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Report by the Board of Directors to the Annual General Meeting regarding  
item 7 on the agenda concerning the exclusion of subscription rights pursuant  
to Section 203 (2), Section 186 (4) sentence 2 of the German Stock Corporation 

Act (AktG) 
 
The Supervisory Board and the Board of Directors propose under item 7 of the agenda 
to the Annual General Meeting to be held on 11 May 2017 to cancel the existing 
authorised capital 2012 and to replace it with new authorised capital (Authorised 
Capital 2017). Pursuant to Section 203 (2) in conjunction with Section 186 (4) sentence 
2 of the German Stock Corporation Act (AktG), the Board of Directors reports as 
follows on the reasons for the exclusion of subscription rights:  

 
The currently applicable Section 4 (5) of the Articles of Association authorises the 
Board of Directors to increase the Company’s share capital by in total up to Euro 
16,334,500.00 with the Supervisory Board’s approval by issuing once or repeatedly in 
total up to 16,334,500 registered no-par value shares, each with a pro-rated share of 
Euro 1.00 in the share capital, against contribution in cash and/or in kind (authorised 
capital 2012). No use of this authorisation has been made to date. The currently valid 
authorisation expires on 15 May 2017. To enable the Company to increase its equity 
also over the coming years with this tool if necessary, the Company's management 
shall be given the means through the creation of new authorised capital beyond 15 
May 2017 to increase the share capital by issuing once or repeatedly new registered 
no-par value shares against contribution in cash and/or in kind. The Board of Directors 
and the Supervisory Board will therefore propose to the Annual General Meeting on 
11 May 2017 to cancel the existing authorised capital 2012 and to create a new 
Authorised Capital 2017. The new authorised capital is to enable the Company to act 
quickly and flexibly in the interests of its shareholders when increasing the share 
capital.  
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With the creation of the Authorised Capital 2017, the Board of Directors shall be 
authorised to increase the Company’s share capital by in total up to Euro 
16,334,500.00 until 10 May 2022 with the Supervisory Board’s approval by issuing in 
total up to 16,334,500 new registered no-par value shares, each with a pro-rated share 
of Euro 1.00 in the share capital, against contribution in cash and/or in kind. Use of this 
authorisation can be made once or repeatedly in partial amounts, but only up to a total 
of Euro 16,334,500.00. When exercising the Authorised Capital 2017, the shareholders 
have, in principle, a right to subscribe to the new shares. The subscription right can 
also be granted by the new shares being taken on by one or several credit institutions 
or companies within the meaning of Section 186 (5) sentence 1 of the German Stock 
Corporation Act (AktG) that have been appointed by the Board of Directors with the 
obligation to offer them to shareholders for subscription (indirect subscription right).  
 
However, subject to the conditions set out below, the Board of Directors is authorised, 
with the approval of the Supervisory Board, to exclude subscription rights for 
shareholders: 

 
a) The Board of Directors shall be authorised to exclude, subject to the approval of 

the Supervisory Board, in cases of a capital increase against contribution in 
cash the statutory subscription right of shareholders in line with Section 186 (3) 
sentence 4 of the German Stock Corporation Act (AktG). This simplified 
exclusion of subscription rights allows it to rapidly and flexibly place new shares 
on capital markets in and outside Germany in a targeted manner in the interest 
of the Company, as the shares are issued at prices that are determined close to 
the market and are as high as possible, taking advantage of favourable stock-
market conditions at short notice. This can achieve the largest possible 
strengthening of shareholders’ equity. The discount on the market price at the 
time of utilisation of the authorised capital shall, if possible, come to less than 
3% of the current market price, but definitely less than 5%. The proceeds that 
can be generated in the event of a placement under exclusion of subscription 
rights will, in general, lead to a substantially higher inflow of funds than is the 
case in a rights issue. One key reason for this is the fact that a placement 
without statutory subscription period can take place immediately after the issue 
amount has been determined; consequently, for the issue amount no risk of 
changes in the share price needs to be taken into account for the duration of a 
subscription period. A capital increase against contribution in cash with an 
exclusion of subscription rights furthermore allows targeting the gain of new 
shareholder groups. 
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Capital increases based on this authorisation to exclude the subscription rights 
shall in total not exceed 10% of the share capital, with the lowest amount of the 
Company's existing share capital at the following three times being decisive: on 
11 May 2017, at the time this authorisation comes into effect or at the time this 
authorisation is exercised. This means that even in the event of more than one 
capital increase within the authorisation period, the subscription right must not 
be excluded for more than a total of 10% of the share capital under this 
authorisation. 
 
Against this cap must be offset the share capital accounted for by the shares to 
be issued for servicing conversion or option rights or conversion or option 
obligations from bonds or participating rights issued in application mutatis 
mutandis of Section 186 (3) sentence 4 of the German Stock Corporation Act 
(AktG) under exclusion of subscription rights during the term of this 
authorisation. 
 
Furthermore, the sale of treasury shares that the Company newly issues during 
the term of this authorisation or that the Company acquires and subsequently 
re-sells during the term of this authorisation must be offset if and to the extent 
that this has involved exclusion of subscription rights pursuant or according to 
Section 186 (3) sentence 4 German Stock Corporation Act (AktG). This 
provision ensures that no shares are issued from the authorised capital under 
exclusion of subscription rights in accordance with Section 203 (1) and (2), 
Section 186 (3) sentence 4 of the German Stock Corporation Act (AktG) if this 
resulted in the subscription right of shareholders being excluded due to no 
particular material reason for a total of more than 10% of the share capital. 
 
By these provisions and in compliance with statutory requirements, the 
shareholders’ need for protection against the dilution of their shareholding is 
met. Furthermore, every shareholder is given the opportunity, due to the issue 
price of the new shares close to market prices, to acquire the shares that are 
required to keep the shareholding percentage unchanged, on almost the same 
terms and conditions via the stock market. This ensures that, in line with the 
legal assessment of Section 186 (3) sentence 4 of the German Stock 
Corporation Act (AktG), the asset and voting interests are appropriately assured 
in the event of the Authorised Capital 2017 being exercised under exclusion of 
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the subscription right, while the Company is given more scope for action in the 
interests of all shareholders.  
 

b) The authorisation to increase the share capital against contribution in kind 
under exclusion of subscription rights, with the approval of the Supervisory 
Board, especially in order to be able to offer the new shares to third parties in 
the context of business combinations or furthermore to (also indirectly) acquire 
businesses, operations, parts of businesses or shares in businesses or other 
assets or rights to acquire assets including receivables against the Company or 
its group subsidiaries, thereby enabling the Board of Directors to acquire such 
assets when appropriate not only by paying the purchase price in cash, but also 
in return for granting shares in the Company. Depending on the size of such an 
acquisition and the expectations of the seller, it might be appropriate or 
necessary, and therefore also in the interest of shareholders, to provide the 
consideration in the form of shares in the Company. This spares the Company’s 
liquidity and reduces the extent to which the purchase price might have to be 
financed.  
 
The planned authorisation to exclude subscription rights is designed to 
strengthen the Company when competing internationally for attractive 
acquisition targets and enable it to act quickly and flexibly when an opportunity 
presents itself with the consent of the Supervisory Board and to be able to use 
as consideration in an acquisition shares in the Company that are created 
through the exercise of the authorised capital. This enables the Company in 
individual cases to agree better terms with the counterparty on fulfilment of 
existing liabilities. In the opinion of the Board of Directors, the proposed 
authorisation to exclude subscription rights is therefore in the interest of the 
Company and its shareholders. This does not disadvantage the Company 
because the issue of shares against contribution in kind presupposes that the 
value of the contribution in kind is commensurate with the value of the shares. 
The Board of Directors will ensure when setting the valuation ratio that the 
interest of the Company and its shareholders remain appropriately assured and 
that the Company receives an adequate return for the new shares. It will for this 
purpose take appropriate account of the market price of the Company’s share 
and seek third-party support in so doing and to the extent this is feasible and 
advisable in the individual case.  
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While an exclusion of subscription rights entails a reduction in existing 
shareholders’ relative shareholding quota and in their relative percentage of the 
voting rights, the acquisition of businesses, operations, parts of businesses or 
shares in businesses or other assets or rights to acquire assets including 
receivables against the Company or its group subsidiaries in return for shares 
would be precluded if they were granted a right to subscribe. Achieving the 
described advantages for the Company and its shareholders would thereby be 
excluded. 
 

c) Furthermore, the Board of Directors shall be able to exclude subscription rights, 
subject to the approval of the Supervisory Board, to the extent this is necessary 
in order to grant the holders or creditors of convertible and/or option bonds or 
participating rights that were or will be issued by the Company or by direct or 
indirect group companies of the Company a conversion or subscription right to 
new shares to the extent of their entitlement after the exercise of the conversion 
or option right or after fulfilment of the conversion or option obligation. 

 
The terms of convertible and/or option bonds or participating rights are usually 
provided with protection against dilution in order to facilitate their placement; in 
addition to the possibility to reduce the conversion or option price, it also 
provides that in subsequent capital increases the owners or creditors of 
convertible and/or option bonds or participating rights can be granted a right to 
subscribe to new shares similar to the subscription right of shareholders. They 
are thus treated as if they were already shareholders. A conversion or 
subscription right of owners or creditors of existing conversion or option rights or 
of convertible and/or option bonds or participating rights gives the possibility to 
prevent having to reduce the conversion and option price in the event of the 
authorised capital being exercised. 
 
This ensures a higher issuing price of the shares that are to be issued on the 
exercise of the option or implementation of the conversion. In order to be able to 
provide the bonds or participating rights with such protection against dilution, 
the subscription rights of shareholders to these shares must be excluded. This 
serves to facilitate the placement of the bonds or participating rights and thus 
the shareholders’ interests in ensuring the best possible financial structure for 
the Company. 
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d) The authorisation for the Board of Directors to exclude fractional amounts, if 
any, from shareholders' subscription rights, subject to the approval of the 
Supervisory Board, serves to ensure a practicable, technically easily feasible 
subscription ratio and thus to simplify the execution of capital increases while 
granting subscription rights. The value of such fractional amounts is usually low, 
whereas the expenditure for the issue would be substantially higher without 
such exclusion. The new shares that are excluded from the subscription right as 
fractional amounts are used in the best possible way in the interests of the 
Company. The possible dilution effect is minor due to this restriction to fractional 
amounts. The exclusion of subscription rights is intended to facilitate an issue 
and is therefore in the interests of the Company and its shareholders. When 
determining the subscription ratio, the Board of Directors will consider in the 
interest of shareholders that the extent of fractional amounts is kept small.  

 
 
Nuremberg, March 2017  
 

LEONI AG 
The Board of Directors 
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