Moreover, there
was a significant rise in support activities for all business
units with regard to organizing and conducting virtual work-
shops and events.

All the Knorr-Bremse Group’s workers and managers regular-
ly complete web-based training programs on significant top-
ics relevant to the Group, such as data protection, business &
law and Group compliance.

In the area of training, virtual training tailored to the needs of
all employees in Europe was offered directly at the start of
the pandemic in March/April. In addition to IT topics, such as
SharePoint, the focus was particularly on collaboration and
leadership. This ranged from “leading remote teams” to
“managing critical conversations.”

In addition, Knorr-Bremse emphasized the importance of vir-
tual learning and individual, needs-based training and, as part
of the SDG 8 initiative (decent work and economic growth,
see also the “Sustainability” section), used the coronavirus
year as an opportunity and arranged for accelerated intro-
duction of the self-learning tool LinkedIn Learning. This vir-
tual learning platform with more than 16,000 courses on var-
ious work-related topics has been available to all employees
in Germany since September 1, 2020 and is being rolled out
across the entire Group around the world at the start of 2021.

Diversity and equal opportunities

As an internationally active company, Knorr-Bremse takes
the view that the cultural diversity of employees, their differ-
ent world views and life experiences are a natural part of cor-
porate life and also contribute to the success of the Group.
Accordingly, we encourage the appreciation and under-
standing of different cultures and life situations. We do this,
for example, by supporting the integration of employees
from other countries. A fundamental principle is the equal
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treatment of all our employees - irrespective of gender, age,
country of origin, sexual identity, state of health, religion or
beliefs. Discrimination of any kind is not compatible with
Knorr-Bremse's values and corporate culture.

During the year under review, Knorr-Bremse decided to give a
higher priority to diversity and equal opportunities and inte-
grate them more closely into our HR and sustainability strate-
gy.In doing so, Knorr-Bremse will pay greater attention to mat-
ters of cultural diversity, gender, age and severe disability. Our
HR strategy 2025 is being expanded accordingly and measures
necessary to implement it identified. Knorr-Bremse’s signature
of the Diversity Charter is another important signal here.

In 2020, the percentage of female employees in the work-
force as a whole was 19.9% (2019: 20.5%); globally, the pro-
portion of women in executive positions across all divisions
was 13.2% (2019: 13.3%) (based on management reporting,
both figures unaudited). Knorr-Bremse systematically de-
ploys and supports programs that aim to increase the pro-
portion of women in senior management roles.

Further information on diversity and equal opportunities
may be found in the Sustainability Report at www.Knorr-
Bremse.com/en/responsibility.

Apprenticeships at Knorr-Bremse

Knorr-Bremse offers apprenticeships in occupations that are
required for its own operations. At our international sites,
Knorr- Bremse offers vocational training in a variety of techni-
cal and commercial occupations. The most popular training
courses include industrial mechanics, machining technology,
electronics, mechatronics and IT. As of December 31, 2020,
254 young people (2019: 207) had completed an apprentice-
ship at Knorr-Bremse.
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Further details of corporate
governance

Corporate Governance Statement

The Corporate Governance Statement for Knorr-Bremse AG
will be published on March 31, 2021, on the corporate web-
site at https://irKnorr-Bremse.com/corporate-governance-en.
Further details may also be found in the “Corporate Govern-
ance” section.

Takeover-related Disclosures
pursuant to Sections 289a (1) and
315a (1) HGB and Explanatory
Report pursuant to Section 176 (1)
AktG

Composition of Subscribed Capital

The subscribed capital of Knorr-Bremse AG is divided into
161,200,000 bearer shares with full voting rights. The rights
and obligations associated with the shares are governed by
the German Stock Corporation Act (AktG). As of December 31,
2020, Knorr-Bremse AG did not hold any of its own shares,
and nor does it currently do so.

Restrictions on Voting Rights/Transfers and Equivalent
Agreements

The members of the Executive Board have agreed to be
bound for the duration of their appointment by a lock-up
commitment covering any Knorr-Bremse shares they hold or
are obliged to acquire in accordance with the Share Owner-
ship Guideline (SOG). The Executive Board is not aware of any
agreements by Knorr-Bremse AG shareholders containing
restrictions on the exercise of voting rights or transfer of
shares. There are statutory restrictions on voting rights, for
example, pursuant to Section 28 sentence 1 WpHG (violation
of disclosure obligations), Section 71b AktG (rights associat-
ed with own shares) and Section 136 (1) AktG (exclusion of
voting rights arising from certain conflicts of interest).

Shareholdings Exceeding 10% of Voting Rights

KB Holding GmbH, Griinwald/Germany holds 58.99% of
Knorr-Bremse AG's capital stock. KB Holding GmbH is indirectly
controlled via TIB Vermdgens- und Beteiligungsholding GmbH,
Griinwald/Germany, and Stella Vermdgensverwaltungs GmbH
(“Stella”), Griinwald/Germany. To the knowledge of the Execu-
tive Board, the majority of shares in Stella were held by
Mr. Heinz Hermann until February 23, 2021, who passed away
on that day. Knorr-Bremse AG had not received an updated
notification pursuant to Sections 33, 34 of WpHG by the date
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of preparation of the annual or consolidated financial state-
ments. Knorr-Bremse AG has not been notified of any other
direct or indirect shareholdings in the capital stock of
Knorr-Bremse AG exceeding 10% of the voting rights, nor is it
otherwise aware of any such shareholdings.

Shares with Special Rights
There are no Knorr-Bremse AG shares granting special rights.

Control of Voting Rights Where Employees Hold a
Capital Interest and Do Not Directly Exercise Their
Control Rights

There are no employee shareholdings in which control rights
are not directly exercised. Like other shareholders, employees
who hold shares in Knorr-Bremse AG exercise their rights of
control directly, in accordance with statutory regulations and
the Articles of Association.

Provisions for Appointing and Dismissing Members

of the Executive Board

The applicable statutory provisions can be found in Sections
84 and 85 AktG, and in Section 31 off the German Codetermi-
nation Act (MitbestG). Knorr-Bremse AG's Articles of Associa-
tion do not contain any provisions that deviate from the
statutory regulations. In addition, Article 8 (1) of the Articles
of Association stipulates that the Executive Board shall con-
sist of at least two members and that the Supervisory Board
may appoint one member of the Executive Board as Chair of
the Executive Board (CEO) and another member of the Exec-
utive Board as Deputy Chair.

Provisions for Amending the Articles of Association

The Annual General Meeting passes resolutions on amend-
ments to the Articles of Association. Unless the German
Stock Corporation Act (AktG) stipulates otherwise, the reso-
lution shall, in accordance with Article 23 (2) of the Articles of
Association, be passed by a simple majority of the votes cast
and - to the extent that a majority of the capital represented
at the time of the resolution is required — by a simple majori-
ty of the share capital represented at the time the resolution
is passed. Pursuant to Section 13 (4) AktG, the Supervisory
Board is authorized to resolve amendments to the Articles
of Association that only affect their wording. Pursuant to
Article 6 (5) of the Articles of Association, the same applies
to amendments to Article 6 of the Articles of Association, ac-
cording to their respective utilization of Authorized Capital
2018 and upon expiry of the authorization period.

Executive Board Powers Relating to the Possibility of
Issuing or Repurchasing Shares

The powers of the Executive Board to issue shares are set
down in Article 6 of the Articles of Association and in the
statutory provisions:
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Authorized capital

Until May 28, 2023, the Executive Board is authorized, with
the Supervisory Board’s approval, to increase the Company'’s
capital stock on one or more occasions by up to a total of
€ 40,300,000.00 by issuing up to 40,300,000 new bearer
shares against cash and/or non-cash contributions (Author-
ized Capital 2018). The new shares should be offered to the
shareholders for subscription; they may also be acquired by
banks or companies within the meaning of Section 186 (5)
sentence 1 AktG with the obligation to offer them to share-
holders for subscription. However, the Executive Board is
authorized, with the consent of the Supervisory Board, to
exclude shareholders’ subscription rights in whole or in part,

= to dispose of fractional amounts under exclusion of sub-
scription rights;

» in the event of capital increases against non-cash contribu-
tions;

» in the event of a capital increase against cash contributions
pursuant to Section 186 (3) sentence 4 AktG if the issue
price of the new shares is not significantly lower than the
market price of the Company’s listed shares at the time of
the final determination of the issue price and the exclusion
of subscription rights is limited to a maximum of 10% of the
Company'’s existing share capital in total; and

» (a) to the extent necessary to service purchase obligations
or purchase rig