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Risk and opportunities report

The risks and opportunities for the Lufthansa Group will be defined
very largely by macroeconomic factors and their subsequent
effects on global air traffic markets and competition. Developments
in external parameters are subject to great uncertainty, particularly
given the ongoing influence of the sovereign debt crisis in Europe.
Growth rates are therefore expected to contract further in 2013.

In the future greater volatility is expected than has been previously
observed.

After a temporary decline in the first quarter of 2012, fuel prices
returned to a high level compared with the state of the economy
and were not greatly influenced by the lower growth prospects.

In contrast to previous years, however, the hedging results fell
sharply. On the basis of current futures prices, we are no longer
expecting positive market values for the fuel hedging transactions
in 2013. Other expenses stem from including air traffic in Europe
in emissions trading, although purchasing the necessary certificates
was much cheaper than originally assumed. Restricting emissions
trading to flights within the European Union, as recently announced
by the EU for 2013, also reduces the costs considerably.

In this environment, the Lufthansa Group is continuing to rely on
its ability to adjust its capacities and resources flexibly to chang-
ing market conditions and to cut costs. The Group SCORE pro-
gramme also contributes to cutting costs on the basis of revised
structures and to making sustainable and structural improvements
to profitability.

Despite the tense earnings situation and higher capital expenditure,
the Group expects to retain its investment grade rating.

Altogether, and considering the macroeconomic situation and
all other known issues and circumstances, there are currently no
identifiable developments which could endanger the Group’s
continued existence.
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Principles of the accounting-related

internal control and risk management system

The Lufthansa Group’s internal control system covers all the prin-
ciples, procedures and steps intended to ensure effective, eco-
nomical and accurate accounting and compliance with the rele-
vant legal regulations. It is based on the COSO model (Committee
of the Sponsoring Organizations of the Treadway Commission).
There have been no significant changes since the reporting date.

Overall responsibility for the internal control system required to
manage risk lies with the Executive Board of Deutsche Lufthansa
AG, which defines the scope and the format of the systems in
place based on the specific requirements of the Lufthansa Group.

The internal monitoring system consists of monitoring procedures
both integrated into and independent of business processes. In
addition to manual process controls — such as the need for dual
signatures — automatic IT process controls form a vital part of the
integrated monitoring procedures.

The Supervisory Board, particularly the Audit Committee and the

Corporate Audit department of Deutsche Lufthansa AG as well as
the decentralised internal audit departments at Group companies
are embedded in the internal monitoring system for the Lufthansa
Group and act independently of business processes.

The Audit Committee of Deutsche Lufthansa AG monitors the
effectiveness of the internal control and risk management system
on the basis of Section 107 Paragraph 3 German Stock Corpora-
tion Act (AktG).

The auditors of the consolidated financial statements and other
instances, such as tax audits, exercise a wider control function,
independently of business processes, for the Lufthansa Group.
In particular, the audit of the consolidated financial statements
and the review of the accounts presented by the Group companies
constitute the main independent monitoring steps in relation to
consolidated accounting procedures.

The internal control system is a component of the risk management
system and in terms of financial reporting is directed at the risk

of misstatements in the consolidated accounting and in external
reporting.
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The objective of the internal control system for accounting pro-
cesses is by making checks to provide a reasonable degree of
certainty that the consolidated financial statements conform to
regulations, despite the risks identified.

Further comments on the Lufthansa Group’s risk management
system can be found in the “Risk and opportunity management” section
of the Risk and opportunities report from |S. 104 .

Principle structures, processes and controls

The Lufthansa Group accounting guidelines govern uniform
accounting standards for the domestic and foreign companies
included in the Lufthansa consolidated financial statements in
accordance with International Financial Reporting Standards
(IFRS). In addition to general accounting principles and methods
this relates above all to rules for the balance sheet, income
statement, notes, cash flow statement and segment reporting
in accordance with the legal situation in the EU. For the domestic
German companies in the Group, a guideline defines rules for
drawing up individual financial statements in line with the German
Commercial Code (HGB).

The elements of the internal control system are aimed at ensuring
the accuracy and reliability of consolidated financial reporting

and guarantee that business transactions are recognised in full
and at the proper time in accordance with statutory regulations
and Lufthansa’s Articles of Association. Furthermore, they ensure
that inventories are carried out correctly and that assets and liabilities
are accurately recognised, measured and disclosed in the consoli-
dated financial statements. The regulations also ensure that the
accounting documents provide reliable, comprehensible information.

The controlling activities to ensure the accuracy and reliability of
the accounting include analytical reviews using specific perfor-
mance indicators as well as the execution and control of important
and complex transactions by different people. The separation of
administrative, executive, accounting and authorisation functions
and their performance by different individuals (dual signatures)
reduce the risk of fraud.

Internal guidelines also govern specific formal requirements made
of the consolidated financial statements. Establishing the group

of consolidated companies is defined in detail, as are the compo-
nents of the reports to be drawn up by the Group companies and
their transmission to the central consolidation system. The formal
requirements relate to the mandatory use of a standardised and
complete set of reporting forms and a uniform account framework
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for the Group. The internal guidelines also include concrete
instructions on presenting and carrying out netting procedures
within the Group and confirming the resulting account balances.
Confirmation of account balances for the entire Group takes
place via an internet-based platform.

At Group level the specific control activities to ensure the accuracy
and reliability of consolidated financial reporting include the analy-
sis and if necessary restatement of separate financial statements
prepared by Group companies, taking into account the auditors’
reports and meetings held to discuss them. The accuracy and
completeness of the reporting packages presented by the individ-
ual companies in the Group are confirmed by the respective
auditors in their report. Individual financial statements that contain
errors are selected and restated as necessary at Group level on
the basis of control mechanisms already defined in the consolida-
tion software SAP SEM-BCS system and/or by systematic plausi-
bility checks. The consolidation system dictates the different dead-
lines for various elements of the reporting packages and verifies
centrally that they are adhered to during the preparation process.
Changes to sections of the accounts that have already been closed
can then only be made following authorisation in the system by
the department responsible for the consolidated financial state-
ments. The centralised controlling of impairment tests for the spe-
cific cash-generating units from the Group perspective ensures
that uniform, standardised measurement criteria are applied.

The scope of regulations at Group level extends to the centralised
definition of the parameters to be used for measuring pension
provisions. Expert opinions for determining the amount of pension
provisions are prepared by external consultants. Furthermore,

the data used to prepare external information in the Notes to the
financial statements and the management report are prepared
and aggregated centrally. The accounting-based internal control
system also aims to ensure that the financial statements for Deutsche
Lufthansa AG are prepared in accordance with the provisions of
commercial law laid down in the German Commercial Code (HGB).

The accounting-related processes are examined independently
and regularly by the Corporate Audit department and by the inter-
nal auditing departments of the Group companies.

Use of IT systems

Bookkeeping for the individual financial statements of subsidiaries
of Deutsche Lufthansa AG generally takes place in local book-
keeping systems from SAP, either locally or using the Group’s own
shared service centres.
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To prepare the consolidated financial statements for Deutsche
Lufthansa AG, the individual financial statements of the Group
companies are supplemented by additional information to form
standardised reporting packages, which are then entered into the
consolidation software SAP SEM-BCS by the companies, either
automatically via transfer interfaces or by means of a data capture
module. The Group auditors put SAP SEM-BCS through a specific
system test when it was introduced. Any adjustments made to the
system are subject to regular reviews by the auditors.

The SAP SEM-BCS system generates and documents all the steps
taken to prepare the consolidated financial statements for Deutsche
Lufthansa AG, such as capital consolidation, consolidation of
liabilities, the elimination of intra-Group expenses and profits, and
the equity valuation. Consolidation takes place simultaneously.

All elements of the consolidated financial statements for Deutsche
Lufthansa AG, including the disclosures in the Notes, are compiled
from the SAP SEM-BCS consolidation system.

The IT systems used for accounting are protected against
unauthorised access by special security precautions.

Qualifying remarks

By means of the organisational, control and monitoring structures
defined for the Lufthansa Group, the internal control and risk
management system enables all matters affecting the Company
to be captured, processed and evaluated and to be presented
adequately in the Group’s financial reporting.

The effectiveness and reliability of the control and risk manage-
ment systems deployed can be restricted by the use of individual
discretion, faulty checks, criminal acts by related persons and
other factors, so that even the application of these systems through-
out the Group cannot guarantee complete certainty regarding

the accuracy, completeness and timeliness with which matters are
recognised in consolidated financial reporting.

These statements only relate to Deutsche Lufthansa AG and the
significant subsidiaries included in the consolidated financial
statements of Deutsche Lufthansa AG that are under the legal or
effective control of Deutsche Lufthansa AG.
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Lufthansa Group invests in modern fleet

In February 2013, the Executive Board of Deutsche Lufthansa AG
made a recommendation to the Supervisory Board to purchase

a total of 108 new aircraft for the Group. Altogether, eight long-haul
aircraft and 100 short- and medium-haul aircraft are from Airbus
and Boeing to be purchased for the Lufthansa Group. Which
aircraft types will be selected is the subject of ongoing negotiations
with the respective manufacturers. The list price of the order is
around EUR 9bn. Deliveries are to take place in the period 2015
to 2025. This means that by the end of 2025, the Lufthansa Group
is expecting to take delivery of 239 aircraft with an order volume
totalling EUR 23bn at list prices.

Lufthansa Group decides on structural changes

Also in February 2013 additional measures, which will have an
impact on employees and the structure of the Company, were
adopted as part of the SCORE programme. Several sites are to
be closed. They include the head office in Cologne with 365 staff
and the offices of Lufthansa Revenue Services GmbH (LRS) in
Norderstedt. The latter will also mean the loss of around 350 jobs.
Both measures are to be implemented by 2017. Of some 200
administrative posts in Financial Services at the Hamburg site,
80 per cent are to be transferred to a specialised service centre.
The planned measures are to be discussed with employee
representatives in the first quarter.

As part of the restructuring of the Lufthansa Passenger Airlines
regional segment, Lufthansa CityLine is examining plans to move
its head office from Cologne to Munich. The reasoning behind
the possible move is to bring the administrative headquarters of
Lufthansa CityLine closer to its operational main base in Munich.
Around 300 employees would be affected. A final decision on this
specific measure has not yet been taken.

Strikes at regional airports disrupt flight operations

The first two months of 2013 saw an unusually large number

of strikes by employees outside the Group, which disrupted
operations at some Group companies. The trade union ver.di
called repeatedly for strikes as part of collective bargaining for
the employees of private security services. As a result, several
hundred flights were cancelled at various times at the airports in
Hamburg, Dusseldorf and Cologne.
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