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Letter to our
Shareholders
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Many of you decided to remain owners of Siemens Energy AG
following the Spin-Off from Siemens AG and our public list-
ing in September 2020. Other investors have since joined us,
and you all rightly expect us to help shape the energy world
of tomorrow and create sustainable value as we do so. On
behalf of our 93 thousand employees (Status: Sep. 30, 2020)
at Siemens Energy, we thank you for your trust.

With the listing on September 28, 2020 on the Frankfurt
Stock Exchange, we started a new chapter in Siemens’ en-
ergy business. Siemens Energy AG is now an independent
company that makes its own decisions and acts on them.
Although technically we are a very young company, our tra-
dition dates back to 1866, the year in which Werner von
Siemens, engineer and company founder, discovered the
dynamoelectric principle and laid the foundation for mod-
ern energy technology.

Siemens Energy will locate its Corporate Center in Berlin
and thus return to the place where Siemens was originally
founded. The company’s registered seat will remain in Mu-
nich. The overall decentralized approach with functions at
sites all over the world reflects the international setup of
our businesses. Today, we are active in more than 90 coun-
tries, and around one-sixth of the world’s energy genera-
tion is based on technology from Siemens Energy.

As a globally operating energy technology company, we
bear special responsibility in the fight against climate
change. We support our customers in meeting the growing
demand for energy and help them reduce their emissions.

We are focusing our business on three areas. First, on power
generation with its ever-lower emissions by, for example,
improving efficiencies of gas turbines; by shifting from coal
to gas; and by using wind power, eliminating emissions en-
tirely. Second, on efficient transmission and storage of
electricity in energy systems. And third, on the consump-
tion side by reducing CO, emissions in entire sectors like
the process industries. Overall, sustainable solutions
already generate more than 50% of Siemens Energy's
revenue.

The World Energy Outlook 2020 issued by the International
Energy Agency (IEA) assumes that both electricity con-
sumption and generation capacity will continue to increase
in the coming decades. Depending on the scenario, the IEA
expects electricity consumption to grow by up to 50% by
2040 compared to 2019. Industries will be progressively
electrified, electromobility will steadily gain importance,
and we must not forget that around 770 million people
worldwide still have no access to electricity.

At the same time, we need to — step-by-step — gear the world
toward sustainability. The share of renewables in the energy
mix will continue to grow rapidly — and this is good. Yet for a
transition period, we will still need conventional energy
sources — primarily gas. Only then can we satisfy growing
demand, secure supplies and drastically reduce emissions
by, for example, modernizing outdated power plants.

As much as we would like it to happen, the global energy
system will not be made climate-neutral overnight. Given
this reality, we must embrace new answers but also have
the courage for interim solutions. Siemens Energy has
both. We offer everything from highly efficient gas turbines
and efficient transmission technologies such as high-volt-
age, direct-current systems, to products and solutions sup-
plying energy to industry, and cutting-edge technologies
like electrolyzers for producing green hydrogen.

We adjusted our coal strategy. Siemens Energy will no lon-
ger participate in new tenders for pure coal-fired power
plants. We will still meet the existing commitments for
coal-fired power plant projects, including binding offers.
And we will also continue our CO,-reducing service and
solutions business as well as our combined heat and power
(CHP) projects. With this step, Siemens Energy is continu-
ing its transformation toward a more sustainable and
growth-oriented portfolio.

And how did fiscal 2020 turn out? Siemens Energy's
operative business developed solidly for the year despite
the COVID-19 pandemic and geopolitical uncertainties.
We met our outlook. Order intake rose by one percent



to €34 billion, while revenue was down five percent to
€27.5 billion. Our order backlog at the end of the fiscal year
was €79 billion. Our adjusted EBITA before Special items
was a negative €17 million, slightly below break-even,
while the adjusted EBITA margin before Special items was a
negative 0.1 percent. Group loss was €1.9 billion, primarily
due to impairments and write-downs for the business with
aeroderivative gas turbines, severance charges and stand-
alone costs adding up to around €1.5 billion. The free cash
flow before taxes was a satisfying €977 million. Basic
earnings per share was a negative €2.21.

Siemens Energy will not distribute a dividend for fiscal
2020. For the following fiscal years, we intend to propose
at our Annual Shareholders’ Meetings a dividend whose
distribution volume is 40 to 60 percent of the Group's net
income attributable to shareholders of Siemens Energy AG.

The support of our customers was secured at all times even
in the face of the pandemic. Furthermore, we initiated a
number of measures to improve our operational perfor-
mance, including the optimization of our portfolio by in-
creasing our stake in Siemens Gamesa to 67 percent and
making adjustments in the aeroderivative gas turbine busi-
ness due to the persisting low market demand. Our pro-
grams to increase efficiency and reduce costs, GP2020+
and PG2020, are continuing and rigorously implemented.
We will also be setting further cost reduction targets in
“Accelerating Impact”, the first phase of our “Energy of
Tomorrow” transformation program. They are necessary to
raise Siemens Energy’s profitability to a higher level.

“Energy of Tomorrow” is a journey of transformation over
several years. In the first phase running up to 2023, we will
concentrate on improving our business basis. This is quite
often about the “"how”. In other words, how we approach
things and how we can make things faster, better and more
efficient, from our setup to the execution of projects. We
will concentrate on three points: strengthening our opera-
tional performance; further expanding our cooperation
with customers and partners in innovations; and optimiz-
ing our portfolio with a focus on sustainability and services
for supporting the energy transition.

The second phase is called “Leading the Energy Transfor-
mation”. We want to lead the transformation of the energy
industry from a higher level of profitability. Our goal is to
work with our customers to develop and implement sus-
tainable energy solutions and shape energy systems in in-
dustries and entire countries. Companies that want to drive
the transition of the energy industry must be data-driven.
To this end, we will make better use of the opportunities
offered by digitalization both in our own workflows and
processes as well as for our customers.

Letter to our Shareholders

Siemens Energy will focus even more intensively on growth
fields and invest in these fields. We will continue expanding
our service business because it secures solid margins, im-
proves our resilience and provides better planning reliability.

We want to use 2021 and become faster, more agile and
more efficient — all the while increasing our profitability.
We aspire to be the most valued energy technology compa-
ny in the world — and we are working toward that goal.

And what do we mean by “valued”? For customers, it means
that we offer the best technologies and services. For em-
ployees, it means that we are an excellent employer that
values safety, further trains and qualifies its people, and
promotes diversity and inclusion. For society, it means that
we live up to our responsibilities, that we are becoming
climate- neutral by 2030 and helping our customers
become climate-neutral as well. And for you, our share-
holders, it means that we create sustainable value.

We made solid progress in the past fiscal year and reached
important milestones with our Carve-Out, Spin-Off and
public listing. Nevertheless, we cannot be satisfied with our
earnings situation in the past fiscal year. 2021 is the first
year as an independent company and a daily incentive for
us to work on the transformation and profitability of our
company. We have many plans and look forward to your
support along the way. Let's get started — together.

For the Executive Board

24

Christian Bruch
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Christian Bruch Tim Holt
President and Member of the
Chief Executive Officer 1 Executive Board
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Jochen Eickholt
Member of the
Executive Board

Our leadership team

Maria Ferraro
Chief Financial
Officer
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About this Report

This annual report contains the Consolidated Financial
Statements and the Combined Management Report of
Siemens Energy AG and its subsidiaries (‘Siemens Energy
Group,” ‘Siemens Energy,” ‘the Group,’ ‘the Company,” or
‘we’) for the year ended September 30, 2020, as well as
further information. It complies with the annual financial
reporting requirements of Section 114 of the German
Securities Trading Act (“Wertpapierhandelsgesetz”). The
Combined Management Report includes the manage-
ment report for Siemens Energy AG in addition to the
information on the Siemens Energy Group. This annual
report also contains the 2] 3.4 Corporate Governance
Statement Pursuant to Sections 289f and 315d of the
German Commercial Code. Independently of this, as part
of our focused corporate communications activities, we
will also be reporting on sustainability issues within a dedi-
cated sustainability report and non-financial group report
A www.siemens-energy.com/global/en/company/
sustainability.html.

Siemens Energy’s Consolidated Financial Statements have
been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International
Accounting Standards Board (IASB) and as adopted by the
European Union (EU) as well as with the additional require-
ments set forth in Section 315 e para. 1 German Commer-
cial Code. Ernst & Young GmbH Wirtschaftsprifungs-
gesellschaft has audited the Consolidated Financial
Statements and the Combined Management Report. The
unqualified audit opinion can be found under 31 3.2 Inde-
pendent Auditor’s Report.

Fiscal year 2020 for the Siemens Energy Group and
Siemens Energy AG began on October 1, 2019, and ended
on September 30, 2020. This document is a convenience
translation of the original German-language document.

Due to rounding, numbers presented throughout this
report may not add up precisely to the totals provided and
percentages may not precisely reflect the absolute figures.

Unless otherwise stated, the number of employees is given
in thousands of full-time equivalents (FTEs) as of reporting
date.


https://www.siemens-energy.com/sustainability-report-2020
https://www.siemens-energy.com/sustainability-report-2020
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1.1 Business description

1.1.1 Organization and reporting
structure

Siemens Energy AG, parent company of the Siemens Energy
Group (SE) and registered in Munich, is an Aktien-
gesellschaft (Stock Corporation) in accordance with German
law. Additional information is included in %1 2.6 Notes to
Consolidated Financial Statements in Note 1 Basis of
presentation. For information regarding the Spin-Off and
listing procedures undertaken in fiscal year 2020, see
description in 31 Spin-Off and listing.

The Siemens Energy AG Executive Board is the body with
overall responsibility for the management of the business
in accordance with the German Stock Corporation Act
(Aktiengesetz).

Siemens Energy's reporting structure in fiscal year 2020
comprises two reportable segments, Gas and Power (GP)
and SGRE. Siemens Gamesa Renewable Energy S.A., Spain
(together with its subsidiaries — SGRE) shares are listed on
the Spanish stock exchanges of Madrid, Barcelona, Valencia,
and Bilbao and included in the Spanish IBEX 35 index.
Siemens Energy holds approximately 67% of the shares in
SGRE S.A.

Reconciliation to Consolidated Financial Statements includes
items which management does not consider to be indicative
of the segments’ performance — mainly Real Estate Services,
centrally carried pension expense, Eliminations as well as
Treasury activities and other central items. For further infor-
mation, see 21 2.6 Notes to Consolidated Financial State-
ments in Note 25 Segment information.

Siemens Energy supports its customers around the globe.
The regional breakdown used for Siemens Energy’s reporting
purposes is EMEA (Europe, Commonwealth of Independent
States, the Middle East and Africa), Americas (Canada, the
United States as well as Central and South America), and
Asia, Australia (the remaining countries of the Asian conti-
nent as well as Australia and New Zealand).

1.1.2 Business model

Siemens Energy is active along the entire energy tech-
nology and service value chain with comprehensive and
differentiated products, solutions, and service offerings.

Our broad technology base, comprising fuel-efficient
conventional as well as renewable energies, enables us to
meet the increasing energy demand and to support at the
same time efforts to reduce greenhouse gas emissions. We
also offer digital business and intelligent service models to
our customers. Therefore, we consider ourselves well posi-
tioned to shape the energy transition towards decarbon-
ized energy technologies and to promptly react to customer
needs worldwide through our global footprint.

A significant share of our business is executed via high
volume projects and characterized by multi-year customer
orders, especially in our solutions and service businesses.
While orders for large projects may lead to volatility in order
intake from reporting period to reporting period, revenue is
generally less affected by such volatility. Large projects
typically have longer development and construction phases
whereas service orders often relate to long-term service
contracts that therefore lead to steady revenue recognition
over several reporting periods. Overall, our order backlog
gives us a high level of visibility on future revenues.

Our profitability level differs among our portfolio elements.
Therefore, during any given period, our results of opera-
tions are affected by the portfolio mix sold in each segment.
Our service business typically has higher margins than the
product and solutions businesses. Our results of operations
and margins therefore depend on our ability to generate
revenue from servicing our large installed fleet as it
becomes subject to wear and tear, in particular the rotating
equipment. We aim to maintain and expand the long
lifespan of our large installed fleet in order to secure orders
for service contracts, in particular for long-term service
programs.



Thus, we see service as a major pillar of Siemens Energy’s
sustainable business success, which we strive to enlarge
and leverage even more in the future.

Gas and Power (GP)

GP offers a wide range of products, systems, solutions and
services in the fields of power transmission, conventional
central and distributed power generation, as well as indus-
trial applications for the oil and gas industry and for indus-
trial process applications. Furthermore, GP develops and
markets new technologies in the field of decarbonization.
Its operations are split into the three divisions Transmis-
sion, Generation and Industrial Applications, and are
complemented by its Other Operations.

Siemens Gamesa Renewable Energy (SGRE)
SGRE focuses on the design, development, manufacturing,
supply and installation of products, as well as the provision
of offering technologically advanced services in the renew-
able energy sector with a focus on wind turbines for various
wind conditions. SGRE is also exploring opportunities in
adjacent renewable business fields, which in many cases
are also related to the wind turbine business. SGRE
comprises the businesses Wind Turbines as well as Opera-
tions and Maintenance.

For more information on the business model, see the busi-
ness description of the GP and SGRE segments in 21 1.4.1
Gas and Power and %1 1.4.2 Siemens Gamesa Renewable
Energy.

Combined Management Report

1.1.3 Research and development

In fiscal year 2020, we reported research and development
(R&D) expenses of €985 million (2019: €1,001 million).
The resulting R&D intensity, defined as the ratio of R&D
expenses and revenue, was 3.6% (2019: 3.5%). Additions
to capitalized development expenses amounted to €191
million in fiscal year 2020 (2019: €163 million). In fiscal
year 2020, Siemens Energy employed an average number
of five thousand people working in the R&D area.

Our revenue is driven by our ability to provide innovative
products, integrated systems, solutions, and services and
to develop deep relationships with customers and project
partners. We believe that sustainable economic value is
created through continuous innovation and that invest-
ment in R&D is fundamental to our success.

Siemens Energy steers the R&D activities along a clearly
defined strategy. We anticipate a shift in R&D spending
between Divisions and the type of projects. We will develop
the portfolio with clear focus on sustainability, service and
new growth fields. So we decided in November 2020 to
exit from coal and actively develop our portfolio to remove
underperforming product lines. Another key objective is to
improve our large service potential and the competitive-
ness of our current products on the basis of strict quality
criteria. Furthermore, we will enhance our electrolyzer
product line to grow revenues. We aim to explore new port-
folio elements to tap into growth fields such as decarbon-
ized energy systems, energy storage systems and Power-
to-X technologies.

For more information on R&D, see the description of the
R&D activities of the GP and SGRE segments in 1 1.4.1 Gas
and Power and 3] 1.4.2 Siemens Gamesa Renewable
Energy.
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1.2 Financial performance system

1.2.1 Financial framework

Siemens Energy’s Financial framework includes performance
indicators (Pls) and targets that we aim to achieve until fiscal
year 2023 or beyond (mid-term).

The PIs are included in regular reports on business perfor-
mance to the members of the Executive Board, who then
report to the Supervisory Board. The reporting and analysis
of Pls are related to our strategic goals, which are designed
to help achieve these goals on an operational level and aim
to find the balance between the interdependent factors of
growth, profitability, and liquidity. They serve as a measure
of target attainment for managers and thus can influence
the remuneration of the Executive Board. The most
important of these PlIs (key performance indicators, KPIs) are
generally determined at the level of the Siemens Energy
Group. These KPIs are part of our outlook for the next fiscal
year 21 1.7 Report on expected developments.

Some of the financial Pls described below are alternative
performance measures (APMs), i.e., they are not defined or
listed in IFRS (non-IFRS financial measures). These APMs
supplement the figures calculated in accordance with IFRS
rather than being an alternative to them. We believe that
our APMs offer additional and useful information for our
stakeholders, helping them to assess the business perfor-
mance of Siemens Energy. Other companies may report
similarly named indicators, but due to possibly different
calculation methods, they are not always comparable.

1.2.2 Growth

In fiscal year 2020, Siemens Energy measures, manages and
controls the development of its business volume using
nominal growth figures for orders and revenue. Revenue
growth is thereby a KPI for Siemens Energy. Nominal revenue
growth as the percentage change year over year is calculated
by dividing the absolute revenue difference between a base
year and the previous period by the previous period revenue.

As soon as possible, nominal revenue growth will be comple-
mented by comparable revenue growth as a KPI. This shows
the development of the revenue net of currency translation

effects, which arise from the external environment outside of
our control, and portfolio effects, which involve business
activities that are either new to our business or no longer a
part of it.

Currency translation effects are the difference between
revenue for the current period calculated using the exchange
rates of the current period and revenue for the current period
calculated using the exchange rates of the comparison period.
For calculating the percentage change year over year, this
absolute difference is divided by revenue for the comparison
period.

A portfolio effect arises in the case of an acquisition or a
disposal and is calculated as the year over year change in
revenue resulting specifically from the transaction. For calcu-
lating the percentage change, this absolute change is divided
by revenue for the comparison period. For orders, we will
apply the same calculations for currency translation and port-
folio effects as described above.

On the Group level, Siemens Energy focuses on profitable
growth and aims to achieve mid-term a stable rolling 3-year-
average comparable revenue growth of flat to 3%.

1.2.3 Profitability

Starting fiscal year 2020, the KPI used to measure
Siemens Energy’s profitability of operating activities is the
Adjusted EBITA margin before Special items, which is
calculated by dividing Adjusted EBITA before Special items by
total revenue.

The PlIs Adjusted EBITA and Adjusted EBITA margin are used
by Siemens Energy as ancillary measures. Adjusted EBITA is
defined as earnings before financing interest, income taxes,
and amortization expenses related to intangible assets
acquired in business combinations and goodwill impair-
ments. Financing interest excluded from Adjusted EBITA is
any interest income or expense other than the financial
result from operations, meaning any interest income or
expense other than interest income related to receivables
from customers, from cash allocated to the segments and
interest expenses on payables to suppliers.



Reported Adjusted EBITA is modified for Special items as
defined in 3 Special items. Adjusted EBITA margin before
Special items is one of the targets used in determining the
short-term variable compensation of the Executive Board
starting from fiscal year 2021.

Within the Siemens Energy Financial framework, we aim to
achieve an Adjusted EBITA margin before Special items for
the Group of 6.5% to 8.5% for fiscal year 2023, which we
also allocate to our segments in order to achieve our Group
target range. The targeted margin for our Segment SGRE
reflects our expectations as a majority shareholder.

Adj. EBITA margin

Target fiscal year 2023 before Special items

Siemens Energy 6.5 -8.5%
Gas and Power 6.0 — 8.0%
SGRE 8.0 -10.0%

For purposes of managing and controlling profitability at the
Group level, we also use Net income as a KPI, beginning
from fiscal year 2020 onwards. This KPI feeds into Basic earn-
ings per share (Basic EPS), i.e. net income attributable to
shareholders of Siemens Energy AG divided by the weighted
average number of shares outstanding without any dilution.
Basic EPS also impacts the level of long-term variable
compensation of the Executive Board.

1.2.4 Liquidity

To provide an assessment of the Group's ability to generate
cash, and ultimately to pay dividends, we use Free cash flow
pre tax, beginning from fiscal year 2020, as a KP!I. Free cash
flow pre tax of the Group is defined as Cash flows from oper-
ating activities before income taxes paid, less additions to
intangible assets and property, plant and equipment. Free
cash flow of the segments constitutes cash flows from oper-
ating activities less additions to intangible assets and prop-
erty, plant and equipment. It excludes financing interest,
except for cases where interest on qualifying assets is capital-
ized or classified as contract costs; it also excludes income
taxes and certain other payments and proceeds. Conse-
quently, Free cash flow pre tax demonstrates the extent to
which we are able to meet both recurring and specific cash

Combined Management Report

outflows, such as payments for acquisitions, dividends, debt
servicing or taxes, etc.

1.2.5 Other financial
performance indicators

The following other financial Pls are used by us, starting in
fiscal year 2020:

A cornerstone of liquidity is the thorough management of
Operating net working capital, which is defined as the sum
of Trade and other receivables, Contract assets, and Invento-
ries, reduced by the sum of Trade payables and Contract liabil-
ities.

Cash conversion rate (CCR) on Group level is used as an
ancillary measure in order to manage our ability to generate
cash, which enables us to grow and invest. CCR is one of
the targets used in determining the short-term variable
compensation of the Executive Board in fiscal year 2020
and 2021.

In fiscal year 2020 Siemens Energy used a CCR defined as
Free Cash Flow divided by Adjusted EBITA on Siemens
Energy Group level which will be replaced in fiscal year
2021 by the Group’s CCR and the operational CCR. The
Group’s CCR will be defined as the ratio of Free cash flow to
Net income. For operating purposes we will define the
operational CCR as follows: Free cash flow pre tax divided
by Adjusted EBITA. Following our financial framework,
Siemens Energy generally aims at an operational CCR of
1 minus 3 years rolling CAGR (compound annual growth
rate) of comparable revenue growth over the fiscal years
2021 to 2023.

According to its financial policy, Siemens Energy aims for a
balanced capital structure that allows for a solid investment
grade rating. This ensures sufficient flexibility for ready
access to bank and capital markets, and to sustain the
ability to repay and service its debt obligations over time. It
also makes us a reliable partner for our customers. The PI
used to assess our capital structure is the Adjusted (net
cash)/ net debt to EBITDA ratio, which is shown in 1 1.5.3
Financing and liquidity analysis. The ratio indicates the
approximate number of years that would be needed to
cover the Adjusted net debt through EBITDA, without

13
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taking into account interest, taxes, depreciation and
amortization. As we strive for a solid investment grade
rating, Siemens Energy does not steer its capital structure
according to an explicit target ratio, however, as a general
guidance, an Adjusted net cash/net debt to EBITDA ratio
below 1.5 may be considered to be consistent with the aim
of a solid investment grade rating.

EBITDA is defined as Income (loss) before income taxes as
shown in the Consolidated Statements of Income, plus
interest income/ expenses and other Financial income/
expenses and plus Amortization, depreciation and impair-
ments.

Finally, we aim to provide an attractive return to our share-
holders. Under the Siemens Energy Financial framework,
our intention is to propose a dividend whose distribution
volume is 40% to 60% of the Group’s Net income attribut-
able to shareholders of Siemens Energy AG. For this
purpose, the Net income may be adjusted for extraordinary
non-cash effects. Generally, we plan to fund the dividend
payout from available Free cash flow considering dividend
payments received from SGRE S.A., which intends to
propose a dividend in a distribution volume of no less than
25% of its Net income.

The following other financial Pl is used by us, starting in
fiscal year 2021:

The Executive Board's short-term variable element of total
compensation will include a Return on capital employed
(ROCE) target 21 1.10 Compensation Report. ROCE will be
used for purposes of managing and controlling our capital
efficiency and is calculated as Net income before financial
result and taxes on financial result adjustments, less Finan-
cial income from operations, divided by the average Capital
employed 1 1.6.2 Liabilities and equity. Average Capital
employed in the reporting period is defined as a five-point-
average of Capital employed at the beginning of the
reporting period, the respective balances as of the quar-
terly reporting dates, and the Capital employed at the end
of the reporting period.
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1.3 Business performance in

fiscal year 2020

1.3.1 Overall assessment by the
Executive Board of the current
economic situation

Siemens Energy as a stand-alone enterprise is charac-
terized by several transformation topics, for example
becoming an independent company as well as decar-
bonization trends, and changes within a challenging
global environment. The Spin-Off and timely public
listing was accomplished throughout the COVID-19
pandemic which gave additional prominence to our
strategic and operational repositioning. Being an inde-
pendent player on an energy market in the midst of
transformation adds further momentum, the necessity
to mitigate risks and to take advantage of new opportu-
nities.

Against this background, first achievements in our
restructuring were accomplished while areas continue
to exist that require further improvement. Our manage-
ment of COVID-19 resulted in resilient operations but
could not circumvent an unsatisfactory decrease in
revenue. On the other hand, slightly growing order
intakes across Siemens Energy have been contributing
to our total order backlog of €79 billion. This underpins
that the initiated optimization of operational perfor-
mance is vital for our future profitability and ability
to generate liquidity, both currently being below
our target levels. Strategic portfolio decisions and

Siemens Energy’s business

performance

Siemens Energy Group was adversely affected by the
overall economic environment in fiscal year 2020. The
macroeconomic conditions remained subdued from the
beginning of our fiscal year starting October 1, 2019, and
therefore did not provide a decisive stimulus for
Siemens Energy’s business. Subsequently, the COVID-19
pandemic was the all-determining factor for both social life

restructuring additionally weigh on our profit perfor-
mance in fiscal year 2020, but represent our clear focus
on a selective and profitable go-to-market approach.
Further measures consider our complete value creation
cycle from supply chain excellence to customer rela-
tionship management, seeking for optimal operations
as well as lean and simplified structures with a reduced
cost basis. A transforming energy market induces chal-
lenges but also provides us with an even stronger
incentive to allocate our R&D commitment consistently
towards tangible returns and longer-term potentials,
combined with a strong customer focus.

Our management of transformation and change rests
on a strong foundation: We have a global diversified
business, a strong order intake and order backlog, a net
cash position, a solid investment grade rating, and a
clear framework for value creation. This basis, combined
with the capabilities and commitment of our global
workforce, makes us very confident that Siemens Energy
will be an attractive investment for our current and
future shareholders.

We have fully achieved our fiscal year 2020 guidance
and confirm our outlook for fiscal year 2021. With an
outstanding and committed team we look forward to
the transformation journey that lies ahead of us, as we
are opening a new chapter as Siemens Energy.

and economic development globally. While our lines of
business showed an intact foundation with solid business
activities compared to fiscal year 2019, we faced a drastic
macroeconomic collapse in our second and third quarter.
During our final quarter the economy showed signs of
recovery but was still well below pre-COVID-19 levels. This
global scenario was a challenging backdrop to the
continuing overall transformation of the energy market.
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Order volume of Siemens Energy increased by 1% to
€34,001 million compared to prior year. A clear decrease in
the Segment GP was offset by significant growth at SGRE,
which was driven by sharply increased service and offshore
orders. Revenues of Siemens Energy were moderately
down with €27,457 million compared to prior year with
both segments contributing to the decline. Siemens Energy’s
revenue from service remained nearly stable year over year.
Lower revenues followed by increased cost of sales were
the major factor for the sharp drop of Siemens Energy's
Adjusted EBITA before Special items from €1,517 million
in fiscal year 2019 to negative €17 million in fiscal year
2020. Reported Adjusted EBITA declined as a result of
sharply increased special items, particularly due to impacts
in connection with strategic portfolio decisions. Adjusted
EBITA margin at both GP and SGRE decreased sharply,
driven by project outages or shifts, prolongations and
terminations, under absorption of fixed costs, shutdowns
of production and customer sites, related project charges
and unfavorable commitments in many cases intensified or
caused by COVID-19 at GP, and project delays as well as the
slowdown in the Indian market at SGRE. For further infor-
mation see 31 1.4.1 Gas and Power and 31 1.4.2 Siemens
Gamesa Renewable Energy (SGRE). This development
was reflected in Siemens Energy’s income resulting in a net
loss of €1,859 million and corresponding negative Basic

Comparison between the actual and
forecast course of business

earnings per share (EPS) of €2.21. Taking into account the
economic background and our individual challenge of
becoming independent, we consider our results of opera-
tion as a solid starting point for our performance in fiscal
year 2021. This is, for example, reflected by the order
backlog, see also 31 1.4 Result of operation.

Siemens Energy's Free cash flow pre tax was €977 million,
which reflects a significant decline compared to fiscal year
2019. This was primarily a result of the clearly lower cash
inflows from operating activities, as well as significantly
higher additions to intangible assets and property, plant
and equipment in fiscal year 2020. This development led to
a Cash conversion rate related to the Group of negative
0.4 compared to 0.8 in fiscal year 2019. At the end of fiscal
year 2020, we had Adjusted net cash of €1,309 million
(2019: Adjusted net debt of €2,169 million), mainly due to
capitalization measures of Siemens Group in the course of
our Spin-Off 11 1.5 Financial position.

Total equity increased despite a decrease in the earnings
development, reflected by total comprehensive loss and
the effects of the share buyback were more than offset by
increases which were primarily related to transactions in
the course of the formation of the Group, resulting in a
year over year higher equity ratio of 35.8% (2019: 29.1%).

Initial Expected
position developments

Target
achievement

Fiscal year
Target achievement 2020 2019 2020 2020 Evaluation
Siemens Energy revenue growth 2.8% (5)% — (2)% (4.7)% achieved
Siemens Energy Adjusted EBITA margin before Special items 5.3% (1% — 1% (0.1)% achieved

Dividend

In general, our regular dividend policy is to pay out 40%
to 60% of our Net income attributable to shareholders
of Siemens Energy AG. Due to the Net income of
Siemens Energy AG amounting to €0 million no dividend
will be paid for fiscal year 2020.



1.3.2 Events and developments
responsible for course of business

Macroeconomic development

In fiscal year 2020, global gross domestic product (GDP)
growth was strongly impacted by the global COVID-19
pandemic. After global GDP growth by 2.8% in calendar
year 2019, economic performance saw a near global
collapse within weeks in the first quarter of 2020, and is
forecasted to contract sharply to negative 4.4% in calendar
year 2020. In October 2019, global GDP growth had been
forecast with positive 3.4%.

Drastic deteriorations were especially seen in countries
with extensive and long-term measures to contain the
infection. Advanced economies are projected to show a
clear GDP decline of 5.8%. Most emerging countries had to
cope with considerable effects as well — with the exception
and highlight of the Chinese economy, which made up
harsh losses at the beginning of the year in the second
quarter. In total, the developing countries are forecast to
have a GDP of negative 3.3% (China positive 1.9%) in
calendar year 2020.

The COVID-19 pandemic and associated impacts domi-
nated the economic landscape across all regions in 2020.
Developments such as ongoing uncertainty over “Brexit”
and the U.S.-China trade conflict were relevant to a much
lesser degree.

The partly estimated figures presented here for GDP are
based on data published by the International Monetary
Fund (IMF) “World Economic Outlook: A long and Difficult
Ascent”, October 2020.

Energy market transformation

The energy sector encompasses all industries involved in
the supply of energy and therefore plays a crucial role in
infrastructure and the development of societies worldwide.
Modern society consumes large amounts of different forms
of energy (e.g., fuels, electricity (also referred to as
“power”), heat, and hydrogen) supplied by energy systems
which are based on fossil, nuclear, or renewable energy
sources (also referred to as “renewables”). These energy
systems target an affordable, reliable and sustainable

energy supply.

Additionally, in calendar year 2020, the common goal to
limit greenhouse gas (GHG) emissions in order to contain
global warming — against the background of increasing

Combined Management Report

energy demand — has led to a transition in the energy mix
away from conventional fossil fuels and towards renew-
ables. This change requires the integration of renewables
and leads to additional complexity of the electricity grid.
This transition is accelerating, driven by megatrends such
as globalization and global economic growth, urbanization,
population growth, climate change, and digitalization.
These megatrends lead to four important developments in
our markets. All of these provide opportunities as well as
challenges for us.

¢ Demand growth driven by mega trends such as global-
ization and growth of international trade, urbanization
and demographic change, which are expected to over-
compensate increases in energy efficiency.

* Decarbonization based on global efforts to reduce GHG
emissions is a driver for the transformation of the energy
sector, supported by initiatives such as the Paris Agree-
ment and the Intergovernmental Panel on Climate
Change (IPCC) Report. An increasing number of govern-
ments are translating zero emissions or 100% clean
energy goals into national strategy and laws.

* Decentralization and distributed energy generation is
based on strong growth in wind turbines and solar
photovoltaic installations. Distributed energy systems
comprise not just decentral generation, but also local
energy storage as well as demand response, which
requires significant coordination and poses new chal-
lenges to the electricity grid and the distribution network.
Decentralized, renewable energy consumption increas-
ingly leads to consumers that are also producing their
own energy (prosumers).

« Digitalization provides opportunities across all stages of
the energy value chain, as interconnectivity, data avail-
ability, and the degree of automation continue to
increase. The management of increasingly complex
energy networks requires intelligent solutions to ensure
stable transportation and storage of a greener bulk
power with minimal losses.

While we anticipate the rapid shift from fossil-based fuels
to renewables to continue in European countries, we
expect countries with access to fossil fuels not to shift
directly from fossil to renewable power, but to transition
from coal to gas to lower emissions in the existing
infrastructure.
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Supporting a transition from coal to gas ties in with our
efforts to contribute to a sustainable energy industry,
which also includes a commitment to reach net-zero green-
house gas emissions from our own business operations
(climate neutrality) by 2030. In this context, we have
decided to phase-out of our coal-related business activities
in the long run. As part of the phase-out of our coal-related
business activities, we will neither participate in tenders for
new purely coal-fired power plants nor offer components
for such projects. However, Siemens Energy will fulfill its
existing obligations from coal-fired power plant projects
and binding offers. The service business will also be
continued. We want to use our business relationships with
coal-fired power plant operators to offer, among other
things, CO,-reducing solutions that minimize the adverse
effects of coal-fired power generation.

COVID-19 pandemic

During fiscal year 2020, Siemens Energy’s business was
adversely affected by the COVID-19 pandemic, as well as by
its impact on the economic environment, our customers
and suppliers. The repercussions of COVID-19 on our busi-
ness varied between countries, regions, and even cities and
communities. Primarily, we faced a decline in demand,
shifted and cancelled orders, restricted access to customer
sites, reduced capacity utilization of our manufacturing
facilities due to lockdowns or other forms of restrictions,
delayed project execution and services leading to additional
costs, and challenges in certain segments of our supply
chain. With regard to specific segments of our supply chain,
we experienced longer lead times. A significant challenge
for our supply chain was the shortage of freight services,
leading to higher freight costs.

Impacts from COVID-19 were most pronounced in Europe
in March and April 2020. During these months, not only in
Europe government lockdowns and quarantines imposed
on parts of GP's workforce mainly affected its manufac-
turing facilities and repair workshops, e.g., in France,
India, and Italy, as well as to a lesser degree in Canada and
Colombia. Reduced capacity utilization resulted in under-
absorption of fixed costs. To mitigate the impact of COVID-
19, GP implemented flexible working models, re-routed
manufacturing to less impacted facilities and temporarily
increased loads in such facilities. In addition, in its service
business, GP switched to remote support services where
possible as there was demand for technical risk assess-
ments from customers whose equipment was operating
beyond recommended service intervals. Despite COVID-19,
only a limited number of scheduled outages were shifted or
cancelled during fiscal year 2020.

At SGRE, mainly its Onshore activities within the wind
turbine business were impacted by temporary closure of
manufacturing facilities resulting from imposed lockdowns,
e.g., in China, India, and Spain. The segment’s supply chain
was mainly affected by shortages of components and raw
materials such as balsa wood, which had already been chal-
lenging to obtain in the first quarter of fiscal year 2020.
Supply chain challenges also contributed to reduced capacity
utilization of manufacturing facilities, which resulted in
underabsorption of fixed costs. In the Onshore activities
within the wind turbine business, the impact of COVID-19
contributed to delays in the execution of projects in Northern
Europe, as well as to the continuing slow-down of the Indian
market, resulting in a decline in revenue and additional
costs. Orders were shifted into later periods, also attribut-
able to delayed contract signings. Delays in project execution
led to customer claims for damages. The Offshore activities
within the wind turbine business and the service business
were less impacted by COVID-19. To mitigate its impact,
SGRE organized teams to ensure business continuity by
leveraging its worldwide footprint to partly recover lost
manufacturing capacity and mitigate challenges in specific
markets.

In our Segment SGRE, the Chinese manufacturing facilities
already resumed normal operations at the end of the
second quarter of the fiscal year 2020, while manufac-
turing facilities in Spain followed in May 2020. The effect of
COVID-19 tailed off in the fourth quarter of the fiscal year
and was felt mainly in execution delays in onshore projects.
In addition, both the supply chain and manufacturing
activity are operating as normal.

Operational excellence

In line with our Siemens Energy Financial framework and
the aim for an improved mid-term profitability, we have
identified six main levers for a step change in our opera-
tional excellence (“Accelerating Impact”):

* Reshaping our footprint — we aim for a simpler footprint
and logistics with less complexity and fewer sites
including a factory network with eliminated overcapaci-
ties and an expansion in best-cost countries.

* Portfolio streamlining — we will make our product line-up
leaner and simpler through implementing standardiza-
tion, digitalization, and modularization.

* Project excellence — our rigorous focus lies on project
excellence including a selective bidding for projects with
a better risk/return ratio and a better project execution
aiming at a reduction of non-conformance costs of at
least 30% by fiscal year 2023.



* Supply chain excellence — we strive for a best-in-class
procurement with significant material cost reductions in
a partner ecosystem.

* Sustainable inventory reduction — complexity reduction
through variants management, better management of
customer demand, more platform business, optimization
of safety stock levels and production optimization,
among others.

¢ Getting closer to our customers — including an intensi-
fied key account management, a differentiated offering,
customized project financing and clear end-to-end
product responsibility.

Such measures must be seen against the background of the
transformation of the energy market and the change of
respective customer needs which require us to continu-
ously adapt our business model in time. For further infor-
mation see 31 Macroeconomic development. In combina-
tion with certain areas of the aforementioned operational
excellence initiatives, this ultimately leads to continuous
restructuring and transformation efforts.

In fiscal year 2020, our Segment GP already had the “PG
2020" (launched in fiscal year 2018) and “GP 2020+" (initi-
ated in fiscal year 2019) programs in place, which mainly
focus on cost structure optimization and the resizing of
production capacities, primarily in order to counter a nega-
tive market development. Both programs mainly target a
reduction of employment positions worldwide, for the
most part regarding production related employees, but also
including corporate functions.

 During fiscal year 2020, we made a strategic portfolio
decision (more details regarding strategic portfolio deci-
sions can be found in 21 Special items) to streamline our
offering of aero derivative gas turbines. We will continue
to service all such gas turbines and fulfill all existing
orders, while phasing out the active marketing of our
larger sized aero derivative gas turbines.

¢ In September 2020, we announced a restructuring of
GP's Le Havre, France, facilities. The current plan foresees
a headcount reduction of approximately 300, the closure
of production activities while keeping certain operations.
We estimate to incur personnel and non-personnel costs
of about €70 million associated with the transformation
measures. The negotiation with the employee represen-
tatives as per statutory requirements have not yet been
concluded.
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Moreover, in order to achieve our mid-term targets, GP
aims for further global cost reductions by the end of fiscal
year 2023 under the “Accelerating Impact” program which
strives to exceed the originally targeted annual global cost
reductions for fiscal year 2023.

In fiscal year 2020, our Segment SGRE completed its
“L3AD2020" strategic plan, which was launched in fiscal
year 2018 after the merger of Gamesa and Siemens Wind
Power into SGRE (SGRE merger). Under the umbrella of
“L3AD2020", during fiscal year 2020 the following restruc-
turing measures were launched, among others:

* SGRE initiated restructuring measures relating to rotor
blade and turbine manufacturing in Denmark as part of
the implementation of the "one segment, one tech-
nology strategy”. This measure was taken due to a chal-
lenging market environment and a highly competitive
landscape characterized by price pressures affecting the
production of direct drive onshore turbines and the
onshore blade production.

* Furthermore, in November 2019, SGRE announced a
reorganization program. Over a term of two years, the
global white-collar staff will be reduced, affecting the
wind turbines business and corporate areas. The imple-
mentation approach may vary by country and shall
depend on the final discussions with employee represen-
tatives. So far, the process has been carried out according
to SGRE's plans.

In the first half of 2020, SGRE initiated a restructuring of
its Indian operations to take account of the slower-than-
expected recovery of the Indian wind market as well as to
adapt to new market prospects and dynamics.

* In June 2020, SGRE decided to close the blade factory in
Aoiz, Spain, due to competitiveness considerations.

Within the scope of its new "LEAP” program, our Segment
SGRE plans to maintain its focus on innovation, produc-
tivity and asset management, as well as additional focus on
operational excellence. As part of that approach, SGRE will
be constantly analyzing footprint optimization measures in
addition to fixed costs, including selling and general admin-
istrative expenses, among others, as their optimization is
necessary for reaching target profitability levels. Moreover,
the organization is pooling best practices and improving
control over the order book following a full-scale review of
risks and costs. Apart from these levers, in order to improve
the performance of Onshore activities, it is necessary to
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prioritize returns over volume, with strict price control, and
to reduce the operational risk profile by limiting the wind
farm development business and strengthening engi-
neering, procurement and construction (EPC) capabilities.
SGRE is working on strengthening process and project
execution discipline with the aim of achieving industry
benchmark safety and quality levels.

SGRE s still investing in integration activities out of the
SGRE merger in fields, such as closeout of post-merger
IT-related projects or in integration of acquired European
Senvion service business, among others. Additional infor-
mation about acquisitions can be found in 3 Major
acquisitions. We expect to incur corresponding integration
and restructuring costs throughout fiscal years 2021 to
2023, the majority of these costs are expected to be attrib-
utable to restructuring measures. A substantial portion of
both integration and restructuring costs are expected to be
incurred by the end of the fiscal year 2022. Although most
of the impact is cash related, there are also non-cash
elements.

Spin-Off and listing

In May 2019, Siemens AG announced its plan to build a
focused energy powerhouse as a new major player on the
energy market by giving its Gas and Power business
complete independence and entrepreneurial freedom
through a Spin-Off and a subsequent public listing,
including the transfer of Siemens’ SGRE stake into the new
company.

As of March 31, 2020, the Carve-Out was substantially
completed with the direct and indirect transfer of, among
other things, the material assets, liabilities, and contractual
relationships attributed to Siemens’ Segment Gas and
Power, excluding a limited number of transfers, which were
completed after March 31, 2020.

On July 9, 2020, the Extraordinary Shareholders’ Meeting
2020 of Siemens AG resolved on the approval of the
Spin-Off and Transfer Agreement between Siemens AG and
Siemens Energy AG with 99.36% of the votes.

On September 25, 2020, the Spin-Off was effective, and
on September 28, 2020, public trading of the Siemens
Energy AG shares began.

Activities regarding the preparation of our separation from
Siemens Group and the formation of Siemens Energy as an
independent enterprise also impacted our result in fiscal
year 2020 and will to a certain extent continue to do so in
the coming fiscal years. Please refer to 2] Special items for
further information.

Special items
We use the term “Special items” when we refer to the
following topics:

¢ Restructuring and integration costs — Restructuring
costs refer to personnel measures leading to severance
charges, in the past mainly related to the Segment Gas
and Power. Integration costs refer to the Segment SGRE
only and are related mainly to the merger of Gamesa and
Siemens Wind Power into SGRE S.A. and, to a lesser
extent, to the acquisition of assets from Senvion.

e Stand-alone costs — Stand-alone costs relate to the
preparation of our separation from Siemens Group and
the formation of Siemens Energy as an independent
enterprise. They relate to the Carve-Out and Spin-Off of
Siemens Energy and include, among others, costs for
information technology (IT) applications, external service
providers, costs related to the listing, and personnel-re-
lated costs, such as retention and accelerated vesting of
share-based compensation.

* Strategic portfolio decisions — Major asset impairments
and write-downs related to Siemens Energy Group stra-
tegic portfolio decisions. For example, such manage-
ment decisions included in fiscal year 2020 to streamline
our offering of aero derivative gas turbines.
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Siemens Energy Special items Fiscal year

(in millions of €) 2020 2019 Change

Restructuring and integration costs (376) (388) (3)%
therein: Gas and Power (133) (247) (46)%
SGRE (241) (141) 71%
Reconciliation to Siemens Energy (2) nla

Stand-alone costs (195) nla
therein: Gas and Power (121) nla
SGRE - nla
Reconciliation to Siemens Energy (74) - nla

Strategic portfolio decisions (956) (65) >200%
therein: Gas and Power (735) nla
SGRE (221) (65) >200%
Reconciliation to Siemens Energy - nla

Siemens Energy special items (1,526) (453) >200%
therein: Gas and Power (988) (247) >200%
SGRE (462) (206) 124%
Reconciliation to Siemens Energy (76) nla

Major acquisitions

In January 2020, SGRE acquired all shares of Senvion
Deutschland GmbH, Germany, including the carved-out
European Onshore service business of Senvion, related
intellectual property, as well as additional assets. In April
2020, SGRE closed the acquisition of all the shares in Ria
Blades, S.A., Portugal, an entity which owns and operates
the wind turbine blades production facility in Vagos,
Portugal, and certain additional assets associated to said
business. This acquisition is in line with SGRE's strategy to
grow its multibrand service business and its production
capacities and strengthens SGRE’s competitive position in
Europe. The overall price to be paid in cash for the shares of

Senvion Deutschland GmbH and Ria Blades, S.A. amounts
to €200 million, subject to closing accounts confirmation
adjustments.

In February 2020, Siemens AG acquired 8.1% non-con-
trolling interest in SGRE from Iberdrola S.A., Spain, for a
purchase price of €1,100 million. As part of the Carve-Out,
Siemens AG transferredits shareholdings to Siemens Energy.

For more information see description in 31 2.6 Notes to
Consolidated Financial Statements in Note 3 Acquisi-
tions.
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1.4 Results of operation

1.4.1 Gas and Power

GP business description

Our Gas and Power segment comprises the three divisions
Transmission, Generation and Industrial Applications
complemented by Other Operations which all together offer
a wide range of products, systems, solutions, and services in
the fields of power transmission, power generation, and
industrial applications for the oil and gas and processing
industries, as well as new technologies in the field of decar-
bonization.

Transmission offers a wide range of products, systems,
solutions, and services for power transmission. The product
portfolio comprises Flexible AC Transmission Systems,
Offshore Windfarm Grid Connections, High Voltage Direct
Current Transmission Systems, High Voltage Substations,
air- and gas-insulated switchgear, transformers, digitalized
products, and other products such as bushings. The Trans-
mission division offers its products individually or as part of
tailor-made systems and solutions as well as services
relating to power transmission of high (which includes
ultra-, extra- and high-voltage layers) and, to a lesser
extent, medium and low voltage levels as part of product
bundles or solutions. The transmission business serves a
broad range of customers including power producers,
transmission, and distribution system operators, and indus-
trial and infrastructure customers in industries such as oil
and gas, chemicals, mining, data centers, airports, and rail
companies. Competitors in the transmission business
consist mainly of a small number of large multinational
companies, increasingly joined by smaller, fast-growing
manufacturers in emerging countries including China,
India, and Korea.

Transmission generally benefits from major trends and
changes in global electrical power systems, in particular
decarbonization, digitalization, and global electrification.
Decarbonization is shifting the focus of generation to both
central and decentral renewables. This shift increases
demand for offshore connectivity and grid stability,
requiring environmentally friendly products and systems.
The integration of wind power, photovoltaics, biomass,
storage, and other intermittent or distributed energy
resources into efficient and reliable power networks
increases grid complexity. Holistic asset transparency to

increase efficiency of existing grid assets and performance,
enabled by digitalization, is becoming increasingly
important. Digitalization involves increased product and
system connectivity and providing intelligent solutions for
the management of complex energy networks. Connected
assets provide value potential for additional services and
enhanced asset operation. The continuously growing
demand for electricity worldwide requires stable transpor-
tation of greener bulk power with minimal losses from the
location of generation to different demand load centers,
some of which may even be located in other countries.

Generation offers a broad portfolio of products, solutions,
and services for central and distributed power generation.
The product portfolio comprises gas and steam turbines,
generators, and gas engines, as well as instrumentation
and controls (I&C), and electrical systems. Products are sold
individually or as part of solutions. A comprehensive set of
services covering performance enhancements, long-term
programs, operation and maintenance services, customer
training, and professional consulting complement its prod-
ucts and solutions businesses.

In Generation, the ongoing growth in demand for power
from renewables — which come with associated short-term
fluctuations in power generation levels — is shifting market
demand from fossil baseload generation to more flexible,
highly efficient and affordable gas power plants with low
emissions, in particular in Europe, Latin America and Asia.
In general, the markets for GP are strongly affected by
changes in national energy regulations, such as support of
renewable energy, the security of supply through capacity
markets or strategic reserve capacity, carbon pricing and
climate change targets, as well as modernization of energy
and electricity markets. Fuel efficiency standards in the
U.S. and the European Union are expected to weigh on
future demand for fossil transportation fuels in these
regions, contrasting with strong growth in transportation
related fuel use in other world regions, particularly in Asia.
A further trend is that the development and execution of
large projects increasingly requires financing by the OEM,
including equity participation. In the mid term, the
Siemens Energy Segment GP and Siemens AG agreed to
fulfill this demand via Siemens Financial Services, which
can offer customers a range of financing and equity options
backed by domain know-how.



Industrial Applications offers products, integrated
systems and solutions, comprising rotating equipment,
integrated drive-train systems, electrification, automation
and digital solutions for the on- and offshore industry,
chemical industry, marine industry, the fiber industry, and
water treatment solutions. It also provides services for Oil &
Gas and distributed generation customers as well as other
industries such as food and beverages, minerals and

metals, industrial parks, and municipalities.

In Industrial Applications, the role of natural gas compared
to other fossil fuels is growing from the mid- to long-term
perspective, facilitated by its lower carbon footprint.
Furthermore, declining production from maturing oil and
gas fields, or depletion, requires improved recovery tech-
nologies as well as additional mechanical and electrical
power, necessitating continuous investments. At the same
time, oil and gas companies increasingly focus on asset
economics and emission footprint, requiring products and
solutions offering an improved balance of high asset
productivity with safety and environmental performance.
Generally, Industrial Applications benefits from these major
market trends. At the same time, our diversified and global
presence across the oil and gas value chain and other
industries — each following their own business cycles —
offers stable opportunities for our business.

Customers of Generation and Industrial Applications
include public utilities and independent power producers;
companies in engineering, procurement and construction
(EPC) that serve utilities and power producers; sovereign
and multinational oil companies; midstream operators;
independent oil and gas, petrochemical and chemical
companies, and industrial customers that generate power
and heat for their own consumption (prosumers). The
competition consists mainly of two groups: a relatively
small number of original equipment manufacturers (OEM),
some with very strong positions in their domestic markets,
and a large number of EPC contractors.

Other Operations include our New Energy Business and
certain at-equity investments. Our New Energy Business
complements the portfolio of GP by developing new tech-
nologies in the field of decarbonized energy and storage
systems. The current focus of the New Energy Business is to
enable the green hydrogen economy and promote decar-
bonization, for instance by developing "Power-to-X" tech-
nologies which use electricity from renewable energy
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sources (also referred to as “renewables”) for the produc-
tion of low-CO, synthetic energy sources (power fuels).

Our Segment GP's R&D activities are steered to best address
the challenges posed by the market-defining mega trends:
digitalization, growing electricity demand, decarboniza-
tion, and decentralization. The R&D activities of our Trans-
mission division focus on preparing the portfolio for a
deregulated environment in which total cost of ownership
is decisive. R&D activities of the Generation and Industrial
Applications businesses concentrate on developing prod-
ucts and solutions for enhancing efficiency and flexibility
and reducing greenhouse gas emissions. Recent develop-
ment highlights include Topsides 4.0, the HL-class turbines,
SF6-free switchgears, increasing hydrogen co-firing capa-
bilities of our turbine fleet, and industrial-scale electro-
lyzers. In accordance with our R&D strategy, we allocate
our R&D ressources selectively towards products and
services in market growth segments.

GP is also intensifying R&D in innovative materials,
advanced manufacturing methods, and plant optimization.
Innovations accordingly focus on product digitalization,
power electronics, software-driven power control, environ-
mentally-friendly products and systems, and grid stabiliza-
tion. Moreover, one of GP's long-established innovation
fields is additive manufacturing. As of September 30, 2020,
we can look back on more than ten years of user experi-
ence and development cooperations with, e.g., Werner-
von-Siemens Centre, G6teborg Energi, IDEA, and Equinor.

Where appropriate, GP joins forces with other industry
participants and (or) research institutions to advance
research projects. Prominent examples include AGTurbo,
EUTurbines, or our participation in the Research Associa-
tion for Combustion Engines (Forschungsverbund Verbren-
nungskraftmaschinen).

The investments of Gas and Power in fiscal year 2020
continued to focus on the next generation product port-
folio of gas turbines in Germany and the United States as
well as to increase manufacturing and engineering capabil-
ities regarding casting of turbine blades and vanes via a
jointventure in the United States. Furthermore, we invested
capital into a tooling and repair shop in Egypt and a
customer plant project, where GP produces and supplies
electricity to rural areas of Brazil without connection to the
national power grid.
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GP business development

Profitability

GP Orders and Revenue Fiscal year GP profitability Fiscal year
(in millions of €) 2020 2019 Change (in millions of €) 2020 2019 Change
Orders 19,337 21,187 (9% Adjusted EBITA (734) 589 nla
therein: Service 8,006 8,893 (10)% Adjusted EBITA margin (4.1)% 3.1% (7) p-p-
Revenue 17,945 18,569 (3)% Special items (988) (247) >200%
therein: Service 7,559 7,920 (5)% Restructuring and
integration costs (133) (247) (46)%
Stand-alone costs (121) - nla
Orders Strategic portfolio
* Orders of GP clearly declined, as an effect of COVID-19, decisions (735) - nla
within a challenging market environment and particu- Adjusted EBITA before
larly compared to several large orders in the prior year.  special items 254 836 (70)%
The major orders in fiscal year 2020 include the supply of B
. . Adjusted EBITA before
natural gas turbine technology and service for a 900MW Special items margin 1.4% 4.5% G)pp.

natural gas combined cycle power plant in Canada and
the construction of a high-efficiency HL-class power
island for a new combined cycle power plant in South
Korea, as well as a HVDC project in Greece to enable the
exchange of electricity of up to 1TGW and the seventh grid
connection project in Germany with HVDC technology.

GP's service business finished with a clear decrease in
orders in line with the decrease in orders for new units
due to negative COVID-19 effects.

Based on the order intake, GP reached a Book-to-bill ratio
in fiscal year 2020 above one with 1.07. The Book-to-bill
ratio is referred to as the ratio of orders to revenue.

Revenue

Despite negative COVID-19 effects, GP revenues only
moderately decreased due to a growing solutions, prod-
ucts and service business. Lower revenues also resulted
from the general price development and a lower volume
of installation work within the projects.

From a regional perspective, GP suffered a clear revenue
decrease in the Americas only partly offset by slight

revenue increases in Asia, Australia.

GP's service share of revenue remained stable at 42%.

¢ Adjusted EBITA before Special items reflected the impact

of COVID-19 and sharply declined to €254 million — the
respective margin decreased to 1.4%.

* The sharp downturn of earnings was mostly influenced

by project outages or shifts, prolongations and termina-
tions, under absorption of fixed costs, shutdowns of
production and customer sites as a result of the COVID-19
pandemic, related project charges and unfavorable
commitments.

¢ Special items of €988 million were mostly related to stra-

tegic portfolio decisions such as the decision to stream-
line the offering of aero derivative gas turbines including
an impairment of intangible assets acquired in business
combinations in the amount of €476 million and Inven-
tory write-downs of €207 million. Restructuring and
Integration was mainly driven by a production site
closure in France. Stand-alone costs resulted among
others from expenses for employee benefits, in partic-
ular from the accelerated vesting of share-based payment
programs from Siemens AG.

e Taking into account Special items, the Adjusted EBITA

margin decreased to a negative 4.1%.



1.4.2 Siemens Gamesa Renewable
Energy (SGRE)

SGRE business description

Our Segment SGRE comprises the Wind Turbines business
(Onshore and Offshore) as well as Operations and Main-
tenance (service).

With the business Wind Turbines SGRE designs, develops,
manufactures, and installs wind turbines for various wind
conditions. Depending on market requirements, SGRE's
scope of involvement may include undertaking a full EPC
(Engineering, Procurement and Construction) scope or
wind power plant development activities, in some cases.
While Onshore provides wind turbine design, engineering,
manufacturing, and installation solutions for global
onshore markets mainly focused on geared technology,
which can be adapted to regional and local needs. Offshore
provides customer-specific wind turbine equipment design,
manufacturing, and installation based on direct drive tech-
nology.

In addition, with its Operations and Maintenance busi-
ness, SGRE provides services for the management, opera-
tion, and maintenance of wind farms including a compre-
hensive and flexible portfolio for the maintenance and
optimization of wind turbines, providing holistic lifetime
care. Complete asset management as well as technical
assistance is provided for the Segment SGRE's wind turbines
and is also being expanded for third party platforms. The
recent acquisition of the Senvion European service busi-
ness is in line with SGRE’s strategy to grow its multi-brand
service business.

SGRE also explores opportunities in adjacent renewable
business fields which, in many cases, are also related to the
wind turbine business. However, these activities represent
only a small fraction of SGRE’s current business.

SGRE's revenue mix may vary from reporting period to
reporting period depending on the regional as well as the
onshore and offshore mix of projects, as well as on the
service volume in the respective periods. However, in the
upcoming years, SGRE's business mix (based on revenue
share) is expected to shift towards a higher share of
offshore and service, and consequently less onshore
business.

Combined Management Report

SGRE’s primary customers are large utilities and indepen-
dent power producers. Competition in wind power differs
in the two major market segments. In the markets for
onshore wind farms, competition leads to ongoing concen-
tration starting from a relatively dispersed supply side, also
depending on region, without any one company currently
holding a dominant market share. The markets for offshore
wind farms continue to be served by a few experienced
players. Consolidation is constantly moving forward in both
on- and offshore markets. The key drivers of consolidation
are scale as well as technology and market access chal-
lenges.

The share of renewable energy in the global energy mix is
widely expected to increase. But despite this trend being
intact, the widespread auction systems for wind power
development are creating continuous pressure on the
developers and thus also the turbine suppliers. Further-
more, competition with other power sources puts addi-
tional pressure on the life-cycle cost. To address this chal-
lenge, SGRE focuses on innovation, productivity and asset
management, operational excellence, as well as sustain-
ability and people. In addition, SGRE is investing in digitali-
zation, which is considered a key differentiator. In the past,
market development depended strongly on energy policy,
including tax incentives in the U.S. and regulatory frame-
works in the European Union. However, with continued
technological progress and cost reduction, dependency on
subsidy schemes is expected to continue to decrease.

SGRE's R&D efforts focus in particular on the development
of new wind turbine models, software, and the optimiza-
tion of the components’ performance that leads to the next
generation of technology with improved and more cost-
effective products, solutions, and services.

The investments of SGRE were concentrated in developing
new services as well as onshore and offshore platforms, in
tooling and equipment, and in the blade and nacelles.
Offshore required investment to tap demand growth in
coming years and represents more than half of the invest-
ment in the fiscal year. Other investments were related to
logistics, construction tools, special equipment for testing
and installation of newly launched products both in the
onshore and offshore business. In fiscal year 2020, ongoing
material investments were related to a new manufacturing
facility for wind turbine blades as well as nacelles in France.
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SGRE business development

Profitability

SGRE Orders and Revenue Fiscal year SGRE Earnings Fiscal year
(in millions of €) 2020 2019 Change (in millions of €) 2020 2019 Change
Orders 14,736 12,749 16% Adjusted EBITA (711) 481 nla
therein: Service 4,151 2,736 52% Adjusted EBITA margin (7.5)% 4.7% (12) p-p.
Revenue 9,482 10,226 (7)% Special items (462) (206) 124%
therein: Service 1,768 1,617 9% Restructuring and
integration costs (241) (141) 71%
Stand-alone costs - nla
Orders Strategic portfolio
* On a geographical basis, orders sharply increased in the decisions (221) (65) >200%
EMEA region, while the Asia, Australia region and the Adjusted EBITA before
Americas region showed a substantial decline. The major  special items (249) 687 nla
orders in fiscal year 2020 include the supply of wind
. y i . PPy Adjusted EBITA before
turbines for a 1.5GW offshore project in the Netherlands, Special items margin (2.6)% 6.7% ©) pp.

for two offshore wind power projects in France with an
installed capacity of 497MW respectively 496MW, as well
as for a 342MW offshore wind power project in Germany.

Service share of SGRE's orders in fiscal year 2020 was
28%, clearly above 21% in the prior year.

Book-to-bill ratio stood at 1.55 due to strong perfor-
mance by Offshore and service that offset lower order
intake in Onshore, which was affected by the pandemic
and, above all, by the slowdown in the Indian market.
Order backlog increased by €4.7 billion primarily due to
the acquisition of the Senvion’ business with a strong
focus on services, adding approximately €1.5 billion to
order backlog, and reached a record of €30.2 billion.

Revenue

Revenue clearly decreased due to COVID-19, delays in
the execution of certain projects in Northern Europe, and
the lower demand in India as a result of the continuous
slowdown in that regional market. Lower revenues also
resulted from the general price development and a lower
volume of installation work within the projects.

This decrease was partly offset by a clear growth of
service revenue driven by the integration of Senvion.

Geographically, a substantial decrease in EMEA was only
partially offset by substantial growth in the Americas and
a moderate increase in the Asia, Australia region.

¢ The development of Adjusted EBITA before Special items

reflected the impact of COVID-19, which mainly affected
the onshore activity, the delays of certain projects in
Northern Europe resulting in increased planned costs
and the execution of projects from order backlog with
lower margins and lower revenue, which were offset by
improvements in productivity and fixed costs under the
“L3AD2020" program, see 31 1.3.2 Events and develop-
ments responsible for course of business. The stated
developments led to a negative Adjusted EBITA margin
before Special items of 2.6%.

¢ Total Special items included integration costs associ-

ated with post-merger IT-related projects and integra-
tion initiatives linked to the acquisition of the Senvion
business as well as costs related to a plant closure and
capacity reductions in Spain and Denmark, respectively.
For the most part, Special items related to a restruc-
turing plan for India (included in strategic portfolio
decisions) as a result of the slowdown in the regional
onshore market, further accentuated by the pandemic.
Defined measures resulted in Inventory and fixed assets
write-downs in the amount of €137 million. Further-
more, an impairment of intangible assets in the amount
of €82 million has been recognized.



¢ This development was further impacted by the effects of
COVID-19, leading to considerable cost increases with
charges related to projects which were partly mitigated
by invoking force majeure and change of law clauses.

1.4.3 Orders and order backlog

Combined Management Report

* A technical defect relating to gearboxes used in the SG
4.X wind turbine platform negatively affected Adjusted
EBITA by approximately €69 million for future exchange
costs, liquidated damages and write-offs of Inventory.

Orders (location of customer) Fiscal year

(in millions of €) 2020 2019 Change

Europe, C.I.S., Africa, Middle East 18,746 14,155 32%
therein: Germany 3,383 2,075 63%

Americas 8,722 11,350 (23)%
therein: U.S. 4,919 6,498 (24)%

Asia, Australia 6,533 8,229 21)%
therein: China 1,324 1,931 (31)%

Siemens Energy 34,001 33,734 1%

¢ Order backlog is calculated by adding the orders from the
current reporting period to the balance of the order
backlog as at the end of the prior reporting period and
then subtracting the revenue recognized in the current
reporting period. Furthermore, direct order value adjust-
ments such as modifications, currency translation, and
portfolio effects are taken into account.

GP's Order backlog clearly decreased to €48 billion as of
September 30, 2020, compared to €52 billion in the prior
year. SGRE's Order backlog reached a record of €30 billion
compared to €26 billion in the prior year. Currency trans-
lation effects within order backlog amount to negative
€2.8 billion for fiscal year 2020. In total, Order backlog
increased slightly to €79 billion compared to prior year’s
€77 billion.

¢ Book-to-bill for Siemens Energy was at 1.2, based on our
solid order intake primarily resulting from service orders
in the Segment SGRE.

* Orders in the EMEA region increased substantially,
despite effects of COVID-19. The growth is mainly based
on new orders for SGRE projects in France, Germany, and
the Netherlands.

* Americas had a substantial downturn in order intake
impacted by COVID-19 and delayed contract signings
especially in the U.S., compensated by a slight growth in
Canada.

* In Asia, Australia we saw a substantial decline of orders,
mostly driven by China with the earliest impact from the
pandemic as well as large orders for SGRE projects in
Taiwan in the prior year.
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1.4.4 Revenue

Revenue (location of customer) Fiscal year

(in millions of €) 2020 2019 Change

Europe, C.1.S., Africa, Middle East 14,149 15,756 (10)%
therein: Germany 2,484 2,525 (2)%

Americas 8,387 8,222 2%
therein: U.S. 5,523 5,067 9%

Asia, Australia 4,921 4,819 2%
therein: China 1,680 1,466 15%

Siemens Energy 27,457 28,797 (5)%

* Revenue in EMEA had a clear decline, besides the effects ¢ Revenue in Asia, Australia slightly increased, showing a
of COVID-19 mainly driven by SGRE and largely due to resilient business development in both segments.
delays in the execution of certain projects in Northern
Europe.

* In the Americas a slight revenue increase was driven by
substantially higher revenue in the Segment SGRE,
offsetting a clear revenue decline in GP.
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1.4.5 Profitability

Fiscal year

(in millions of €, earnings per share in €) 2020 2019 Change

Adjusted EBITA Siemens Energy before Special items 17) 1,517 nla

Adjusted EBITA margin before Special items (0.1)% 5.3% (5) p-p-

Special items (1,526) (453) >200%
Restructuring and Integration (376) (388) (3)%
Stand-alone costs (195) - nla
Strategic portfolio decisions (956) (65) >200%

Adjusted EBITA Siemens Energy (1,543) 1,064 nla

Adjusted EBITA margin (5.6)% 3.7% 9) p.p.

Gas and Power 4.1)% 3.1% (7) p-p-

Siemens Gamesa Renewable Energy (7.5)% 4.7% (12) p.p.
Reconciliation to Consolidated Financial Statements nla nla nla B
Amortization of intangible assets acquired in business combinations and goodwill impairments (461) (499) (8)% §
o

Financial result (145) (280) (48)% é}

Financial result from operations 13 31 (58)% ;?:

Income (loss) before income taxes (2,135) 317 nla

Income tax (expenses)/ gains 276 (35) nla g

Net income (loss) (1,859) 282 nla g

Basic earnings per share (2.21) 0.22 nla ,§

* As a stand-alone company, Siemens Energy finances ¢ Accordingly, Adjusted EBITA margin of Siemens Energy

itself at individual market conditions. Rising costs related
to bank fees and the continuation of parent company
guarantees provided by Siemens AG at arm’s length
beyond Spin-Off impacted the adjusted EBITA margin of
both segments negatively.

Adjusted EBITA of Reconciliation to Consolidated Finan-
cial Statements sharply decreased from negative
€5 million in the prior year to negative €98 million due to
Special items with regard to stand-alone costs. Stand-
alone cost amounted to a negative €74 million (2019:
€0 million).

As a result of the development described for the
segments and Reconciliation to Consolidated Financial
Statements, Adjusted EBITA margin before Special items
of Siemens Energy declined to a negative 0.1% (2019:
5,3%).

was negative 5,6% in fiscal year 2020 (2019: 3,7%).

The financial result sharply improved as a result of lower
interest expenses due to the termination and repayment
of an outstanding loan granted by Siemens Group.

The effective tax rate was 12.9% for fiscal year 2020
(2019: 11.0%) due to the fact that the major part of the
loss before taxes of SGRE does not allow for the capital-
ization of deferred tax assets.

The decline in Basic earnings per share reflects the
decrease of Net income.
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1.5 Financial position

1.5.1 Principles and objectives
of financial management

* Although Siemens Energy and SGRE are independent in
their financing activities and financial policies, both
companies align their approach to the financial markets
to the extent feasible.

* Until the Spin-Off from Siemens Group, Siemens Energy
managed and controlled its financial risks in accordance
with Siemens Group policies. Financial risk management
for the Segment Gas and Power was steered by the
central functions of Siemens Group. Financial risk
management for the Segment SGRE was done on SGRE
Group level.

* The main objectives of Siemens Energy’s financial
management are to ensure the safeguarding of the
financial sustainability of Siemens Energy and its affiliate
companies, a solid investment grade rating and
supporting the business by providing corporate finance
solutions. The protection of the Group’s long-term finan-
cial stability and flexibility includes solvency of Group
entities at any time, reduction of financial risks and a
balanced capital structure.

* The Treasury & Corporate Finance organization is the
governance owner for treasury and financing activities,
including guarantees, letters of credit, insurance,
pensions, sale of receivables, leasing, and supply chain
finance.

e Certain treasury and financing activities are managed

centralized by Treasury & Corporate Finance to the extent
reasonable to ensure transparency and cost efficiency,
e.g. liquidity and financing of the Group, bank relations,
treasury infrastructure, financial risk management,
pensions and pension service provider management,
insurance (broking, advisory, claims management and
provider management) and guarantees.

Centralized coordination and management of market
risks (foreign currencies, interest rates, commodities),
bank partners, insurances and pensions ensures a
comprehensive risk management approach. Treasury is
the central partner for derivative hedging transactions
entered into within Siemens Energy, as far as permissible
under local foreign exchange regulations. Treasury is
therefore largely responsible for entering into external
hedging transactions with banks. SGRE uses a stand-
alone Treasury function but is closely aligned with
Siemens Energy Treasury on a governance level.

The provision of treasury infrastructure involves, among
others, cash pooling: A centralized cash management
system enables excess liquidity at individual Group
companies to be used to cover the financing require-
ments of other Group companies, which reduces both
the volume of external financing and interest expenses.

For further information on the extent and management
of financial risks and on financing see 21 2.6 Notes to
Consolidated Financial Statements in Note 21 Finan-
cial risk management.



1.5.2 Cash flow and capital
expenditure analysis
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Fiscal year
(in millions of €) 2020 2019 Change
Free cash flow pre tax by segment
Gas and Power 536 651 (18)%
Siemens Gamesa Renewable Energy 122 407 (70)%
Reconciliation to Consolidated Financial Statements 319 106 >200%
Free cash flow pre tax of Siemens Energy 977 1,164 (16)%
Therein: Additions to intangible assets and property, plant and equipment (927) (818) 13%
Cash flows from
Operating activities 1,601 1,694 (6)%
Investing activities (1,036) (797) 30%
Financing activities 2,353 (1,597) nla

Free cash flow pre tax

¢ Beginning with fiscal year 2020, Siemens Energy adopted
IFRS 16, Leases, applying the modified retrospective
approach as described in more detail in 1 Notes to
Consolidated Financial Statements in Note 2 Material
accounting policies and critical accounting estimates.
As a result, the shift of lease payments from cash flows
from operating activities to cash flows from financing «
activities had a positive effect on Free cash flow pre tax.

* Free cash flow pre tax decreased significantly by €187
million compared to fiscal year 2019, which is primarily a
result of the clearly lower cash inflows from operating
activities, as well as significantly higher additions to
intangible assets and property, plant and equipment in
fiscal year 2020, among others relating to transfers of
real estate from Siemens Group.

¢ The reduction of cash flows from operating activities
was mainly due to the negative net income, despite an
improvement in Operating net working capital. This
improvement was particularly due to the decrease of

Contract assets, Receivables and Inventories. In total, the
change in Operating net working capital resulted in net
cash inflows in fiscal year 2020 of €1,612 million (2019:
€938 million). Taxes paid amount to €303 million (2019:
€287 million). This development was also reflected on
segment level, especially within SGRE.

Cash outflows from the change in other assets and liabil-
ities decreased sharply to €17 million (2019: €784
million) for Siemens Energy, among others, due to the
change in provisions for order-related losses and risks as
well as due to provisions for warranties and miscella-
neous topics.

The Free cash flow development led to a Cash conversion
rate of negative 0.4 in fiscal year 2020, compared to 0.8
in fiscal year 2019.
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Additions to intangible assets and property, plant and equipment - by Segments Fiscal year

(in millions of €) 2020 2019 Change
Gas and Power 305 317 (4)%
Siemens Gamesa Renewable Energy 601 498 21%
Reconciliation to Consolidated Financial Statements 21 4 >200%
Additions to intangible assets and property, plant and equipment Siemens Energy 927 818 13%
Additions to intangible assets and property, plant and equipment - by Regions

EMEA 630 561 12%
Americas 197 177 11%
Asia, Australia 100 80 25%

Cash flows from investing activities
* Cash flows from investing activities substantially

decreased, mainly resulting from acquisitions of busi-
nesses, net of cash acquired, as SGRE acquired parts of
the Senvion business in fiscal year 2020, see 31 1.3.2
Events and developments responsible for course of
business, which led to cash outflows of €177 million.

* An increase in cash inflows from disposal of businesses

related to the sale of minor business activities of the
Segment Gas and Power in the U.S. and France, which is
aimed at streamlining our business portfolio, was mostly
offset by lower cash inflows from disposals of invest-
ments and financial assets due to a sale of two minority
shareholdings in the prior year.

1.5.3 Financing and liquidity analysis

Cash flows from financing activities
¢ The improvement of Cash flows from financing activities

was due to the change in debt and other financing activ-
ities, mostly related to financing activities of the SGRE
segment as well as the change in other transactions/
financing with Siemens Group due to a cash contribution
of €2,580 million. In addition, lower interest paid to
Siemens Group due to the termination of financing
agreements had a positive effect on cash flows from
financing activities. The stated developments were
partially offset by the effects of the initial application of
IFRS 16, Leases, resulting in a change of presentation of
cash outflows for leases and other transactions with
Siemens Group.

* The initiated program of Siemens Energy AG to repur-

chase shares described in 21 Debt, credit facilities,
capital structure and share buyback led to cash
outflows of €162 million in September 2020.



Debt, credit facilities, capital structure
and share buyback

Debt

Our loans from banks in fiscal year 2020 mainly related
to SGRE; otherwise Siemens Energy was substantially
financed by Siemens Group during fiscal year 2020 and
prior to our independence.

In February 2020, our last outstanding loan granted by
Siemens Group to Siemens Energy’s subsidiary Dresser
Rand Group Inc. in an amount of €1,571 million was
terminated early and repaid.

For further information about our debt see 21 2.6 Notes to
Consolidated Financial Statements in Note 12 Debt.

Credit facilities

In May 2020, a commitment letter for a new €3,000
million syndicated revolving credit facility has been
signed for general corporate purposes to be available
after Spin-Off with a tenor of three years and two
one-year extension options at the discretion of the
lenders (after year one and two). The first step of the
syndication was completed by signing the facility agree-
ment on July 7, 2020. In a second step, syndication was
launched to an additional group of banks in July 2020, so
astocomplete the group of core banks for Siemens Energy
and have the facility agreement signed by all banks by
the end of August 2020.

In December 2019, SGRE's syndicated loan facility was
extended by one year. The €500 million fully drawn loan
tranche will mature in 2022 and the €2,000 million
unused revolving credit line tranche will mature in 2024.
In January 2020, SGRE has signed two new loans
amounting to €240 million, both with maturity in 2023.
Additionally, during fiscal year 2020, SGRE has signed
new bilateral credit lines amounting to €375 million, of
which €50 million mature in December 2020, €275
mature in 2021 and €50 million mature in 2022.

Combined Management Report

Capital structure ratio

(Net cash)/ net debt Sep 30,
(in millions of €) 2020 2019
Short-term debt and current maturities of

long-term debt 717 359
Plus: Long-term debt 1,669 547
Plus: Payables to Siemens Group from

financing activities 161 4,535
Total debt 2,546 5,441
Cash and cash equivalents 4,630 1,871
Plus: Receivables from Siemens Group

from financing activities 282 3,361
Total liquidity 4,912 5,232
(Net cash)/ net debt" (2,366) 209
Plus: Provisions for pensions and similar

obligations 1,057 1,960
Adjusted (net cash)/ net debt (1,309) 2,169
EBITDA? 60 1,806
Adjusted (net cash)/ net debt

to EBITDA ratio (21.8) 1.2

' As of September 30, 2020, the net cash position is shown with a negative sign.

2 EBITDA is defined as Income (loss) before income taxes as shown in the
consolidated statements of income, plus interest income/expense and other
Financial income/expense and plus Amortization, depreciation and impairments.

* The performance measure used to assess our capital

structure is the Adjusted (net cash)/ net debt to EBITDA
ratio which stood at negative 21.8 (2019: 1.2) as of
September 30, 2020, being in line with the target estab-
lished in our Siemens Energy Financial framework.

The change year over year was due primarily to the
decrease in total debt due to the capitalization of the
Group and the decrease in provisions for pensions and
similar obligations. EBITDA decreased sharply year
over year driven by the developments described in
31 1.4 Results of operation.

We strive to maintain our solid investment grade rating.
As a general guidance, an Adjusted net debt to EBITDA
ratio below 1.5 may be considered to be consistent with
a solid investment grade rating.
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* With our ability to generate positive operating cash

flows, our total liquidity of €4,912 million, our unused
lines of credit, and our credit rating at year-end, we
believe that we have sufficient flexibility to fund our
capital requirements; also, in our opinion, our Operating
net working capital is sufficient for our present require-
ments.

Share buyback
* At the end of fiscal year 2020, Siemens Energy started a

program to repurchase treasury shares to promote the
equity culture in the company.

The program will run until March 31, 2021, at the latest;
during this period, shares shall be repurchased for up to
€393 million, but not more than 72,664,519 shares.
As of September 30, 2020, 9,242,660 shares were
purchased for €200 million.

The repurchase program will serve to distribute shares to
members of the Executive Board and employees of the
Siemens Energy Group.

Development of Net cash/ (net debt) Sep. 30,
(in millions of €) 2020
(Net debt) as of September 30, 2019 (1,070)
Adjusted EBITA Siemens Energy (1,543)
Change in Operating net working capital 1,612
Other non-cash expenses 228
Income taxes paid (303)
Amortization, depreciation and impairments 1,590
Other cashflows from operating activities 17
Additions to intangible assets, property, plant and
equipment (927)
Free cash flow Siemens Energy 674
Acquisitions, net of cash acquired (177)
Purchase of treasury shares (162)
Change in debt and other financing activities 110
Other transactions/ financing with Siemens 2,580
Other cash flows from investing and financing
activities 411
Net cash as of September 30, 2020 2,366

' As of September 30, 2019, net debt of €209 million plus IFRS 16 adjustments
in the amount of €860 million

1.5.4 Financing of pension plans and
similar commitments

e Siemens Energy provides post-employment defined

benefit plans or defined contribution plans to almost all
domestic employees and the majority of foreign
employees.

The majority of Siemens Energy pension liabilities derives
from three major countries: Germany, the U.S., and U.K.

As of September 30, 2020, the DBO amounted to
€3,392 million (thereof: Germany €1,544 million, U.S.
€971 million, U.K. €326 million, and other countries
€552 million).

The fair value of plan assets was €2,378 million
(thereof: Germany €1,123 million, U.S. €584 million,
U.K. €330 million, and other countries €341 million).

This led to an underfunding of €1,018 million (2019:
€1,953 million). The year-over-year change is mainly
related to the funding of the contractual trust arrange-
ment in Germany from January 2020 with approximately
€915 million.

For more information see 2] 2.6 Notes to Consolidated
Financial Statements in Note 13 Post-Employment
benefits/ Provisions for pensions and similar obliga-
tions.
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1.6 Net assets, liabilities and equity

1.6.1 Net assets

Sep 30,
(in millions of €) 2020 2019 Change
Total current assets 22,554 24,917 (9)%
Therein: Cash and cash equivalents 4,630 1,871 147%
Trade and other receivables 3,786 5,097 (26)%
Contract assets 4,607 5,230 (12)%
Inventories 6,530 7,148 (9%
Total non-current assets 20,477 20,124 2%
Therein: Goodwill 9,376 9,815 (4)%
Other intangible assets 3,839 4,743 (19)%
Property, plant and equipment 4,877 3,275 49%
Total assets 43,032 45,041 (4)%

¢ Cash and cash equivalents increased sharply to €4,630
million, while Receivables from Siemens Group
decreased sharply to €1,395 million (2019: €3,405
million), as Siemens Energy as a stand-alone company
does not take part in cash-pooling with Siemens Group
anymore and most balances with Siemens Group have
been settled until Spin-Off. A further increase in cash and
cash equivalents resulted from a cash contribution by
Siemens Group of €2,580 million. This increase was
partially offset by cash outflows for share buy backs and
the acquisition of the service business of Senvion.

* Components of Operating net working capital signifi-
cantly decreased due to successful asset management.
Therefore, Operating net working capital substantially
decreased to €301 million (2019: €3,440 million). Both
segments contributed to this development. As a result,
Siemens Energy also reduced its Operating net working
capital as a percentage of its revenue to about 1% (2019:
12%).

¢ Other tax receivables decreased in line with the overall
business development which resulted in a substantial
decline in Other current assets.

¢ The decrease of Goodwill was mainly due to currency
translation differences, partly offset by goodwill resulting
from the acquisition of the European service business of
Senvion.

Other intangible assets declined as a result of regular
amortizations, impairments of intellectual property
rights in relation to intangible assets acquired in business
combinations, and currency translation differences.
Again, this decline was partly offset by additions resulting
from the acquisition of the European service business of
Senvion.

Property, plant and equipment sharply increased due
to Carve-Out-related asset transfers from Siemens Group,
in particular land and buildings. Furthermore, the initial
application of IFRS 16, Leases, led to the initial recogni-
tion of right-of-use assets in Property, plant and equip-
ment under a modified retrospective approach. These
increases were partly offset by currency translation
effects.

Deferred tax assets sharply increased due to Carve-Out-
related tax benefits (e.g. taxable step ups, effects from
the early termination, and repayment of the last
outstanding loan of the Dresser-Rand loans and tax loss
carryforwards).

The proportion of non-current assets to total assets at
fiscal year-end was 47.6% (2019: 44.7%)
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1.6.2 Liabilities and equity

Sep 30,

(in millions of €) 2020 2019 Change

Total current liabilities 21,669 23,487 (8)%
Therein: Short-term debt and current maturities of long-term debt 717 359 100%
Trade payables 4,768 4,698 1%
Contract liabilities 9,853 9,337 6%
Current provisions 1,676 1,872 (10)%

Total non-current liabilities 5,972 8,465 (29)%
Therein: Long-term debt 1,669 547 >200%
Provisions for pensions and similar obligations 1,057 1,960 (46)%
Provisions 2,095 2,072 1%

Total liabilities 27,641 31,952 (13)%
Debt ratio 64% 71%

Total equity 15,390 13,089 18%
Equity ratio 36% 29%
Non-controlling interests 448 1,233 (64)%

Total liabilities and equity 43,032 45,041 (4)%

* Short-term debt and current maturities of long-term debt

sharply increased primarily due to the first-time recogni-
tion of lease liabilities as a result of the initial application
IFRS 16, Leases, and a transfer of lease liabilities from
Siemens Group during the Carve-Out, respectively.
Further additions resulted from bank loans in the amount
of €240 million mainly driven by SGRE.

* Due to Carve-Out-related activities financing related

balances with Siemens Group were sharply reduced,
among others due to the early termination and repay-
ment of the last outstanding loan, granted by Siemens
Group to Siemens Energy’s subsidiary Dresser-Rand
Group Inc. in 2015, which occurred in February 2020.

* This was partly offset by changes in components of the

Operating net working capital as a result of improved
asset management (please refer to 3] 1.6.1 Net assets).

» Other current liabilities significantly decreased from

€3,267 million to €2,859 million mainly resulting from
lower sales tax liabilities due to the overall business
development.

* Provisions for pensions and similar obligations

decreased to €1,057 million (2019: €1,960 million)
mainly due to funding of the pension obligations of
German Group companies by approximately €915
million. This was partly offset by the effect of changes in
the discount rate and mortality table in Germany.

Deferred tax liabilities sharply decreased due to, among
others, impairments of intellectual property rights not
recognized for tax purposes.

Total equity increased despite a decrease in the earnings
development, reflected by total comprehensive loss of
€2,979 million and the effects of the share buyback. This
was more than offset by increases mainly due to effects
which were primarily related to transactions in the course
of the formation of the Group, in particular (i) the
funding of the pension obligations of the German Group
entities, (ii) Carve-Out-related asset transfers, (iii) trans-
actions for the purpose of achieving the envisaged
capital structure and liquidity position of Siemens Energy
and (iv) an increased share in SGRE reducing sharply the
non-controlling interests.
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 Equity ratio (total equity to total assets) as of September
30, 2020 increased to 35.8% (2019: 29.1%).

Off-balance-sheet commitments

¢ As of September 30, 2020, the undiscounted amount of
maximum potential future payments related primarily to
credit guarantees and guarantees of third-party perfor-
mance amounting to €332 million.

Calculation of average capital employed Sep 30,
(in millions of €) 2020 2019
Total equity 15,390 13,089
Plus: Long-term debt 1,669 547

Plus: Short-term debt and current
maturities of long term debt 717 359

Plus: Payables to Siemens Group

from financing activities 161 4,535
o
Plus: Provisions for pensions §
and similar obligations 1,057 1,960 g
o
Less: Cash and cash equivalents (4,630) (1,871) %)
©
>
Less: Receivables from Siemens Group <:(C:
from financing activities (282) (3,361)
Less: Adjustment for deferred taxes on @
net accumulated actuarial gains/losses on L%’
provisions for pensions and similar 2
obligations (205) (161) g
3
2

Average capital employed 13,877 15,097
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1.7 Report on expected developments

1.7.1 Macroeconomic and
industry development

The outlook for expansion of the world economy in fiscal
year 2021 was relatively optimistic at the outset of the
fiscal year. Global GDP was projected to expand by 5.2% in
calendar year 2021, the highest rate of expansion since
2007. This expansion, however, would put absolute 2021
GDP only 0.6% ahead of 2019 levels.

The main strains on the global economy are expected to be
driven by the lasting effects of the COVID-19 pandemic.
Unemployment rates are expected to remain elevated glob-
ally. Social distancing is expected to continue, weighing on
economic activity. Recovery is expected to be uneven and
uncertain. Inequality is expected to rise globally, increasing
the potential for instability.

Excluding China, emerging and developing economies are
expected to experience a greater loss of GDP (more
shrinking — less growing) over calendar years 2020 and
2021 from the COVID-19 pandemic than advanced econo-
mies. Emerging and developing countries in Latin America
and the Caribbean, for example, are only expected to
expand by 3.6% in calendar year 2021 after contracting
8.1% in calendar year 2020.

GDP in advanced economies is expected to expand 3.9% in
calendar year 2021 after contracting 5.8% in calendar year
2020, leaving output below calendar year 2019 levels.
Neither the United States, Eurozone, nor Japan, are
expected to return to 2019 levels of output during calendar
year 2021.

China is again expected to stand out positively, with GDP
expected to rise by 8.2% in calendar year 2021 after a rise
of 1.9% in calendar year 2020.

Beyond the pandemic, economic development could be
more significantly influenced by “Brexit”, trade tensions, or
other unforeseen geopolitical developments.

The forecasts presented here for GDP are based on the
“World Economic Outlook: A Long and Difficult Ascent”,
October 2020, from the International Monetary Fund
(IMF). They are based on many assumptions, including the
assumption that “social distancing will continue into 2021,
but will subsequently fade over time as vaccine coverage
expands and therapies improve”.

All assessments regarding future developments and trends
in the markets described in this chapter are subject to addi-
tional uncertainties relating to the impact of the COVID-19
pandemic, a major disruptive factor, and its various related
effects. The pandemic creates significant and uncertain
volatility in macroeconomic factors such as the develop-
ment of the GDP, oil and natural gas prices, a pronounced
decrease in energy demand, country and customer finan-
cial capacity, energy investment, government stimulus and
energy policies, as well as volatility in the financial markets.
In return, these factors are expected to have a further
impact on the market drivers for our business.

1.7.2 Transformation of
Siemens Energy in fiscal year 2021

Fiscal year 2021 marks the transformation year for
Siemens Energy on our way to become the leading energy
company of the world. We have initiated the first steps to
this journey in 2020 and in 2021, we will continue in this
direction with the Accelerating Impact program. We expect
a successful execution of our strategies, including the
successful implementation and execution of reorganization
and cost-saving programs, as well as the introduction of
potential further such programs. Moreover, we believe we
will successfully implement operational improvement
programs focused on higher-margin business and a reduc-
tion of non-conformance costs as described in 2] Opera-
tional excellence.

For our segment GP, we expect that our savings ambitions
resulting from the past programs and the first successes of
our Accelerating Impact program will lead to a reduced cost
basis in fiscal year 2021. Additionally, we assume that
cumulative restructuring costs incurred in connection with
the implementation of these programs and measures will
be in the high triple-digit million euro range until fiscal year
2023.

Regarding our Segment SGRE, we expect the successful
implementation of its new “LEAP” program, for further
information see also +] Operational excellence. More-
over, with a view on our targets for fiscal year 2023 and our
mid-term goals, we expect SGRE to achieve annual cost
reductions, among others, also due to intensified coopera-
tion between Siemens energy and Siemens as well as
between our Segment SGRE and GP.



1.7.3 Expected revenue and
profitability trends

We are basing our outlook for fiscal year 2021 for the
Siemens Energy Group on the abovementioned expecta-
tions and assumptions regarding the overall economic situ-
ation as well as the specific market conditions we expect
for our reportable segments, as described below. Overall,
we expect global macroeconomic development to remain
still subdued in fiscal year 2021, with risks particularly
related to the further progress of the pandemic situation
and the associated geopolitical and geoeconomic uncer-
tainties. Nevertheless, we assume that measures will be
implemented by the government to limit the consequences
of COVID-19. We expect to maintain a resilient business
with a gradually declining economic impact of the
pandemic throughout fiscal year 2021.

This outlook excludes charges related to legal and regula-
tory matters.

Arising deviations from these assumptions as well as any
opportunities and risks presented in 21 1.8 Report on
material risks and opportunities may result in discrep-
ancies between actual business performance and our
following outlook.

Segments

Normalization in electricity demand, including a return to a
more normal growth path, is expected to support markets
for GP equipment in 2021 relative to 2020. Generation and
Transmission markets in particular are linked to electricity.
These markets are expected to trend toward longer term
growth rates in 2021. Outside electricity, energy markets
are expected to stabilize towards a growth path in fiscal
year 2021, slowly recovering from the pandemic situation
of fiscal year 2020. Both markets for offshore and onshore
exploration are anticipated to recover based on a growing
number of expected project approvals. Pipelines, down-
stream, and oil and gas-related markets are expected to
remain stable in fiscal year 2021.

We assume that our order backlog is a solid basis for future
revenue, as well as that our broad customer base and
installed fleet contribute to the resilience of our business.
Therefore, for the GP segment the future development of
the nominal revenue growth rate for fiscal year 2021
between 2% and 11% is confirmed.
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Adjusted EBITA margin before Special items is expected to
stand at 3.5% to 5.5% for fiscal year 2021 as we assume to
achieve positive impacts through cost efficiency and restruc-
turing programs.

The global market for onshore wind installations is expected
to grow moderately in fiscal year 2021, after the year of
record installation in fiscal year 2020. The drop of the U.S.
and China markets are expected to be overcompensated by
a wide range of other countries, especially in Europe. The
global offshore wind power market is expected to grow
sharply in 2021, mostly driven by China.

SGRE confirms for fiscal year 2021 revenues between €10.2
billion to €11.2 billion; considering the reported revenues
in fiscal year 2020 of €9.5 billion the nominal revenue
growth rate amounts to 8% to 18%, driven by the conver-
sion from our existing order backlog as well as a stable
development of our service and product business. Adjusted
EBITA m