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Income Statement 1

Income Statement
LANXESS AG

in € thousand Note 2016

Sales (4 5,877 6,345
Cost of sales (2) (5.709) {6.284)
Gross profit 168 61
General administration expenses {37,741} (45.490)
Ohter operabing 'ncame (3) 3,454 1,065
Other operating expenses {4) (9.058) (1.425)
Operating result (43,178) (45,789)
Income from investents in afhliated companies 762,164 193,727
Income from other securities and loans included in financial assets (5) 8,388 8,580
Net interest expense {6} {49.530) (65,293}
Other financal incorme and expenses - net (7) {10,505) (9.353)
Financial result 710,517 127,661
income Laxes (8} (89,148) (59,149)
Income after income taxes 578,191 22,723
Net income 578,191 22,723
Carryforward to new account (20} 42,909 92,039
Withdrawal from other retained earnings (289,005} 0
Distributable profit 332,005 115,662
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Statement of Financial Position

LANXESS AG

LANXESS AG

in € thousand Note Dec. 31, 2016 m
ASSETS
Non-current assets (12)
intangible assets a3 13
Property, plant and equipment &4 &6
Financial assets
Investments in affifiated companies 13) 738,864 738,864
Loans ta subsidiaries (14) 198,363 198,363
Chter loans {15) 43066 43,156
980,390 980,462
Current assels
Receivables and other assets
Recevables from affiiated companies {16) 2,510,254 3,840.019
Other assets {17} 1,984,518 50,445
Securitles {(18) 215,064 49,837
Liguid assets 200,339 124,033
4,910,175 4,073,434
Prepaid expenses {18} 28,500 26,148
Total assets §,019,065 5,080,045
EQUITY AND LIABILITIES
Equity (20)
Capiat stock {conditional capital £€18,305 thousand) 91,623 91,523
Capital reserves 1,230,529 1,230,529
Other retamned earrings 386,988 561.988
Distributable profit 332,005 115.662
2,041,045 1,898,702
Proyisions
Provisions for pensions and other post-employment benefit obligations (21 38,801 85,760
Tax provisions 22) 35,688 17,547
Other provisions (23) 35,864 40,626
130,453 123,933
Liabilities
Bonds (24) 2,700.000 2,700,000
Liabilities to banks {25) 22,5563 324,301
Trade paysbles (25) 2,442 1,563
Payables to affliated companies {27) 1,021,282 219,993
Cther labiities ©8) 1,290 551 |
3,747,567 2,656,410
Total equity and liabijlities 5,919,065 5,080,045
Contingent Labtsithes from guarantees (30) 298,770 285,558 |
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Generat Information 3
Fundamentals
Accounting Policies and Valuation Principles

Notes to the Annual Financial Statements
of LANXESS Aktiengesellschaft, Cologne,

for the Fiscal Year 2017

GENERAL INFORMATION

The Board of Management and Supervisory Board have
issued the declaration required under Section 161 of the German
Stock Corporation Act (AktG) regarding the German Corporate
Governance Code. This declaration has been made available to
the stockholders, and the English version 1s permanently posted at
LANXESS Website in section Investor Relations under Corporate
Governance,

FUNDAMENTALS

The annual financiai statements of LANXESS AG, Cologne
(registered at Cologne District Court, HRB 53652), are prepared
in accordance with the provisions of the German Commercial
Code (HGB) and the German Stock Corporation Act that are
applicable to large stock corporations. As in the previous year, the
management report of LANXESS AG has been combined with
the management report of the LANXESS Group in application of
Section 315, Paragraph 5 HGB in conjunction with Section 298,
Paragraph 2 HGB.

To enhance clarity, certain items in the income statement
and the statement of financial position are combined and are
explained in the Notes,

The income statement has been drawn up using the cost-
of-sales method,

Financial income and expenses whose disclosure is not
covered by a mandatory iterm and which cannot be assigned
to a separate item are reported under other financial income or
eXpenses,

As the primary parent company of the LANXESS Group,
LANXESS AG has prepared consolidated financial statements as of
December 31, 2017, in accordance with the International Financial
Reporting Standards {IFRS), as endorsed by the European Union.

The annual financial statements and combtxned management
report for fiscal year 2017 prepared in apphcation of Sec-
tion 315, Paragraph 5 HGB in conjunction with Section 298,
Paragraph 2 HGB are pubkshed together with the auditor’s report
in the German Federat Gazette (Bundesanzeiger). They are made
available at LANXESS Website in section Investor Relations under
Publications.

ACCOUNTING POLICIES AND
VALUATION PRINCIPLES

Intangible assets that have been acquired are recognized at
cost and amortized on 2 straight-line basis over their estimated
useful hves. Self-generated intangible assets are not capitalized.

Property, plant and eguipment i1s carried at the cost of acqur-
sition. Assets subject to depletion are depreciated. Write-downs
are made for any declines in value that go beyond the depletion
reflected in depreciation and are expected to be permanent.
Additons made in the reporting year are depreciated using the
straight-line method. Low-value assets costing up to €150.00
are expensed n the year of acquisition. Low-value assets costing
between €150.00 and €1,000.00 are combined in a callective
item and depreciated over five years using the straight-line method.

Useful lives of intangible assets, property, plant and
equipment:

Software ficenses 3to 4 years

Computer equipmeant 3 to 4 years

Furniture and fixtures 4to 10 years

Investnents in affiliated companies are recognized at cost
of acquisition, less write-downs for any decline in value that 1s
expected to be permanent. Where the reasons for write-downs
made in previous years no longer apply or only partially apply,
the respective ttems are written back accordingly, provided that
the write-back does not cause the carrying amount to exceed
the cost of acquisition.

Cash has been deposited in a fiduciary account to meet
the obligations refating to the “demographic change fund" for
employees defined in the collective bargaining agreement for
the German chemical industry. This cash deposit is adminis-
tered on behalf of LANXESS AG by the fiduciary agent Deutsche
Treuinvest Stiftung and is eing-fenced against other creditors’
claims. The levet of benefits owed to the employees thus meets
the conditions for classification as “securities-linked pension or
similar commitments” pursuant to Section 253, Paragraph 1,
Sentence 3 HGB. The fund assets as defined in Section 246,
Paragraph 2. Sentence 2, Subsentence 1 HGB are measured
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4 LANXESS AG

at fair vaiue pursuant to Section 253, Paragraph 1, Sentence 4
HGB and offset agaimst the underlying commitments pursuant
to Section 246, Paragraph 2, Sentence 2, Subsentence 1 HGB.
Since, in the case of "securities-linked pension and similar com-
mitments,” adjusting the carrying amount of the commitments to
the fair value of the corresponding assets acts as a de facto bar
to distribution, the ban on distnbution pursuant to Section 268,
Paragraph 8, Sentence 3 in conjunction with Sentence 1 HGB
therefore does not apply.

Loans receivable that are interest-free or bear fow rates of
interest are carried at present value; other loans receivabie are
carried at nominal value.

Receivables and other assets are stated at nominal value,
less any necessary write-downs. The amounts of such write-
downs reflect the probabilnty of default,

Marketable securities are valued at the lower of cost and
fair value.

Bank deposits held in euro are recognized at their nominal
value; such assets held in foreign currencies are tranglated at
the spot rate on the closing date of the financial statements.

Disbursements prior to the closing date that represent
spending for a specific period thereafter are recognized as pre-
paid expenses. Also included are the differences between the
issue and settlement amount for bonds issued by LANXESS AG
that will be amortized over the maturity of the bonds.

Deferred taxes are calculated for temporary differences
between the accounting valuations and tax valuations of as-
sets, liabiliies and deferred items. As the pnimary company of
the LANXESS Group's fiscal entity in Germany, LANXESS AG
therefore has to recognize temporary differences relating both
to its own financial statements and to those of companies with
which it forms a fiscal entity. In addition to temporary differences,
tax loss carryforwards are aiso accounted for, Deferred taxes
are based on the aggregate income tax rate for all companies
in LANXESS AG's fiscal entity, which 1s currently 32,3% (pre-
vious year: 32.3%). The combined income tax rate comprises
corporate income tax, trade tax and the solidarity surcharge.
Any resutting tax liability would be recognized as a deferred
tax liability it the statement of financial position. The option of
capitalizing tax refunds is not utilized. In the reporting year, there
was 8 net surplus of deferred tax assets, which is not recognized.

The capial stock is stated at par value.

Provisions for pensions and other post-employment benefits
are computed using the projected unit credit method on the basis
of biometric probability using the Heubeck 2005 G reference
tables. Expected future salary and pension increases are taken
into account. The current assumptions for salary ncreases are
unchanged from the previous year at 2.50% for non-managenal
employses and 2.75% for managerial employees. For older
pension commitments, the expected rate of increase was left

at 1.50% in the annual financial statements for 2017, For new
pension commitments, the expected rate of increase is un-
changed from the previous year at 1.00%. The discount rate
used is 3.68% (previous year: 4.01%) for pensions, 1.26%
(previous year: 1.58%) for early retirement benefits and 2.80%
(previous year: 3.24%) for miscellaneous post-employment
benefits. The interest rate used to discount pension and other
post-employment benefit obligations to December 31, 2017, is
the average market interest rate for the past ten fiscal years for
an assumed residual maturity as calculated and published by
the Deutsche Bundesbank. The assumed residual maturity is
15 years for pensions and ather post-employment benefits, five
years for early retirement benefits and three years for phased
early retirement programs.

For emnployees who Jomned after December 31, 2018, and
new employees, LANXESS has Jaunched a pension model com-
prising employee~ and employer-financed components as an
accessory to pension liability insurance. The settlement amount
of the obligation equates to the fair value of the pension liability
insurance secured via a contractual trust arrangement (CTA),
which constitutes fund assets as defined in Section 2486, Para-
graph 2, Sentence 2 HGB, so the obligation and fund assets
balance out to zero. In the case of the present commitment, the
interest expense equals the income from the pension liability
insurance. Both amounts are to be netted in accordance with
Section 246, Paragraph 2, Sentence 2 HGB.

Tax provisions are established for the amounts of tax arrears
expected to be payable less the advance payments made.

The other provisions are established to cover all foreseeable
risks and uncertain liabilities, based on reasonable estimates
of the future settlement amounts of such commitments. Future
price and cost increases are taken into account if there are
sufficient objective indications that they will oceur. Provisions
maturing in more than one year are discounted to present value
using the average market interest rate for the past seven years,
based on therr remaining maturities,

Liabilities are reflected at therr settlement amounts.

Contingent liabilities arising from sureties and debt guar-
antees are shown at the amounts equivalent to the loans or
comrmitments actually outstanding on the closing date.

Income and expenses are accrued in the hscal vear,

Foreign currency receivables and liabilities, forward exchange
contracts and other currency derivatives are recognized using
the mark-to-market methed. Foreign currency recewvables and
payahies are valued at middie spot exchange rates, while currency
dernvatives centracts concluded to hedge them are valued at the
forward market rates on the closing date. Valuation gains and losses
are offset against one another. Provisions for impending gains are
established with respect to any excess of losses over gains. Gains
are only recogrized if they relate to receivables and payables
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Notes to the Inceme Statement 5

due within one year. Foreign currency cash and cash equivalents
and balances with banks are translated at the average exchange
rates prevailing on the closing date.

NOTES TO THE INCOME STATEMENT

1| Sales

Sales revenues totaled €6,345 thousand (previous year:
€5,877 thousand) and related mainly to services provided to
LANXESS Deutschland GmbH in Germany on the basis of a
service agreement.

2| Cost of Sales

The cost of sales totaling €6,284 thousand (previous year:
£€5,709 thousang) primarily comprised expenses relating to the
services provided. These were in particular personnel and general
adrninistration expenses.

3| Other Operating Income

The other operating income ncluded prior-period income
of €853 thousand (previous year: €2,959 thousand) from the
reversal of provisions,

4 | Other Operating Expenses

The cther operating income mncluded prior-period expenses
of €166 thousand (previous year: €8,484 thousand).

5 | Income from Other Securities
and Loans Included in Financial
Non-Current Assets

The income from other secunties and loans included
in financial non-current assets largely comprised income of
£8,258 thousand (previous year: €8,281 thousand) from long-
term loans to LANXESS Deutschiand GmbH,

6 | Net Interest Expense

in € thousand 2016

Other interest and similar income

from third parties 150 9,298

from affhated companies 13,884 6,164
14,144 15,462

Interest and similar expenses

from third parties 58.275 74,544

for the interest pertion of provisions ’

for pensions and other non-current

personnel-related provisions 2,250 2,342

to affibated compames 3,149 3,866
63,674 - 80,755

Net interest expense {46,630) {65,293)

7 { Other Financial Income and Expenses —
Net

in € thousand

Other financial expenses

Exchange losses 165,747 271,569

Miscellaneous financial expenses 11,166 10,199
176,913 281,768

Other financial income

Exchange gains 165.676 270,876

Miscellanecus financial iIncome 732 1,539
166,408 272,415

Other financial iIncome {expenses) — net {10,505) (9,353)

The exchange gains and losses were principally attributable to
foreign currency tems refating to LANXESS AG and to the valuation
of foreign currency transactions undertaken with third parties on
behalf of Group companies,

The miscellaneous financial expenses were mainly for guaran-
tee commission payments to affihated comparues. Miscellaneous
financial income largely comprised guarantee commission payments
recewved from affiliated companies.
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6 LANXESS AG

8 | Income Taxes

The tax expense of €59,149 thousand in the reporting year
{previous year: £89,148 thousand) is the aggregate of the tax
expense of €78 ,886 thousand for the reporting year and tax
income of €19,737 thousand in respect of previous years.

Tax expense does not include deferred taxes. As of Decem-
ber 31, 2017, LANXESS AG expected to recewe a future tax
benefi resulting from temporary accounting differences, both
in its own financial statements and in those of companies with
which it forms a fiscal entity for tax purposes. This amount was
calculated on the basis of 2 combined income tax rate of 32.3%
(LANXESS AG and companies with which it has profit and loss
transfer agreements).

Deferred tax liabilities mainly refate to differences in valuations
of property, plant and equipment, intangible assets and equity
interests in stock corporations. A deferred tax asset is recogruzed as
a resuit of the higher pension obligations recognized for accounting
purposes than for tax purposes. Other deferred tax assets relate to
provisions that are not tax-deductibte, such as those for impending
losses or for pre-retirement leave, and valuation differences, as in
the case of provisions for service anniversaries and miscellaneous
provisions and habilities,

9 | Personnel Expenses

in € thousand 2016 2017
Wages and salaries 30.709 31,659
Social expenses and expenses for pensions
and other benefits 1,781 7.347
of which for pensions 915 B.456
32,480 39,006 .

The interest portion of personnel-related provisions, especially
provisions for pensions, 1s recognized not in personnel expenses
but in interest expense.

10 | Employees

Dec. 31,2016

Average 2017

Generat
admnistration 138

146

11 | Audit Fees

All fees for the services of PricewaterhouseCaoopers GmbH
Wirtschaftsprifungsgesellschaft are published in the notes to
the LANXESS Group consclidated financial statements. The fees
were mainly paid for the audit of LANXESS AG's annual financial
statements and of the consolidated financial statements including
the early warning system and for the review of the condensed
consolidated intenm financial statements, Fees were also paid
for other audit-reiated services and other services. The other
audit-refated services primarily include services n connection with
sustainability reporting and other services for audit certificates.
The other services largely include kT services frem a company
affilated wath the auditor.
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Notes to the Statement of Financial Position

NOTES TO THE STATEMENT OF
FINANCIAL POSITION

12 ] Non-Current Assets

Gross carrying amounts Amorlizationfdepreciation and write-downs Netfcarrying amounts

Jan.1, Additions Disposals Dec, Jan. 1, Additions Disposals Dec. Dec. 31, Dec.
in € thousand 2017 31,2017 2017 31,2017 I3 31,2017

Intangible assets

Software licenses 64 o] 4} 64 31 20 0 51 33 13
64 1] 3] 64 N 20 [+] 51 33 13
Property, plant and
aquipment
Furniture, fixtures and
other equipment 200 35 46 189 136 33 46 123 64 56
200 35 46 189 136 33 46 123 64 66

Financial assets

Investments in affill ated

companies 733,864 0 0 738,864 9] 0 0 0 738.884 738,864

Loans lo subsidiznes 198,363 Q Q 198,363 0 0 0 0 198,363 198,363

Other loans 43.066 90 0 43.156 0 0 0 4] 43,066 43,156
980,203 00 © 980,383 0 0 0 0| 980,203 980,383

Total non-current

assels 980,557 125 48 980,636 167 53 48 174 880,390 980,462
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8 LANXESS AG

13 | Shareholdings Pursuant to Section 285,
No. 11 HGB

The mandaiory disciosures in accordance with Section 285,
No. 11 HGB are contained in the st of shareholdings.

14 | Loans to Subsidiaries

Loans to subsidiaries comprised two long-term loans to
LANXESS Deutschland GmbH.

15 | Other Loans

The other loans aimost entirely comprised the pro rata trust
assets of LANXESS Pension Trust eV, (LXS Trust), LANXESS AG
has transferred cash amounting to €£41,765 thousand to LXS
Trust in several tranches under a contractual trust arrangement
{CTA) to secure pension obligations,

The pro rata trust assets of LANXESS AG are invested
in shares in a special fund run by an investment management
company. Revenue recognition by LANXESS AG takes place at
the time a distribution resolution 1s reached by the investment
management company. Contractually agreed obiigations for the
payment of additional premiums by the trustor may also have an
impact. No distribution resolution was taken n 2017,

The net income and expenses of €90 thousand recorded
in 2017 {previous year: €7 thousand) largely resulted from the
payment of additional premiums by the trustor. The fair value
of the assets of LXS Trust exceeded thewr carrying amount at
year end.

Since the assets aflocated to the CTA do not constitute
plan assets within the meaning of Section 246, Paragraph 2,
Sentence 2 HGB, they are measured at cost of acquisition pur-
suant to Section 253, Paragraph 1, Sentence 4 HGB and not at
fair value, and there s no ban on therr distribution,

Since 2010, cash payments have been deposited annually
with Deutsche Treuinvest Stiftung to meet the obligations relating
to the "demographic change fund” for employees established by
the collective bargaining agreement for the German chemical
industry, The fair value of the fiduciary assets corresponds to the
fair value of the obhgations under the “demographic change fund”
amounting to £205 thousand (previous year: €160 thousand).
The carrying amounits of the fiduciary assets and the chligations
recognized under other provisicns have been netled, as have
income and expenses.

16 | Receivables from Affiliated Companies

Recevables from affilated companies totaling €3,849.016
thousand {previous year: €2,510,254 thousand) related mainly
to short-term loans recervable, iIncluding accrued interest, recew-
ables from financial transactions and recewvables under profit
and loss transfer agreements. Trade receivables amounting to
€2,189 thousand {previous year: €1,137 thousand) existed in
connection with the service agreement described in Note {(1).
Furthermore, there were no receivables with maturities in excess
of one year, as in the previous year.

17 | Other Assets

Other assets comprised the following:

Dec, 31, m
in € thousand 2016
Tax recewvables
from sales taxes 21103 20,532
from income taxes 10.862 24,970
Tune deposits 1,950 000 0
Miscellanecus assets 2,553 4,943
1,984,518 50,445

All of the other assets were due in the respective following year.

18 | Securities

Securities had a carrying amount of €49,937 thousand
{previous year: €215,064 thousand} and comprised units of
mutual funds that can be sold at any time.

19 | Prepaid Expenses

The prepaid expenses in fiscal year 2017 mainly included
discounts of €24,277 thousand (previous year: €27,085 thousand)
on the bonds ssued.
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MNotes to the Statement of Financial Pasition 9

20| Equity

Changes in equity in 2017 were as follows:

Dec. 31, 2016 Dividend Net income Withdrawal Transfer to
in € thousand from
Caprtal stock 91,523 0 4] 0 4] 91,523
Capital reserves 1.230,529 [+ o] O o] 1,230,529
Cther retained earnings 386,988 o} ] 4] 175.000 561,988
Distributable profit 332.005 (640606} 22723 {175,000} 4] 115,662
2,041,045 {64,066) 22,723 (175,000} 175,000 1,999,702

The capitat stack 1s divided into $1,522,936 ne-par bearer
shares.

The Annual Stockholders' Meeting on May 26, 2017, resolved
to utilize the distributable profit for fiscal year 2016, amounting to
€332,005 thousand, as follows:

» To pay a dvidend totaling €64,066 thousand (E0.70 per
no-par share entitled to the dividend)

> To allocate €175,000 thousand to other retained earnings

» To carry forward €92,939 thousand to new account

Conditional Capital

The Annuatl Stockholders’ Meeting of LANXESS AG on
May 13, 2015, authorized the Board of Management until
May 22, 2018, with the approval of the Supervisory Board, to
1IssUe — in one or more installments — warrant bonds and/or con-
vertible bends, profit-participation nghts and/or income bonds
or a combination of these instruments (collectively referred to
as "bonds") — as either registered or bearer bonds — with a total
nominal value of up to €1,0C0,000,000, with or without imited
maturity, and to grant rights to, or impose exercise obligations
on, the holders or creditors of these bonds in respect of bearer
shares of the company representing a total pro rata increase of

up to €18.304,587 in the company’s capitat stock on the terms
to be defined for these bonds. Pursuant to Section 4, Paragraph
5 of the articles of association, the capital stock of LANXESS AG
s thus conditionally increased by up to €18,304,587 (Conditional
Capital). The Board of Management is authorized, with the ap-
proval of the Supervisory Board, to exclude subscription rights
in certain cases which are detailed in the authorization. When
deciding on the exclusion of the subscription rights of stockholders,
the Board of Management will only use the authorizations granted
by the Annual Stockholders” Meeting of May 13, 2015, for capital
measures under exclusion of the stockhoiders' subscription rights
in the maximum amount of 20% of the capital stock that exists at
the time the resolution 1s passed. The Beard of Management wilt
be bound by this condition until a future Annual Stockhotders'
Meeting again resolves to authonze the Board of Management
to implement capital measures under exciusion of stockholders’
subscription rights. The authorization to issue bonds has yet to
be utiized.
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10 LANXESS AG

Authorized Capital 1, It and Il

Pursuant to Section 4, Paragraph 2 of LANXESS AG's
articles of association, the Annual Stockholders' Meeting on
May 23, 2013, autharized the Board of Management until
May 22, 2018, with the approval of the Supervisory Board, to
increase the capital stock on one or more occasions by 1ssuing
new no-par shares against cash or contributions in kind up ic a
total amount of £16,640,534 (Authorized Capitat I). In addition,
pursuant to Section 4. Paragraph 3 of LANXESS AG's articles of
association, the Annual Stockholders’ Meeting on May 13, 2015,
authorized the Board of Management untd May 22, 2018, with
the approvat of the Supervisory Board, to increase the company’s
capital stock on ohe or more occasions by 1ssuIng hew no-par
shares against cash or contributions in kind up to a total amount
of €18,304,587 (Authorized Capitai I1). Finally, pursuant to
Section 4, Paragraph 4 of LANXESS AG's articles of association,
the Annual Stockholders’ Meeting on May 26, 2017, authorized
the Board of Management until May 25, 2022, with the approval
of the Supervisory Board, to increase the company's capital
stock on one or more oceasions by 1ssuing new bearer shares
against cash or contributions in kind up to a total amount of
£9,152,293 (Authorized Capital Ill). Stockholders are generally
entitled to subscription rights when Authorized Capital . [l and
Il are utilized. However, these rights can be excluded in certain
cases which are defined in Section 4, Paragraphs 2, 3 and 4
of the articles of association of LANXESS AG. When deciding
an the exclusion of the subscription rights af stockholders for
shares from Authorized Capital lf. the Board of Management
will use the authorizations granted by the Annual Stockholders’
Meeting of May 13, 2015, for capital measures under exclu-
sion of the stockholders’ subscription nghts in the maximum
amount of 20% of the capital stock that exists at the time the
resolution 1s passed. The shares issued from Authonzed Cap-
ital Hl under exclusion of subscription rights by way of capital
increases against contributions in kind shall not exceed 10% of
the capital stock that exists at the time the resolution is passed.
The Board of Management remains bound by these conditions
even after the creation of the new Authorized Capital lil, Authorized
Capttal |, I and Il} have not yet been utilized.

21 | Provisions for Pensions and Other
Post-Employment Benefit Obligations

Pension provisians relate lo pensian obligations for present
and former employees and to commitments under early retirement
pragrams.

Pension provisions as of Decembper 31, 2017, amounted
to €65,487 thousand (previous year: €58,345 thousand). The
difference pursuant to Section 253, Paragraph 8, Sentence 1 HGB
for the fiscal year amounted to €10,228 thousand (previous year:
€7.943 thousand) and is subject to the ban on distribution pursuant
to Sectran 253, Paragraph 6, Sentence 2 HGB.

The settlernent amounts of the obiigations from the pension
and similar commitments accessory to the pension liability
nsurance amounted to €26 thousand and were netted agamnst
the fair value of the pledged pension liability insurance, which
constitutes fund assets as defined in Section 246, Paragraph 2,
Sentence 2 HGB, of €26 thousand. No interest expenses or
incorne resulted from the pension liability insurance in the
reporting perod.

22 | Tax Provisions

The tax provisions relate to income taxes of £3,511 theusand
for the current fiscal year and €14,036 theusand for previous
years.

23 [ Other Provisions

The other provisions are established for performance-related
compensation components (APP, LTSP, LTPB) for employees,
vacation and overtime credits, long-service anniversaries and
other uncertain liabitibes, Other uncertain labilittes comprised,
among other things, the expected cost of the Annual Stockholders’
Meeting for fiscal year 2017 and the vanable and fixed compen-
sation of the Supervisory Board.

The annual performance-based component of the variable
compensation, known as the Annual Performance Payment (APP),
is based on corporate business targets and other conditions, such
as the attainment of certain targets for Group EBITDA pre-excep-
tionals, which are defined by the Board of Management and the
Supervisory Board before the beginning of the respective fiscal
year, Actual payments may differ from the amount calculated in
advance.
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Notes to the Statement of Financial Position 1A

The long-term, performance-related components of the
compensation system are the Long-Term Stock Performance
Plan (LTSP} and the Long-Term Performance Bonus (LTPB),

The LTSP 1s based cn the performance of LANXESS stock.
The LTSP 20142017 program set up in 2014 uses the MSCI
World Chemicals Index as a reference value. The Dow Jones
STOXX 600 Chemicals®™ serves as a reference index for the
LTSP 2010-2013, in place since 2010, from which exercisable
rights are stifl outstanding. It responds to the call by legislators
for a stronger focus on long-term company performance. The
LTSP 1s divided into four four-year tranches, and participation
15 contingent upon a personal investment in LANXESS shares.
These shares are subject to an average vesting period of five
years (LTSP 2010-2013) and four years (LTSP 2014-2017).
The rights granted by the LTSP may be exercised at the end of
these periods, The exercise period 1s three years in general, but
five years for the 2012 and 2013 tranches.

The LTPB rewards the financial development of the Group
based on the business performance in two consecutive years.
The bonus payment s a percentage of base salary.

24 | Bonds

Bonds as of December 31, 2017, totaled €2,700,000 thou-
sand (previous year: €2,700,000 thousand) and comprised the
following:

Interest Maturity

in € thousand rate %
Eurcbond 201172018 4,125 Mai 2018 500.000
Eurobond 201272022 2,625 MNovember 500.000

2022
Private placement 3,500 April 2022 106,000
201272022
Private placement 3,850 April 2027 100,000
201272027
Eurcbond 201672021 0,250  Oklober 2021 500.000
Eurobond 201672026 1.000  Oktober 2026 500,000
Hybnd bond 2016/2076 4,500 Dezember 500,000

2076

2,700,000

25 | Liabilities to Banks

The liabdities to banks of €34,301 thousand (previous year:
£€22,553 thousand) mainly comprise accrued interest.

26 | Trade Payables

All trade payables are to third parties.

27 | Payables to Affiliated Companies

Payables to affiliated companies amounting to €219,993
thousand (previous year: €1,021,282 thousand) mainly com-
prised loans, including accrued interest, and liabilities relating to
financial transactions.

28 | Other Liabilities

Dec. 31, Dec. 31,
in € thousand 2016 2017
Tax hiabilities 43 517
Miscellaneous labilihes 859 34

1,290 551
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29 | Further Information on Liabilities
The residual maturities of labilibes are as follows:
Upto Morethani More than Upto| Morethan1 More than
1year anduptoS S years 1year| andupto 5 5 years
in € thousand years years
Bonds el 1,000,000 1,700,000 500,000 1.100.000 1,100,000
Liabilities to banks 22553 0 a 34,301 0 0
Trade pavables 2,442 4] 0 1.565 4 o
Payables to afilisted compantes 1.021,282 169,963 50,000 o]
Other habilhities 1,280 0 0 551 o 0
1,047,567 1,000,000 1,700,000 706,410 1,150,000 1,100,000

30 | Contingent Liabilities from Guarantees

Under the master agreement that was concluded between
Bayer AG and LANXESS AG together with the Spin-Off and Take-
over Agreement, Bayer AG and LANXESS AG agreed, among
other things, on commitments regarding mutual indemmnification
for liabilities in line with the respective asset allocation, and on
special arrangements alfocating responsibility to deal with claims
in the areas of product liability, environmental contamination and
antitrust violations. The master agreement also contains arrange-
ments far the allocation of tax effects relating to the spin-off and
to the preceding measures to create the subgroup that was sub-
sequently spun off.

LANXESS AG has given the following guarantees on behalf
of subsidiaries:

Dec. 31, De
in € thousand 2016 O
to banks 95,789 130,181
to supplers/other third parties 202,981 185,377
298,770 285,568

In addition, LANXESS AG has provided guarantees on behalf
of subsidiaries for payment obligations relating to future delivenes
under long-term procurement agreements,

Quiside of Germany, LANXESS Limited (registration
no. 03498959), Newbury, Great Britain, utilized the exemption
from the auditing of its annual financial staternents as permitted
by Section 479A of the U.K. Companies Act 2006. As required by
law, LANXESS AG, as the ultimate parent company, guaranteed
all outstanding liabihties as of December 31, 2017, with respect to
Section 479C of the U.K. Comparies Act 2006. The net liabilites
of LANXESS Limited as of December 31, 2017, amounted to
€1.627 thousand.

Dutch Group company ARLANXEQ Netherlands BV, Sittard-
Geleen, Netherlands, utilized the exemption from the publication
and auditing of its annual financial statements as permitted by
Section 2:403, Paragraph 1 {f} of the Dutch Cwil Code. As re-
quired by law, LANXESS AG, as the ultimate parent company,
guaranteed all outstanding liabilities as of December 31, 2017,
with respect to Section 2:403, Paragragh 1 (f} of the Dutch Cwil
Code. The net liabilities of ARLANXEQ Netherlands BV. as of
December 317, 2017, amounted to €57,167 thousand.

Based on the information available to us, the companies
concerned shouid be able to fulfill the underlying obligations in all
cases. The guarantees are nct expected to be utilized.
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OTHER MANDATORY DISCLOSURES

31 | Notification of Interests Held in the
Company (Section 160, Paragraph 1,
No. 8 of the German Steck Corporation
Act (AktG))

Notifications of interests held in LANXESS AG are set out in
the disclosures pursuant to Section 160, Paragraph 1, No. 8 AktG.

32 | Derivative Financial Instruments

In the course of their business, LANXESS AG and companies
in the LANXESS Group are exposed to risks of changes in
exchange rates and market prices. Derwvative financial instru-
ments are used in some cases to hedge against these risks. These
comprise overthe-counter (OTC) instruments that are not traded
on an exchange. They mainly include forward exchange contracts,
interest rate swaps and forward commodity contracts.

The use of such instruments s governed by uniform guide-
lines and is subject to stringent internal controls, It is confined

13

1 hedging of the Group's operating business and the related
iwvestments and financing transactions.

The purpose of using derivative financial instruments s to
reduce fluctuations in earnings and cash flows caused by changes
in exchange rates, interest rates and market prices.

There 15 a risk that the value of financial derivatives may
change as a result of fluctuations in underlying parameters such as
exchange rates. Where derivatives are used for hedging purposes,
the possibility of a foss of value due to a drop in prices 15 offset by
corresponding increases n the values of the hedged contracts.

In the case of denvatives with a positive fair value, a credit or
default risk anses If the counterparties cannot meet their obliga-
tions. To minimize this nisk, credit limits are assigned to individual
banks, and frameweork agreements are used that allow offsetting
of the fair value of open derwvative positions in the event of insol-
vency of a counterparty.

The notional amount of financial derivative contracts con-
cluded with external counterparties was €2,175 million as of
December 31. 2017 (previous year: €1,897 million}. Back-to-back
derivative contracts with a notional amount of £€1,510 million (pre-
vious year: €879 million) were concluded with Group companies.
The total notional ameount of derivatives was €3,685 million
(previous year: €2,776 million). This figure also contains those
derwatives included in valuation units,

The derivatives comprised the followng:

Notional amount

Fair value Carrying amount

in € thousand 2016 2017 2016 2017 2016 2017
Forward exchange contracts
positive fair values 1,840,679 1,544,752 83193 32,383 0 0
negative far vatues 927637 1,632,452 37,968 37518 2,824 831
2,768,316 3,177,244 45,225 (5,135) {2,824) (831
Interest rate swaps
positive fair values O 500,000 ¢ 531 0 0
negative farr vaiues Q 0 O s} Q0 0
0 500,000 0 531 Q 1]
Forward commodity contracts
positive fair values 3,681 4 057 445 382 0 o]
negative fair values 3,681 4.087 449 382 O o}
7,362 8,114 ] v] 0 [+]
2,775,678 3,685,358 45,225 (4,604) (2,824) (831)
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Financial Derivatives Used to Hedge

Currency Risks

LANXESS AG used forward exchange contracts o hedge
exchange rate risks.

Hedging was undertaken using forward exchange contracts for
highly probable forecast transactions by Group companies in foreign
currencies and was passed through to these Group companies on
a back-t0-back basis.

Farward exchange contracts with a notional amount of
€311.7 million (previous year: €340.7 million} and a fair value
of €14.9 miilion (previous year: €20.2 million) were concluded
with external counterparties to hedge highly probable forecast
transactions by Group companies in foreign currencies. They were
matched by transactions with Group companies with a notional
amount of €311.7 million (previous year: €337.0 milion) and had
a fair value of minus €14.9 milion (previous year: €20,7 million).
Changes in the value of the corresponding external and interpal
transactions move in opposite directions and will offset one another
by 2020. These transactions were grouped in valuation portfolios
and not recognized in the statement of financizl position,

To hedge currency risks relating to receivables and payables
of LANXESS AG and Group companies (exposure in the statement
of financial position), LANXESS AG concluded forward exchange
contracts with external counterparties with a notional amount
of €1,359.5 million (previous year: €1,556.5 million) and a far
value of €6.1 million {previous year: €37.3 million). Some of these
transactions were passed through to Group companies. Condracts
with these internal counterparties had a notional amount of
€1.194.4 million (previous year: €537.7 million) and a fair value
of minus €11.2 million {previous year: €7.9 million). Where for-
ward exchange contracts concluded to hedge foreign currency
recenvables and payables of Group companies were passed through
to the companies concerned by way of internai contracts, they
were grouped in vajuation portfolios together with the opposing
transactions. At the closing date, valuation portfolios comprising
external and internal transactions had fair values of €6.1 million and
minus €11.2 million respectively (previous year: €37.3 million and
€7.9 millicn respectively). The majority of them mature in 2018
and the remainder in 2020 at the latest, These transactions were
not reflected in the statement of finanoial position.,

Forward exchange contracts that were used 1o hedge foreign
currency exposure in the statements of inancial position of Group
companes and were not matched by internal transactions had a
fair value of minus €0.8 miliion {previous year: minus €2.8 million}.
The negative farr value 1s reflected in other provisions.

Further valuation units {(micro hedges) comprised foreign
currency loans from Group companies to LANXESS AG or vice
versa for which forward exchange contracts had been concluded
on a back-to-back basis. The carrying amount of loans granted
by LANXESS AG was €48.3 mifiion at year end (previous year:
€50.5 million), while the carrying amount of foans to LANXESS AG
was €88.8 million {previous year; €911.2 million). The net currency

nsk was €4.3 million (previous year: minus €46.7 million). The
external forward exchange contracts had a net negative fair value
of minus €0.8 muiion (previcus year: minus €2.8 muillion) and are
all due 1n 2018, They were not recognized in the statement of
financial postion,

Financial Derivatives Used to Hedge interest

Rate Risks

LANXESS AG used interest rate swaps to hedge interest
rate risks in connection with the 1ssue of financing instruments.

Hedging was undertaken using interest rate swaps for highly
probable forecast transactions to refinance the Group, which were
issued directly by LANXESS AG on the capital market,

To hedge interest rate risks, LANXESS AG completed
interest rate swaps with external partners with a notional amount
of €500 miilion.

An anticipatory valuation unit (micro hedge) was created for
this hedge in light of the reliably predictable scope and timing.
The hedge was very highly effective on the closing date, as sig-
nificant, risk-determining parameters between the underlying
transaction and the hedge matched {critical terms match methad).
It 15 presented according to the net hedge presentation method,

The fair value of the hedge was £0.5 million as of the closing
date and was fully included in the valuation unit. There was no
provisioring requirement from excess losses as of the closing date.

Financial Derivatives Used to Hedge Price Risks

Forward commadity contracts concluded with external
counterparties, all of which mature within one year, were passed
through to Group companies on a back-to-back basis. The results
of such transactions that had terminated by year end canceled each
other out. Micro hedges were established for open transactions,
giving a net zero result,

Valuation Methods

The far values of financial dervatives are determined using
customary valuation methods and are based on the market data
{market values) available at the measurement date. The following
principles are appled:

» The farr values of forward exchange contracts are derved
from therr trading or listed prices using the “forward method.”
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» The fair values of the interest rate swaps were caiculated
using the “discounted cash flow” method on the basis of the
yreld curve on the measurement date,

» The far values of forward commodity contracts are
also derived from their tracing or bsted prices using the
“forward method.”

The effectiveness of hedge relationships 18 measured using
the dollar-offset method.

33 | Total Compensation of the Board of
Management and Supervisory Board
(Pursuant to Section 285, No. 9 a HGB)

Total compensation of €14,581 thousand (previous year:
€11,852 thousand) was paid to the members of the Board of
Management of LANXESS AG for fiscal year 2017, comprising
€10,362 thousand (previous year: €7,545 thousand) in annual
compensation (fixed compensation, Annual Performance Payment
(APP), benefits In kind and other), minus €86 thousand {previ-
ous year: minus €147 thousand) in compensation relating to the
previous year and €4,305 thousand {previous year: €4,454 thou-
sand) in multryear compensation.

The multi-year compensation includes total payments of
€2,721 thousand {previous year: €1,857 thousand) under the
Long-Term Performance Bonus (LTPRB) and the stock-based Long-
Term Stock Performance Plan (LTSP). The number of compen-
sation rights granied under the LTSP was 1,740,000 {previous
year: 4,440,000). The far value of these rights at the grant date
was £1,584 thousand (previous year: €2,597 thousand), In fiscal
year 2017, stock-based compensation resulted in net expense of
£€1,558 thousand (previous year; €3,430 thousand).

In addition, net expenses of €2,585 thousand (previous
year: €1,385 thousand) were incurred to provide retirement
pensions for the members of the Board of Management, The
present value of the benefit obligation as of December 31, 2017,
for those members of the Board of Management serving on that
date was €14,277 thausand (previous year: €11,691 thousand).
Details of the compensation system for members of the Board of
Management and an indrvidual breakdown of the compensation
are given in the “Compensation Report” Section of the combined
management report for the LANXESS Group and LANXESS AG
for fiscal year 2017.

The members of the Supervisory Board receved total
compensation of £1,823 thousand in fiscal year 2016 (previ-
ous year: £1,818 thousand). The provisions established for
multi-year compensation for Supervisory Board members as of
December 31, 2017, amounted to €950 thousand {previous year:
€588 thousand).

In addition, the employee representatives on the Supervisory
Board who are employees of the LANXESS Group received
salaries under their employment contracts. The amounts of these
salaries represented appropriate compensation for the employees’
functions and tasks within the Group.

Details of the compensation system for members of the
Supervisory Board and an individual breakdown of the com-
pensation are given in the "Compensation report” Section of
the combined management report for the L ANXESS Group and
LANXESS AG for fiscal year 2017,

34 | Total Remuneration of Former Members
of the Board of Management and of
Members of the Board of Management
Who Stepped Down During the Fiscal
Year (Pursuant to Section 285, No. 9 a,
Sentence 6 dd and No. 9 b HGB)

Payments totaling €473 thousand were made to former
members of the Board of Management in fiscal year 2017 (pre-
vious year: €1,244 thousand} and related to pension benefits,
£€2,203 thousand (previcus year: €603 thousand) was recognized
as current pension expense.

Provisions of £27,772 thousand were recognized as of
December 31, 2017 (previous year: €26,041 thousand) for the
current pensions and the pension entitlements of former members
of the Board of Management.

Compensation of the Supervisory Board

Fixed Compensation Attendance Long-term Total
compensation for committee allowance compensation
in € thousand membership
2017 1,160 480 183 1,823
2016 1.160 458 191 0 1819
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35 | Loans and Advances Granted to Mem-
bers of the Board of Management and
the Supervisory Board (Pursuant to
Section 285, No. 9 ¢ HGB)

There were no loans or advances to membess of the Board of
Management or the Supervisory Board as of December 31,2017,
nor had any other inancial commitments been entered nto for
these individuals.

36 | Amounts Barred from Distribution
(Pursuant to Section 253, Paragraph 6,
Sentence 2 HGB)

Amopunts subject to the bar on distribution as of the closing
date:

Dec. 31,

in € thousand 2016
Provisions for pensions
(seven-year average interest rate) 66,288 75715
less prowsions for pensions
{ten-year average interest rate} (58.345) (65,487)

Difference 7,843 10,228

—_—

Total amount barred from distribution 7,843 10,228

As of December 31, 2017, the level of unrestricted reserves
exceeded the total volume of amounts barred from distribution.
Therefore, no bar on distribution applies to the distributable profit,

37 | Events After the End of the Reporting
Period

No events of special significance took place after Decem-
ber 31, 2017, that are expected to materially affect the financial
posttion or results of operations of LANXESS AG.

38 | Appropriation of Earnings

Regarding the appropnaticn of distributable profit of
€115.662 thousand, the Board of Management proposes that
the Annual Stockholders’ Meeling resolve on the payment of a
dwidend of €73,218 thousand (E0.80 per no-par share entitled
to the dividend). It also proposes that the remaining amount,
€42,444 thousand, be carred forward to new account.

39| Corporate Officers

Supervisory Board

Members of the Supervisory Board hold offices as members
of the supervisory board or a comparable supervising body of the
corporations listed (as of December 31, 2017).

The foliowing representatives of the company's stockholders
are currently members of the Supervisory Board:

Dr. Rolf Stomberg (Chairman)
Forrmer Chief Executive of the Shipping, Refining and Marketng Division of
The British Petraleum Co. pl.c., London, Greal Britain

Former member of the Board of Directors of The British Petroleum Co. p.lc.,
London, Great Britaw

Further offices

LANXESS Deutschland GmbH, Cologne” {Chairmar)

Biesterfeld AG. Hamburg”

HOYER GmbH, Hamburg

KEMNA Bau Andreae GrmbH & Co. KG, Pinneberg (until July, 11 2017)

Dr. Heike Hanagarth

Management consuitant

Former member of the Board of Management of Deutsche Bahn AG, Berlin
Further offices

LANXESS Deutschland GmbH, Cologne”

aichele GROUP GmbH & Co. KG. Bretten

Giide Buy Qut Partners BV, Utrecht, Netherlands (since September 1, 2017)

Dr. Friedrich Janssen

Former member of the Board of Management of E.ON Ruhrgas AG, Essen
Further offices

LANXESS Deutschiand GrbH, Cologne®

Natonal-Bank AG, Essen’

Hoberg & Dregsch GmbH, Dusseldorf (Charman of the Adwisory Committee)

Lawrence A. Rosen

Former member of the Board of Management of Dautsche Post AG, Bonn
Further offices

LANXESS Deutschiand GmbH, Cologne’

Quagen NV., Venlo, Netherlands

Thep H, Walthie
Self-emplayed consultant

Former Global Business Group President for the Mydrocarbons & Energy
Business of the Dow Chemical Company

Further offices
LANXESS Deutschiand GmbH, Cologne”

NBE Therapeutics AG, Basel, Switzerland
(Premident of the Board of Admmistration}

Dr, Matthias L. Welfgruber

Self-employed consultant

Former Chairman of the Management Board of ALTANA AG
Further offices

LANXESS Deutschiand GmbH, Coiogne’

Grllo Werke AG, Duisburg”

ALTANA AG. Wesel”

ARDEX GmbH, Witten (Chairman of the Advisory Comimittee)
Cabot Corporation, Baston, Massachusetts, U.S.

‘Statutory superwsory boards
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The following representatives of the company's employees
are currently members of the Supervisory Board and/or were
members of the Supervisory Board in the previcus year (offices
of former members on the date they stepped down):

Ralf Sikorski (Vice Chairman)

Member of the Executive Commuttee of the German Mining, Chemical and
Energy Industrial Union. Hanover

Further offices

LANAESS Deutschland GmbH, Cologne® (Vice Chairman)
RAG AG, Herne'

RAG Deutsche Steinkohle AG, Herne'

RWE AG, Essen’

RWE Power AG, Cologne und Essen’ {Vice Chairman)

RWE Generation AG. Essen”

KSBG - Kommunale Betellgungsgesellschaft GmbH & Co, KG. Essen’
{Vice Charrman}

KSBG - Kemmunale Verwzltungsgesellschaft GmbH, Essen’
{Vice Chairman}

Werner Czaplik

Charman of the LANXESS Central Works Couneil and of the LANXESS
Group Works Councid

Member of the LANXESS Works Council at the |_everkusen site
Further offices

LANXESS Deutschland GmbH. Calogne”

Dr. Hans-Dieter Gerriets

Charrman of the LANXESS Group Managenal Employees’ Committee and
Chairman of the LANXESS Managenat Employees' Commitee; manager of
a production faciiity in the Agvarced Industnal Intermediates business umit of
LANXESS Deutschiand GimbH

Further offices

LANXESS Deutschtand GimbH, Calogne”

Thomas Melers

Secretary to the Board of Directors of the German Mining, Chemical and
Energy Industrial Union {IG BCE), Hanover

Previously District Secretary of IG BCE, Cologne

Further offices

LANXESS Deutschland GmpbH, Cologne”
INEOS Deutschland Holding GmiH, Cologne’
INECS Koin GmbH, Cotogne'

Manuela Strauch

Chairwoman of the LANXESS Works Council at the Usrdingen site
Wember of the LANXESS Central Works Councit

Further offices

LANXESS Deutschiand GmbH, Cologne”

Ifraim Tairi

Chairman of the LANXESS Works Councit at the Dormagen site
Member of the LANXESS Central Works Council

Further offices

LANXESS Deutschiand GmbH, Cologne”

ARLANXEQD Deutschland GmbH, Dormagen’

‘Statutory supervisory boards
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Board of Management
The following persons are currently members of the Baard

of Management:

Offices held by serving Board of Management members

Member of the Board of

External offices

Offices within the LANXESS Group

Matthias Zachert
Charrman of the Board of « Member of the Supervisory Board of Siemens AG. + Chairman of the Executive Board
Management Berlin and Munich (appointed January 31, 2018} of LANXESS Deutschland GmbH

¢+ Charman of the Sharehotders’ Committee
of ARLANXEOQ Holding B.V.

Dr. Hubert Fink

Member of the Board of
Management

= Member of the Executive Board of
LANXESS Deutschland Gmbk
« Chairinan of the Supervisory Board of Saltigo GmbH

Michael Pontzen

Chief Financial Officer

< Member of the Executive Board of LANXESS Deutschland GmbH
* Member of the Board of Directors of LANXESS Corp.
* Member of the Shareholders’ Committee of
ARLANXEG Halding B.V.
* Member of the Board of Directors of
LANXESS Salutons Karea Inc.
+ Member of the Board of Directors of LANXESS Sclutions US Inc,

Dr. Rainier van Roessel

Member of the Board of
Management and Labor
Relations Directar

« Member of the Supervisary Board of
CURRENTA Geschaftsfohrungs-GmbH, Leverkusen

* Member of the Executive Board of LANXESS Deutschland GmbH
+ Chairman of the Board of Directors of LANXESS S.A. de CV.
¢ Executive member of the Board of Administration of
LANXESS NV,
+ Chairman of the Board of Directors of LANXESS Hong Kong Lta.
* Chairman of the Board of Directors of LANXESS Carp.
« Charman of the Board of Diractors of
LANXESS Chemical (China) Co. Ltd.
« Chairman of the Board of Directors of LANXESS india Private Lid.
* Chairman of the Board of Directors of LANXESS K K
* Chairman of the Board of Directors of LANXESS Pte. Ltd.
» Mamber af the Board of Directors of LANXESS Tha Co., Ltd.
+ Member of the Board of Directors of
LANXESS Solutions Japan K.K,
« Member of the Board of Directors of
LANXESS Solutions Korea Inc.
« Member of the Board of Directors of LANXESS Solutions US Inc.

Stephen C, Forsyth

Member of the Board of
Management
(appointed

June 1,2017)

« Member of the Board of Directors of | ANXESS Solubons US inc,
» Member of the Board of Directors of LANXESS Canaga Co/Cie
« Member of Beard of Directors of LANXESS Laurel de Mexico,
S.A.deCV.
» Member of the Board of Directars of Chemtura Corporation
Mexica, §. deR L. de SV
+ Member of the Board of Directers of
Crompton Servicios, 3.A. de GV,
+ Member of the Board of Directors of Great Lakes Chemical
Corporation
» Member of the Board of Directors of Assured Insurance Company
+ Member of the Board of Directors of
LANXESS Holding Company US Inc,
« Member f the Board of Directors of
LANXESS Sybron Chemicals inc
= Member of the Board of Directors of
Sybron Cherncal Holdings Inc.
* Member of the Board of Directors of
The LANXESS Foundation inc.

LANXESS Annual Financial Statements 2017



Disclosures Pursuant to Section 160, Paragraph 1, No. 8 of the German Stock Corporation Act (AKLG)

19

Disclosures Pursuant to Section 160,
Paragraph 1, No. 8 of the German Stock

Corporation Act (AktG)

Notified by Date of Thresh-  Voting rights Voting rights via Attributable voting rights
change old instruments
In % absolut In%  abseclut
BlackRock, Inc., Wilmington, DE, U.S. Dec. 7, 5.00% 5.15% 4713269 0.76%  £95.832 BlackRock. Inc., Wiimington DE, U.S.
2017 (5.15% pursuant to Sections 21. 22 WpHG
old version, Sections 33, 34 WpHG new
version & 0.76% pursuant to Section 25
Paragraph 1 WpHG old version, Section 38
Paragraph 1 WpHG new version}
The Capital Group Companies, Inc., Nov, 22, 5.00% 5.02% 4598544 0.000% 0 The Capital Group Comparues, Inc., Los
Los Angeles, California, U.S. 2017 Angeles, Califorma, U.S. (5.02% pursuant
to Sections 21, 22 WpHG old version.
Sections 33, 34 'WpHG new version)
Warren E. Buffett Dec. 21, 5.00% 5.02% 4583596 G.D0% 0 General Rensurance AG, Cologne, Ger-
2017 many (5.02% pursuant to Sechons 21, 22
WpHG old version, Sections 33, 34 WpHG
new version)
Miristry of Finance on behalf of the Dec, 20, 5.00% 5.07% 4,583.80C 056% 510,294 Norges Bank, Osto, Norway (5.01% pursu-
Gtate of Norway, Oslo, Norway 2017 ant to Sections 21, 22 WpHG old version,
Sections 33. 34 WpHG new version &
0.56% pursuant to Section 25 Paragraph |
WpHG old version, Section 38 Paragraph 1
WpHG new version)
Government of Singapore, acking by Dec. 21, 5.00% §01% 4583610 0.00% G GIC Private Limited, Singapore. Singapere
and through the Ministry of Finance, 2017 (5.01% pursuant to Sections 21, 22 WpHG
Singapore, Singapore old version, Sections 33, 34 WpHG new
version}
Templeton Investment Counsel, LLC. Oct. 23, 3.00% 3.04% 2,779,376 0.00% 0 Templeten Investment Counsel,
Wilmington, Delaware, U.S, 2015 LLC, Witmington, Delaware, US.
(3.04% pursuant to Sections 21, 22
WpHG old version, Sections 33, 34
WpHG new version)
Allanz Global Investors, GmbH, Neov. 23, 3.00% 3.02% 2765855 0.00% 0 Allanz Global Investors, GmbH, Frankfurt
Frankfurt am Main, Germany 2018 am Mam, Germany (3.02% pursuant
to Sections 21, 22 WpHG old version,
Sections 33, 34 WpHG new version)
Dhimensional Holdings (nc.. Austin, June 28, 3.00% 3.00% 2740, 730 0.00% 0 Dwmensonal Holdings Inc., Austin, Texas,
Texas. U.5. 2017 14.5. (3.00% pursuant to Sections 21,
22 WpHG old version, Sections 33, 34
WpHG new version)
Union Investment Provatfondgs GmbH, Sep. 12, 3.00% 2.97% 2718.481% 0.27% 250,000 Union Investment Privatfonds GmbH,
Frankfurt am Mairn, Germany 2017 Frankfurt am Mamn, Germany (2.97%

pursuant to Sections 21, 22 WpHG old
version, Sections 33, 34 WpHG new
version & 0.27% pursuant 1o Section 25
Paragraph 1 WpHG old version, Section 38
Paragraph 1 WpHG new version)
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List of Shareholdings

LANXESS AG, either directly or indirectly, holds at least 20%
of the shares in the foliowing companies (information pursuant

Company Name and Domicile

Interest Equit Result
to Section 285, No. 11 HGB). The figures stated for eguity and held (%) (€ mi::ion; (€ milkion)
net income/loss are derived from the annual financial statements

Fully consolidated companies
prepared in accordance with local law. Europigrnents, 3.L.. Barcelona,
Spain 52 5 1
Great Lakes Chemical
Company Name and Domicile (Netherlands) BV.. Amsterdam,
Netheriands 100 3 O
Interest Equity Resuit Great Lakes Holding 5.A.5. Fitz
held (86} (€ million} (€ milkion) James, France 106 & ¢
Fully consolidated companies LANXESS (Pry) Ltd.,
Modderfontein, South Afnca 100 30 0
Germany LANXESS Central Eastern
ARLAMXEG Davtscnland GmbH, Europe s.r.0., Bratislava, Slovakia 160 16 2
Dormagen 100 138 43 LANXESS Cherucals, S.L.
Bond-Laminates GmbH, Briion 100 3 o Birse'ogg-é':am - - 100 1,306 (73)
AR lonenaustauscher GmbH ttd i/{Eodderflo:::n S":Stgh Af:;:)a 100 (26) 7
Bitterfeld, Greppin 100 N [ol - -
tMD Natural Solutions GmbH, LANXESS CISA (Pty.) Ltd.
Dorterrund 100 2 ar Newcastle, South Afnca 100 54 3
LANXESS Accounting GmbH, tgﬁ;)ﬂ(:SS Epierre SAS, Eperre, 100 1 o
Gologne 109 0 o L ANXESS Holding Switzerland
LANXESS Buna GmbH, Marl 100 8 o AG, Frauenfeld, Switzerland 100 475 0
léi:i);ijs Deutschland G, 100 1959 on LANXESS Holding UK Unlimited.
- Manchester, Great Britain 100 77 0
t::i’:fiir?'smb““"” Gmot, 100 . o CANXESS fvastments
Netherlands BV.. Amsterdam,
LANXEESS OMS Halding GmbH, Netherlands 100 115 0
Berghamen 100 il &) LANXESS Kimya Ticaret Limited
LANXESS Organcrretallics ‘ Sirkety, Istanbul, Turkey 100 4 2
S;“;Téies:i:e;vemsen lgg ig 2‘; LANKESS Limited, Hewbury,
2 : Great Britain 100 24 t
LANXESS Manufacturing
EMEA, excluding Germany Netherlands B.V., Amsterdam,
Anderol BV.. Venlo, Netherlands 100 12 4 Netherlands 100 218 2
Antec Internatien Ltd., Sudbury. LANXESS NV., Antwerpen,
Suffalk, Great Britain 100 15 8 Belgium 100 248 1
ARLANXEQ Belgium NV, LANXESS 5.4 5. Courbevoe,
Zwindrecht, Belgium 100 131 3 France 100 110 3
ARLANXEQ Branch Offices B.V., LANXESS S.rl., Mailand, ltaly 100 19 3
Maastrichl. Netherlands 100 O 0 LANXESS Sales Netherlands
ARLANXEQ Elastomeres France BV.. Amsterdam, Metherlands 100 15 3
A5, Lillebonne, France 100 104 9 LANXESS Services Switzerland
ARLANXEQ Emulsion Rubber GmbH, Frauenfeld, Switzerland 100 63 0
France $.A.5., La Wantzenau, LANXESS Solutions Belgium
France 100 32 o NV, Antwerpen, Belgium 100 5 0
ARLANXEO Holding B, LANXESS Selutions lialy Sk,
Maastnicht, Netherlands 50 2,550 70 Latina, Italy 100 e} 7
ARLANXEO Netherlands BY., LANXESS Solutons UK Ltd.,
Sittard-Gelean, Netherlands 100 139 16 Manchester. Great Britain 100 208 ]
ARLANXED Switzerland S.A., LANXESS Switzerland GmbH,
Granges-Paceot, Switzerland 100 24 21 Eravenfeld, Switzetland 100 244 ()
Chemours .Jersey Ltd.. St Heler, LANXESS Urethanes UK Ltd.,
Jersey 100 23 4 Baxenden NR Accrington, Great
Chemtura France S.A.S., Fitz Britam 100 20 2
James, France 100 & e OGO LANXESS Lipetsk, Lipetsk,
Russia 100 2 8]
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Company Name and Domicile

Company Name and Domicile

Interest Equity Result Interest Equity Result
hald (%) (€ million) (€ million) held (%) (€ million) (€ million)
Fully consolidated companias Fully consolidated companies
000 LANXESS, Moscow, Rusgia 100 3 1
Sybron Chemical Industries Asia-Pacific
Nederland B.V., Ede, Netherlangs 100 ag o] ARLANXEQ High Performance
Sybron Chemicals International Elastomers (Changzhou) Co.
Holdings Lid,, Newbury, Great Ltd.. Changzhou, China 100 5€ (36)
Bntan 100 0 0 ARLANXEQ Singapore Pte. Ltd,
Singapore, Singapore 100 577 27)
North America ARLANXEQ-TSRC {Nantong)
ARLANXEQ Canada Inc., Sarma, Chemical Industrniat Co., Ltd..
Canada 100 102 4 Nanteng, China 50 " 0O
ARLANXED USA Holdings Corp., Chemtura Chermicats Nanying Co.
Pittsburgh, 1.5, 100 4 o) Ltd., Nanying, China 100 12 0
ARLANXEQ USA LLT, Chemtura Chuna Holding Co. Lid.,
Pittsburgh, U.S. 100 63 14) Shanghai, China 100 60 0
Assured Insurance Company, Chemtura Shanghai Co. Ltd..
Montpeher, U5, 166 1 o Shanghar, China 100 2 s}
Great Lakes Chemical LANXESS (Changzhou) Co,, Ltd.,
Corporathon, Wilmington, New Changzhou, China 100 31 7
Castle, US. 100 1,000 37 LANXESS (Liyang) Polyols Co..
LANXESS Canada Co./Cie, Ltd., Liyang, China 100 {1 4]
Elmira, Canada 100 (86) (M LANXESS (Mingbe) Pigments
LANXESS Corpotation. Co., Ltd,, Ningbo City, China 100 (11} {15}
Pittsburgh. U.S. 100 2,076 18 LANXESS (Wuxi) High
LANXESS Holding Company US Performance Composite
Inc., Wilmington, New Castle, U.S, 100 261 o] Matenials Company Limited,
LANXESS Laurel US LLC, Wi, China 100 132 16
Wilmington, New Castle, U.S. 100 14 0 LANXESS Additives Hong Kong
L ANXESS Services US LLC, Ltd.. Hong Kong, Hong Kong 100 o} 0
Wilmingtan, New Castle, U.S. 100 60 o] { ANXESS Additives Taiwan Ltd.,
LANXESS Solutions US Inc., Kaohsiung, Tamwan 100 10 c
Wilmmngten, New Castle, U.S, 100 2,270 (136} LANXESS Advanced Materials
LANXESS Sybron Chemrcals inc., {Nantong) Co. Ltdl., Nantong,
Birmungharn, .S, 100 23 3 China 100 20 (&)
Sybron Chemical Heldings Inc., LANXESS Chemical (China) Co.,
Wilmington, U.S, 100 o o) Ltd.. Shangha, China 100 38 1
LANXESS Electronic Matenats
Latin America L.L.C.. Gyeonggr-do, Korea 100 14 5}
ARLANXEO Brasi S.A., Duque LANXESS Hong Kong Limited,
de Caxias, Brazil 100 262 40 Hang Kong, Hong Kong 100 276 B
Chemtura Corporation Mexico, LANXESS India Private Ltd..
S.de R.L. de C.V., Abzapan de Thare, india 100 173 0¥
Zaragoza. Mexico 100 14 1 LANXESS K K, Tokio, Japan 100 a1 3
LANXESS Industnia de LANXESS Korea Limited, Secul,
Poliuretanos e |.ubnhicantes Ltga., Republc of Kores 100 17 2
Rio Claro, Brazil 100 16 {1 LANXESS Pte. Ltd.. Singapore,
LANXESS Industria de Produtos Singapore 100 LL] 5
Quimicos e Plasticos Ltda,, LANXESS PTY Lid., Lidcombe.
Sao Paulg, Brazil W00 70 4] Australa 100 g 1
LANXESS Laurel de Mexico, S, A, LANXESS Shanghas Prgments
de CV., Reynosa, Mexico 100 2 0 Co., Ltd,, Shanghar, China 100 49 27
LANXESS S.A. de CV., Mexico LANXESS Sclutions Austraha Pty.
City, Mexico 100 18 4 Ltd., West Gosford, Australia 100 3 1
LANXESS S.A., Buenos Aires, LANXESS Solutions india Private
Argentina 100 " (73) Ltd., New Deth, Incha 100 0 ¢
Rhein Chemie Uruguay S.A., LANXESS Sciutiens Japan K.K.,
Calomia, Uruguay 160 1 0 Tokyo, Japan 100 20 2
LANXESS Sclutions Kores inc.,
Gyeonggi-do, Korea 100 8 o]
LANXESS Sclutions Singapore
Pte. Lid., Singapare, Singapore 100 4 9]
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LANXESS AG

Company Name and Pomicile

Company Name and Domicile

Interest Equity Result Interest Equity Result
held (%) (€ million) (€ million) held (%) (€ million} (€ million}
Fully lidated pani Non-consolidated Immaterial
LANXESS Specialty Chemicals subsidiaries
Ca., Ltd., Shanghat, China 100 (7) (7
LANXESS Taiwan Ltd., Germany
Kaohsiung, Tawan 100 18 2 LANXESS Miuddle Bast GmbH.
Rhen Chemie (Qingdao) Co., Cologne 100 Q 0
Ltd,, Gingdao, China []¢] &0 1 LANXESS Digital GmbH, Berlin 100 Q on
Siebte LXS GmbH, Cologne 100 0 5]
Jointly controlied entity
EMEA, excluding Germany
Germany Gulf Stabihizers Industries Sales
DuBay Polymer GmbH. Hamm 50 33 > FZCO, Duba). UAE 52 o o
W. Hawley & Son Lid., Newbury.
North America Great Britain 100 0 0
Rubicon LLC, Salt Lake Ciy. U.S. 50 15 ()] North Ameriea
LANXESS Energy LLC,
Asvsoeiate accounted for Wilmington, Us. 160 o o
using the equity method
Latin America
Germaay Comercial Andlinas Ltda.,
E:\:::::imbH & Co. OHG, a0 46 24 Santiago de Chile, Chile 100 4] 0
Crompton Servicies. S.A. de Cv.,
Atzapan de Zaragoza, Mexico 100 Q 4]
Petroflex Trading 5.A.,
Montevideo, Uruguay 100 0 Q
Asia-Pacific
LANXESS Thai Co., Ltd..
Bangkok. Thailand 100 o] 9]
PCTS Specialty Chemicals
Maiaysia (M) San. Bhd., Kuala
Lumpur, Malaysia 100 0 0
Other non-consolidatad
terial companies
Latin America
Hhcrax (_tdla., Tabodo da Serra,
Brazi 39 1 0

1) Result after profit transfer
23 Financial statements as of June 30, 2017
3} Financral statements as of March 31, 2017
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Responsibihty Statement

Responsibility
Statement

To the best of our knowledge, and in accordance with the
applicable hinancial reporting principles, the annual financial state-
ments give a true and fair view of the earnings, asset and financial
position of the LANXESS AG, and the combined management
report includes a fair review of the development and perfor-
mance of the business and the posttion of the LANXESS Greup
and LANXESS AG, together with a description of the principal
opportunities and risks associated with the expected development
of the LANXESS Group and LANXESS AG.

Cologne, February 28, 2018
LANXESS Aktiengesellschaft

The Board of Management

Matthias Zachert Michael Pontzen
Cr. Rainier van Roessel Dr. Hubert Fink

Stephen C. Forsyth
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Independent Auditor’s

Report

Based on the final resuits of our audit, we issued the following
ungualihed audior’s report dated March 2, 2018:

YINDEPENDENT AUDITOR’S REPORT
To LANXESS Aktiengesellschatt, Kdin

REPORT ON THE AUDIT OF THE ANNUAL
FINANCIAL STATEMENTS AND OF THE
MANAGEMENT REPORT

Audit Opinions

We have audited the annual financial statements of LANXESS
Aktiengesellschaft, Kéin, which comprise the balance sheet as
at December 31, 2017, and the statement of profit and loas for
the financial year from January 1 to December 31, 2017, and
notes to the financial statements, including the recognition and
measurement policies presented therein. In addition, we have
audited the management report of LANXESS Aktiengesellschaft,
which is combined with the group management report, for the
financial year from January 1 to December 31, 2017, We have not
audited the content of the [staterment on corporate governance
pursuant to & [Article] 289F HGB [Handelsgesetzbuch: German
Commercial Code) and § 3154 HGB) in accordance with the Ger-
man legal requirements.

In our opinion, on the basis of the knowledge obtained in
the audt,

> the accompanying annual financial statements comply,

in all material respects, with the requirements of German
commercial law and give a true and fair view of the assets,
liabilities and financial position of the Company as at
December 31, 2017, and of its financial performance for
the financtal year from January 1 to December 31, 2017, in
compliance with German Legally Required Accounting
Principles, and

the accompanying management report as a whole
provides an appropriate view of the Company’s position.
In all materiai respects, this management report 1S con-
sistent with the annual financial statements, complies with
German legal requirements and appropriately presents
the opportunities and risks of future development. Our
audit opinion on the management report does not cover
the content of the statement on corporate governance
referred to above.

Pursuant to [§ [Article] 322 Abs. [paragraph] 3 Satz
[sentence] 1 HGB [Handelsgesetzbuch: Germarn Commercial
Codell, we declare thal cur audit has not led to any reservations
relating to the legal compliance of the annual financial statements
and of the management report.

Basis for the Audit Opinions

We conducted our audit of the annuat financial statements
and of the management report in accordance with § 317 HGB and
the EU Audit Regulation (No. 537/2014, referred to subsequently
as "EU Audit Regulation™ and in compliance with German
Generaily Accepted Standards for Financial Statement Audits
promulgated by the Institut der Wirtschaftsprifer [Institute of
Public Auditors in Germany] GDW). Our responsibilities under
those requirements and principlesare further described n the
“Auditor’s Responsibilities for the Audit of the Annual Financial
Statements and of the Management Report” section of our auditor's
report. We are independent of the Company in accordance with
the requiremenis of European law and German commercial and
professional law. and we have fuifiled our other German pro-
fessional responsibilities in accordance with these requirements.
In addition, in accordance with Article 10 (2) point (f) of the EU
Audit Regulation, we deciare that we have not provided non-audit
services prohibited under Article 5 {1} of the EU Audit Regulation,
We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for cur audit opinions on the
annual financial statements and on the management report.

Key Audit Mallers in the Audit of the Annual

Financial Statements

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the annual
financial statements for the financial year from January 1 to
December 31, 2017. These matters were addressed in the context
of our audit of the annual financial statements as a whole, and In
forming our audit opinion thereon; we do not provide a separate
audit opinion on these matters.
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In our view, the matter of most significance in our audst was
as foliows:

1 ] Recoverability of investments n affiiated companies

Qur presentation of this key audit matter has been structured
as follows:

(® Matter and issue

(2} Audt approach and findings

(@ Reference to further information

Hereinafter we present the key audit matter:

€ Recoverability of investments in affiliated

companies

@ Investments in affiliated companies amounting to
EUR 739 million (14,5% of total assets) are reported under the
"Financial assets” balance sheet item in the annual financial state-
ments of LANXESS AG. The investments n affiiated companies
comprise the investment in LANXESS Deutschland GmbH, which
holds further mvestments in turn,

Investments in affiliated companies are measured in accor-
dance with German commercial law at the lower of cost and
fair value. The impairment testing of the shares in LANXESS
Deutschiand GmbH also takes inte account the fair values of its
indirect and direct investments, since these could have a material
impact on the fair value of the shares in LANXESS Deutschland
GmbH. The respective fair values of LANXESS Deutschland
GmbH and its indirect and direct investments are determined
if there are indications of possible impairment, For this purpose,
the investments are reviewed to establish whether the carrying
amount of the investment is not covered by the corresponding
(share of) net assets of the company, the company has a history
of making fosses or there are other indicators which could result
in the permanent impairment of the investment,

The fair values for investments are generally calculated as
the present values of the expected future cash flows derived from
the planning projections prepared by the Company.

The reviews for indications of impairment and the fair values
determined did not result in a need for any write-downs for the
fiscal year.

The outcome of the reviews and vaiuations depends in particu-
lar on planming projections, the estimation of future cash inflows
as weli as discount and growth rates, which are subject to material
uncertainty. Against this background and in view of 1ts material
importance for LANXESS AG's assets, liabilities, and financial
performance, this matter was of particular significance for our audit.

@ As part of our audit, we reviewed and evaluated the
methodological procedure adopted for the purposes of the
impairment testing of the shares in LANXESS Deutschland GmbH,
among other things. Using the annual financial statements of
LANXESS Deutschland GmbH, we verified that the carrying
amount of the investment in LANXESS Deutschland GmbH is
covered by the company's net assets and that there is no history
of making losses. In addition, we conducted interviews with the
chent, examined the documentation for matters that could result
in the permanent impairment of the investment and also obtained
information on this subject from the executive directors. We also
inspected the planning projections for the various business areas
at the tevel of LANXESS AG and verified that these centained no
evidence for the permanent impairment of the investment either,
We assessed the appropriateness of the future cash inflows used
in the planning projections, among other things by comparing
this data with the current budgets in the five-year plan approved
by the executive directors, and reconciling it against general and
sector-specific market expectations, Overall, the assumptions
used by the executive directors are in line with our expectations.

We also assessed the recoverabibity of the investments heid
by LANXESS Deutschland GmbH. For this purpose, we investi-
gated whether the carrying amount of the investment s covered
by the (share of) the net assets of the respective company. In the
case of those companies with (a share of) net assets below the
carrying amount of the investment, a history of losses or cther
indicators that could result in the permanent impairment of the
investment, we obtained the relevant determination of fair value
for the investment and assessed whether the fair values were
properly calculated and whether they affect the carrying amount
of the investment in LANXESS Deutschland GmbH.

In our view, on the basis of the available information, the
procedures adopted by the executive directers for the purpose of the
impairment testing of the shares in LANXESS Deutschiand GmbH,
including the measurement parameters applied and underlying
measurement assumptions, are appropriate overall for the proper
measurement of the investments in affiiated companies.

@ The Company's disclosures relating to the investments
in affitiated companies are contained in the notes to the financial
statements in the section entitled "Accounting Policies and Valua-
tton Principles”,
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Other Information

The executive directors are responsible for the other informa-
tion. The other information comprnises the [statement on corporate
governance pursuant to 8 289f HGB and §315d HGB.

Qur audit opinions cn the annual financial statements and on
the management report do not cover the other information, and
consequently we do not express an audit opinion or any other
form of assurance conclusion thereon.

In connection with our audit, our responsibility 15 to read the
other information and, in so doing, lo consider whether the other
information

v

is materially inconsistent with the annual financial statements,
with the management report or our knowledge obtained in
the audit, or

otherwise appears to be matenally misstated.

~

Responsibilities of the Executive Directors and
the Supervisory Board for the Annual Financial
Statements and the Management Report

The executive directors are responsible for the preparation
of the annual financial statements that comply, in ali material
respects, with the requirements of German commercial law, and
that the annual financial statements give a true and fair view of
the assets, liabilities, financial position and financial performance
of the Company in compliance with German Legally Required
Accounting Principles. In addition, the executive directors are
responsible for such internal control as they, in accordance with
German Legally Required Accounting Principles, have determined
necessary to enable the preparation of annual financial statements
that are free from material misstatement, whether due to fraud
or error.

In preparing the annual financial statements, the executive
directors are responsible for assessing the Company's ability to
continue as a going concern. They also have the responsibility
for disclosing, as applicable, matters related to going concern. In
addition, they are responsible for financial reporting based an the
going concern basis of accounting, provided no actual or legal
circumstances conflict therewith,

Furthermore, the executive directors are responsible for the
preparation of the management report that as a whole provides an
appropriate view of the Company’s position and s, in all maternial
respects, consistent with the annual financial statements, complies
with German legal requirements, and appropriately presents the
opporiunities and risks of future development. In adaition, the
executive directors are responsibie for such arrangements and
measures {systems; as they have considered necessary to enable

the preparation of a management report that 1s in accordance
with the appiicable German legal requirements, and to be able
to prowsde sufficient appropriate evidence for the assertions in
the management report.

The supervisory board is responsible for overseeing the
Company's firancial reporting process for the preparation of the
annual financial statements and of the management report.]

Auditor’s Responsibilities for the Audit of

the Annual Financial Statements and of the

Mapagement Report

Our objectives are to obtain reasonable assurance about
whether the annuai financial statements as a whole are free from
material misstatement, whether due to fraud or error, and whether
the management report as a whole provides an appropriate view of
the Company's position and, in all material respects, is consistent
with the annual financial statements and the knowledge obtained
in the audit, complies with the German legal requirements and
appropriately presents the opportunities and risks of future
development, as well as to Issue an auditor's report that includes
our audit opinions on the annual financial statements and on the
management report.

Reasonable assurance 1s a high level of assurance, but is not
a guarantee that an audit conducted in accordance with § 317
HGB and the EU Audit Regulation and in compliance with German
Generally Accepted Standards for Financial Statement Audits
promulgated by the Institut der Wirtschaftsprifer (IDW} wili always
detect a matenial misstatement, Misstatements can anse from
fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these annual
financial statements and this management report,

We exercise professional judgment and maintain professional
skepticism throughotit the audit. We aiso:

> ldentfy and assess the risks of matenal misstatement of

the annual financial statements and of the management
report, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis
for our audit opinions, The risk of not detecting a matenal
risstatermnent resutting from fraud is higher than for one
resulting frem error, as fraud may involve collusion, forgery,
ntentional omissions, misrepresentations, or the override of
internal controls.

Obtain an understanding of internal controt relevant to the

~

audht of the annual iinancial statements and of arrangements
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independent Auditor's Report

and measures (systems) relevant to the audit of the
management report in order to design audit procedures that
are appropriate in the crcumstances, but not for the purpose
of expressing an audit epinion on the effectiveness of these
systems of the Company.

Evaluate the appropriateness of accounting policies used by
the executive directors and the reasonableness of estimates
made by the executive directors and related disclosures.
Conclude on the appropnateness of the executive directors’
use of the going concern basis of accounting and, based on
the audit evidence obtained, whether a matenal uncertainty
exists related to events or conditions that may cast significant
doubt on the Company's ability to continue as a going
concern, If we conclude that a material uncertainty exists, we
are required to draw attention in the auditor's report to the
related disciosures in the annual financial statements and m
the management report or, if such disclosures are iInadequate,
to modify our respective audit cpimons. Our conclusions are
based on the audit evidence obtained up to the date of our
auditor's report. However, future events or conditions may
cause the Company to cease to be able to continue as a going
concern,

Evaluate the overall presentation, structure and content of the
annual financial statements, including the disclosures, and
whether the annual financial statements present the underlying
transactions and events in a manner that the annual financial
statements give a true and fair view of the assets, habiities,
finanecial position and financial performance of the Company

in compliance with German Legally Required Accounting
Principles.

Evaluate the consistency of the management report with the
annual financiai statements, its conformity with German faw,
and the view of the Company's position it provides.

Perform audit procedures on the prospective information
presented by the executive directors in the management
report. On the basis of sufficient appropriate audit evidence
we evaiuate, in particular, the significant assumptions used
by the executive directors as a basis for the prospective
information, and evaluate the proper derwvation of the
prospective information from these assumptions, We do
not express a separate audit opinion on the prospective in-
formation and on the assumptions used as a basis. There s
a substantial unavoidable risk that future events will differ
materizlly from the prospective information.

27

We communicate with those charged with governance
regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a
statement that we have complied with the relevant independence
requirements, and communicate with them all relationships and
other matters that may reasonably be thought to bear on our
independence, and where applicable, the related safeguards.

From the matters communicated with those charged with
governance, we determine those matters that were of most
significance in the audit of the annual financial statements of the
current period and are therefore the key audit matters. We describe
these matters in cur auditor’s report unless law or regulation
precludes public disclosure about the matter.

OTHER LEGAL AND REGULATORY
REQUIREMENTS

Further Information pursuant to Article 10 of the

EU Audit Regulation

We were elected as auditor by the annual general meeting
on May 26, 2017. We were engaged by the supervisory board on
November 14, 2017. We have been the auditor of the LANXESS
Aktiengesellschaft, Kéln, without interruption since the financial
year 2004.

We declare that the audit opinions expressed in this auditor's
report are consistent with the additional report to the audit
committee pursuant to Article 11 of the EU Audit Regulation
{long-form audit report).

GERMAN PUBLIC AUDITOR RESPONSIBLE
FOR THE ENGAGEMENT

The German Public Auditor responsible for the engagement
15 Jorg Sechser.

Cologne, March 2, 2018
PricewaterhouseCoopers
Aktiengesellschaft

Wirtschaftsprafungsgeselischaft

Berna Bonitzki
German Public Auditor

Jorg Sechser
German Public Auditor”
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