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MANAGEMENT REPORT OF NABALTEC AG FOR THE FINANCIAL YEAR 2019

1. FOUNDATIONS OF THE COMPANY
1.1 THE COMPANY’S BUSINESS MODEL

Business Operations

Nabaltec AG develops, manufactures and distributes environmentally friendly and
simultaneously highly specialized products based on mineral raw materials, in particular on
the basis of aluminum hydroxide (ATH) and aluminum oxide. The company belongs to the
world’s leading suppliers of functional fillers and specialty alumina. The production capacity
entails approximately 260,000 tons per annum (t.p.a.) with an export share of over 75%.

The range of applications of Nabaltec products is highly diversified:

- flame-retardant filling material for the plastics industry used e.g. for cabling in tunnels,
airports, high-rises and electronic equipment;

- fillers and additives, e.g. as white pigments in paint or as an all-natural barrier layer in
foil;

- ceramic raw materials applied in the refractory industry, in technical ceramics and
abrasives industry;

- highly specialized ceramic raw materials for ballistics, microelectronics and ceramic
filters.

Whenever applications require a high degree of quality, safety, environmental friendliness
and product duration, Nabaltec products are always preferred. It is the combination of these
important characteristics that guarantee Nabaltec products outstanding growth prospects.
The main drivers are the globally increased environmental consciousness, comprehensive
international and national regulations and the industry’s self-imposed obligation. Flame
protection within the plastics and cable & wire industry will continue to grow dynamically in
the years to come, which is supported by recent market research results. In order to benefit
from this trend disproportionately high, production capacity for environmentally friendly,
flame-retardant fillers was specifically expanded. Today, Nabaltec is one of the world’s
leading suppliers in this area.

In the "Specialty Alumina" product segment as well, Nabaltec products have excellent long-
term growth potential thanks to a wide range of applications and relevant target markets,
particularly for reactive aluminum oxides, due to stricter quality requirements in the refractory
industry. The market for technical ceramics is also continuing to show solid growth.

Nabaltec maintains very close contacts with customers through its sales team and its
technical support staff. This proximity to our clients is fundamental for the concerted, client-
specific design and development of our products.



Corporate Structure

Nabaltec, based in Schwandorf, was formed in 1994 and, in 1995, acquired the specialty
alumina division of VAW aluminum AG. In September 2006, the company was transformed
into a stock corporation and has been listed in the Open Market division of the Frankfurt
stock exchange since November 2006 and has consistently been traded in high-quality
segments of the exchange, including the Scale segment as of March 2017.

Nabaltec AG holds a 100% interest in Nashtec LLC (USA) and Naprotec LLC (USA) through
Nabaltec USA Corporation, which was formed in 2018. In addition to administrative functions
such as accounting for all US companies, sales activities for Nabaltec Group in North
America will also be concentrated in Nabaltec USA Corporation.

Nabaltec AG acquired all shares in Nashtec LLC in March 2017; until then, Nabaltec AG had
held 51% of shares in the company. The shares were acquired with the goal of continuing to
operate Nashtec based on a stand-alone solution after Nashtec was forced to temporarily
suspend production due to the insolvency of its supplier, Sherwin Alumina LLC. Nashtec
resumed production at the end of 2018.

In addition, Naprotec LLC was formed as a production company in 2018 in Chattanooga,
USA and its shares were contributed to Nabaltec USA Corporation, paving the way for
construction of a production facility for refined hydroxides with an annual capacity of about
30,000 tons. Nabaltec will be significantly expanding its product portfolio in the US for non-
halogenated flame retardant applications. The investment volume for the project is around
USD 15 million. Plans call for the facility to go online in the second quarter of 2020. Nabaltec
expects the project to have a positive impact on earnings one year after the facility goes
online.

In order to strengthen its operations in the Southeast Asian market, Nabaltec established a
wholly-owned subsidiary in 2016, Nabaltec Asia Pacific K.K, based in Tokyo, Japan, which
will market and distribute Nabaltec AG’s entire portfolio of products.

Nabaltec (Shanghai) Trading Co., Ltd., based in Shanghai, China, was formed in October
2018. This company is a wholly-owned subsidiary of Nabaltec AG and maintains an in-
country warehouse, allowing it to offer shorter delivery times and invoicing in the national
currency.

Nabaltec AG does not currently have any other participations or subsidiaries.

Reflecting the characteristics of the target and buyers' markets, Nabaltec AG's operations
are divided into two product segments, each in turn comprised of market segments.

PRODUCT SEGMENTS: "FUNCTIONAL FILLERS" AND "SPECIALTY ALUMINA"
Market segments:

- Wire & Cable

- Resins & Dispersions

- Rubber & Elastomers

- Battery

- Adsorbens & Catalysis

- Refractory



- Technical Ceramics
- Polishing
- Others

1.2 OBJECTIVES AND STRATEGIES
For the further development of the company, Nabaltec AG has defined the following
objectives and core strategic areas:

1. Global growth strategy in target markets with a focus on sustained double-digit
EBIT margins

Fire safety concerns within the plastics and cable & wire industry will continue growing in the
years to come, which is supported by recent market research results by among others Frost
& Sullivan and Roskill. In order to benefit from this trend disproportionately high, we have
specifically expanded our production capacity for aluminum hydroxide both at the
Schwandorf site and in the US. Electric mobility is also gaining importance. With our
boehmite, we can make an important contribution towards functional safety in the production
of lithium ion batteries. As a result, we are significantly expanding production capacity in this
area as well. Today, Nabaltec is already one of the world’s leading suppliers in this area.

Stricter quality requirements in the refractory industry have resulted in steady growth in
reactive aluminum oxides. Accordingly, we are continuing to expand our capacity in this
product area. The Market for technical ceramics is also continuing to show solid growth.
Nabaltec responds to this growth by expanding its marketing activities.

Nabaltec has for many years been a leading supplier of its own ready-to-press aluminum
oxide-based ceramic bodies for highly specialized applications, due to amongst others the
state-of-the-art production facility in Schwandorf.

2. Strategic alignment towards growth markets
Environmentally friendly products and processing solutions are globally advancing forward.
This trend is supported in part by voluntary industry initiatives, as well as by the requirements
of laws and standards. With an export share of over 75%, we already profit from these
worldwide trends. By adopting a deliberate global growth strategy and expanding our
capacity, we are pursuing the goal of posting double-digit EBIT margins on a sustained
basis.

3. Optimizing customer benefits by continuously improving production processes
and product quality

Through our constant exchange with our customers, the company's product and process
development activities are continuously optimized and directed toward specific customer
requirements. Product improvements and upscaling take place in close consultation with
customers. Particularly customers in the electric mobility sector pose new challenges which
require us to continually adapt our processes in order to keep pace with the dynamic
changes in this market.

Nabaltec continuously invests in internal research and development departments, the
analysis center, its own testing facility and a pilot plant. Nabaltec has also been collaborating
with various research institutions for years, as well as taking part in research consortia.



Optimizing processes includes efficient energy consumption as well as comprehensive
environmental protection, both aspects of which represent major competitive factors.
Nabaltec has taken extensive measures in order to reduce energy consumption, operate with
virtually no waste water and minimize emissions.

4. Systematic expansion of our product range
Nabaltec develops its own product portfolio along three dimensions:

- through development of new products, often in close collaboration with key
customers. Examples include boehmite for alternative energy storage and electric
mobility;

- through focused development of existing products with a view towards improving
performance, which is generally designed to meet specific customer requirements.
The GRANALOX® product family is an example of this;

- through further development of existing products for entirely new applications, such
as thermally conductive plastics.

Thanks to our own testing facility at the Schwandorf site, Nabaltec is optimally equipped to
transition newly developed products from its laboratories and testing centers into sample
production of up to several hundred tons. As a result, the pilot plant can serve as the basis
for industrial product launches in addition to its role in process development.

5. Flexible and quick adaption of capacities and cost structures thanks to high-
resolution controlling processes

Nabaltec pursues a margin-oriented capacity policy. Fluctuations in demand and changes in
batch size have to be taken into account as soon as possible if production processes are to
remain profitable, since production processes in the specialty chemicals sector cannot be
varied without inherent delays. Therefore, Nabaltec has developed a fast-acting and highly
differentiated controlling system, so that it has at its disposal the appropriate instruments so
as to align costs to a large extent with fluctuations in demand and batch size.

6. Securing future investments through a strong financing base
In order to take full advantage of market potential relating to both product segments, further
investments are necessary. This investment activity, along with possession of the necessary
know-how, are at the same time a high market entry barrier for potential new suppliers. In
order to ensure that the required investment capital will be available, Nabaltec relies on a
financing base consisting of a balanced mix of equity and debt.

1.3 CONTROLLING

Nabaltec AG has implemented a companywide incentive scheme, assigning responsibilities
and defining specific objectives for even for the smallest units of the company.
Comprehensive earnings, cost and performance forecasts facilitate analysis for achievement
of the company's objectives. Comparisons of estimates against results are available online,
indicating a need for action at an early stage and promoting the process of agreement on
targets. Comparisons of estimates against results are conducted on a monthly basis for all
cost centers and cost units.

"Navision" ERP software is used in all commercial departments. All cost accounting at
Nabaltec, including earnings statements, are presented based on the "macs complete”



controlling software. Revenues and EBIT margin are the key control parameters which are
used as a basis for business decisions. Performance indicators which are derived from these
figures, such as ROCE, ROI, amortization terms, free cash flow and contribution margins,
are also used.

1.4 BASICS OF THE REMUNERATION SYSTEM FOR CORPORATE OFFICERS

The Management Board

The Management Board agreements were revised on 19 June 2016 by resolution of the
Supervisory Board. The remuneration of Management Board members includes fixed and
variable components; the latter are based on annual business performance on a recurring
basis and are capped relative to the member's fixed annual salary. This remuneration covers
all activities of the individual Management Board members for the company and its
subsidiaries and holdings.

The assessment basis for variable compensation is calculated as follows: the Management
Board Chairman receives a profit share equal to 4%, and each other member receives 2%,
of the amount by which pre-tax consolidated net income in accordance with IFRS, adjusted
for non-controlling interests and subtracting losses carried forward from the year before,
exceeds EUR 4.2 million. Variable compensation is capped at 100% of the fixed annual
salary.

As a part of the fixed compensation component, the company provides Management Board
members with ancillary benefits in addition to the fixed salary, such as use of a company car,
accident insurance, health and long-term care insurance subsidies which conform to the
statutory rules for employees and continued payment of wages for a limited time in case of
illness and death. The Management Board Chairman also receives a pension upon
retirement amounting to up to 67%, and all other Management Board members receive up to
50%, of their last fixed gross salary, and surviving spouses are entitled to up to 75% of the
pension as a widow's pension. For the Management Board Chairman and up to 60% for all
other Management Board members.

Management Board members are covered by a D&O insurance policy with an insured sum of
EUR 25.0 million, with a deductible amounting to 10% of the claim, as required by law, up to
one and half times the amount of their fixed annual compensation.

The Supervisory Board

Remuneration of Supervisory Board members was last revised by resolution of the
shareholders at the general meeting of 27 June 2017. Remuneration is comprised of a fixed
salary in the amount of EUR 10,000.00 a year and a fee of EUR 1,500.00 per meeting of the
Supervisory Board, with the Chairman of the Supervisory Board receiving one and a half
times the sums mentioned above. If the term of a Supervisory Board member begins or ends
over the course of a financial year, the member is entitled to fixed remuneration for that year
on a prorated basis.

In the interest of the company, the members of the Supervisory Board are covered by a
company D&O insurance policy with an insured sum of up to EUR 25.0 million, and with no
deductible for the insured Supervisory Board members. The insured sum was raised from



EUR 20.0 million to EUR 25.0 million effective 1 January 2020 by shareholder resolution of
27 June 2019. Insurance premiums are paid by the company.

1.5 RESEARCH AND DEVELOPMENT

Research and development activities play a central role within the context of Nabaltec AG’s
overall strategy. A key element of the research and development strategy is close
collaboration and joint development efforts with customers. In all product segments, the
focus is on providing customers with an optimal product and helping them achieve a
competitive advantage. As a leading supplier of highly specialized products, Nabaltec
considers research and development to be one of its central core competencies. Research
and development expenses accounted for 2.3% of revenues in 2019.

Close collaboration with customers is a common thread for all functional areas and
processes. Application-oriented sales allows us to identify specific customer requirements at
an early stage and incorporate them immediately into development work for application
engineering, process development and production. This is true both for the optimization of
established products and for the development of new products.

In order to ensure continued success in a global market, the optimization of production
processes is also a high priority for R&D work. Efficient use of energy and resources are the
key drivers in this regard.

Trend radar and megatrend calibration methods are used to identify developments extending
beyond existing markets at an early date. These methods use the products offered by
commercial vendors as well as inter-departmental internal workshops.

Nabaltec works intensively with universities and institutions to examine trends which are
identified as relevant. A total of eleven public-funded industrial collective research projects
were worked on by Nabaltec employees in 2019, working through project committees.
Research partners include multiple Fraunhofer Institutes, RWTH Aachen University, the
Freiberg University of Technology, the German Institute for Refractories and Ceramics
(Deutsche Institut fir Feuerfest und Keramik GmbH) and Forschungsgemeinscharft
Feuerfest, a refractory products research association, both in Héhr-Grenzhausen, and the
Federal Institute for Materials Research and Testing in Berlin.

An expression of Nabaltec’s strong commitment to research and development is its receipt of
various national and international awards and distinctions for innovativeness. For example,
Nabaltec AG has been recognized as one of the 100 most innovative mid-sized German
companies eleven times and has received awards for innovativeness in multiple areas.

Aside from searching for new products, processes and applications, the focus of Nabaltec's
research and development activities is above all on improving and refining existing products
and processes. The rules are defined by customer and market requirements, which are
constantly changing. These requirements must be met at all times, while at the same time
supplementing and extending our product range in target markets.

As part of the strategy development process, interdisciplinary teams comprised of employees
from development, sales, plant and process development, depending on the market segment
and application, analyze market data in light of identified trends. This ensures that new



applications, processes and products are implemented in a timely manner, in conformance
with the strategy.

Research and development in the 2019 reporting year was once again marked in particular
by challenges relating to electric mobility. Separator film for lithium ion batteries with ceramic
coating had very high growth rates in 2019. Nabaltec's boehmite products have been further
optimized in order to meet the growing demand and stricter quality requirements, and key
developments have been achieved in the course of production. At the same time, key
fundamental developments have been launched in order to meet the requirements of the
next generation of separator film.

Another key aspect of electric mobility is managing the heat generated by battery systems.
Given the demand for significantly faster charging times and, in particular, plans for a dense
network of rapid charging stations, the issue of thermally conductive materials is becoming
increasingly important. Nabaltec has devoted itself to the issue of thermally conductive fillers
for some years now, and was able to report substantial progress in 2019 in the development
of products and applications. For example, a product solution which is optimized for the "gap
filler" application was successfully placed on the market and is already being introduced by
customers all over the world in their own development processes. This has resulted in the
acquisition of small customers even outside Europe, particularly in the Far East. The first
product of a new aluminum hydroxide product family for thermally conductive plastics is
currently in the process of obtaining approval from end customers. We expect to begin
commercial deliveries in this area in 2020.

Mineral-based flame retardants continue to ensure growth for Nabaltec's innovative and eco-
friendly products. The issues of flue gas development, flue gas corrosiveness and flue gas
toxicity have become more important with the adoption of the new EU Construction Products
Regulation. Aluminum hydroxide and boehmite have ideal properties for reducing flue gas
and have the potential to significantly reduce the volume of toxic gas which is released. This
was demonstrated by "SmokeTox," a joint project completed in 2019, based on very
extensive testing series. These tests allowed the project's coordinating partner, pinfa (the
Phosphorous, Inorganic & Nitrogen Flame Retardant Association), and its member
companies to generate scientifically sound data which will supply key arguments in favor of
eco-friendly halogen-free flame retardants.

Nabaltec AG also played a key role in 2019 in organizing pinfa workshops on the subject of
e-mobility. In addition to the new applications mentioned above in connection with separator
film and heat management solutions for battery systems, flame retardants for electric cars
and in charging infrastructure represent another potential growth driver for our products. Our
developments in connection with our new synergist for flame retardants have met with a
good response e.g. in these applications.

The pilot plant which was situated in Kelheim through 2017 has been moved to Schwandorf.
The pilot production plant has been significantly expanded and went online in the third
quarter of 2019. Expansion of the application engineering laboratories and testing facilities at
the Schwandorf site was completed in 2019. Testing procedures for ceramic bodies and
materials in particular have been significantly expanded. This shortens development times,
since it means that all key processes can be run at the Schwandorf site.



Collaboration with customers in connection with the GRANALOX® product family, which has
traditionally been highly individualized, was characterized by a geographical extension of the
customer base to Asian users in 2019 as well. The successes in this area include the
development of new ultra-pure materials and obtaining the first approvals. The newly
developed products have been successfully placed in automotive applications in particular, in
addition to applications in the electronics sector. E-mobility has also opened up new
applications in engineering ceramics and ceramic components are being increasingly used in
high-voltage electronics and sensors.

2. FINANCIAL REPORT
2.1 MACROECONOMIC AND INDUSTRY-RELATED CONDITIONS

2.1.1 MACROECONOMIC SITUATION

Global economic growth became progressively slower over the course of 2019. The
International Monetary Fund revised its estimate for 2019 global economic growth downward
multiple times over the course of the year and its most recent study, from January 2020,
estimates that global GDP grew by just 2.9% in 2019, which would represent the lowest rate
of growth since the 2009 recession. The Kiel Institute for the World Economy (IfW) also
projects a growth rate of just 3.0% in its December 2019 report, noting that growth is being
held back above all by weak industrial production and global trade. Industrial production
actually declined in the industrialized economies, but was up slightly in emerging markets.

GDP growth in the Euro zone slowed noticeably from the year before, from 1.9% to 1.2%.
Differences between the industrialized economies which were significant just last year
gradually lessened. Economic growth in the US lost momentum due to expiration of the fiscal
stimulus from the tax reform and the slump in export activity; at the same time, GDP growth
in the Euro zone stopped falling as the European economy was stabilized by private
consumer spending and stronger export growth.

Germany's GDP grew by 0.5% in 2019. The continuing slowdown in the German economy,
which began back in 2018, has been driven by a slump in industrial production as a result of
high global uncertainty with regard to the direction of economic policy, resulting in a
deterioration in the general economic environment.

2.1.2 INDUSTRY SITUATION

The downturn in the global economy in 2019 left its mark on the German chemical industry
as well, as industry revenues were down 5.0% to EUR 193 billion. Chemicals production in
Germany (not including pharmaceuticals) was down 2.5%. Nevertheless, the industry posted
record-high employment in 2019, as the total workforce grew by 0.5% over the previous year,
to 464,800.

The long-term trend of growing demand for non-halogenated flame retardant fillers, and
aluminum hydroxide in particular, remains intact. Independent market forecasts call for
annual global demand growth of 4.2% through 2025 (ATH-based, source: Frost & Sullivan,
2019). Market growth is stimulated above all by the growing public awareness as to the need
for fire safety as well as the ongoing replacement of potentially hazardous flame retardants
with eco-friendly, halogen-free aluminum hydroxide. This trend has had a particularly positive



effect on the fine precipitated aluminum hydroxide product segment. The long-term outlook
for boehmite is also excellent, in the estimation of Nabaltec AG, with a wide variety of
applications, above all in electric vehicles. We expect European production of lithium ion
batteries to ramp up in the next two to three years. As a result, the total potential for
boehmite will be realized only gradually.

In the Specialty Alumina product segment, the refractory market is shaped by demand within
the steel industry. That sector is currently in a weak state, resulting in a significant downturn
especially for manufacturers of refractory products in Europe, and therefore for Nabaltec as
well. The trend towards high-quality refractory products and wear-resistant ceramics is
continuing. Market experts estimate that the market for refractory products and technical
ceramics will grow at a rate of 2.6% per year through 2025 (Source: Roskill, 2019).

2.2 COURSE OF BUSINESS

Nabaltec AG posted slight growth in Financial Year 2019 as its revenue growth slowed
slightly. Revenues were up 1.5% over the previous year, to EUR 180.0 million (2018: EUR
177.4 million). After very strong performance in the first three quarters, with revenues up
from the year before in each quarter, revenues in the fourth quarter were down sharply from
the fourth quarter of 2018, by 8.9%. Especially in December, the very weak environment in
some sectors of the economy combined with customers' expectations that prices will drop in
2020 resulted in an unexpected sales slump in both product segments, "Functional Fillers"
and "Specialty Alumina."

Revenues in the "Functional Fillers" product segment amounted to EUR 122.6 million in
2019, up 7.0% from the previous year (2018: EUR 114.6 million). Revenues in the boehmite
product area grew at an especially fast pace, climbing 60.0% from the previous year and
accounting for around 6% of total revenues. Revenues in the "Specialty Alumina" product
segment were down 8.5%, to EUR 56.8 million (2018: EUR 62.1 million), while revenues
which are not attributable to either product segment amounted to EUR 0.6 million in 2019
(2018: EUR 0.6 million).

Operating profit (EBIT) was down 6.1%, to EUR 20.1 million (2018: EUR 21.4 million).

Assuming stable economic performance, Nabaltec initially expected revenues to fall in a
range from EUR 190 million to EUR 195 million in 2019. The revenue estimate was revised
in October 2019, to a range from EUR 181 million to EUR 184 million, and the result fell short
of this forecast by 1.1%. The EBIT margin was at the lower edge of the company's expected
range, from 10.0% to 12.0%.

2.3 OVERVIEW OVER THE COURSE OF BUSINESS

2.3.1 EARNINGS POSITION

Nabaltec AG earned EUR 180.0 million in revenues in Financial Year 2019, for a slight 1.5%
gain from the year before (2018: EUR 177.4 million). The key revenue drivers in 2019 were
the optimized product mix and price effects which the company was able to successfully
implement.



The quarterly results show that revenues weakened significantly in the fourth quarter.
Revenues in each of the first three quarters of 2019 were up substantially from the same
quarter of the previous year. Revenues in the first quarter of 2019 were EUR 48.6 million, up
7.0% from the already very strong value of EUR 45.4 million posted in the same quarter of
the previous year. Revenues in the second quarter amounted to EUR 49.1 million, up from
the same quarter of the previous year (by 5.1%) and from the previous quarter as well.
Revenues in the third quarter came to EUR 44.3 million, for a slight 1.4% gain over the same
period of the previous year. But in the fourth quarter of 2019, revenues were down
significantly from the same quarter of the previous year, falling by 8.9% to EUR 37.9 million.

The export ratio was up on the year, climbing from 73.6% in the previous year to 76.2% in
2019. While growth in Germany weakened slightly, revenue growth was higher in the rest of
Europe especially.

Incoming orders amounted to EUR 162.3 million for the year as a whole, compared to EUR
172.7 million in the previous year. Nabaltec ended the year 2019 with EUR 35.9 million in
orders on hand, compared to EUR 52.6 million in the year before. This change reflected the
fact that customers have been placing shorter-term orders as a result of economic
uncertainty and in the expectation that prices will drop in 2020.

Revenues in the "Functional Fillers" product segment amounted to EUR 122.6 million in
Financial Year 2019, up 7.0% from the previous year, when revenues came to EUR 114.6
million. This growth is largely attributable to an optimized product mix, as well as price
increases. Revenues in the boehmite product area were up throughout the year, as revenues
were up 60.0% over the previous year, an especially fast pace.

Revenues in the "Specialty Alumina" product segment have been down from the year before
since the second quarter. Revenues for 2019 as a whole came to EUR 56.8 million, down
8.5% from the year before. The decrease in revenues is due primarily to the weakening in
the refractory industry, which is largely attributable to a downturn in the European steel
industry.



Revenues by product segment, 2019
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Nabaltec AG's total performance was up 2.6% in 2019, from EUR 176.8 million to EUR 181.4
million. This growth is primarily attributable to revenue growth and increases in inventories.



Other operating income decreased from EUR 2.0 million in the previous year to EUR 1.1
million in 2019 and consisted primarily of gains from the EUR/USD exchange rate in the
amount of EUR 0.6 million.

Operating expense ratios as a percentage of total performance

2019 2018
Cost of materials 47.8% 47.5%
Personnel expenses 20.1% 19.0%
Other operating expenses 15.5% 16.6%

The cost of materials ratio (cost of materials as a percentage of total performance) increased
to 47.8% (2018: 47.5%), due primarily to the increase in merchandise. In absolute terms,
gross earnings amounted to EUR 95.8 million, up EUR 0.8 million from last year's value of
EUR 95.0 million.

The personnel expense ratio (personnel expenses as a percentage of total performance)
increased from 19.0% in the previous year to 20.1%. The number of employees increased
from 485 on 31 December 2018 to 498 on 31 December 2019.

Other operating expenses decreased from EUR 29.3 million to EUR 28.1 million due to
reductions in the cost of outside services and consulting expenses. The ratio of other
operating expenses to total performance decreased from 16.6% in the previous year to
15.5%.

Earnings before interest, taxes, depreciation and amortization (EBITDA) were down 2.5%,
from EUR 32.1 million to EUR 31.3 million.

Adjusting for EUR 11.3 million in depreciation and amortization in Financial Year 2019,
Nabaltec's operating profit (EBIT) came to EUR 20.1 million, compared to EUR 21.4 million in
the year before.
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Earnings before taxes (EBT) amounted to EUR 17.8 million in the reporting year (2018: EUR
18.9 million). This includes net interest income of EUR -2.3 million in 2019. In the previous
year, net interest income was EUR -2.5 million.

Tax expenses came to EUR 6.2 million in Financial Year 2019 (2018: EUR 6.1 million).

Net income came to EUR 11.5 million last year, compared to EUR 12.7 million the year
before.

2.3.2 LIQUIDITY POSITION

Financial management is assigned to the Management Board directly and primarily includes
managing the capital structure, managing liquidity, interest rate and currency hedging and
obtaining funds. The subsidiaries are integrated into the Group’s liquidity management
system.

Nabaltec counters fluctuations in the USD/EUR exchange rate by using exchange rate
hedging instruments when such a course is indicated due to the volatility of the markets or
the scope of the foreign exchange transactions.

Liquid funds in the amount of EUR 55.1 million were made available to the subsidiaries
through the reporting date (2018: EUR 42.9 million). The interest rates and contractual terms
conform to the standards for mid-sized companies. Nabaltec also uses various interest rate
hedging instruments with a mid- to long-term interest rate lock period (e.g. interest rate
swaps) on a case-by-case basis in connection with variable-interest outside financing.

Funding to finance growth and investments is secured by means of existing loans against
borrower's notes and through operating cash flow.



Nabaltec AG's loans against borrower's notes are subject to covenants tied to "leverage
coverage ratios" and the equity ratio. None of the covenants in effect as of 31 December
2019 were breached in the 2019 reporting year.

The first tranche of the 2015 loan against borrower's note, in the amount of EUR 31.0 million,
will be due for repayment in April 2020. Nabaltec secured its ability to pay back this loan by
reaching an agreement in the fourth quarter of 2019 on a bilateral loan with a volume of EUR
20.0 million, to be paid out in April 2020, and by extending its overdraft lines by EUR 20.0
million.

2.3.2.1 CAPITAL STRUCTURE

Nabaltec AG's subscribed capital is EUR 8.8 million. Shareholders' equity increased to EUR
97.7 million as of 31 December 2019, up from EUR 88.0 million on 31 December 2018. The
equity ratio was 44.5% on 31 December 2019. This represents a very strong capital base by
industry standards.

Liabilities amounted to EUR 81.9 million on 31 December 2019, compared to EUR 81.6
million at the end of 2018.

Selected balance sheet items as a percentage of total assets:

31 Dec. 2019 31 Dec. 2018
Shareholders' equity 44 .5% 42.8%
Provisions 18.2% 17.5%
Liabilities 37.3% 39.7%

Other off-balance sheet financing instruments

Nabaltec has, to a minor extent, concluded lease agreements with terms of up to five years.
Nabaltec also make uses of factoring on a continuous basis for trade receivables, in part as a
way of minimizing default risks. Nabaltec Group does not use any other instruments which
can be categorized as financial engineering.

2.3.2.2 INVESTMENTS

Nabaltec Group made EUR 24.7 million in investments last year, compared to EUR 40.2
million the year before. Around half of the investments were made in financial assets to
finance investments in Naprotec LLC and to compensate for losses at Nashtec LLC due to
operational difficulties. In the second half, investments were made in the Schwandorf site
and particularly in technical equipment and machinery for capacity expansion, infrastructure,
process optimization and replacement investments.

2.3.2.3 FINANCIAL POSITION
Total assets increased from EUR 205.4 million on 31 December 2018 to EUR 219.7 million.



Key balance sheet assets as a percentage of total assets:

31 Dec. 2019 31 Dec. 2018
Non-current assets 67.3% 65.8%
thereof: property, plant and equipment 37.4% 39.6%
Current assets 32.7% 34.2%
thereof: Inventories 14.9% 14.5%

2.4 FINANCIAL AND NON-FINANCIAL PERFORMANCE INDICATORS

2.4.1 FINANCIAL PERFORMANCE INDICATORS

The success of Nabaltec AG's operations is based on a long-term growth strategy. The
company is managed in such a way as to ensure profitable and capital-efficient growth.
Therefore, significant importance is ascribed to revenue growth and EBIT margin as
performance indicators. Accordingly, the focus is on continually monitoring and optimizing
these two maijor financial performance indicators. These major financial performance
indicators represent the basis for operational decisions and for forecasting as well.

Nabaltec AG also uses the following financial performance indicators for long-term
management purposes. This internal controlling and management system enables

management to pursue value-based management.

Other ratios used by Nabaltec AG:

Return on sales and capital 2019 2018
Return on equity 11.8% 14.4%
Return on capital employed 11.7% 13.7%
(ROCE)

Return on equity, consisting of the ratio of net income to equity, amounted to 11.8% in the
reporting year, compared to 14.4% in the year before.

Return on capital employed (ROCE) is the ratio of EBIT to capital employed (non-current
assets + working capital). In the reporting period, this figure amounted to 11.7%, compared
to 13.7% in the previous year.

2.4.2 NON-FINANCIAL PERFORMANCE INDICATORS

Employees

At the end of 2019, Nabaltec AG had a total of 498 employees (31 December 2018: 485). All
employees work in Germany. This figure also includes 53 trainees (31 December 2018: 56).
Nabaltec sets a high value on good training. In 2019 as well, the trainee rate represented a
remarkably large share of the workforce, 10.6%. This rate again exceeded the industry
average significantly in 2019. Nabaltec's trainees are regularly among the best of their class.
Training positions are currently available for industrial clerks, IT clerks, chemical laboratory
technicians, chemists, electrical mechanics specialists and industrial mechanics specialists,
as well as for chemicals production workers.



Nabaltec offers its employees prospects and opportunities for advancement within the
company in order to promote identification with the company by these means as well, and to
encourage hard work and commitment. A family-friendly company which has been
recognized multiple times, Nabaltec AG has in the past been included as one of the 100 best
employers among German mid-sized companies e.g. in the "TOP JOB" nationwide multi-
sector survey. Nabaltec supports its employees in all life situations, offering individual
arrangements to improve work/life balance. The company also offers numerous programs
designed to maintain and improve employee health within the context of health management.
In this context, Nabaltec AG has already received silver-standard "Healthy Company"
certification from the health insurance provider AOK Bayern in recognition of its strong
commitment to corporate health management.

Customer Relations

In recent years, Nabaltec has been able to continually strengthen its market position and
develop it in certain areas. With the implementation of a stand-alone solution for Nashtec
LLC in the US and the resumption of production, the construction of a production site in
Chattanooga, USA, and the formation of a distribution subsidiary in Shanghai, China,
Nabaltec has taken significant steps which set the course towards even closer collaboration
with its customers all over the world.

Nabaltec's distribution subsidiary in Shanghai began to generate revenues in the reporting
year. E-mobility customers in emerging markets in particular, both in China and throughout
the Asia-Pacific region, have received timely and satisfactory service thanks to effective
cooperation from the distribution subsidiaries in Shanghai and Tokyo. Reliable and
comprehensive on-site service pays off, particularly for commercial and technical solutions
and in connection with the successful launch of newly developed product solutions in thermal
management applications for energy storage systems.

Nabaltec participates in various European associations in order to ensure full access to key
markets and technologies. In addition to the two professional associations within Cefic, the
European Chemical Industry Council, Pinfa, (the Phosphorus, Inorganic & Nitrogen Flame
Retardants Association) and EPSA (European Producers of Specialty Alumina), Nabaltec is
also involved in Forschungsgesellschaft Kunststoffe e. V., a plastics research association, as
well as the German Ceramics Society (DKG) and Verband der Deutschen Feuerfest-
Industrie e.V., the German Refractory Industry Association.

In the US, Nabaltec is involved in pinfa North America and is a member of the American
Ceramics Society (ACerS). Through these activities, Nabaltec is able to identify major trends
in the primary markets, "flame retardants" and "ceramics," at a