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HEXAGON IN BRIEF

Hexagon is a leading global provider of information technology solutions that drive
productivity and quality across geospatial and industrial landscapes. Hexagon’s
solutions integrate sensors, software, domain knowledge and customer workflows
into intelligent information ecosystems that deliver actionable information. These
solutions are used in a broad range of vital industries.

TECHNOLOGY SOLUTIONS PROVIDER

« Renowned information technologies leader
focused onthe customer’s entire workflow

« Solutions thatdrive productivity and quality

« 55% of net sales from software and services

GLOBAL REACH
« Broad range of vital industries served

» Approximately 18,000 employeesin 50
countries

MISSION

R&D FOCUS

« 10-12% of net sales
invested in R&D

« 3,800+ employeesin R&D
« 3,700+ active patents

STRONG FINANCIALS
- 3.5bnEURInsales
» 24% operating margin

VISION

We are dedicated to delivering actionable
information through information technolo-
gies that empower customers to reach their

full potential and shape smart change across

We aspire to play a leading role in
the effort to solve the challenges
our world is facing by delivering
information technologies that

diverse industry landscapes. fuel possibility.
CORE VALUES
PROFIT DRIVEN INNOVATIVE

Wevalue performanceoverprocedure,
setting measurable goals and working
collaboratively to achieve the results
we seek.

CUSTOMER FOCUSED

We know our customers’ success is
paramount toourown andis basedon
our ability to talk openly and set clear
targets to meet their needs.

ENGAGED

Our spirited energy and engagement
are evident in our commitment to our
work, passion for what we do and the
speed by which we achieve it.

We understand the importance of inno-
vation in meeting the ever-changing
needs of our customers and that oppor-
tunities must be nurtured and devel-
oped quickly.

PROFESSIONAL

We are honest professionals who
understand the importance of knowing
our business, exceeding expectations
and avoiding politics along the way.

ENTREPRENEURIAL

We are not afraid to try new things and
leverage our decentralised structure
to make speedy decisions, take calcu-
lated risks and find new opportunities.



GEOSPATIAL ENTERPRISE SOLUTIONS

Geospatial Enterprise Solutions (GES) includes a world-leading
portfolio of reality-capture sensors — from laser scanners, air-
borne cameras and UAVs (unmanned aerial vehicles) to monitoring
equipment, mobile mappingtechnologies and precise positioning.
The sensors are complemented by software (GIS) for the creation of

OPERATING MARGIN

24,

OPERATING NET SALES

49,

AVERAGE NO. OF EMPLOYEES

7,900

3D maps and models which are used for decision-makinginarange
of software applications, covering areas such as surveying, con-
struction, public safety and agriculture. This segment consists of
Geosystems, Safety & Infrastructure and Positioning Intelligence.
Read more on pages 16-19.

THE BUSINESS AREA COMPRISES THE
FOLLOWING DIVISIONS:

- Geosystems
« Safety & Infrastructure
- Positioning Intelligence
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B Surveying, 44

B |nfrastructure & Construction, 22

B Puyblic Safety, 11

W Natural Resources, 10
Transportand Public Service, 8
Defence, 5

INDUSTRIAL ENTERPRISE SOLUTIONS

SOLUTION EXAMPLES:
« Laserscanners

GEOGRAPHY, %

« Airborne cameras

« UAVs (unmanned aerial vehicles)
- Mobile mapping technologies

- Precise positioning

SALES MIX

Software & Services

MEMEA, 43 N
B Americas, 38 Recurring Revenue
i I
Asia, 19

Direct Sales

Emerging markets

Industrial Enterprise Solutions (IES) includes a world-leading port-
folio of metrology systems that incorporate the latest in sensor tech-
nology for fastand accurate measurements. These solutions include
technologies such as coordinate measurement machines (CMM) and
lasertrackers and scanners — which optimise design, processes and
throughputin manufacturing facilities. It also includes software for
CAD (computer-aided design), CAM (computer-aided manufacturing)

OPERATING NET SALES

ol

OPERATING MARGIN

25

and CAE (computer-aided engineering). Solutions within this seg-
mentoptimise designand processes, improve productivity in process
facilitiesand create and leverage asset managementinformation
criticaltothe planning, construction and operation of plants and pro-
cessfacilities. This segment consists of Manufacturing Intelligence
and PPM. Read more on pages 20-23.

THE BUSINESS AREACOMPRISES THE

AVERAGE NO. OF EMPLOYEES FOLLOWING DIVISIONS:
» Manufacturing Intelligence
’ SOLUTION EXAMPLES:

+ CMMs (coordinate measuring machines)

NETSALES, MEUR CUSTOMER SEGMENT, %
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B Power & Energy, 29
B Electronics & Manufacturing, 28
M Automotive, 25

Aerospace & Defence, 18

« Opticaland portable scanners

GEOGRAPHY, %

« Industrial metrology software

« CAD/CAM/CAE (computer-aided design/
manufacturing/engineering) software

- Lifecycle engineering software

SALES MIX

Software & Services

HAsia, 38
BEMEA, 33
Americas, 29

Recurring Revenue

Direct Sales

Emerging markets




TABLE OF CONTENTS

Hexagon in brief Managing risks 49
2017 in brief 1 Consolidated income statement 55
Letter from the President & CEO 2 Consolidated statement of comprehensive income 59
Trends 4 Consolidated balance sheet 56
The shape of potential 8 Consolidated statement of changes in equity 57
Strategy 9 Consolidated statement of cash flow 58
Financial plan 12 Parent Company income statement 59
Other financial targets 13 Parent Company statement of comprehensive income 59
Innovation Hub 14  Parent Company balance sheet 60
Geospatial Enterprise Solutions 16  Parent Company statement of changes in equity 61
Industrial Enterprise Solutions 20 Parent Company statement of cash flow 61
Sustainability 24 Notes 62
The share 30 Signing of the Annual Report 88
Corporate Governance report 33  Auditor’s report 89
Comments from the Chairman of the Board 39  Quarterly income statements 92
Board of Directors 40  10-year summary 93
Group Management 42  Definitions 94
Board of Directors’ report 44 Information for shareholders 96
> J
— v l
MEET WATCH LISTEN READ
hxgnlive.com hxgntv.com hxgnradio.com hxgnnews.com
FOLLOW US ON SOCIAL MEDIA

f ¥ 3

in @ X\

hexagon.com

Hexagon AB is a Swedish public limited liability company
with corporate registration number 556190-4771. All values
are expressed in Euros unless otherwise stated. The Euro is
abbreviated EUR, thousands of Euro to KEUR, millions of Euro
to MEUR, billions of Euro to bn EUR and million US dollars to
MUSD. Figures in parentheses refer to 2016 unless other-

wise stated. Data on markets and peers represent Hexagon’s
own assessments unless otherwise stated. Assessments are
based on most recent available facts from published sources.
While every care has been taken in the translation of this
annual report, readers are reminded that the original annual
report, signed by the Board of Directors, is in Swedish.



2017 IN BRIEF

Hexagon grew organically by 5 per cent in 2017 as customers continued to show a willingness to
invest in innovative solutions that make their systems and workflows more efficient. Hexagon’s
gross margin reached 61 per cent, the operating margin (EBIT1) 24 per cent.

HEXAGON IMPORTANT EVENTS 2017

« Acquired MSC Software, a leading pro-
vider of computer-aided engineering
(CAE) solutions. Read more on page 21

- Appointed Mattias Stenberg as new
President of PPM

« Launched a cost savings programme to
furtheraccelerate marginimprovement

« PPM launched the first module of
the rollout of the Smart Digital Asset

lation software solutions for autono-
mousdriving

« Announced investments in a new
state-of-the-art production facility
in Hongdao, China

« Acquired Luciad, a leading provider of
5D visualisation and analysis solutions.

Read more on page 18

(SDA) information management plat-
form for industrial facilities. Read more
onpage22

 Acquired Catavolt, a leading mobile app
platform provider. Read more on page 11

» Appointed Ben Maslen as Hexagon’s
new Chief Strategy Officer

« Acquired Vires, a leading provider of
simulation software solutions simu-

KEY FIGURES' 2017 2016w | OPERATINGMARGIN | ORGANICGROWTH
Operating net sales 3,470.8 3,149.2 52
Revenue adjustments?® -22.4 - na. (y (y
Net sales 3,448.4 31492 B ° °
Operating earnings (EBIT1) 835.3 736.1 13
0 ti in, % 24.1 23.4 0.7
perating marin. 7 o NET SALES, MEURAND OPERATING MARGIN, %
Earnings before taxexcl. non-recurring items 812.6 714.3 14
Non-recurring items® -73.2 - na. 3477
Earnings before tax 739.4 714.3 4 3.149 -
. 3,044 ’
Net earnings 673.8 578.6 16 e
Earnings per share, EUR 1.85 1.59 16 2430 2,622
Operating cash flow 6316 5245 20 ’ .
Returnonequity, % 14.8 13.7 1.4
Return on capitalemployed, % 12.6 1.9 0.74
Share price, SEK 410.90 325.5 26
Net debt 2,034.9 1,564.8 30
Average number of employees 17,543 16,460 7
1)Allfigures are in MEUR unless otherwise stated
2) Adjusted to fixed exchange rates and a comparable group structure, i.e. organic growth
3)Non-recurring reduction of acquired deferred revenue (haircut) in 2017 related to the 2013 2014 2015 2016 2017
acquisition of MSC Software The year’s financial performance by segments can be
4) The change is specified in percentage points found on page 45.
5) Reduction of acquired deferred revenue (haircut) related to the acquisition of MSC 1) Operating net sales
Software and costs related to the implementation of a cost savings programme and the
acquisition of MSC Software

MARKET DEMAND 2017

AMERICAS

InNorth America, demand mainly increased
inthe infrastructure and construction
sector. Operations related to the oiland gas
sectors declined following the downturn
inthe oil price. South America started to
recover, after the economic slowdown in
Braziland returned to growth.Operating net
salesin Americas grew by 4 per cent organi-
callyin 2017 and amounted to 1,166.3 MEUR
(1,076.5), representing 34 per cent (34) of
Group sales.
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EMEA

In Western Europe, Hexagon noted good
demand from the infrastructure and con-
struction sector but growth was hampered
by weaker demand from the automotive and
aerospaceindustries. Inthe Middle East,
demand of geospatial solutionsincreased
but growth was hampered in the region by
though comparatives on the back of last
year’s large order within public safety.
Operating netsalesin EMEA grew by 4 per
centorganically in 2017 and amounted to
1,303.4 MEUR (1,193.7), representing 37 per
cent (38) of Group sales.

ASIA

Chinareported strong growth, mainly driven by
robustdemand from the electronics industry.
Growthwas hampered by weakerdemand in
India on the back of though comparatives due
tolastyear’slarge order within public safety
and the challenging oiland gas market.
Operating netsalesin Asia grew organi-

cally by 9 percentin 2017 and amounted to
1,001.1 MEUR(879.0), representing 29 per cent
(28) of Group sales.



LETTER FROM THE PRESIDENT & CEO

DEAR SHAREHOLDERS,

Hexagon began 2017 with a new 5-year financial plan and
a solid commitment to accelerate our customers’ ability to
outpace digital disruption and embrace limitless thinking
for their business.

The year witnessed disruptive technologies, like crypto-
currencies, which gained momentum and challenged our
notion of the future of money. The physical limits of com-
puting power were once again pushed beyond what was
recently considered impossible, setting the stage for even
greater technological leaps and innovation.

It is within this dynamic environment that our approach to
shaping smart change in the industries we serve continued
toevolve.

SHAPING ADYNAMIC NEW NORMAL

In 2017, we furthered a key strategic objective - to be the
global leader in creating a dynamic new normal, bringing
about change that shatters paradigms of the past using
digitalisation as a force multiplier.

We callour approach Smart X.

Smart X tackles the very toughest of global challenges,
such as how to make our cities safe; how to sustainably
farm to feed a fast-growing population; how to make refin-
eries more efficient; how to mine responsibly; and, how to
manufacture products faster, with less waste, less pollu-
tion and higher quality.

The X is what we solve for and the solution we deliver is
based on our core competency — the Smart Digital Reality. It
is a convergence of the real and digital worlds and the vari-
able requiredto solve for Xin any industry we serve.

Creating the Smart Digital Reality has two prerequisites at
which Hexagon excels: Digital First and Infinitely Connected.

Digital First is the ability to experience the live world digi-
tally by capturingits every detail. Forinstance, all the build-
ings and infrastructure of a city or every piece and part of
an oil refinery down to the last pipe. We complete the pic-
ture and bring it to life by adding contextual information to
the digital depiction and then feed it with infinite dynamic
data sources that continuously capture the changing vari-
ables of the live world.

Infinitely Connected brings the element of intelligence to the
experience, connecting disparate data, technologies and
functions. Essentially, it’s the virtual convergence of useful
information that can be leveraged, shared and exchanged
without any constraints - from digitised documentation to
artificial intelligence, like machine and deep learning, to
the linking of internal or external systems, legacy or new,
thatcan “talk” to each other.

In its most generic sense, the Smart X is a “system of sys-
tems” — an intelligent ecosystem, comprised of infinite

feedback loops that are automated or autonomous in
nature.

HxGN Smart Convergence, our “plug and play” digital trans-
formation platform, underpins our Smart X strategy. It's
designedto provideimportant capabilitiesagnostic of indus-
try discipline — things like intelligent edge-to-cloud connec-
tivity; remotely deployable application- and user-specific;
real-time workflows; advanced analytics that learn, auto-
mate and predict; enterprise integration and more.

Essentially, it’sanenabling framework — based on standard
protocols and easily customisable to different industry use
cases —that can be tuned and tweaked to more easily oper-
ationalise our Smart X solutions.

SYNERGY FOR A SUSTAINED COMPETITIVE
ADVANTAGE

In 2017, we also furthered a key operational objective - to
build a sustained competitive advantage by leveraging our
synergies.

While our divisions remain sharply focused on creating
value for customers in their respective markets, our Smart
X strategy comes from technology sharing and cross-sell-
ing of our solutions - enabling us to outpace current tech-
nologies in our served markets.

For example, the business opportunities related to Smart
City solutions are vast. Over 3.8 billion people live in urban
areas, a number that’s estimated to grow to 7.5 billion by
2050. Cities around the world are forecasted to invest $41
trillion over the next 20 years to upgrade their infrastruc-
ture and benefit from the network of connected devices.

Our Smart City solutions are well positioned to gain market
share within this vital growth. Led by our Safety and Infra-
structure, Geosystems, Geospatial and Positioning Intelli-
gence divisions, our Smart X strategy for cities stands out
as one of the most comprehensive, market-ready portfolio
of offerings.

We are also actively engaged in making autonomous trans-
portation a reality, potentially a $100 billion+ market set
to bring about many societal benefits — from safer and
lower-cost transport to reduced emissions. The opportu-
nity extends well past driverless cars to UAVs, industrial
machinery, trains, vessels and more. Developing intelligent
driverless vehicles requires technologies found in our Posi-
tioning Intelligence, Geospatial and Geosystems divisions
- including environmental sensors, 5D maps and assured
positioning solutions that ensure safety of life.

Our Manufacturing Intelligence and PPM divisions are
uniquely positioned to deliver the production platform,
sensors and software necessary to meet the impending
high-volume needs with optimum quality and throughput
with completely automated work flows.
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“With disruption a
common occurrence in
today’s business climate,
those who accelerate to
leap will be the ones that
win.”

STRENGTH THROUGH M&A

In keeping with our strategy to invest in technologies that
complement and accelerate our own R&D efforts, Hexagon
completed multiple acquisitionsin 2017.

Highlightsinclude US-based MSC, aleading CAE (computer-
aided engineering software) supplier to various discrete
manufacturing industries such as auto and aerospace. This
was Hexagon’s third largest acquisition ever and it prom-
ises the merger of quality data with advanced simulations.

The acquisition of Catavolt, a US-based company with
an end-to-end platform for mobile application develop-
ment and delivery, brought us technologies for realising
the transformative potential of both cloud and edge com-
puting. This means accelerated response times in time
critical scenarios like smart traffic systems and autono-
mous vehicles.

We also acquired Belgium-based Luciad, a leading provider
of 5D visualisation and analysis software. Luciad’s technol-
ogies support live connections to dynamic sensor feeds in
a 3D environment. The result is real-time, rapid fusion of
multi-source content and the ability to perform analytics
onthefly.

LOOKING AHEAD

Our key financial objectives include outperforming our
industry peers and maximizing shareholder value through
revenue growth and improved profitability — targeting
4.6-5.1 bn EUR in revenue and 27-28 per cent EBIT mar-
gin by 2021. We remain confident in our ability to deliver
upon these targets, knowing the challenges and opportu-
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nities we will face will almost all derive from technological
improvements and the everchanging global economy.

As | said in my opening remarks at our HxGN LIVE confer-
ence last June, | challenge all of us to look at the world
through the lens of potential — to engage in limitless think-
ing, where we never say “we can’'t because,” but instead say
“we can if” to the constraints and problems we face.

We know we can if we continue to innovate with bold, dis-
ruptive technologies. We can if we lead, rather than chase
industry trends. We can if we remain committed to our
vision of shaping smart change in the world.

| hope you, as a valued shareholder, customer or employee,
will agree that we have improved our future prospects
through unwavering resolve to deliver on our objectives
this past year. | also hope you have a better understanding
of the scale and scope of the opportunity before us and the
momentum we have carrying us into 2018.

By solving for X we are revolutionising industries in a way
that’s unprecedented in history and ultimately, ensuring a
more productive, efficient and sustainable future.

Thankyou foryour continued support for Hexagon.

Stockholm, Sweden, March 2018
OlaRollén

President and Chief Executive Officer
@0OlaRollen



TRENDS

THE IMPORTANCE OF
DIGITAL TRANSFORMATION

Global mega trends like the growing population, urbanisation and expanding middle class
combined with the ever-increasing digitalisation of the world around us are contributing to

changes that impact us all.

GLOBAL MEGATRENDS: DEMOGRAPHIC

EXPANDING MIDDLE CLASS
REQUIRES MORE EFFECTIVE
UTILISATION OF RESOURCES
Urbanisation means a growing share
of the world’s population is movinginto
cities. The transition from an agricul-
ture-based economy to an industrial
and technology-driven economy cre-
ates a larger middle class with greater
purchasing power. Demand for capital
goods, such as cars, household appli-
ances and consumer electronics is
increasing and making demands on
both production capacity and the effi-
cient utilisation of resources used in
production.

CLIMATE CHANGE AND ITS IMPACT
The number and scale of natural
disasters affecting large areas of land
are increasing each year. As a result,
demand has grown for monitoring and
analysis in areas at risk of suffering
fromnatural disasters. Real-time mon-
itoring increases the ability to minimise
human and material damage result-
ing from natural disasters and pro-
vides important information for rescue
operations.

GROWING POPULATION REQUIRES MORE EFFICIENT AGRICULTURE

By 2025, the global population will reach 8 billion people, according to UN esti-
mates. By 2050, the populationis forecasted to be 9.6 billion. According to the UN,
this means almost 250 million new hectares of arable land is needed toensure an
adequate food supply. Over the past 50 years, arable land has only increased by
12 per cent and the current expansion of agricultural area is progressing slowly.
The need for innovative, efficient and safe agriculture solutions is therefore both
greatand time-critical.
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GLOBAL MEGATRENDS: TECHNOLOGY

SMARTERCITIES

Every city is a unique and dynamic with a complex network
of systems including people, processes, sensors, incidents
and more. Each day brings volumes of data. To get a com-
plete picture of what’s happening, critical data must not
only be accessible, but also connected and shared among
all city agencies. It’s the ability to digitalise the entirety into
an intelligent, interactive ecosystem that enables real-time
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visualisation of the digital city. The power to connect every-
thing in the ecosystem allows multi-discipline professionals
to access and interpret all available and changing data. By
integrating every digital system and adding intelligence, the
smart city can use actionable information more effectively
and at greater speed than human capacity.

INTELLIGENCE AND
AUTOMATION

One of the greatest oppor-
tunities  with  digitalisation
is improved productivity in
almost all industries, through,
for example, artificial intelli-
gence (Al). By connecting the
real and the virtual worlds,
a machine can perceive and
analyse its environment and
correct deviations in real time,
which reducestherisk ofdelays
and cost overruns. Demands
for higher productivity have
also led to increased automa-
tion of time-consuming and
resource-intensive tasks. The
more digitalisation and auto-
mation achieved, the more
intelligent machines and sys-
tems that can be created that
learn, adapt, make decisions
and act without human control.



PROCESSING LARGE QUANTITIES OF DATA

An increasing amount of data is today stored in cloud ser-
vices. There are several advantages, including the oppor-
tunity to access, adjust and share information more
efficiently. This means there is only one source of informa-
tionandtheriskiseliminated thatold, locally stored, datais
used inwork processes. Storing and using data in the cloud
enables everyone to work under the same conditions, with
exactly the same information available. Another efficient
type of data processing is edge computing or edge data

processing and analysis, which accelerates the response
time by analysing data in real time, where the data is col-
lected, rather than first allowing the data into the cloud.
This is particularly important in time-critical situations,
such assmarttraffic systems and autonomous vehicle sys-
tems. This type of information flow, which is updated in real
time, will and has already, changed a multitude of indus-
tries and is an important element in everything from smart
citiesto smart factories.

HEXAGON’S PEERS company DOMICILED LISTED  GEOSPATIAL INDUSTRIAL
) Ansys USA v v
Hexagon’s peers include global com-
panies of varying sizes and expertise. ~ Autodesk USA v v v
While Hexagon offers geospatial and  AVEVA UK v v
mdustrlal enterprise-wide applica- Bentley Systems R v v
tions, most of these peers operate
within only one phase of an industry  CarlZeiss Germany v
workflow orare limited toonly sensors Dassault Systémes - v/ 4
or software. Hexagon invests approx-
imately 10-12 per cent of net sales in sl e v
research and development (R&D) to  FaroTechnologies USA v v 4
maintain |ts. compgnt\ve advantage Mitutoyo Japan v
and meet increasing demand for
enterprise-wide applications. Nikon Japan 4 v
Renishaw UK v Ve
South Survey China v
Topcon Japan v v
Trimble USA v v
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SHAPING SMART CITIES

DIGITAL, SAFE AND CONNECTED

We live in atime when cities are experiencing a great migration.
Today, 50 per cent of the world’s population lives in cities and urban
areas. Thatnumber is expected isrise to 70 per cent by 2050.

Thisrapid influx of people poses big challenges to the essential ser-
vices that public safety agencies, utilities and telecommunications
companies, transportation departments and municipal govern-
ments provide.

Yetallthe data, technologies and solutions promising to revolu-
tionise urban life have limited individual value. The smartness of a
city liesin how wellits pieces are connected and function together.
Itiswhy Hexagonis puttingits portfolio to work across three areas
essential to every smartcity — Digital, Safe and Connected.

DIGITAL

Being smart demands that cities become digital first. This allows
forthe complete picture —a Smart Digital Reality. By capturing a
fullyimmersive, contextual 3D version of a city, it can be intelligently
linked with real-time data to understand what is happening now (4D).

From this 4D reality, Hexagon move cities to a 5D reality by adding
even more context usingdocuments, databases, history and sta-
tistics, so that whatever they want or need to know is right at their
fingertips. Asmartcity sets the stage for achieving real safety.

SAFE

Creating open and thriving cities can produce the unintended
consequence of making them more vulnerable to public safety
challenges.
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By providing a technology framework, such as computer-aided-
dispatch systems and planning and response applications,
Hexagon enable multiple services to work together with a singular
purpose on common objectives. That means making cities more
resilient by connecting loT systems and operational technologies
within the city’s enterprise information architecture; improving col-
laboration between government agencies and companies; and pro-
viding greater intelligence for planning and response operations.

CONNECTED

Hexagon is digitally transforming urban landscapes by simplifying
synchronicity, so cities can create the autonomous “system of
systems” necessary toreach Smart City potential. Because a city
thatis not absolutely connected cannot harness the exponential
potential of its complexity. The goal is to enable legacy systems,
new systems and organisational systems of all varieties to “talk” to
eachother.

Ultimately, the shape of a smart city allcomes down to data and
how to make sense of all the available dataand visualise itin a
meaningful format.

With the ability to integrate intelligence and visualisation capa-
bilities, decision-making can be executed at speeds greater than
human capacity. That is how Hexagon can help cities and citizens
shape each otherand the future.



THE SHAPE OF
POTENTIAL

For over 20 years, Hexagon has been a global leader in the ﬂeld of capturlng
geospatialand industrial data. Hexagon has evolved and au

this data towork — toenable itto doits greatest
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STRATEGY

VALUE-GENERATING
CUSTOMER SOLUTIONS

Hexagon develops information technology solutions that drive productivity and quality in
geospatialand industrial applications. Hexagon’s strategy is based on the digital transformation
of inefficient systems that in turn, deliver the actionable intelligence necessary for customers

toreach their full potential.

Digital transformation is driving major changes in the world,
producing opportunities for Hexagon and its customers. It
involves the very toughest of challenges — how to make cities
safe, how to sustainably farm and feed a fast-growing pop-
ulation, how to make refineries more efficient, how to mine
responsibly and manufacture products faster — with less
waste and higher quality.

Hexagon aspires to play a leading role in the effort to solve
these challenges by delivering Smart X solutions, combin-
ing our expertise in hardware and software and an ability
not only to solve the problems of today, but also to develop
solutions for the challenges of tomorrow. These are crucial
factors for continued success.

THE FOUNDATION FORTHE DEVELOPMENT OF THESE SMART X SOLUTIONS IS BASED ON FOUR KEY AREAS:

Smart.X solutions

1. SOLUTION-CENTRIC

Measurement and positioning sensor technologies continue
to become more exact and precise. At the same time, the
ability to turn the growing amount of data provided by these
advanced sensorsinto actionable intelligence is a challenge.
To meet this challenge, solutions that optimise and auto-
mate data-centric workflows are needed.

The combination of Hexagon’s expertise and portfolio of both
hardware and software technologies can be utilised to do just
that. Hexagon focus on delivering a solution-centric portfolio

2.SOFTWARE FOCUS

of offerings that ultimately enable customers to create intel-
ligent information ecosystems. Simply, the solutions inte-
grate data feeds, connect everything in the system - people,
machines or processes - embedding intelligence and enable
visualisation for smarterinteraction with information.

Success in meeting both short-term and long-term chal-
lenges in the industries where Hexagon operates is based
on always offering the most advanced solutions that help
customers improve competitiveness.

The most fundamental productivity and quality improve-
ments are realised when the data captured, whether by
Hexagon or third-party technologies, can be put to its
greatest use. Hexagon’s software portfolio plays a central
role in creating such value. This has created a strong focus
on in-house software development investments within
Hexagon. The software portfolio is also supplemented
through the acquisition of high-tech software companies
that fit well with Hexagon'’s long-term strategy. Together,
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the strategic focus on software hasresulted inarisein syn-
ergies across Hexagon’s divisions as software applicability
tends to span multiple areas. Moreover, a large portion of
Hexagon’s software portfolio is open-source, making inte-
gration much easier.

A great example of wide-scale software applicabil-
ity across Hexagon is the acquisition of Catavolt, whose
cloud and mobile software platform can be used to benefit
Hexagon’s entire portfolio of solutions.



3. TECHNOLOGY LEADERSHIP

Hexagon hasastrongfocuson R&D, withannualinvestments
of about 10-12 per cent of net sales. Hexagon has around
3,800 employeesworkingin R&D, with morethan 3,700 active
patents. Every development projectis based onan identified
businesscasewithclearlydefinedtechnical,commercialand
cost targets. Hexagon’s R&D investments in 2017 amounted

to 415.6 MEUR (366.2), correspondingto 12 per cent (12) of net
sales. Development expenses are capitalised if they pertain
to new products, the cost is significant and the product is
believed to have major earnings potential. Read more about
Innovation Hub on page 14.

4. VALUE-GENERATING ACQUISITIONS

Acquisitions play a vital role in Hexagon’s
development and growth strategy. Over
the past 20 years, Hexagon has com-
pleted more than 130 acquisitions to
strengthen Hexagon’s offerings by add-
ing technology or knowledge that is not
already present. Clear synergies must
exist between the acquired company
and Hexagon to justify the acquisition.
The aim is not only to create growth, but
also to ensure the synergy potential will
be greater than the potential of each
individual unit.

Anyacquisition candidates should have
astrong position in markets where they
operate and a good reputation among
customers. Among software compa-
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SELECTION OF ACQUISITIONS 2017

Month Company Country Area Segment
January MiPlan Australia Mobile applications GES
April MSC Software USA CAE software IES

May Catavolt USA Mobile platform Ventures
May VIRES Germany CAE software IES

June DST Computer Services Switzerland Analytics IES

June FASys Germany Software IES

June InfraMeasure USA Measurement solutions GES
October Luciad Belgium 5D maps GES

nies, the focus is on stable compa-
nies with high growth and profitability
potential as well as clear synergies in
relation to Hexagon’s existing portfolio.

In the future, Hexagon expects
acquired companies to add approxi-

mately 3-5 per cent to annual growth
with an incremental operating margin
of 30-35 per cent. Several acquisition
candidates are regularly monitored
and evaluated.

Hexagon Annual Report 2017



CATAVOLT
GOING TOWARD SMART TRANSFORMATION

With more efficient systems, Hexagon seeks to create a smarter world.
Creating information networks capable of communicating and con-
veyingdatainanever moreintelligentand meaningfulmanneris keyin
Hexagon’s Smart X strategy.

During 2017, Hexagon took an important strategic step by acquiring
Catavolt, a provider of mobile app platforms and comprehensive
solutions for developing and delivering mobile applications, secure
cloudorchestration andreal-time dataanalysis, i.e. edge computing.
Catavolt’s technology offers an open architecture and solid foundation
forrealising the transformative potential found in cloud and edge com-
puting — architecture that can be seamlessly integrated with Hexagon’s
digitaltransformation platform, SMART Convergence.

Hexagon Annual Report 2017

Catavolt’s technological prowess within data processing, in the cloud
and on the edge, facilitates Hexagon’s advancement of SMART Conver-
gence, orchestrating connectivity technology (IoT), intelligence (Al) and
visualisation (VR/AR/MR) according to industry-specific needs and
user-specific workflows.

Technologically, the acquisition further strengthens the Convergence
platform by allowing usersto connect their organisations’ full range

of cloud services —animportant step, since interlinked platforms and
mobile applications are essential for driving productivity and effi-
ciency. Together, a more efficient network of information and analysis
is built, inturn buildinga more powerful ecosystem of smart solutions.
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FINANCIAL PLAN FOR
FUTURE GROWTH

Hexagon’s growth strategy combinesorganic growth, usingtechnology and innovative leadership,
and acquisitions. The strategy is the base for Hexagon’s financial plan for the period 2017-2021.

The financial plan features two scenarios for continued
growth and improved profitability with the target to reach
net sales of 4,600-5,100 MEUR and an operating margin of
27-28 percentin 2021.

» Base case scenario - In the base case scenario, net sales
will amount to 4,600 MEUR in 2021, which is equivalent to
average annual growth of 8 per cent, whereof 5 per cent
organic and 3 per cent growth from acquisitions. The operat-
ing margin is estimated inthis scenarioat 27 percentin 2021.

» Opportunity case scenario — In a more optimistic scenario,
net sales will amount to 5,100 MEUR, which is equivalent to
average annual growth of 10 per cent, whereof 5 per cent
organicand 5 per cent growth from acquisitions. The operat-
ingmargin is estimated inthis scenarioat 28 percentin 2021.

CONTINUED GROWTH

Hexagon's growth strategy platform is focused on using
technology and innovative leadership to grow organically
and through acquisitions. Total average annual growth is
estimated at 8-10 per cent depending on the scenario, even
if some variation is expected between the years. Organic
growth, which is estimated at approximately 5 per cent
annually, relates in part to GDP-driven growth in the existing
portfolio, butis primarily a result of increased revenues from
new solutions. Recurring revenue is expected to increase as
the percentage of software and services rises. Acquisition-
related growth is estimated at approximately 3-5 per cent
annually.

PROVEN ABILITY TO DELIVER MARGIN
IMPROVEMENTS

Hexagon has proven its ability to steadily deliver enhanced
margins. Since 2011, operating margin (EBIT1) has increased
by 4 percentage points. The target in the financial plan
through 2021 is for further margin improvements and to
reachan operatingmargin (EBIT1) of 27 per centor 28 per cent
depending on the scenario. Improvements in margin will con-
tinue to be achieved through changes to the sales mix, where
the software portfolio and new generations of products will
account for a greater share of sales. The target is that organic
growth will contribute with an incremental margin of 35-40
per cent. At the same time, the cost structure will continue to
change. Investmentsin R&D will continue in order to meet the
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TARGET NET SALES AND OPERATING MARGIN (EBIT1)
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demand of more solution-centric business. This will trigger
investmentsin sales resources while reducing administrative
costswhich are non-accretive to the profitability.

The target to improve profitability will be achieved through
a higher proportion of sales from new high-margin applica-
tions and software, with a high percentage of recurring rev-
enue. There is also a strong focus on further generating and
utilising synergies.

The shift toward a higher proportion of software has
improved the operating margin, but also resulted in changes
tothe coststructure. Hexagon now has lower costs for goods
sold, but higher R&D and amortisation costs.

DEVELOPMENT DURING 2017

The result for the first year of the five-year financial plan
proves that Hexagon is on track to reach the financial target
for 2021. Net sales increased by 10 per cent to 3,471 MEUR,
whereof 5 per cent organic growth, 6 per cent acquired
growth and -1 per cent of currency. The operating result
increased by 13 per cent to 835.3 MEUR, which generates
an operating margin of 24.1 per cent (23.4). The favorable
resultsfor 2017 isan outcome of Hexagon’s successful strat-
egy, based on continued development of technology solu-
tions, further investments in software in order to digitise the
industries Hexagon serves and improved cost structure.

Hexagon Annual Report 2017



OTHERFINANCIAL TARGETS

CASH
EQUITY RATIO

04

CONVERSION

91

WORKING CAPITAL
TOSALES

13-

STRONG CASH FLOW GENERATION

A strong cash flow is necessary to finance investments,
settle interest on debts and pay dividends to shareholders.
Hexagon’s cash conversion, i.e., the ratio at which profits
are converted into cash, has averaged 84 per cent since
2011 and was 91 per cent (86) for 2017. Hexagon’s target
is to reach a cash conversion of 80-90 per cent. Cash flow
from operating activities, excluding non-recurring items,
amounted to 907.2 MEUR (782.1).

EFFICIENT USE OF OPERATING CAPITAL

Hexagon seeks to minimise working capital and in recent
years, the ratio of working capital to sales has averaged less
than 20 per cent. The ratio of working capital to sales in 2017
amounted to 13 per cent (17). The downward trend of work-
ing capital as a percentage of sales, is a result of a shift in
business model towards more software-centric solutions.
Hexagon’s targetis thatreturnoncapitalemployed, including
goodwill from acquisitions, should exceed 15 per cent over a
business cycle. Return on average capital employed, exclud-
ing non-recurring items, was 12.6 per cent (11.9) in 2017.

EQUITY RATIO, % CASHFLOW, MEUR

s 58 907
4

52 51 . 782

723

563
507
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SOUND EQUITY RATIOAND BALANCED DEBT
STRUCTURE

A sound equity ratio and balanced leverage are require-
ments for financing acquisitions by loans. Hexagon targets
an equity ratio of at least 25 per cent and has the ambi-
tion to have a net debt to EBITDA ratio of 2.5x or below. The
equity ratio amounted to 54 per cent (58) and the leverage
ratioamounted to 1.8x (1.6) at year-end 2017.

Debt capital markets account for 94 per cent (99) of Hexagon’s
financing, while bank loans make up the remainder. Hexagon’s
net interest expense amounted to -22.7 MEUR (-21.8) in 2017.
The average interest rate on the Group’s short- and long-term
loanswas 1.0 percent (1.3) at year-end 2017.

DIVIDEND POLICY

Hexagon’s dividend policy is to distribute between 25 and
35 per cent of net earnings after tax. The Board’s proposed
dividend for 2017 is 0.53 EUR (0.48) per share, which is
equivalent to 29 per cent (30) of the year’s earnings.

RETURN ON CAPITAL EARNINGS PER SHARE,
EMPLOYED, % EUR
13 1.85
12 12 12
" 1.59
1.39
113
1.04
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INNOVATION HUB

Hexagon’s Innovation Hub is at the centre of the Hexagon-wide technology mandate to exploit
cross-business synergies and raise the innovation bar across all lines of business.

While R&D efforts to improve divisional portfolios remain a
focus of each of the divisions, the job of the Innovation Hub
is to fuel disruptive, breakthrough innovation that benefits
the entire company. This requires collaboration not only
across business lines but also across disciplines. This is
why Hexagon’s Innovation Hub is a ‘Hub’ in the truest sense
of the word, as it connects all of Hexagon’s R&D experts,
optimising resources and costs.

DEVELOP ONCE, REUSE EVERYWHERE

A single technology rarely solves anything on its own. For
technology to reach its greatest potential, it must work
dynamically within a broader ecosystem. Many of the Inno-
vation Hub’s R&D projects are foundational in nature, which
means Hexagon’s businesses realise many benefits from
the Innovation Hub’s technical endeavors.

With visibility into the R&D efforts across all divisions, the
Innovation Hub enables Hexagon to take advantage of tech-
nology roadmap integration opportunities. This could be
between one or more division or in alignment with founda-
tional activities at the global level. Not only can this ensure
that Hexagon avoid duplicate efforts but it can also speed
up product development and delivery time.

Additionally, the Innovation Hub helps nurture Hexagon’s
own digital transformation by advancing foundational
technologies in alignment with Hexagon’s company-wide
strategic plan and projecting the necessary R&D strategies
going forward.

THE INNOVATION HUB SERVES THREE DISTINCT PURPOSES:

Global R&D - benefiting
Hexagon as awhole

Divisional R&D support

Businessincubation

Hexagon Annual Report 2017



A CLOSERLOOKINSIDE THEINNOVATION HUB

The Group’s primarily serving the global R&D purpose are responsible for product technologies, platform solutions and
intellectual property.

The Technology Centre performs R&D to
develop core technologies that are foun-
dationalto multiple Hexagon solutions.

The Mobile and Cloud Centre provides
apowerful frameworkto support busi-
nesses with mobile deployment with
legacy integration.
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The Application Centre develops soft-
ware platforms and applications that
enable new applications, mostly related
to emerging technologies; for example,
the loT applications, advanced analytics
(artificial intelligence techniques) and
cloud and edge computing. These appli-
cations are the building blocks of new
and disruptive Hexagon solutions.

The Intellectual Property Group is
responsible for collaborating with all
divisional IP organisations to curate
and administer our comprehensive
portfolio of IP — containing more than
3,700 active patents.

The Visualisation Centredevelopsand
delivers a unique multi-platform core
rendering, streaming and extended
reality technologies specialised for the
Hexagon-type data our customers use
and produce.

Ventures is responsible for
developing new applications,
business models and channels.
During an incubation period, Ven-
tures is responsible for driving
the initiative to a level of matu-
rity where it can be transitioned
to one of Hexagon’s businesses.
Post incubation and handover,
Ventures and other parts of the
Innovation Hub continue to sup-
port Ventures-driven initiatives
where it makes business sense.




GEOSPATIAL ENTERPRISE

SOLUTIONS

Geospatial Enterprise Solutions includes a world-leading portfolio of reality-capture sensors
- from laser scanners, airborne cameras and UAVs (unmanned aerial vehicles) to monitoring
equipment, mobile mapping technologies and precise positioning.

Thesensorsarecomplementedbysoftware (GIS) forthecre-
ation of 3D maps and models which are used for decision-
making in a range of software applications, covering areas
such as surveying, construction, public safety and agricul-
ture. This segment consists of Geosystems, Safety & Infra-
structure and Positioning Intelligence.

GEOSYSTEMS

The Geosystemsdivision develops sensors (total and multi-
stations, 3D scanners, airborne cameras, etc.) to capture
large quantities of data with high precision and accuracy
and softwareto process, storeand analyse thedata, result-
ing in high-quality 3D models and maps of the real world.
The solutions are used to provide actionable information
in a number of areas where exact precision is required.

OPERATING NET SALES

49,

OPERATING MARGIN

AVERAGE NO. OF EMPLOYEES

24.. 7,900

These areas include bridge and tunnel projects, surveying
and mapping or planning, construction and maintenance
of infrastructure. The combination of Hexagon’s sensors
and software means data capture can be efficient, secure
and accurate. Hexagon’s solutions capture data quicker
and often require fewer individuals in the field - leading to
greater productivity and lower costs for customers.

Machine control enhances efficiency

In areas such as agriculture, mining and construction, sen-
sors and software are used to operate heavy machinery.
The sensors send precise information in real-time to the
in-cab control panel, which reduces the risk of error. This
is because the operatoris constantly fed information about
his or her exact position in relation to obstacles, which

W

THE BUSINESS AREA COMPRISES THE
FOLLOWING DIVISIONS:

» Geosystems
« Safety & Infrastructure
- Positioning Intelligence

SOLUTION EXAMPLES:
NETSALES, MEUR CUSTOMER SEGMENT, % GEOGRAPHY, % + Laserscanners
1707 - Airborne cameras
1507 1,579 « UAVs (unmanned aerial vehicles)
1,349 A « Mobile mapping technologies
b ' - Precise positioning
SALES MIX
B Surveying, 44 BEMEA, 43 Software & Services
B nfrastructure & B Americas, 38 I e ——
Construction, 22 Asia, 19 Recurring Revenue
B Public Safety, 11 I —
® Natural Resources, 10 Direct Sales
: : I L ——
13 14 15 16 17 Transportand Public Service, 8 Emerging markets
Defence, 5 I ——
ACQUISITIONS 2017
Company Country Area
MiPlan Ltd Australia Aprovider of mobile software applications to increase productivity in mines

IDS Georadar Australia
IDS Georadar North America USA
InfraMeasure Inc USA

Luciad

Australia Adistributor of structural health monitoring solutions
Adistributor of structural health monitoring solutions
A provider of measurement solutions for railroad and tunnelling applications

Belgium Aprovider of 5D visualisation and analysis solutions
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LEICAGS18T
ELEVATING AN INDUSTRY WITH PRECISION

During 2017 Hexagon launched the world’s fastest and easiest self-
learning mobile GNSSreceiver: Leica GS18T. Itisalsotheindustry’s
first calibration-free GNSS solution that contains tilt compensation
and isimmune to magneticdisturbance.

In practice, the technology means GNSS measurements can be picked
up from any position, forexample corners of houses or places partly
obstructed by vehicles and also close to other metal objects. Since
theinstrument’s tilt compensation eliminates the need for perfect

increases both efficiency and safety. For example, in the
mining industry, where precision and safety are key fac-
tors, Hexagon’s solutions are used to integrate, automate
and optimise planning, operations and safety in the most
cost-effective manner as possible.

SAFETY & INFRASTRUCTURE

In Safety & Infrastructure, Hexagon’s solutions are used
in the areas of public safety, electricity, water and sanita-
tion, among others. A threat in a densely populated area
can quickly have a significant impact in the field of public
safety. Couple this with rapid urbanisation and the demand
for more complex controlin planning and operation of cities
worldwide is ever increasing. This is especially true for rap-
idly growing cities that were designed for far fewer people
and consist of public infrastructure that has not evolved
at the same pace. Monitoring critical functions in society,
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verticality users candevote less time to calibrate and set up, resulting
intime savings of around 20 per cent compared with conventional sur-
veying practices.

The Leica GS18Tis seamlessly combined with Hexagon software to
transform complexdataintorealisticand easy-to-handle 3D models,
servingasyetanotherexample of how Hexagon developsinnovative
solutionsthat notonly heighten precision but elevate the entire industry.

including electricity, water and public transport, is also of
major importance in connection with natural disasters,
such as landslides and flooding or terrorist attacks. Cities
must be more connected and intelligent to enable quick
and accurate decisions. This will impose growing demands
on information technologies that contribute intelligence to
the system.

As one of the largest providers of Geospatial Information
Systems (GIS) in the world, Hexagon helps customers
transform large amounts of data into relevant, actionable
information. The solutions are used for building intelligent
transportation systems, improving productivity in water
management, developing more intelligent power grids and
protecting critical infrastructure and sensitive ecosys-
tems. In the area of incident response, Hexagon’s com-
puter-aided dispatch (CAD) solutions automatically and
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LUCIAD

DEVELOPING MULTIDIMENSIONAL
VISUALISATION OF INFORMATION

Hexagon is a global provider of innovative information technolo-
gies, driving productivity and quality. In order to strengthen the
ability to deliver smartervisualisation and analysis, Hexagon has
acquired the software company Luciad.

Luciad specialises inthe processing and visualisation of real-time
geospatial data. Its visualisation technologies fuse live connec-
tions with sensor data feeds, resultingin the creation of a dynamic
5D digital reality. By combining 3D visualisation with integrated
real-time data from sensors (4D) and dynamic analytic capabilities
(5D), Hexagon supplies smarter digital material. This also advances
Hexagon’s immersive Smart M.App platforminto a complete infor-
mation visualisation solution.

efficiently handle information about various events and link
operational and coordination centres with local police sta-
tions or other rescue functions. Response agencies receive
accurate, real-time information that is locally adapted,
contributing to efficient planning and coordination of
effortsand resource optimisation.

Offering customers reliable, scalable and interoperable
safety and infrastructure solutions increases both capac-
ity and flexibility while reducing risks and total cost for
processes and facilities. Hexagon’s solutions increase sit-
uational awareness and produce better results — whether
inanoperating centre or the field, locally orinthe cloud, ata
workstation orvia a smartphone application.

POSITIONING INTELLIGENCE

Positioning Intelligence uses Hexagon’s sensors together
with GNSS receivers to pinpoint geographic positions to
a level measured in centimetres. Real-time awareness
of position is a critical requirement for growth areas such
as autonomous vehicles, vehicle navigation and preci-
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Luciad’s intuitive command and control systems allow users to
manage systems and data more efficiently. The products are
employed to optimise air traffic control systems, route planning
and agricultural production among other things, while also playing
acrucialrole inthe creation of smarter cities.

Developing these multidimensional visualisation technologies
enables Hexagon’s customers to make well-informed decisions
about their operations based on accurate data - regardless of
whether they are workingin the agriculture, aviation, defence and
intelligence, public safety or smart cities domain.

sion farming. Hexagon’s integrated positioning solutions
can be used on land, sea or in the air, in demanding work
environments such as dense forest areas or in deep open-
cast mines. Hexagon’s GNSS receivers and antennas can
be found in the surveying, oil, construction, agriculture,
defence and mining industries — delivering superior posi-
tionaccuracy and increased signal availability.

Reliable and secure positioning

In several industries, security and reliability in positioning
and tracking technology is essential for navigation oper-
ations. Today, Hexagon’s Anti-dam Technology (GAJT) is
leveraged by the U.S. Navy to ensure concealment of a
vessel’s exact position by actively identifying and counter-
acting external jamming attempts. In addition, Hexagon’s
solutions help ensure that the vessel’s position is commu-
nicated to the proper receiver in a closed communications
system. Hexagon also offers anti-spoof solutions, provid-
ing special receivers that analyse and block attempts to
manipulate a vessel's GPS and radar system.

Hexagon Annual Report 2017



LEICA BLK360
PIONEERING SCANNING SAVES TIME AND MONEY

Combining innovative design and engineering with minimalistic aes-
thetics proved a smart move on multiple levels. Not only is the Leica
BLK360 the world’s smallestimaging laser scanner — it also captures
full digital reality data with astonishing efficiency, allowing for more
dedication tothe issuesthat really matter.

Apress of the BLK360’s sole button was all it took Maxwell Con-
struction Co’s engineering team to perform a complete construc-
tion site scan. Applying the documentation onto original drawings,
the team identified misplaced plumbing and corrected the layout
before pouring concrete — saving both money and a lot of time.

Thanks to the complete visualisation of client facilities in another
project, Maxwell could accelerate the process when the client
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requested additional detailed mapping. No need to return for
on-site supplementary work.

The scanner shoots 360-degree high dynamic range (HDR) spherical
imagery to pair with its millimetre-accurate 3D laser point clouds, creat-
ingthe kind of integrated workflows that drive productivity and quality.

The BLK360 captures ten times as much information in half the time
compared with standard methods, being of great assistance to the
company while simultaneously benefiting clients, subcontractors
or cooperation partners. Quicker scanning and less reworking save
resources on multiple levels.
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INDUSTRIAL ENTERPRISE

SOLUTIONS

Industrial Enterprise Solutions (IES) includes a world-leading portfolio of metrology systems
that incorporate the latest in sensor technology for fast and accurate measurements. These
solutionsinclude technologies from coordinate measurement machines (CMM) to laser trackers

and scanners.

These technologies optimise design, processes and
throughputin manufacturing facilities. Italsoincludes soft-
ware for CAD (computer-aided design), CAM (computer-
aided manufacturing) and CAE (computer-aided engineer-
ing). Solutions within this segment optimise design and
processes, improve productivity in process facilities and
create and leverage asset managementinformation critical
to the planning, construction and operation of plants and
process facilities. This segment consists of Manufacturing
Intelligence and PPM.

OPERATING NET SALES

ol

OPERATING MARGIN

AVERAGE NO. OF EMPLOYEES

25.. 9,600

MANUFACTURING INTELLIGENCE

Allindustries have their own unique challenges and drivers.
Manufacturing companies share a focus on productivity
and quality as determining factors in achieving success.
Manufacturing companies must, therefore, find the right
balance between speed, efficiency, cost and product
quality to attain optimal productivity. By linking data from
different parts of the production workflow, data can be
analysed and converted into relevant decision support to
continue optimising processes.

W

THE BUSINESS AREA COMPRISES THE
FOLLOWING DIVISIONS:

« Manufacturing Intelligence
+ PPM

SOLUTION EXAMPLES:

NETSALES, MEUR CUSTOMER SEGMENT, %
1,764
1’537 1,570
1,261

1,118 '
B Power & Energy, 29
HElectronics & Manufacturing, 28
B Automotive, 25

Aerospace & Defence, 18
13 14 15 16 17

1) Operating net sales

» CMMs (coordinate measuring machines)

GEOGRAPHY, % « Opticaland portable scanners
« Industrial metrology software
» CAD/CAM/CAE (computer-aided design/
manufacturing/engineering) software
‘ - Life cycle engineering software
SALES MIX
HAsia, 38 Software & Services
I —
BEMEA, 33

. Recurring Revenue
Americas, 29

Direct Sales

Emerging markets

ACQUISITIONS 2017

Company Country Area

MSC Software USA A provider of computer-aided engineering (CAE) solutions

VIRES GmbH Germany Aprovider of simulation software solutions

DST Computer Services S.A. Switzerland Adeveloper of piping stress analysis solutions for the nuclear industry
FASys GmbH Germany Adeveloper of machine tools management software

Plant Design Solution USA Asoftware and service distributor

Industrial Business Solutions Inc. USA

Aprovider of completion and commissioning management systems
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MSC SOFTWARE
SUPERIOR SOFTWARE FOR SCANIA’S SOUNDSCAPE

Scaniais aworld-leading manufacturer and designer of trucks and
driver cabins. For that, Scania requires superior technology and soft-
ware totest productexperience.

One of the mostimportant components of a comfortable driving expe-
rienceisthe soundscape. Toaddress and optimise driver cabin noise,
Scania soughttodeepenits analysis and simulation. The search for
new methods led to Hexagon and two new simulation tools within
Manufacturing Intelligence: MSC Nastran and Actran.

Tobeginwith, Scania’s acoustic engineersidentified and measured the
most prominent noise sources inside and around the driver cabin using
Nastran. Thereafter, the outputs were integrated with Actran to model
the effects of various design and component choices on the sound-
scape of identified noise sources.

Manufacturing Intelligence’s core expertise is in dimen-
sional metrology, which uses sensors to gather data from
avariety of sources to guarantee effective quality controls.
Data capture can take place at the speed of the manufac-
turing line, which enables effective control of each indi-
vidual part of manufacturing, using stationary or portable
sensors that measure with extreme precision.

As software solutions have become increasingly import-
ant in optimising manufacturing processes, Hexagon has
strengthened its software portfolio, enhancing capabil-
ities in areas such as statistical process control, design
software (CAD), solutions for production control (CAM)
and software for simulation (CAE), which was added to
Hexagon’s portfolio through the acquisition of MSC. This
has positioned Manufacturing Intelligence as a leading
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Merging testand simulation data, MSC assisted in the accurate rec-
reation of cabin noise and the driver experience. Doing so facilitates a
production process where smarter design and component choices can
be made earlierand more efficiently.

MSC’s solutions allow Scania to link design and production more
explicitly — partly through the ability to visualise sound and noise expe-
riencesdigitally prior to constructing cabins, partly due to the ability to
construct sound models for other sources of noise.

With the help of MSC, Scania has managed to improve workflow and
products, while upholding its position as a global market leader in truck
design and manufacturing.

specialist in solutions for capturing, interpreting and ana-
lysing measurement data to raise production speed and
productivity and improve product quality. MSC’s analysis
and simulation capacity offers customers an opportunity
to optimise design prior to production, which guarantees
productivity, quality and sustainability at the end of the
production cycle. The acquisition strengthens Hexagon'’s
ability to link traditionally separate phases in design and
production by integrating data generated on the production
line with simulation data. This further improves the cus-
tomer’s ability to detect and adjust design limitations and
production problems before manufacturing.

The applications are used today in a number of different
industries. In the highly competitive automotive industry,
the technology is used to control bodies, powertrains and
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other components to enable automakers to build more
efficiently and with less waste. In the aerospace industry,
which is also highly competitive, where players strive for
lightweight materials, freeform manufacturing and auto-
mation, there are similar solutions where Hexagon’s tech-
nology contributes towards inspecting and controlling each
individual component.

PPM

PPM is the leading global provider of enterprise-wide engi-
neering software for designing, constructing and driving
large and complex facilities. For example, in the process
industry, power plants, offshore facilities and shipping,
there are projects requiring substantial investments that
can take yearsto plan and implement.

PPM’s software enables 3D modelling and visualisation,
stress analysis, procurement, fabrication, construction,
project control and information management, which lead
tosmarterdesigns, processes and facility operation. These
are often large and highly complex projects with thousands
of people involved who are often geographically dispersed
and have different duties and responsibilities.

Hexagon’s solutions are used to minimise the risk of delays
and cost overruns in these projects and simplify the hand-
over when projects are complete.

When designing a new nuclear power station, for example,
customers use PPM’s software with relative ease to create
3D modelsoftheplanttoensure safetyrequirementsare met
and provide a visual presentation that includes interactivity.

PPM’s customers are located all over the world and about
70 per cent of revenues are recurring, such as subscrip-
tions, services and software upgrades.

INTERGRAPH SMART DIGITAL ASSET
DIGITISATION REALISES VISIONS

PPM continually seeks innovative ways to increase efficiency and
productivity in the design process and operation of facilities. PPM
launched SDA Collaboration, a part of Intergraph Smart Digital
Asset (SDA) during the year, the first phase of the rollout of the SDA
information management platform forindustrial facilities.

SDA Collaborationis thefirstonline project collaboration technology
architected to simultaneously build the owner operator’s digital assets
during the project phase for use later in operations and maintenance.

The SDA information management platform is a major step towards

realising the vision of the smartdigitalindustrial facility. The goal of
SDA Collaborationis todeliver substantial resource efficiency gains
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by shortening cycle times, reducing costs and decreasing risks while
improving total project quality.

With 10 per cent reductionin change ordersand upto 7 per cent savings
ontotal project costs, SDA Collaboration offers owner operators a new
and powerful resource with enormous upside potential.

SDA Collaboration has anintelligentand simple approach toimproving
information exchange between project stakeholders. It gathersand
leverages data toensure that theright deliverables at the right mile-
stonesare reviewed by the right specialists, based onintelligent rules
— anenormous improvement over the industry’s document-centric
approaches.
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HxGN SMART QUALITY
COMMAND QUALITY BY
COLLECTING DATA

Zimmer Biomet is a global leading developer of
orthopaedic equipment. Quality demands are rig-
orous and specific, often at micrometre precision
levels. As a medical device company, Zimmer must
adhere toand comply with product and production
process requirements from the FDA (U.S. Food and
Drug Administration). Production supervision is
therefore critical. By measuring deviations and con-
trolling quality of products and production, valuable
datais collected.

Complying with FDA regulation in turn requires supervision of
temperature, vibrations and humidity during production. To ensure
proper compliance for their coordinate measuring machines
(CMM), Zimmer uses HXGN SMART Quality combined with PULSE
systems.

Zimmer’s previous and more manual system with log books caused
production down time, time-consuming rebooting of systems and
CMMs and loss of measurement data when critical tolerance limits
were exceeded - problems which, thanks to Hexagon’s solutions,
now can be avoided — and with the help of HXGN SMART Quality and
PULSE, quality and productivity is guaranteed.

PULSE is designed by Manufacturing Intelligence, employing a
network of sensors to ensure data integrity and stability. PULSE
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records variations in temperature, vibrations, humidity in pro-
duction environment and potential collisions — information then
displayed and monitored using the PULSE system’s central virtual
control panels.

Thevirtual control panels allow for simpler supervision of Zimmer’s
entire process and earlier detection of when production approaches
the required critical tolerance limits using HXGN SMART Quality.
Through real-time data analysis the company can take action on
deviations without interfering in production — a good example of how
Hexagon’s solutions give customers the necessary tools tocreate a
more proactive production process.

Inaddition to real-time data processing, HxGN SMART Quality offers
customisable status reports enabling advanced data flow manage-
mentand intuitive data visualisation. Hexagon’s solutions offer the
customer command over the entire production — no matterif the
CMM s locatedin China, Ireland or Puerto Rico.

With all data available in a uniform single-piece system visualising
essentialinformation in a manner easy to grasp, well-informed
decisions can be made easier. With HXGN SMART Quality and
PULSE, Zimmer increases its understanding of collected data and
is able to shift focus to a real-time based production process. In
that way, Hexagon helps companies move to data-driven processes
without leaving trusted and world-leading methods behind.
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SUSTAINABILITY

INNOVATIVE SOLUTIONS
FORA BETTER WORLD

Hexagon’s groundbreaking technologies and solutions help customers work smartertoincrease
their efficiency and productivity, which is one of Hexagon’s greatest contributions to reducing
resource waste and promoting a more sustainable society, now and in the future.

Global megatrends drive Hexagon’s customers to contin-
uously improve so they can meet market expectations for
sustainable growth. A majority of vital industries can bene-
fit from Hexagon technologies, which are used to create
more sustainable communities.

AN IMPORTANT ROLE IN SOCIETY

Hexagon has a leading role in addressing the challenges
facing the world, from providing food and water and improv-
ing public safety for a growing population to reducing envi-

ronmental and climate impact. Regardless the challenge,
innovative, simple and effective solutions are needed to
resolve these complexissues.

With a strong focus on technology leadership, Hexagon
focuses on developing solutions with the potential to
change the future. Hexagon’s customers share the need to
do more with less. Hexagon’s solutions offer access to rel-
evant information and analysis tools that provide greater
understanding and the opportunity to make informed deci-
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POSITIONING INTELLIGENCE

SUSTAINABLE PRECISION AGRICULTURE

Meeting the ever-growing global demand for food, growers are
looking for ways to increaseyield, reduce operating costs, reduce
waste, reduce the use of chemicals, minimize water consumption
and protect the environment for future generations. More and more
farm equipmentis being transformed into semi-autonomous smart
machines that can accurately plant, fertilize, protect and harvest
atcentimeter accuracy. Hexagon’s high-precision GPS/GNSS solu-
tions enable automation of farm machinery for precise monitoring
and planting. Helping farmers to be more efficient with the use of
natural resources while protecting the planet and preserving the
accesstoaffordable and sustainable farmed products.

sions that lead to less waste, improved productivity and
efficiency and achieved sustainability targets.

Hexagon’s product range includes measurement systems
with features that help customers reduce consumption of
components and raw materials, improve energy efficiency,
extend the product life cycle, improve work environments
through ergonomic features and reduce the use of hazardous
materials in product design. A future challenge is to further
optimise the agriculture industry regarding the effects of
natural disasters such as drought and flooding on access to
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arable land. Hexagon has solutions thatincrease agricultural
efficiency and increase yields from existing agricultural area.

PROTECTING THE ENVIRONMENT AND PREVENTING
NATURAL DISASTERS

To monitor areas impacted by climate change or subject to
therisk of natural disasters, Hexagon’s geospatial solutions
are used to protect the environment and increase safety.
Hexagon’s solutions make it possible to monitor movement
ininfrastructureandinthelandscapetopredictareaswhere
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natural disasters may have a serious impact on people
and property. Proactive planning for earthquakes and the
placement ofdikes for flood prevention are examples of pre-
ventive measures. Real-time monitoring increases the abil-
ity to minimise human and material damage resulting from
natural disasters. In the event of an incident, the system
sends awarningsignaland provides information that can be
used for possible rescue operations. In areas exposed to cli-
mate change, such as Greenland, Hexagon’s solutions can
calculate the length and speed of glacier movements. The
reliability of this type of datais vital for the future.

ASAFERWORLD

Internationalisation, urbanisation and growing world trade
are global trends that increase demand for infrastructure.
In the fields of infrastructure and public safety, Hexagon’s
solutions are used in defence and public security, trans-
ports, waterand energy supply, infrastructure maintenance

and urban development. Continuous remote monitoring of
buildings, dams and bridges is another application where
monitoringin real time helps ensure public safety.

Hexagon’s safety solutions also help agencies improve
disaster management and rapid response, reconstruct
crime scenes and monitor important locations or major
events.

INNOVATION THAT MAKES A DIFFERENCE

Hexagon continues to invest in groundbreaking technolo-
gies and solutions that contribute to long-term sustainable
development. Through the use of information technologies
to make data actionable, Hexagon is helping develop solu-
tions that are globally applicable and make a difference.
Innovation in cooperation with customers and partners
strongly contributes to Hexagon’s profitable growth, as well
as helpsour customers achieve their sustainability targets.

W

HEXAGON’S STAKEHOLDERS

STAKEHOLDER DIALOGUE

Hexagon has a continuous dialogue with
key stakeholders through different chan-
nels depending on the stakeholder group.

Dialogue with key stakeholders takes place
both through Hexagon’s divisions and busi-

ness units (with customers, regulators, ol

suppliers and employees), as well as at

Group level (with investors and media). /4 \
\ ]

i

REGULATORS

MATERIALITY ASSESSMENT

Based on the stakeholder dialogue and horizon scanning,
Hexagon has conducted a materiality assessment to deter-
mine the most material sustainability issues for the Group.
Hexagon’s board has evaluated and approved the material
sustainability issues for Hexagon.
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MANAGEMENT OF SUSTAINABILITY

The basis for Hexagon’s sustainability work is the Code of
Business Conductand Ethics, which refers to the UN Global
Compact principles and covers issues such as fair employ-
ment, diversity, anti-discrimination, workplace safety, pri-
vacy and protection of personal information, environment,
fair competition, anti-corruption and other issues.
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MATERIALITY ASSESSMENT
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IMPORTANCE TO HEXAGON’S BUSINESS

The Code of Business Conduct and Ethics applies to all
Hexagon employees and guides interactions with cus-
tomers and suppliers. The Code extends well beyond just
legal compliance and reflects Hexagon’s responsibility as
a market leader to uphold the highest standards of ethics
and compliance. In addition, Hexagon has a comprehensive
group-wide Compliance Programme and manuals includ-
ing anti-corruption, data privacy, export controls, govern-
ment procurement, customs and competition matters.

The management of sustainability issues such as the
environment, occupational health and safety and Human
Resources predominantly takes place at a divisional level
toallow for prioritisation of focus areas across the divisions
and legal differences across countries.

DEVELOPING EMPLOYEES

Attracting, retaining and developing the best employees
in the industry is key to Hexagon’s success. The company
employs more than 18,000 people globally, many of whom
are highly skilled engineers and software developers.
Hexagon is a global company with employees in 50 coun-
tries working in the company’s different divisions.

Human Resources (HR) are managed by an HR organisation
at the divisional and/or local level, allowing each division
and region to focus on their specific HR-related priorities
and needs. The Group HR function supports divisions in
legal matters, as well as aligning processes for hiring, com-
pensation and performance management. Also, Group HR
is responsible for the bi-annual Employee Engagement
Survey measuringemployee engagementacross the Group.
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The decentralised approach to HR has been a key success
factor for Hexagon when integrating new acquisitions into
the Group. Here, it hasbeenafocusto maintain key employ-
eesandexpertsintheacquired companies andtobe ableto
maintain existing practices to a certain extent.

OCCUPATIONAL HEALTH AND SAFETY

Personnel safety in the workplace is a top priority for
Hexagon. Ensuring that employees work in a safe and
healthy environment is the key to any successful business.

The guiding principles for workplace safety are laid out in
the Code of Business Conduct and Ethics. The company
strives to minimise the risks of accidents and work-related
illnesses among its workers and employees. Hexagon is
responsible for maintaining a safe work environment by
implementing all applicable health and safety rules and
practices within each Hexagon entity. Each division and
local entity have in place processes and systems to ensure
compliance with all applicable rules and regulations.
Each Hexagon location has a management team member
assigned to ensure that all mandated health and safety
guidelines are followed.

COMPLIANCE AND BUSINESS ETHICS

Hexagon is committed to ensuring thatits personnel act with
the highest standard of ethics and in compliance with all reg-
ulatory and legal requirements and recommended practices.

Compliance and business ethics is managed by the Group
Compliance function in close collaboration with compli-
ance organisations in Hexagon’s different divisions. Over-
all, Hexagon’s compliance work is guided by the Code of
Business Conductand Ethics.

Hexagon continuously reviews and improves the Code of
Business Conduct and Ethics to reflect evolving indus-
try standards and changes to legislation. To these ends,
Hexagon trains employees regarding its expectations,
utilises experts in multiple jurisdictions across different
disciplinesand employsanin-house team of legaland com-
pliance professionals to ensure that Hexagon remains at
the forefront of these important topics. Though Hexagon’s
compliance efforts address all principles contained in the
Code of Business Conduct and Ethics, Hexagon applies
additional focus on six areas with a specially designated
process. These programmes address anti-corruption, data

EMPLOYEES PER SEGMENT,
AVERAGE NUMBER

Solutions /J Solutions
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Americas
5,100

Asia

privacy, export controls, government procurement, cus-
toms and competition matters.

Risk assessment and management

Hexagon conducted arisk assessment of its active entities
during 2016 and 2017, to better identify entities with higher
risks of violations in various areas of compliance. Hexagon
is using the data collected to identify and address gaps
in implementation of the compliance programme and to
improve identification of training needs and targets.

Hexagon’s compliance departmentis also reviewing restricted
party screening solutions to potentially replace other systems
used across the company to address due diligence require-
ments in Hexagon’s anti-corruption and export control com-
pliance programmes. Also, Hexagon will provide all employees
globally with online Code of Conduct training fromathird-party
providerin 2018.

RESPONSIBLE SUPPLY CHAIN MANAGEMENT
Ensuring a responsible supply chain is important to
Hexagon. Hexagon strives to ensure that its suppliers fol-
low the principles set out in the Code of Business Conduct
and Ethics. Also, Hexagon’s compliance policies regarding
supply chain management are documented within Hexa-
gon’s Anti-Corruption Compliance Documents and Export
Compliance Documents.

When choosing suppliers, Hexagon will select suppliers
based on an assessment of the overall competitiveness of
the offering, as well as whether the supplier has in place
practices to ensure they live up to the UN Global Compact
principles. In some cases, Hexagon will perform audits of
both new and existing suppliers. In 2017, the manufactur-
ing divisions of Hexagon performed audits of 54 suppliers,
focusing on social criteria in high risk countries and risk
industries.

Read more in Hexagon’s
sustainability report
at hexagon.com

W .
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HEXAGON CAPABILITY CENTER INDIA (HCCI)
COLLABORATING WITH UNIVERSITIES WORLDWIDE

Hexagon cooperates with multiple universities and colleges around the
world, aiming at trainingand hiring students with industry-ready skills.
In 2017, Hexagon started an Advanced Analysis Lab at the CBIT engi-
neeringcollege in Hyderabad, open for final year Bachelorand Masters
studentsintheciviland mechanical engineering streams. Students
and faculty undergo training programmes on Hexagon’s solutions,
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making them industry-ready. Hexagon also launched a GNSS Lab at
the Jawaharlal Nehru Technological University in the same region.

Inorderto continueto attract skilled employees, collaborations with

localUniversitiesis crucial for Hexagon’s R&D centre in Hyderabad -
Hexagon Capability Center India (HCCI) with over 1,100 employees.
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THE SHARE

SHARE PRICE DEVELOPMENT AND TRADING

In 2017, the Hexagon share price increased by 26.2 per cent
t0410.9 SEKas of 31 December. The share price reached the
52-week high of 437.0 SEK on 27 October and the 52-week
lowon 2 January at 329.4 SEK. Hexagon'’s total market cap-
italisation as of 31 December 2017 was 141,634.4 MSEK.
During the year, 219 million (318) Hexagon shares were
traded on the Nasdag OMX Stockholm, BATS, Burgundy,
Chi-X and Turquoise. The turnover rate, i.e. the degree of
liquidity, was 64 per cent (92).

OWNERSHIP STRUCTURE

At year-end 2017, Hexagon had 27,226 registered share-
holders (30,020). Shareholders in the USA accounted for
the largest foreign holding, representing 19 per cent (18) of
total shares followed by the UK, representing 12 per cent
(11). The ten largest owners held 45.8 per cent (47.0) of the
share capitaland 61.1 per cent (61.9) of the votes.

SHARE CAPITAL

At year-end 2017, Hexagon’s share capital amounted to
79,980,283 EUR, represented by 360,443,142 shares,
of which 15,750,000 are of Class A with ten votes each
and 344,693,142 are of Class B with one vote each. Each
share has a quota value of 0.22 EUR. Hexagon AB held
no treasury shares as of 31 December 2017.

Hexagon’s Annual General Meeting in 2017 authorised the
Board of Directors to resolve on the acquisition and trans-
fer of Class B shares for the purpose of giving the Board the
opportunity to adjust the company’s capital structure and

20%
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to enable the financing of acquisitions and the exercise of
warrants. The authorisation covers a maximum of 10 per
centofall Hexagon shares.

INCENTIVE PROGRAMMES

In 2015, a new warrants programme was implemented for
Group Management, presidents for Hexagon’s divisions,
senior managers and other key employees through theissue
of 10,000,000 subscription warrants that entitle the holder
to the same number of new Class B shares in Hexagon AB.
The subscription warrants were issued to Hexagon Forvalt-
ning AB, a wholly owned subsidiary and offered for sale to
participants of the programme.

163 group managers, presidents for Hexagons’s divisions,
senior managers and other key employeesin the Group pur-
chased 7,107,660 warrantsataprice of 25 SEK perwarrantin
2015.Remaining subscription warrants have beenreserved
for future senior managers and recruitments of persons
within the above eligible categories in the Group. The pro-
gramme is expected to lead to an increased interest in
the company’s development and a strengthening of the
share price.

The strike price for subscription of shares upon exercise
of the transferred warrants was set at 347.8 SEK. The war-
rants were valued by an independent institute in accor-
dance with the Black-Scholes model and were acquired
by the participants at market value. The warrants may be
exercised during 1 June 2018 - 31 December 2019.

W

NUMBER OF CASH DIVIDEND PER
SHAREHOLDERS SHARE, EUR
30,020 0.53'
27,226 0.48
0.43
20,265 0.35
17,767 17,920 0.31

183 14 15 16 17 183 14 15 16 17

1) According to the Board of
Directors’proposal.
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Source: SIX Source: SIX
Classof shares Number of shares Number of votes % of capital % of votes
Ashares 15,750,000 157,500,000 4.4 31.4
Bshares 344,693,142 344,693,142 95.6 68.6
Total 360,443,142 502,193,142 100.0 100.0
LARGEST SHAREHOLDERS
Owner/manager/deposit bank Ashares Bshares % of capital % of votes
Melker Schorling AB 15,750,000 77,929,899 26.0 46.9
Ramsbury Invest AB - 17,196,387 4.8 3.4
JPM Chase NA = 13,883,991 3.8 2.8
SSBCLOmnibus - 13,369,809 3.7 2.7
Swedbank Robur fonder - 13,349,864 3.7 2.7
State Street Bank & Trust COM., Boston - 7,084,313 2.0 1.4
AMF - Forsakring och Fonder - 6,973,103 1.9 1.4
Forsta AP-Fonden - 6,721,731 1.9 1.3
SEB Investment Management - 4,610,294 1.3 0.9
CBNY-Norges Bank - 4,434,181 1.2 0.9
Livforsakringsbolaget Skandia - 3,789,238 1.0 0.8
State Street BK-West Client/Treaty - 3,440,319 1.0 0.7
Blackrock Global Funds - 3,381,540 0.9 0.7
JP Morgan Chase Bank N.A. - 3,346,720 0.9 0.7
State Street Bank & Trust COM., Boston - 3,323,969 0.9 0.7
INV Bank & Trust - 3,320,974 0.9 0.7
Andra AP-Fonden - 3,177,730 0.9 0.6
Sumitomo Mitsui TRT Bank (USA) LTD., W9 - 3,160,032 0.9 0.6
Handelsbanken fonder - 3,104,436 0.9 0.6
CBHK-GIC Private LTD-C(EQ) - 3,061,163 0.8 0.6
Subtotal, 20 largest shareholders’ 15,750,000 198,659,693 59.5 70.9
Summary, others - 146,033,449 40.5 291
Total number of outstanding shares 15,750,000 344,693,142 100.0 100.0
Totalissued number of shares 15,750,000 344,693,142 100.0 100.0

1) The concentration corresponds to the 20 largest shareholders presented in the list.

Source: Euroclear Sweden ABas of 29 December 2017 (with some adjustments).

DIVIDEND

The dividend policy of Hexagon provides that, over the
long term, dividends should comprise between 25 and 35
per cent of earnings per share after tax, assuming that
Hexagon satisfies its equity ratio objective. Dividends are
resolved upon by the Annual General Meeting and payment
isadministered by Euroclear Sweden.

HexagonAnnual Report 2017

The Board of Directors proposes a dividend of 0.53 EUR
(0.48) per share for 2017. The proposed dividend amounts to
29 per cent of the year’s earnings per share after tax and is
thusin line with the dividend policy.
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THE HEXAGON SHARE

Nominal

value, SEK/ Ashares, Bshares, Ashares, Bshares, Share capital,
Year Transaction EUR change change total total SEK/EUR
2000 10 840,000 13,953,182 147,931,820
2002 Rights issue 10 210,000 3,488,295 1,050,000 17,441,477 184,914,770
2004 New issue, warrants exercised 10 10,170 1,050,000 17,451,647 185,016,470
2005 New issue, warrants exercised 10 722,635 1,050,000 18,174,282 192,242,820
2005 Bonusissue 12 1,050,000 18,174,282 230,691,384
2005 Split 3:1 4 2,100,000 36,348,564 3,150,000 54,522,846 230,691,384
2005 New issue, warrants exercised 4 154,500 3,150,000 54,677,346 231,309,384
2005 Private Placement! 4 11,990,765 3,150,000 66,668,111 279,272,444
2005 Private Placement’ 4 82,000 3,150,000 66,750,111 279,600,444
2006 Rightsissue 4 787,500 16,687,527 3,937,500 83,437,638 349,500,552
2006 New issue, warrants exercised 4 508,933 3,937,500 83,946,571 351,536,284
2006 Compulsory redemption, Leica Geosystems 4 198,635 3,937,500 84,145,206 352,330,824
2006 New issue, warrants exercised 4 309,119 3,937,500 84,454,325 353,567,300
2007 New issue, warrants exercised? 4 58,170 3,937,500 84,512,495 353,625,470
2007 Bonusissue 6 3,937,500 84,512,495 530,699,970
2007 Split 3:1 2 7,875,000 169,024,990 11,812,500 253,537,485 530,699,970
2008 New issue, warrants exercised? 2 169,785 11,812,500 258,707,270 531,039,540
2008 Repurchase of shares 2 -1,311,442 11,812,600 252,395,828 531,039,540
2009 Sale of repurchased shares, warrants exercised 2 138,825 11,812,500 252,534,653 531,039,540
2010 Sale of repurchased shares, warrants exercised 2 20,070 11,812,500 252,554,723 531,039,540
2010 Rights issue 2 3,937,500 83,845,572 15,750,000 336,400,295 707,284,354
2011 Rightsissue 2 339,335 15,750,000 336,739,630 707,284,354
2011 Change of functional currency to EUR 0.22 15,750,000 336,739,630 78,471,187
2012 Sale of repurchased shares, warrants exercised 0.22 185,207 15,750,000 336,924,837 78,471,187
2013 Sale of repurchased shares, warrants exercised 0.22 967,340 15,750,000 337,892,177 78,471,187
2013 New issue, warrants exercised 0.22 1,354,800 15,750,000 339,246,977 78,771,810
2014 New issue, warrants exercised 0.22 2,392,236 15,750,000 341,639,213 79,302,633
2015 New issue, warrants exercised 0.22 2,947,929 15,750,000 344,587,142 79,956,762
2016 New issue, warrants exercised 0.22 106,000 15,750,000 344,693,142 79,980,283
Total number of issued and outstanding shares 15,750,000 344,693,142 79,980,283

1) Issues in kind in connection with the acquisition of Leica Geosystems whereby shares in Leica Geosystems were contributed in exchange for Bshares in Hexagon.
2)Issue in kind in connection with annual block exercise in Leica Geosystems’warrant programme whereby shares in Leica Geosystems received by the pro-
gramme participants based on the exercise of warrants were contributed in exchange for B shares in Hexagon.

OWNERSHIP STRUCTURE ANALYSTS FOLLOWING HEXAGON AB
Number of no. of no. of
Holding per shareholder shareholders Ashares Bshares Organisation Name
1-500 19,934 - 2,681,822 ABG Sundal Collier Olof Cederholm
501-1,000 2,684 - 2,094,805 Bank of America Mark Troman
1,001-2,000 1,760 - 2,649,295 Barclays Gerardus Vos
2,001-5,000 1,282 - 4,124,582 Berenberg GalMunda
5,001-10,000 548 - 4,011,658 Carnegie Mikael Laséen
10,001-20,000 329 - 4,772,522 Danske Bank Max Frydén
20,001-50,000 279 - 8,931,226 Deutsche Bank Alex Tout
50,001-100,000 123 - 8,734,865 DNB Mattias Holmberg
100,001-500,000 187 - 43,059,644 Exane BNP Paribas Antoine Hucher
500,001-1,000,000 45 - 31,998,528  Goldman Sachs Mohammed Moawalla
1,000,001-5,000,000 49 - 98,397,096  Handelsbanken Daniel Djurberg
5,000,001-10,000,000 2 - 13,806,044  J.P.Morgan Stacy Pollard
10,000,001~ 4 15,750,000 119,531,055 Kepler Cheuvreux Markus Almerud
Total 27,226 15,750,000 344,693,142 Morgan Stanley Adam Wood
Source: Euroclear Sweden AB as of 29 December 2017. Nordea Agm_es;kgVHela
RBC Wasi Rizvi
SEB Equities Erik Golrang
KEY DATA PER SHARE UBS Investment Research Guillermo Peigneux
2017 2016 2015 2014 2013
Shareholder’s
equity, EUR 12.78 12.70 11.36 9.68 8.00
Netearnings, EUR 1.85 1.59 1.39 1138 1.04
Cash flow, EUR 2.52 217 2.01 1.58 1.43
Cashdividend, EUR 0.53' 0.48 0.43 0.35 0.31
Pay-outratio, % 28.6 30.2 31.0 31.0 29.8
Share price, EUR 41.74 34.07 34.26 25.76 22.95
P/E ratio? 23 21 25 23 22

1) Restated for IAS19.

2) According to the Board of Directors’ proposal.

3) Based on the share price at 31 December and calendar year earnings.
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CORPORATE

GOVERNANCE REPORT

Hexagon ABis a public company listed on Nasdag OMX Stock-
holm. The corporate governance in Hexagon is based on Swed-
ish legislation, primarily the Swedish Companies Act, Hexagon’s
Articles of Association, the Board of Directors’ internal rules,
Nasdag OMX Stockholm’s rules and regulations, the Swedish
Code of Corporate Governance (“the Code”) and regulations
and recommendationsissued by relevant organisations.

Hexagon applies the Code, which is based on the principle
“comply or explain”. Hexagon does not report any devia-
tions from the Code for the 2017 financial year.

This corporate governance report has been prepared in
accordance with the provisions of the Annual Accounts Act
and the Code and has, by virtue of Section 6, paragraph 8
of the Annual Accounts Act, been drawn up as a document
separate from the Annual Report.

OWNERSHIP STRUCTURE AND SHARE INFORMATION

At 31 December 2017, Hexagon’s share capital was EUR
79,980,283, represented by 360,443,142 shares, of which
15,750,000 are of ClassAwith tenvoteseach and 344,693,142
are of Class B with one vote each. Hexagon AB held no trea-
sury shares atyear-end.

Melker Schorling AB, the single largest shareholder in
Hexagon, held a total of 15,750,000 Class A shares and
77,929,899 Class B shares at year-end 2017, representing
46.9 per cent of the votes and 26.0 per cent of the capital.
No other shareholder has any direct or indirect sharehold-
ing representing more than 10 per cent of the total votes.

To the best of the knowledge of the Board of Directors (“the
Board”) there are no shareholder agreements or similar
agreements between the shareholders of Hexagon with the
purpose of exercising joint control of the company. Neither
is the Board aware of any agreements that could lead to a
change of controlin the company.

As far as the Board is aware, there is no shareholder agree-
ment that could prevent the transfer of shares.

ANNUAL GENERAL MEETING (AGM)

The General Meetingis Hexagon’s supreme executive body in
which all shareholders are entitled to participate. The Arti-
cles of Association of the company contain no restrictions
regarding the number of votes that may be cast by a share-
holder at general meetings. At the AGM, the Board presents
the Annual Report (including the consolidated accounts) and
the audit report. Hexagon issues the notice convening the
AGM no later than four weeks prior to the meeting. The AGM
is held in Stockholm, Sweden, usually in the month of May.
The AGM resolves on a number of issues, such as the adop-
tion of the income statement and balance sheet, the alloca-
tion of the company’s profit and discharge from liability to
the company for the Board members and the President and
CEO, remuneration of the Board and auditors, the principles
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for remuneration and employment terms for the President
and CEO and other senior executives, election of members
and Chairman of the Board of Directors, election of auditor
and any amendments to the Articles of Association.

NOMINATION COMMITTEE

The AGM has resolved that the Nomination Committee’s
assignment shall comprise the preparation and presen-
tation of proposals to the shareholders at the AGM on
the election of Board members, Chairman of the Board
and Chairman of the AGM and the company’s auditors. In
addition, the Nomination Committee presents proposals
regarding remuneration of the Board of Directors (including
for committee work) and the auditors.

The Nomination Committee shall consist of representatives
for major shareholders of the company elected by the AGM.
In case a shareholder, who a member of the Nomination Com-
mittee represents, is no longer one of the major shareholders
of Hexagon or if a member of the Nomination Committee is no
longer employed by such shareholder or for any other reason
leaves the Committee before the next AGM, the Committee is
entitled to appoint another representative among the major
shareholders to replace such a member. No fees are paid to
the members of the Nomination Committee.

BOARD OF DIRECTORS

In accordance with the Articles of Association, the Board of
Directors of Hexagon shall consist of no less than three and
not more than nine members, elected annually by the AGM
for the period until the end of the next AGM. The Articles of
Association of the company contain no special provisions
regarding the election and discharge of Board members or
regarding changes of the Articles of Association. The AGM
2017 elected eight members, including the President and
Chief Executive Officer. The Chief Financial Officer and Exec-
utive Vice President, Hexagon’s General Counsel and the
Chief Strategy Officer participate in the Board meetings.
Other Hexagon employees participate in the Board meetings
to make presentations on particular matters if requested.

The Nomination Committee’s assessment of the board mem-
bers’ independence in relation to the company, its man-
agement and major shareholders is presented on page 40.
Accordingtotherequirementssetoutinthe Code, the majority
of the Board members elected by the General Meeting must
be independent in relation to the company and its manage-
ment and at least two of such Board members shall also be
independentin relation to the company’s major shareholders.

The Board of Directors is responsible for determining
Hexagon’s overall objectives, developing and monitor-
ing the overall strategy, deciding on major acquisitions,
divestments and investments and ongoing monitoring of
operations. The Board is also responsible for ongoing eval-
uation of management, as well as systems for monitoring
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the internal control and the company’s financial position.
The Board ensures that the company’s external disclosure
of information is characterised by openness and that it is
accurate, relevant and clear. Procedural rules and instruc-
tions for the Board and the President and CEO govern
issues requiring Board approval and financial information
and other reporting to be submitted to the Board.

The Chairman directs the Board’s activities to ensure that
they are conducted pursuant to the Swedish Companies
Act, the prevailing regulations for listed companies and the
Board’sinternal controlinstruments.

At all scheduled Board meetings, information concerning
Hexagon’s financial position and important events affect-
ing the company’s operations is presented.

AUDIT COMMITTEE

The Audit Committee, which is a preparatory body in the con-
tact between the Board and auditors, is appointed annually
by the Board and continuously submits reports to the Board
about its work. The Audit Committee follows written instruc-
tions and is, through its activities, to meet the requirements
stipulated in the Swedish Companies Act and in the EU’s audit
regulation. The Committee’s tasks include assisting the Nom-
ination Committee in drawing up proposals for General Meet-
ing resolutions on the election of auditors and remuneration
to auditors, monitoring that the auditor’s term of office does
not exceed applicable rules, procuring the audit and making a
recommendation in accordance with the EU’s audit regulation.
Furthermore, the Audit Committee shall review and monitor
the auditors’ impartiality and independence and draw partic-
ular attention to whether the auditor provides the company
with other services than the audit. The Audit Committee shall
also issue guidelines for services in addition to auditing ser-
vices provided by the auditors and in applicable cases approve
these services according to the issued guidelines. The Audit
Committee shall take part in planning auditing services and
related reporting and regularly meet the external auditors to
stay informed on the orientation and scope of the audit. The
Audit Committee shall also review and monitor the Group’s
financial reporting, the activities of the external auditors, the
company’s internal controls, the current risk situation and the
company’s financial informationto the market. The Audit Com-
mittee’s tasks also include submitting recommendations and
proposals to ensure the reliability of financial reporting and
otherissuesthat the Board assigns the Committee to consider.
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COMMITTEE }
Elects/appoints

—Informs/reports

The Committee has not, in addition to written instructions
approved by the Board specifically for the Audit Committee,
beenauthorised to make any decisions on behalf of the Board.

REMUNERATION COMMITTEE

The Remuneration Committee is appointed by the Board
annually and its task is, on behalf of the Board, to consider
issues regarding remuneration of the President and CEO and
executives that report directly to the President and CEO and
other similar issues that the Board assigns the Committee to
consider. The Committee shall also follow and evaluate on-
going programmes or programmes completed during the year,
for variable remuneration to Group Management as well as
the application of the guidelines for remuneration to senior
executives as resolved by the AGM. The Committee has not
been authorised to make any decisions on behalf of the Board.

EXTERNALAUDITORS

The AGM appoints the company’s auditors. On behalf of the
shareholders, the auditors’ task is to examine the company’s
Annual Report and accounting records and the administra-
tion by the Board of Directors and the President and CEO. In
addition to the audit, the auditors occasionally have other
assignments, such as work relating to acquisitions and tax.
Hexagon’s auditors normally attend the first Board meeting
each year, at which the auditors report observations from the
examination of Hexagon’s internal controls and the annual
financial statements. Moreover, the auditors report to and
regularly meet with the Audit Committee. Inaddition, the audi-
tors participate in the AGM to present the auditors’ report,
which describes the audit work and observations made.

INTERNALCONTROL

The responsibility of the Board of Directors for internal
control is regulated in the Swedish Companies Act and in
the Code. It is the duty of the Board of Directors to ascer-
tain that the internal control and formalised routines of the
company ensure that the principles for internal control and
financial reporting are adhered to and that the financial
reports comply with the law and other requirements appli-
cable to listed companies. The Board of Directors bears the
overall responsibility for internal control of the financial
reporting. The Board of Directors has established written
formal rules of procedure that clarify the Board of Direc-
tors’ responsibilities and regulate the Board of Directors’
and its Committees’internal distribution of work.
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PRESIDENT AND CEO AND GROUP MANAGEMENT

The President and CEO is responsible for leading and con-
trolling Hexagon’s operations in accordance with the
Swedish Companies Act, other legislation and regulations,
applicable rules for listed companies, as well as the Code,
the Articles of Association and the instructions and strate-
gies determined by the Board. The President and CEO shall
ensure that the Board is provided with objective, detailed
and relevant information required in order for the Board to
make well-informed decisions. Furthermore, the President
and CEO is responsible for keeping the Board informed of
the company’s development between Board meetings.

The Group Management, comprising the President and CEO,
presidents of application areas, heads of geographical
regions and certain specific Group staff functions, totals
12 persons. Group Management is responsible for the over-
all business development and the apportioning of financial
resources between the business areas, as well as matters
involving financing and capital structure. Regular manage-
ment meetings constitute Hexagon’s forum for implement-
ing overall controls down to a particular business operation
and inturn, down toindividual company level.

OPERATIONS

In financial terms, Hexagon’s business operations are con-
trolled on the basis of the return on capital employed. This
requires focus on maximising operating earnings and mini-
mising working capital. Hexagon’s organisational structure
is characterised by decentralisation. Targets, guidelines and
strategies are set centrally in collaboration with the busi-
ness units. Managers assume overall responsibility for their
respective business and pursue the clearly stated objectives.

ACTIVITIESDURING THEYEAR

ANNUAL GENERAL MEETING (AGM)

The AGM, held on 2 May 2017 in Stockholm, Sweden, was
attended by shareholders representing 63 per cent of the
total number of shares and 74 per cent of the total number
of votes. Mikael Ekdahl was elected Chairman of the AGM.

KEY DATA FOR BOARD MEMBERS'

Committee membership

THE FOLLOWING MAIN RESOLUTIONS WERE PASSED:
« Re-election of Directors Ulrika, Francke, Ola Rollén and
Gun Nilsson

« Election of Directors John Brandon, Henrik Henriksson,
Marta Schorling Andreen, Sofia Schorling Hogberg and
Hans Vestberg

« Election of Gun Nilsson as Chairman of the Board and of
Hans Vestberg as Vice Chairman of the Board

« Re-election of the accounting firm Ernst & Young AB for
a one-year period of mandate. Ernst & Young AB has
appointed the authorised public accountant Rickard
Andersson as auditorin charge

+ Dividend of 0.48 EUR per share for 2016 as per the Board’s
proposal

- Principles for remuneration to Hexagon’s senior executives

NOMINATION COMMITTEE
In respect of the 2018 AGM, the Nomination Committee
comprises:

« Mikael Ekdahl, Melker Schorling AB (Chairman)
- Jan Andersson, Swedbank Robur fonder

« Anders Oscarsson, AMF and AMF Fonder

+ Ossian Ekdahl, Forsta AP-fonden

During 2017, the Nomination Committee held three minuted
meetings at which the Chairman gave an account of the pro-
cess of evaluation of the Board of Directors’ work. The Com-
mittee discussed and decided on proposalstosubmittothe
2018 AGM concerning the election of Chairman of the AGM,
the election of Chairman and other Board Members, remu-
neration to the Board, including remuneration for commit-
tee work and fees to the auditors. Shareholders wishing to
submit proposals have been able to do so by contacting the
Nomination Committee via mail or email. Addresses have
been made available on Hexagon’s website.

Meeting attendance

Remuneration Board of Remuneration
Board Member Elected Independent Audit Committee Committee Directors Audit Committee Committee
Melker Schorling? 1999 No* ® 2/14 0/1
Gun Nilsson 2008 No* ® ® 14/14 6/6 11
Hans Vestberg® 2017 Yes 8/14
John Brandon?® 2017 Yes 9/14
Ulrika Francke 2010 Yes ® 13/14 3/6
Henrik Henriksson® 2017 Yes 8/14
Ola Rollén 2000 No® 12/14
Marta Schorling Andreen?® 2017 No* 9/14
Sofia Schérling Hogberg® 2017 No* O] O] 714 4/6 1
Jill Smith? 2013 Yes ® 5/14 2/6

1) Acomplete presentation of the Board Members is included on pages 40-41.

2) Melker Schérling and Jill Smith left their assignments as Board Members during 2017.

3) Hans Vestberg, John Brandon, Henrik Henriksson, Mérta Schérling Andreen and Sofia Schérling Hégberg became Board Members in May 2017.

4) Melker Schérling, Gun Nilsson, Mdrta Schérling Andreen and Sofia Schérling Hogberg are not deemed to be independent of the company’s major shareholders.
5) Rollén is not deemed to be independent of the company as a result of his position as Hexagon’s President and CEO.

BOARD AND COMMITTEE MEETINGS

Jan Feb Mar Apr May June July Aug Sep Oct Nov Dec
Board of Directors OO (0O (0]O] OO O] (0]O) ® 0O
Audit Committee ® ® ® ® ® ®
Remuneration Committee ®
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BOARD OF DIRECTORS’ ACTIVITIES

In 2017, the Board held 14 minuted meetings, including the
statutory Board meeting. At the Board meetings, the Presi-
dent and CEO presented the financial and market position of
Hexagonandimportantevents affectingthe company’soper-
ations. On different occasions, Hexagon senior executives
presented their operations and business strategies to the
Board. In addition, items such as the approval of the interim
reports and the annual report are part of the Board’s work
plan and the company’s auditors presented a report on their
auditwork during the year. At the Board meetingin December
2017, the Board approved the operational strategy, the finan-
cial planfor 2018 and the financial targets for 2017-2021.

EVALUATION OF THE BOARD’S WORK

The Board continuously evaluates its work and the format
of its activities. This evaluation considers factors such as
how the Board’s work can be improved, whether the char-
acter of meetings stimulates open discussion and whether
each Board Member participates actively and contributes
to discussions. The evaluation is coordinated by the Chair-
man of the Board. The Board is also evaluated within the
framework of the Nomination Committee’s activities.

AUDIT COMMITTEE
During 2017 the Audit Committee comprised:

+ Gun Nilsson (Chairman) « Sofia Schorling Hogberg

« Ulrika Francke

In 2017, the Committee held six minuted meetings where
the financial reporting and risks of Hexagon were moni-
tored and discussed. The Committee dealt with relevant
accounting issues, audit work and reviews, new financing
and testing forimpairment of goodwill.

REMUNERATION COMMITTEE
During 2017, the Remuneration Committee comprised:

+ Gun Nilsson (Chairman) « Sofia Schorling Hogberg

In 2017, the Committee held one minuted meeting where
remuneration and other employment terms and conditions
for the President and CEO and other Group Management
were discussed. The Remuneration Committee also mon-
itored and evaluated the ongoing programmes for variable
remuneration to senior executives as well as the application
of the guidelines for remuneration to senior managers and
the structure and levels of remuneration in the company.

EXTERNALAUDITORS

The 2017 AGM re-elected the accounting firm Ernst &
Young AB as auditor for a one-year period of mandate.
Ernst & Young AB has appointed authorised public accoun-
tant Rickard Andersson as auditor in charge. In addition to
Hexagon, he conducts auditing assignments for such com-
panies as Alimak Group AB, Nynas AB and Pricer AB.

Hexagon’s auditors attended the first Board meeting of
the year, at which they reported observations from their
examination of Hexagon’s internal controls and the annual
financial statements. The auditors met with the Audit Com-
mittee on six occasions during 2017.

The address of the auditors is Ernst & Young AB, Box 7850,
SE-103 99, Stockholm, Sweden.
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REMUNERATION PRINCIPLES
The following principles for remuneration to senior execu-
tives in Hexagon were adopted by the 2017 AGM.

Remuneration shall consist of a basic salary, variable remu-
neration, pension and other benefits and all remuneration
shallbe competitive and inaccordance with market practice.
The variable remuneration shall be maximized to up to 150
per cent in relation to the basic remuneration, related to the
earnings trend which the relevant individual may influence
and based on the outcome in relation to individual targets.

The Board annually considers whether a share or share-
based incentive programme shall be proposed to the
Annual General Meeting. The notice period shall normally
be six months on the part of the employee. In case of notice
of termination by the company, the notice period and the
period during which severance payment is paid shall, all
in all, not exceed 24 months. Pension benefits shall, as a
main rule, be defined contribution. Deviation from this main
rule may be permitted when appointing new senior execu-
tives whose previous employment agreement included a
defined-benefit pension plan. The pension age for senior
executivesisindividual, although not lower than 60 years.

Itis proposedtothe 2018 Annual General Meeting toresolve
on substantially the same guidelines as above concerning
the remuneration of senior executives.

REMUNERATION OF GROUP MANAGEMENT
Remuneration of the President and CEO and other senior
executivesis presented in Note 30 on page 87.

There are no agreements between the company, directors
or employees, other than as described in Note 30, which
stipulate the right to compensation if such person volun-
tarily leaves the company, is dismissed with cause or if such
person’s employment is terminated as a result of a public
offer for sharesinthe company.

INCENTIVE PROGRAMMES
Details of the warrants programme are presented on page
30(The Share section) and in Note 30 on page 87.

REMUNERATION OF BOARD OF DIRECTORS
Remuneration of the Board of Directorsisresolved by the AGM
upon proposal from the Nomination Committee. During 2017,
the Chairman of the Board and other Board Members received
remuneration totaling 593.8 KEUR (427.1). Remuneration of
the Board of Directors is presented in Note 30 on page 87.

REMUNERATION OF EXTERNAL AUDITORS
Remuneration for services in addition to auditing services
primarily refers to work related to acquisitions and tax.
Remuneration of the external auditors is presented in Note
31 onpage87.

For more details about principles practised:

» The Swedish Companies Act, www.regeringen.se

» The Swedish Code of Corporate Governance,
www.corporategovernanceboard.se

More information is available at hexagon.com

« Articles of Association

« Information from earlier Annual General Meetings

« Information about the Nomination Committee

« Information ahead of the Annual General Meeting 2018
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INTERNAL CONTROL PERTAINING TO

FINANCIAL REPORTING

The Annual Accounts Act and the Code stipulate that the
Board of Directors must submit a report on the key aspects
of the company’s systems for internal controls and risk
management regarding financial reports. Internal control
pertaining to financial reporting is a process that involves
the Board, Company Management and other personnel.
The process has been designed so that it provides assur-
ance of the reliability of the external reporting. According to
a generally accepted framework that has been established
for this purpose, internal control is usually described from
five different perspectives:

1.CONTROL ENVIRONMENT

Hexagon’s organisation is designed to facilitate rapid deci-
sion making. Accordingly, operational decisions are taken
at the business area or subsidiary level, while decisions
concerning strategies, acquisitions and company-wide
financial matters are taken by the company’s Board and
Group Management. The organisation is characterised by
well-defined allocation of responsibility and well-function-
ing and well-established governance and control systems,
which apply to all Hexagon units. The basis for the internal
control pertaining to financial reporting is comprised of an
overall control environment in which the organisation, deci-
sion-making routes, authorities and responsibilities have
been documented and communicated in controldocuments,
such as Hexagon’s finance policy and reporting instructions
and in accordance with the authorisation arrangements
established by the Presidentand CEOQ.

Hexagon’s functions for financial control are integrated by
means of a group-wide reporting system. Hexagon’s finan-
cialcontrolunitengagesin close and well-functioning coop-
eration with the subsidiaries’ controllers in terms of the
financial statementsand thereporting process. The Board’s
monitoring of the company’s assessment of its internal
control includes contacts with the company’s auditor.
Hexagon has no internal audit function, since the functions
described above satisfy this need. All of Hexagon’s subsid-
iaries report complete financial statements on a monthly
basis. This reporting provides the basis for Hexagon’s con-
solidated financial reporting. Each legal entity has a con-
troller responsible for the financial control and for ensuring
that the financial reports are correct, complete and deliv-
ered in time for consolidated financial reporting.

2. RISKASSESSMENT

The significant risks affecting the internal control of finan-
cialreporting are identified and managed at group, business
area, subsidiary and unit level. Within the Board, the Audit
Committee isresponsible for ensuring that significant finan-
cialrisksand therisk of errorin financial reporting are identi-
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fied and managed ina manner that ensures correct financial
reporting. Special priority has been assigned to identifying
processes that, to some extent, give rise to a higher risk of
significant error due to the complexity of the process or of
the contexts in which major values are involved.

3.CONTROLACTIVITIES

The risks identified with respect to the financial reporting
process are managed via the company’s control activities.
The control activities are designed to prevent, uncover and
correct errors and non-conformities. Their management
is conducted by means of manual controls in the form of,
for example, reconciliations, automatic controls using IT
systems and general controls conducted in the underlying
IT environment. Detailed analyses of financial results and
follow-ups in relation to budget and forecasts supplement
the business-specific controls and provide general confir-
mation of the quality of the financial reporting.

4. INFORMATION AND COMMUNICATION

To ensure the completeness and correctness of financial
reporting, Hexagon has formulated information and com-
munication guidelines designed to ensure thatrelevantand
significant information is exchanged within the business,
within the particular unitandto and from management and
the Board. Guidelines, handbooks and job descriptions per-
tainingtothe financial process are communicated between
management and personnel and are accessible electroni-
cally and/or in a printed format. The Board receives regu-
lar feedback in respect of the internal control process from
the Audit Committee. To ensure that the external commu-
nication of information is correct and complete, Hexagon
complies with a Board approved information policy that
stipulates what may be communicated, by whom and in
what manner.

5. MONITORING ACTIVITIES

The efficiency of the process for risk assessment and
the implementation of control activities are followed
up continuously. The follow-up pertains to both formal
and informal procedures used by the officers respon-
sible at each level. The procedures incorporate the fol-
low-up of financial results in relation to budget and
plans, analyses and key figures. The Board obtains cur-
rent and regular reports on Hexagon’s financial position
and performance. At each Board meeting, the compa-
ny’s financial position is addressed and, on a monthly
basis, management analyses the company’s financial
reporting at a detailed level. The Audit Committee follows
up the financial reporting at its meetings and receives
reports from the auditors describing their observations.
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AUDITOR’S REPORT ON THE
CORPORATE GOVERNANCE REPORT

To the annual meeting of the shareholders of Hexagon AB, corporate identity
number 556190-4771.

ENGAGEMENT AND RESPONSIBILITY

It is the Board of Directors who is responsible for the corporate governance
statement for the year 2017 on pages 33-37 and that it has been prepared in
accordance with the Annual Accounts Act.

THE SCOPE OF THE AUDIT

Our examination has been conducted in accordance with FAR’s auditing stan-
dard RevU 16 The auditor’s examination of the corporate governance statement.
This means that our examination of the corporate governance statement is dif-
ferent and substantially less in scope than an audit conducted in accordance
with International Standards on Auditing and generally accepted auditing stan-
dards in Sweden. We believe that the examination has provided us with suffi-
cient basis forour opinions.

OPINION

A corporate governance statement has been prepared. Disclosures in accor-
dance with chapter 6 section 6 the second paragraph points 2-6 the Annual
Accounts Act and chapter 7 section 31 the second paragraph the same law are
consistentwith the annual accounts and the consolidated accounts.

Stockholm, Sweden, 21 March 2018
Ernst & Young AB

Rickard Andersson
Authorised Public Accountant
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“It’s the Board’s
responsibility to support
continued growth, which

is becoming increasingly
important in a world
where changeis constant
and exponential. ”

DEAR SHAREHOLDERS,

When | reflect on my first year as Chairman of the Board,
| am truly proud of the accomplishments Hexagon has
achieved. This was year one of the new five-year financial
plan, launchedin December 2016 and Hexagon is, without a
doubt, on the right path towards the 2021 targets.

It's the Board’s responsibility to support continued growth,
which is becoming increasingly important in a world where
change is constant and exponential. Megatrends like shift-
ing economic power, demographic changes and technologi-
cal breakthroughs are shaping our world in new and diverse
ways. Itis because of this we stand boldly behind our mission
- toempower customers to solve the challenges our world is
facingand shape smart change.

It’s rewarding to see the long-term strategy and decisions
the Board took many years ago paying off — decisions led
by Melker Schorling as Chairman and Ola Rollén as Presi-
dent and CEO, supporting a solution-centric product port-
folio, reinforced by an emphasis on R&D. This has certainly
been awinning concept for Hexagon. We can clearly see the
importance of every division working collaboratively, shar-
ing technologies to develop purpose-driven innovations for
our customers.

Duringtheyear, we took manyimportantdecisionsto further
Hexagon’s solution-centric strategy. We did the third largest
acquisition in the history of Hexagon with MSC, a simulation
software business and a game changer in Hexagon’s Smart
Connected Factory vision. We acquired Vires, Catavolt and
Luciad which further enhanced our autonomous, visuali-
sation and mobile capabilities. We also took a decision to
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investinabrand new, state of the art production facility and
R&D centre in Hongdao, China. As this market has grown to
be a substantial part of Hexagon’s revenues, the new facility
is an important milestone to support further growth in the
region, improving services for the customers while offering
new technologies to support smart manufacturing. At the
same time, we have continued to ensure a strong financial
position, which enables us to further invest in profitable
growth and deliver stable returns and value growth to our
shareholders.

| am also very pleased how the Board has tackled both
opportunities and challenges during the year with fun-
damental principles and sound corporate governance to
ensure sustainable long-term shareholder value and to
develop Hexagon and its operations in the best possible
way. It has clearly been rewarding for both Hexagon and its
shareholders. Good corporate governance is distinguished
by clearly defined responsibilities for management and
control bodies and by the sound processes that exists in
Hexagon’s internal systems.

On behalf of my colleagues on the Board of Directors, |
thank all the 18,000+ employees who are the backbone
of Hexagon’s accomplishments and our shareholders for
your continued trust and support. | look forward to seeing
anotheryear with great achievements for Hexagon.

Stockholm, Sweden, March 2018

Gun Nilsson
Chairman of the Board
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BOARD OF DIRECTORS

GUN NILSSON

Bornin 1955

Member of the Board since 2008
Chairman of the Board since 2017
Chairman of Audit Committee and
Remuneration Committee

Education: B.Sc. (Econ)

Work experience: President Melker Schorling
AB, CFOIP-Only Group, CFO Sanitec Group,
CFO Nobia Group, CEO Gambro Holding AB,
Deputy CEO and CFO Duni AB.

Other assignments: Board member of
Hexpol AB, AAKAB, Loomis AB and Bonnier
Holding AB.

Previous assignments in the past five years:
Board member of Capio ABand Dometic
Group.

Shareholding’: 10,666 shares of series B

Independent of the company and its
management.

JOHN BRANDON

Bornin 1956
Member of the Board since 2017

Education: B.A. (History)

Work experience: Vice President International
of AppleInc.,CEO Academic SystemsInc., Vice
Presidentand General Manager North Amer-
icaof Adobe Systems|nc.

Other assignments: Board member of Securi-
tasABand Pillar Vision Inc.

Previous assignmentsin the pastfive years: -
Shareholding’: 3,000 shares of series B

Independent of the company, its management
and major shareholders

ULRIKAFRANCKE

Bornin 1956
Member of the Board since 2010

Education: University studies

Work experience: Presidentand CEO Tyréns
AB, City Planning Director and Streetand
Property Director City of Stockholm and CEO
SBCAB.

Other assignments: Chairman of Knightec
AB, BIM Alliance Sweden and IVAdept. Ill (the
Construction Department at the Royal Engi-
neering Science Academy). Vice Chairman of
Swedbank AB. Board Member of Tyréns AB.
Previous assignments in the past five years:
Chairman of Stockholm Stadsteater AB.
Board Member of Almega - the Employer’s
Organisation for the Swedish Service Sector,
IQ Samhallsbyggnad, Wahlin Fastighets AB
and Johanneberg Science Park.
Shareholding’: 6,000 shares of series B

Independent of the company, its management
and major shareholders.
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HENRIKHENRIKSSON

Bornin 1970
Member of the Board since 2017

Education: B.Sc. (Business Administration)

Work experience: Presidentand CEO Scania
AB, Executive Vice President Sales and Mar-
keting Scania, Senior Vice President Scania

Trucks, Export Director Scania South Africa.

Otherassignments: Board member of Scania
ABandthe Association of Swedish Engineering
Industries.

Previous assignments in the past five years: —
Shareholding’: 725 shares of series B.

Independent of the company, its management
and major shareholders.

OLAROLLEN

Bornin 1965

Presidentand Chief Executive Officer since
2000

Member of the Board since 2000

Education: B.Sc. (Econ.)

Work experience: President Sandvik Mate-
rials Technology, Executive Vice President
Avesta-Sheffield ABand President of Kanthal
AB.

Other assignments: Board Member of Green-
bridge Investment Partners Ltd.

Previous assignments in the past five years: -
Shareholding’: 1,173,400 shares of series B
Independent of major shareholders.

MARTA SCHORLING ANDREEN

Bornin 1984

Member of the Board since 2017

Education: B.Sc. (Econ)

Work experience: Brand and innovation con-
sultant Pond Innovation & Design.

Other assignments: Board member of
Melker Schorling AB, Hexpol AB, AAKAB

and Absolent Group.

Previous assignments in the past five years: -
Shareholding’: 15,750,000 shares of series
Aand 73,758,099 shares of series Bthrough
Melker Schorling AB.

Independent of the company and its
management.

SOFIASCHORLING HOGBERG

Bornin 1978

Member of the Board since 2017
Member of Audit Committee and
Remuneration Committee

Education: B.Sc. (Econ)

Work experience: Trademark consultant
EssenlInternational.

Other assignments: Board member of Melker
Schorling AB, Securitas ABand Assa Abloy AB.

Previous assignments in the past five years: -

Shareholding’: 15,750,000 shares of series
Aand 73,758,099 shares of series Bthrough
Melker Schorling AB.

Independent ofthe company and its
management.

HANSVESTBERG

Bornin 1965
Vice Chairman of the Board since 2017

Education: B.Sc. (Econ)

Work experience: Deputy CEQ Verizon,
Presidentand CEO Ericsson, CFO Ericsson,
Chairman ST-Ericsson, Vice Chairman
SonyEricsson.

Other assignments: Chairman of the Swedish

Olympic Committee, Board Member of United

Nations Foundation, Whitaker Peace & Devel-

opment Initiative, Thernlunds AB and Sustain-
able Development Goals Center for Africa.

Previous assignments in the past five
years: Chairman of the Swedish Handball
Association.

Shareholding': -

Independent of the company, its management
and major shareholders.

1) Shareholdings and warrant holdings based on
information per 19 March 2018 and also include
related-party holdings.
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GROUP MANAGEMENT

OLAROLLEN

Bornin 1965. President and Chief Executive
Officer since 2000. Employed since 2000.

Education: B.Sc. (Econ.)

Work experience: President of Sandvik Mate-
rials Technology, Executive Vice President of
Avesta-Sheffield and President of Kanthal.

Other assignments: Board Member of
Greenbridge Investment Partners Ltd.

Previous assignments in the past five years:—
Shareholding’: 1,173,400 shares of series B.

JOHNNY ANDERSSON

Bornin 1965. General Counsel. Retained
since 2011, employed since 2017.

Education: M.Sc. (Law)

Work experience: Partner Mannheimer
Swartling Advokatbyré and Corporate
Counselat IKEA International.

Other assignments: —
Previous assignments in the past five years: -
Shareholding’: -

ROBERT BELKIC

Bornin 1970.Chief Financial Officer and Execu-
tive Vice President. Employed since 2009.

Education: B.Sc. (Business Administration
and Economics)

Work experience: Various positions within trea-
suryatHexagon AB, EF Education First Ltd and
Autolivinc.

Other assignments: -
Previous assignments in the past five years: —

Shareholding’: 300,000 warrants for Class B
sharesin Hexagon AB.

KRISTIN CHRISTENSEN

Bornin 1971. Chief Marketing Officer.
Employed since 2004.

Education: B.Sc., MBA (Marketing)

Work experience: Vice President of Corpo-
rate Communications Hexagon AB, various
marketing management positions at Inter-
graph, Solution 6 North America and other
software companies.

Other assignments: -

Previous assignments in the past five years: -

Shareholding’: 100,000 warrants for Class B
sharesin Hexagon AB.

STEVENCOST

Bornin 1967. President of Security & Infra-
structure. Employed since 2007.

Education: B.Sc., MBA (Accounting)

Work experience: Intergraph Chief Accoun-
tant Officer/Controller/Treasurer, Senior
management positions with Adtran, AVEX
Electronics and Benchmark Electronics.

Other assignments: -
Previous assignments in the past five years: -

Shareholding’: 100,000 warrants for Class B
sharesin Hexagon AB.
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Group Management at HxGN Live in Las Vegas,dune 2017. From left: Steven Cost, Li
Hongquan, Ben Maslen, Edgar Porter; Claudio Simao, Mattias Stenberg, Robert Belkic,
JohnnyAndersson, Ola Rollén, Jirgen Dold, Kristin Christensen and Norbert Hanke.

JURGENDOLD

Bornin 1962. President of Geosystems.
Employed since 1995.

Education: M.Sc., PhD (Engineering)

Work experience: Academic counsel at the
Technical University of Braunschweig, Ger-
many and various management positions
within Leica Geosystems AG.

Other assignments: —

Previous assignments in the past five years: —
Shareholding’: 30,000 shares of

series Band 200,000 warrants for Class B
sharesin Hexagon AB.

NORBERTHANKE

Bornin 1962. President of

Manufacturing Intelligence. Employed since
20071.

Education: Diploma of Business
Administration

Work experience: Chief Financial Officer
at Brown & Sharpe and various positions
within the Kloeckner Group.

Other assignments: —
Previous assignments in the past five years: —

Shareholding': 44,529 shares of
series Band 100,000 warrants for Class B
sharesin Hexagon AB.

LIHONGQUAN

Bornin 1966. Vice President and President
of China Region. Employed since 2001.

Education: M.Sc. (Engineering)

Work experience: President of Qingdao Brown
&Sharpe and Qianshao Technology Co. Ltd.
Various positionsinthe Chinese manufacturing
industry.

Other assignments: -

Previous assignmentsin the past five years: —
Shareholding’: 120,000 shares of series B
and 300,000 warrants for Class B sharesin
Hexagon AB.
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BEN MASLEN

Bornin 1972. Chief Strategy Officer.
Employed since 2017.

Education: B.Sc. (Economics/Politics),
Chartered Accountant.

Work experience: Co-head of European cap-
ital goods equity research Morgan Stanley
and equity analyst at BoAML.

Other assignments: -
Previous assignments in the past five years: -
Shareholding’: -

EDGARPORTER

Bornin 1959. Chief Human Resources
Officer. Employed since 2004.

Education: B.Sc. (Business Administration)

Work experience: Executive Vice President
of Human Resources, Intergraph. Vice Pres-
ident of Human Resources, Solution 6 North
America.

Other assignments: -
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Previous assignments in the past five years: —

Shareholding’: 100,000 warrants for Class B
sharesin Hexagon AB.

MATTIAS STENBERG

Bornin 1977. President of PPM. Employed
since 2009.

Education: B.Sc. (Econ.)

Work experience: Chief Strategy Officer, Vice
President of Strategy and Communications
Hexagon AB, various Investor Relations
positions at Teleca AB and Autoliv Inc.

Other assignments: -
Previous assignments in the past five years: -

Shareholding’: 300,000 warrants for Class B
sharesin Hexagon AB.

CLAUDIO SIMAO

Bornin 1957. Chief Technology Officer.
Employed since 2002.

Education: M.Sc. (Mechanical
Engineering) and B.Sc. (Physics)

Work experience: President of Hexagon
South America and President of Hexagon
Metrology Asia-Pacific.

Other assignments: —
Previous assignments in the past five years: —

Shareholding’: 100,000 warrants for Class B
sharesin Hexagon AB.

1) Shareholdings and warrant holdings based on
information per 19 March 2018 and also include
related-party holdings.
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BOARD OF DIRECTORS’

REPORT

The Board of Directors and the President and Chief Executive Officer of Hexagon AB hereby
submit their annual report for the year of operation 1 January 2017 to 31 December 2017.
Hexagon ABis a public limited liability company with its registered office in Stockholm, Sweden
and its corporate registration number is 556190-4771.

OPERATING STRUCTURE

Hexagon’s business activities are conducted through
more than 300 operating companies in about 50 countries
worldwide. The President and CEO is responsible for daily
management and decision making together with the other
members of Hexagon Group Management, including the
Chief Financial Officer, the Chief Strategy Officer, the Gen-

eral Counsel, the Chief Marketing Officer, the Chief Human
Resources Officer, the Chief Technology Officer and appli-
cation area anddivision directors.

Hexagon’s Group functions consist of Finance (group
accounting, treasury, tax and investor relations), HR, Busi-
ness and Technology development (Innovation Hub), Legal,
Strategy and Marketing.

w .

HEXAGON’S REPORTING STRUCTURE

HEXAGON

Hexagonis a leading global provider of information technologies that drive productivity and quality across industrial and geospatial
enterprise applications. Hexagon’s solutionsintegrate sensors, software, domain knowledge and customer workflows into
intelligentinformation ecosystems that deliver actionable information used in a broad range of vitalindustries.

stores geospatialinformation
Innovation Hub

GEOSPATIALENTERPRISE GROUP FUNCTIONS INDUSTRIAL ENTERPRISE
SOLUTIONS Finance SOLUTIONS
Collects, processes, presents and HR Supply industries with solutions

for measurement, quality control,
design and operations

Geosystems

Safety & Infrastructure Legal Manufacturing Intelligence

Positioning Intelligence Marketing PPM

Strategy

FIVE-YEAROVERVIEW
MEUR 2017 2016 2015 2014 2013
Net sales 3,448.4 3,149.2 3,043.8 2,622.4 2,429.7
Operating earnings excl. non-recurring items (EBIT1) 835.3 736.1 692.7 578.1 507.7
Operating margin, % 24.1 23.4 22.8 22.0 20.9
Earnings before taxexcl. non-recurringitems 812.6 714.3 666.2 544.5 473.8
Non-recurringitems =132 - -36.6 -36.0 -14.9
Earnings before tax 739.4 714.3 629.6 508.5 458.9
Netearnings 673.8 578.6 505.1 406.2 371.2
Earnings pershare, EUR 1.85 1.59 1.39 1.13 1.04

44

Hexagon Annual Report 2017



SALES AND EARNINGS 2017

Operating net sales grew by 10 per cent during the year
to 3,470.8 MEUR (3,149.2). Hexagon’s net sales, adjusted
to fixed exchange rates and a comparable group struc-
ture (organic growth), increased by 5 per cent during the
year. Growth was primarily driven by new initiatives and
products.

Operating earnings (EBIT1) increased by 13 per cent to
835.3 MEUR (736.1) and were favorably impacted by organic
growth, good cost control and new high-margin products.

MARKETDEMAND 2017

Operating netsalesin EMEA grew by 4 percentorganicallyin
2017 and amounted to 1,303.4 MEUR (1,193.7), representing
37 per cent (38) of Group sales. In Western Europe, Hexagon
noted good demand from the infrastructure and construc-
tion sector but growth was hampered by weaker demand
from the automotive and aerospace industries. In the Mid-
dle East, demand of geospatial solutions increased but
growth was hampered in the region by though comparatives
on the back of last year’s large order within public safety.

Operating net sales in Americas grew by 4 per cent organi-
cally in 2017 and amounted to 1,166.3 MEUR (1,076.5), rep-
resenting 34 per cent (34) of Group sales. In North America,
demand mainly increased in the infrastructure and con-
struction sector. Operations related to the oil and gas sec-
tors declined following the downturn in the oil price. South
America started torecover, after the economic slowdown in
Braziland returned to growth.

Operating net sales in Asia grew organically by 9 per cent in
2017 and amounted to 1,001.1 MEUR (879.0), representing 29
per cent (28) of Group sales. China reported strong growth,
mainly driven by robust demand from the electronics indus-
try. Growth was hampered by weaker demand in India on the
back of though comparatives due to last year’s large order
within public safety and the challenging oil and gas market.

NET SALES

Operating net sales amounted to 3,470.8 MEUR (3,149.2).
Net sales including revenue adjustment amounted to
3,448.4 MEUR (3,149.2). Using fixed exchange rates and
a comparable group structure (organic growth), sales
increased by 5 per cent.

Operating net sales for Geospatial Enterprise Solutions
amounted to 1,706.5 MEUR (1,579.3). Using fixed exchange
rates and a comparable structure, net sales increased by
7 per cent.

Operating net sales for Industrial Enterprise Solutions
amounted to 1,764.3 MEUR (1,569.9). Using fixed exchange
rates and a comparable structure, net sales increased by
4 percent.

OPERATING EARNINGS

Operating earnings (EBITDA) increased by 14 per cent to
1,109.5 MEUR (970.0), corresponding to an operating mar-
gin (EBITDA margin) of 32.0 per cent (30.8).
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SALES BRIDGE', 2017
MEUR
Organic growth,

+5% 3,470.8

Structure
+6%

Currency,
-1%

— —
2016 2017
1) Operating net sales from completed acquisitions and divestments during
the yearare recognised as “Structure”. Percentages are rounded to the
nearestwhole per cent.

Operating earnings, excluding non-recurring items (EBIT1),
increased by 13 per cent to 835.3 MEUR (736.1), corre-
sponding to an operating margin (EBIT1 margin) of 24.1 per
cent (23.4).

Operating earnings (EBIT1) for Geospatial Enterprise Solu-
tions increased to 412.2 MEUR (354.8), corresponding to an
operating margin of 24.2 per cent (22.5).

Operating earnings (EBIT1) for Industrial Enterprise Solu-
tionsincreased to 443.9 MEUR (399.1), corresponding to an
operating margin of 256.2 per cent (25.4).

BUSINESS AREAS

Operating netsales Operating earnings (EBIT1)

MEUR 2017 2016 2017 2016
Geospatial

Enterprise

Solutions 1,706.5 1,579.3 412.2 354.8
Industrial Enter-

prise Solutions 1,764.3 1,5669.9 443.9 399.1
Group cost = - -20.8 -17.8
Total 3,470.8 3,149.2 835.3 736.1

Operating net sales has been adjusted for the acquired deferred
revenue relating to MSC Software. Net sales including the acquired
deferred revenue amountsto 3,448.4 MEUR.

GROSS EARNINGS
Gross earnings amounted to 2,121.2 MEUR (1,902.0). The
gross marginwas 61.1 per cent (60.4).

FINANCIAL INCOME AND EXPENSES
The financial net amounted to -22.7 MEUR (-21.8) in 2017.
Theincrease is mainly explained by increased borrowings.

NON-RECURRING ITEMS

During 2017 non-recurring items amounted to -73.2 MEUR
(-), consisting of reduction of acquired deferred revenue
(haircut) related to the acquisition of MSC Software, -22.4
MEUR and costs related to the implementation of a cost
savings programme and the acquisition of MSC Software,
-50.8 MEUR.

EARNINGS BEFORE TAX

Earnings before tax, excluding non-recurring items,
amounted to 812.6 MEUR (714.3). Including non-recurring
items, earnings before tax were 739.4 MEUR (714.3).
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EFFECTIVETAX RATE

Hexagon’s tax expense for the year totaled -65.6 MEUR
(-135.7), corresponding to an effective tax rate of 8.9 per
cent (19.0). Hexagon had a one-off positive tax income of
72.4 MEUR in the fourth quarter 2017, due to the recent US
tax legislation (Tax Cuts & Jobs Act), resulting in a revalua-
tion of deferred tax liabilities on the balance sheet. The tax
rate, excluding non-recurringitems, was 18.0 per cent (19.0)
for 2017.

NON-CONTROLLING INTEREST
The non-controlling interest’s share of net earnings was 7.1
MEUR (5.3).

NETEARNINGS

Net earnings, excluding non-recurring items, amounted to
666.5 MEUR (578.6) or 1.83 EUR per share (1.59). Net earn-
ings, including non-recurring items, amounted to 673.8
MEUR (578.6) or 1.85 EUR per share (1.59).

CASHFLOW

Cash flow from operations before changes in working cap-
ital and non-recurring items amounted to 882.3 MEUR
(832.1), corresponding to 2.45 EUR per share (2.31). Includ-
ing changes in working capital, but excluding non-recurring
items, cash flow from operations was 907.2 MEUR (782.1),
corresponding to 2.52 EUR per share (2.17). Cash flow from
otherinvestment activities was -928.9 MEUR (-172.0). Cash
flow after other investments amounted to -325.9 MEUR
(344.6). The change in borrowings was 549.9 MEUR (-130.5).
Cash dividends to the Parent company shareholders
amounted to -173.0 MEUR (-155.0), corresponding to 0.48
EUR pershare (0.43).

PROFITABILITY

Capital employed, defined as total assets less non-inter-
est bearing liabilities, increased to 6,962.4 MEUR (6,489.1).
Return on average capital employed, excluding non-recur-
ring items, for the last 12 months was 12.6 per cent (11.9).
Return on average shareholders’ equity for the last 12
months was 14.8 per cent (13.7). The capital turnover rate
was 0.5(0.5).

FINANCING AND FINANCIAL POSITION

Shareholders’ equity, including non-controlling inter-
est, increased to 4,618.1 MEUR (4,590.8). The equity ratio
decreasedto 53.5 percent (58.0).

Hexagon’s main sources of financing consist of:

1) A multicurrency revolving credit facility (RCF) estab-
lished during 2014. The RCF amounts to 2,000 MEUR with
maturity 2021.

2) A Swedish Medium Term Note Programme (MTN) estab-
lished during 2014. The programme amounts to 15,000
MSEK and gives Hexagon the option to issue bonds with
tenors of up to five years. On 31 December 2017, Hexagon
had issued bonds for a total amount of 10,850 MSEK
(6,750).
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3) ASwedish commercial paper programme (CP) was estab-
lished during 2012. The CP programme amounts to 15,000
MSEK and gives Hexagon the option to issue commercial
paper with tenors of up to 12 months. On 31 December
2017, Hexagon had issued commercial paper for a total
amount of 7,590 MSEK (7,565) and 32 MEUR (11).

On 31 December 2017, cash and unutilised credit limits
totalled 1,601.1 MEUR (1,595.3). Hexagon’s net debt was
2,034.9 MEUR (1,5664.8). The net indebtedness was 0.40
times (0.30). Interest coverage ratio was 27.1 times (27.9).

INVESTMENTS

Ordinary investments consist mainly of investments in pro-
duction facilities, production equipment and intangible
assets, primarily capitalised development expenses. Of the
ordinary investments of 281.5 MEUR (261.0) during 2017,
approximately 77 per cent (76) were capitalised expenses
for development work. Development work is primarily per-
formed in Hexagon’s R&D centres with its primary units
located in Switzerland, Chinaand USA, that results in prod-
ucts and services that are sold worldwide. The remaining
part of the current investments, approximately 23 per cent,
comprised mostly investments in business equipment
and machines. All current investments during the year
have been financed by cash flow from operating activities.
Investments corresponded to 8 per cent (8) of net sales.
Hexagon does not expect any material change in the near
future to current investment levels as a percentage of net
sales. Depreciation, amortisation and impairment during
the year amounted to -284.7 MEUR (-233.9).

INVESTMENTS

MEUR 2017 2016
Investments in intangible fixed assets 226.8 206.7
Investments in tangible fixed assets 54.7 54.3
Divestments of tangible fixed assets -6.9 -3.4
Total ordinary investments 275.6  257.6
Investments in subsidiaries 915.3 183.5
Divestments of subsidiaries - -12.9
Investmentsin financial fixed assets 19.1 5.5
Divestments of financial fixed assets EON0) -4.1
Total otherinvestments 928.9 172.0
Totalinvestments 1,204.5 429.6

INTANGIBLE FIXED ASSETS

As of 31 December 2017, Hexagon’s carrying value of intan-
gible fixed assets was 6,408.3 MEUR (5,870.8). Amortisa-
tion of intangible fixed assets was -193.4 MEUR (-174.9).
Impairment tests are made to determine whether the value
of goodwill and/or similar intangible assets is justifiable or
whetherthereisanyimpairmentneedinfullorin part. Such
a test was conducted at the end of 2017 and no impair-
ment requirement arose. Goodwill at 31 December 2017
amounted to 4,412.3 MEUR (4,027.1), corresponding to 51
percent (51) of total assets.

GOODWILL

MEUR 2017 2016
Geospatial Enterprise Solutions 1,920.9 1,940.5
Industrial Enterprise Solutions 2,491.4 2,086.6
Total 4,412.3 4,027
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ACQUISITIONS

Hexagon’s ambition is to generate profitable growth
through a combination of organic growth and acquisitions.
Acquisitions are an important part of Hexagon’s long-term
growth strategy. During 2017, Hexagon acquired the follow-
ing companies:

« MiPlan Ltd, January

+ IDS Georadar Australia, March

« MSC Software, April

« IDS Georadar North America, April

« Catavolt Inc, May

+ VIRES GmbH, May

« DST Computer Services S.A., June

« FASys GmbH, June

s InfraMeasure Inc, June

« Assets from Kronion GmbH, October

s Luciad, October

 Plant Design Solution, December

« Industrial Business Solutions Inc., December

OTHER GROUP INFORMATION
Research and development

Hexagon places a high priority on investments in R&D.
Being the most innovative supplier in the industry, it is
important not only to improve and adapt existing products,
but also to identify new applications and thereby increase
the total market for Hexagon’s products and services.
Total expenditure for R&D during 2017 amounted to 415.6
MEUR (366.2), corresponding to 12 per cent (12) of net sales.
Development expenses are capitalised only if they pertain
to new products, the cost is significant and the product is
believed to have considerable earnings potential. The cur-
rent level of R&D costsisin line with other leading suppliers
intheindustry.

R&D COST

MEUR 2017 2016
Capitalised 216.1 1971
Expensed (excluding amortisation) 199.5 169.1
Total 415.6 366.2
Amortisation 140.3 130.6

ENVIRONMENTAL IMPACT

Hexagon’s R&D team develops solutions that drive prodc-
tivity and quality across geospatial and industrial land-
scapes. Hexagon’s solutions integrates sensors, software,
domain knowledge and customer workflows into intel-
ligent ecosystems that deliver actionable information.
These solutions are used in a broad range of vital indus-
tries. High-quality measurement systems contribute to
reduced waste and thus to a decreased consumption of
materials and raw materials. Hexagon’s products and ser-
vices are used in thousands of applications that all have
one thing in common: making various processes more effi-
cient, cheaper and more environmentally friendly. This may
involve measuring the quality in production processes,
using a plot of land in an optimal way or reducing waste
and loss in the construction industry. Hexagon develops

HexagonAnnual Report 2017

and assembles high-technology products under labora-
tory-like conditions. Hexagon has implemented 1ISO 14001
at the majority of the largest production sites and a pro-
gramme for monitoring the suppliersisin place.

Hexagon aims for development of sustainable products
and uses environmentally friendly resources in produc-
tion to the extent possible. Hexagon satisfies environmen-
tal requirements pursuant to legislation, ordinances and
international accords. Decisions regarding operations
that affect the environment are guided by what is ecologi-
cally justifiable, technically feasible and economically via-
ble. Hexagon’s subsidiaries have ISO quality accreditation
wherever this is warranted. For more information about
sustainability in Hexagon see the complete sustainability
reporton hexagon.com.

SHARE CAPITALAND OWNERSHIP

On December 31, 2017, Hexagon’'s share capital was
79,980,283 EUR, represented by 360,443,142 shares. Total
shares outstanding was 15,750,000 Class A shares, each
carrying ten votes and 344,693,142 Class B shares, each
carrying one vote. On December 31, 2017, Melker Schorling
AB, the single largest shareholder in Hexagon, held a
total of 15,750,000 Class A shares and 77,929,899 Class B
shares, representing 46.9 per cent of the votes and 26.0 per
centofthe capital.

SHARE REPURCHASES

The Annual General Meeting on 10 May 2016 authorised
Hexagon’'s Board of Directors toacquire or sell the company’s
own shares for the purpose of, among other things, providing
the Board with the possibility to adapt the company’s capital
structure and to enable the financing of acquisitions and the
exercise of warrants. The authorisation to repurchase totals
a maximum of 10 per cent of all outstanding shares in the
company. No (-) shares were repurchased in 2017. By year-
end 2017 Hexagon held no treasury shares.

SIGNIFICANTAGREEMENTS

Tothebestofthe Board’sknowledge, therearenoshareholder
agreements or similar agreements between the sharehold-
ers of Hexagon with the purpose of exercising joint control of
the company. Neither is the Board aware of any agreements
that could lead to a change of control of the company.

As far as the Board knows, there is no shareholder agree-
ment that could prevent the transfer of shares. Nor are
there agreements between the company, directors or
employees, other than as described in Note 30 on page 87,
which stipulate the right to compensation if such a person
voluntarily leaves the company, is dismissed without cause
or if such a person’s employment is terminated as a result
of a public offer for shares of the company.

MANAGEMENT OF HEXAGON’S CAPITAL

Hexagon's reported shareholders’ equity, including
non-controlling interest, was 4,618.1 MEUR (4,590.8)
at year-end. Hexagon’s overall long-term objective is to
increase earnings per share by at least 15 per cent annually
andtoachieveareturnoncapitalemployed of at least 15 per
cent. Another Group objective is to achieve an equity ratio of
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25 per cent as Hexagon is seeking to minimise the weighted
average cost of capital for the company’s financing.

Hexagon has undertaken to comply with a requirement
regarding a key financial ratio (covenant) towards lenders.
The key financial ratio is reported to lenders in conjunction
with the quarterly reports. If the requirement is not com-
plied with, the terms and conditions are renegotiated and
there is a risk of a temporary increase in borrowing costs.
In addition, lenders have a right to terminate loan agree-
ments. Hexagon has not breached any covenants in 2017 or
inprioryears.

The company’s strategy, as well asits financial position and
other financial objectives, are taken into account in con-
nection with the annual decision concerning the dividend.

CORPORATE GOVERNANCE

In accordance with the Swedish Annual Accounts Act,
Hexagon has prepared a Corporate Governance report sep-
arate from the annual report. It can be found in this docu-
ment on pages 33-37. The Corporate Governance report
contains the Board of Directors’ report oninternal control.

DIVIDEND

The dividend policy of Hexagon provides that, over the long
term, the dividend should comprise 25-35 per cent of earn-
ings per share after tax, assuming that Hexagon satisfies
itsequity ratio objective.

The Board of Directors proposes a dividend of 0.53 EUR
per share, corresponding to 29 per cent of earnings per
share after tax and to 21 per cent of cash flow from oper-
ating activities per share. The dividend is expected to total
approximately 191.0 MEUR. The proposed dividend isiin line
with the dividend policy. The proposed record date for divi-
dendis 8 May 2018.

REMUNERATION OF SENIOR EXECUTIVES

The following guidelines for remuneration to senior executives
in Hexagon were adopted by the 2017 AGM. Remuneration
shall consist of a basic salary, a variable remuneration, other
benefits and pension and that allin all this remuneration shall
be competitive and in accordance with market practice.
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Thevariable remuneration shall be maximized up to 150 per
cent in relation to the basic remuneration, related to the
earnings trend which the relevant individual may influence
and based on the outcome in relation to individual targets.
Variable remuneration is not pension-qualifying income.

The Board annually considers whether a share or share-
based incentive programme shall be proposed to the
Annual General Meeting.

Pension benefits shall, as a main rule, be defined contribu-
tion. Currently, all senior executives have defined-contri-
bution pension plans. Deviation from this main rule may be
permitted when appointing new senior executives whose
previous employment agreement included a defined-
benefit pension plan. The pension age for senior executives
isindividual, although not lower than 60 years.

The notice period shall normally be six months on the part
of the executive. In case of notice of termination by the com-
pany, the notice period and the period during which sever-
ance paymentis paid shall, allin all, not exceed 24 months.

Itis proposed to the 2018 Annual General Meeting that cor-
responding guidelines apply as those adopted at the 2017
Annual General Meeting.

INCENTIVE PROGRAMMES
See Note 30 on page 87.

PARENT COMPANY

The Parent company’s earnings before tax were 31.7 MEUR
(38.4). The equity was 4,5563.0 MEUR (4,688.7). The equity
ratio of the Parent company was 55 per cent (58). Liquid
funds including unutilised credit limits were 1,272.8 MEUR
(1,307.2).

Hexagon’s activities are financed via equity and external
borrowings in the Parent company. Substantial currency
effects arise due to Intra-Group and external lending and
borrowing transactions in multiple currencies.

SUBSEQUENTEVENTSAFTERTHE FISCALYEAR

On 15 March, 2018 Hexagon acquired the US-based com-
pany AGTEK, a leading software solutions provider to the
civilconstruction industry.
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MANAGING RISKS

Hexagon’s risk management activities are designed to identify, control and reduce risks
associated with its business. The majority of these activities are managed within each subsidiary
of Hexagon. However, certain legal, strategic and financial risks are managed at the Group level.

MARKET RISK MANAGEMENT

Marketriskconcernsrisks suchaseconomictrends, competitionandrisksrelated toacquisitions
and integration. Market risks are primarily managed within each subsidiary of Hexagon.

ACQUISITIONS AND INTEGRATION

RISKMANAGEMENT

An important part of Hexagon’s strategy is to work actively
with acquisitions of companies and businesses. Strategic
acquisitions will continue to be part of Hexagon’s growth
strategy going forward. It cannot be guaranteed, however,
that Hexagon will be able to find suitable acquisition tar-
gets, nor can it be guaranteed that the necessary financ-
ing for future acquisition targets can be obtained on terms
acceptable to Hexagon. This may lead to a decreasing
growth rate for Hexagon.

Acquisitions entail risk. The acquired entities’ relations
with customers, suppliers and key personnel may be neg-
atively affected. There is also a risk that integration pro-
cesses may prove more costly or more time consuming than
estimated and that anticipated synergiesin whole orin part
failto materialise.

IMPACT OF THE ECONOMY

Hexagon monitors a large number of companies to find
acquisitions that can strengthen the Group’s product port-
folio or improve its distribution network. Potential targets
are regularly evaluated on financial, technology and com-
mercial grounds. Every acquisition candidate’s potential
place in the Group is determined on the basis of synergy
simulations and implementation strategies. Thorough due
diligence is performed to evaluate potential risks.

From 2000 to 2017, Hexagon made more than 130 acquisitions,
includingthekeystrategicacquisitionsofBrown&Sharpe(2001),
Leica Geosystems (2005), NovAtel (2007), Intergraph (2010)
and MSC Software (2017). Based on extensive experience of
acquisitions and integration and clear strategies and goals,
Hexagon is strongly positioned to successfully integrate
acquired companiesintothe Group.

Hexagonengagesin worldwide operations thatare dependent
on generaleconomic trends and conditions that are unique for
certaincountriesorregions.Asinvirtuallyallbusinesses, gen-
eral market conditions affect the inclination and the capabili-
ties of Hexagon'’s existing and potential customers to investin
design, measurement and visualisation technologies. A weak
economictrend inthe whole or part of the world may therefore
resultinlower market growth that falls below expectations.

COMPETITION AND PRICE PRESSURE

Hexagon’s business is widely spread geographically, with a
broad customer base within numerous market segments.
Potential negative effects of a downturn in the developed
world may for example be partially off-set by growth in
emerging markets and vice versa.

Parts of Hexagon’s operation are carried out in sectors
which are subject to price pressure and rapid technological
change. Hexagon’s ability to compete in the market envi-
ronment by introducing new and successful products with
enhanced functionality while simultaneously cutting costs
on new and existing products is of the utmost importance
in order to avoid erosion of market share. R&D efforts are
costly and new product development always entails a risk of
unsuccessful product launches or commercialisation, which
could have material consequences.
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Hexagon invests annually approximately 10-12 per cent
of net sales in R&D. A total of about 3,800 employees are
engaged in R&D at Hexagon. The objective for Hexagon’s
R&D division is to transform customer needs into products
and services and todetect market and technology opportu-
nities early on.
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OPERATIONAL RISK MANAGEMENT

Operational risks concern risks related to reception of new products and services, dependence
on suppliers and risks related to human capital. Since the majority of operational risks are
attributable to Hexagon’s customer and supplier relations, ongoing risk analysis of customers
and suppliers are conducted to assess business risks. Operational risks are primarily managed

within each subsidiary of Hexagon.

CUSTOMERS

RISKMANAGEMENT

Hexagon’s business activities are conducted in a large num-
ber of markets with multiple customer categories. In 2017,
Surveying was the single largest customer category and
accounted for 21 per cent of net sales. For Hexagon, this
customer category may involve certain risks as a down-
turn or weak development in the surveying sector can have
a negative impact on Hexagon’s business. Surveying is fol-
lowed by customer categories Power and Energy with 16 per
cent, Electronics and Manufacturing with 14 per cent and
Infrastructure and Construction with 12 per cent.

SUPPLIERS

Hexagon has a favourable risk diversification in products
and geographical areas and dependence of a single cus-
tomer or customer category is not decisive for the Group’s
performance. The largest customer represents approxi-
mately 2 percent of the Group’s total net sales. Creditriskin
customer receivables account for the majority of Hexagon’s
counterparty risk. Hexagon believes there is no significant
concentration of counterparty risk.

Hexagon’s products consist of components from several
different suppliers. To be in a position to sell and deliver
solutions to customers, Hexagon is dependent upon deliv-
eries from third parties in accordance with agreed require-
ments relating to, for example, quantity, quality and delivery
times. Erroneous or default deliveries by suppliers can cause
delay or default in Hexagon’s deliveries, which can result in
reduced sales.

HUMAN CAPITAL

Hexagon has a favourable risk diversification and depen-
dence of a single supplier is not decisive for the Group’s per-
formance. The largest supplier accounted for approximately
1 per cent of Hexagon’s total net sales in 2017. To minimise
therisk of shortagesin the supply or of excessive price varia-
tionsamong suppliers, Hexagon works actively to coordinate
sourcing within the Group and to identify alternative suppli-
ers for strategic components. Supplier risk surveys are per-
formed (by Hexagon’s external partner) in order to identify
and mitigate risks associated with the suppliers’ operations.

The resignation of key employees or Hexagon’s failure to
attract skilled personnel may have an adverse impact on
the Group’s operations.

PRODUCTION AND DISTRIBUTION UNITS

Since future success is largely dependent on the capacity
to retain, recruit and develop skilled staff, being an attrac-
tive employer is an important success factor for Hexagon.
Group and business area management jointly handle risks
associated with human capital.

Hexagon’s production and distribution units are exposed to
risks (fire, explosion, natural hazards, machinery damages,
etc.) that could lead to property damages and business
interruption.

CYBERRISKS

Risk grading surveys are performed (by Hexagon’s external
partner) in order to identify and mitigate risks as well as
support local management in their loss prevention work.
Surveys are conducted in line with a long term planning
together with each subsidiary.

Hexagon relies on IT systems in its operations. Disruptions
or faults in critical systems may have a negative impact on
Hexagon’s operations, including impact on production, Hexa-
gon’s tangible and intellectual property and, in some cases,
theintellectual property and operations of external parties.
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Cyber security risks are increasing in society in general and
Hexagon works continuously to keep IT systems protected.
In addition, Hexagon invests in enhanced disaster recovery
and data storage capabilities, cyber security expertise, as
well as adequate insurance protection. Hexagon also miti-
gates ITrelated risks in contracts with external parties.
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FINANCIAL RISK MANAGEMENT

Financial risks are managed at Group level. The Group Treasury Policy, which is updated
and approved annually by the Board of Directors, stipulates the rules and limitations for the
management of financial risks throughout the Group. Hexagon’s internal bank coordinates the
management of financial risks and is also responsible for the Group’s external borrowing and its

internal financing.

CURRENCY

RISKMANAGEMENT

Hexagon’s operations are mainly conducted internationally.
During 2017, total operating earnings, excluding non-recurring
items, from operationsincurrencies other than EURamounted
to an equivalent of 601.3 MEUR (465.9). Of these currencies,
CHF, CNYand USD have the biggestimpact on Hexagon’s earn-
ings and net assets. Currency risk is the risk that currency
exchange rate fluctuations will have an adverse effect on
income statement, balance sheet or cash flow.

Sales and purchases of goods and services in currencies
other than the subsidiary’s functional currency, give rise to
transaction exposure.

Translation exposureariseswhentheincome statementand
balance sheets are translated into EUR. The balance sheet
translation exposure might substantially affect other com-
prehensive income negatively. Furthermore, the compara-
bility of Hexagon’s earnings between periods is affected by
changes in currency exchange rates. The income statement
translation exposure is described in the table below for the
currencies having the largestimpact on Hexagon’s earnings
and net assets including the effect on Hexagon’s operating
earningsin 2017.

Netofincome

Movement’ and cost Profitimpact
CHF Weakened -2% Negative Positive
usbh Weakened -2% Positive Negative
CNY Weakened -4% Positive Negative
EBIT1, MEUR -15.9

1) Compared to EUR and 2016.

INTEREST

Hexagon’s reporting currency is EUR, which has a stabi-
lising effect on certain key ratios that are of importance to
Hexagon’s cost of capital.

As far as possible, transaction exposure is concentrated to
the countries where the manufacturing entities are located.
This is achieved by invoicing the sales entities in their respec-
tive functional currency from the manufacturing entities.
According to the Group’s financial policy, transaction expo-
sure should not be hedged. The rationale for this is that the
vast majority of transactions concern a short period of time
from order to payment. Moreover, a transaction hedge of a
flowonly postpones the effect of achange in currency rates.

The translation exposure can be hedged by denominating
borrowings in the same currency as the corresponding net
assets. But in order to have the volatility in net debt at an
acceptable level, currently, the majority of the borrowings
isdenominated in EUR.

The interest rate risk is the risk that changes in market
interest rates will adversely affect the Group’s net interest
expense and/or cash flow. Interest rate exposure arises pri-
marily from outstanding loans. The impact on the Group’s
net interest expense depends, among other things, on the
average interest fixing period for borrowings.
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In accordance with the Group Treasury Policy, the average
interest rate duration of the external debt is to be between
6 months and 3 years. During 2017 interest rate derivatives
were used to manage the interestrate risk.
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Financial risk management, cont.

CREDIT

RISKMANAGEMENT

Credit risk, i.e., the risk that customers may be unable to
fulfill their payment obligations, accounts for the majority
of Hexagon’s counterparty risk.

Financial credit risk is the exposure to default of counter-
parties with which Hexagon has invested cash or with which
it has entered into forward exchange contracts or other
financialinstruments.

LIQUIDITY

Through a combination of geographical and industry diver-
sification of customers the risk for significant credit losses
isreduced.

To reduce Hexagon’s financial credit risk, surplus cash is
only invested with a limited number of approved banks and
derivative transactions are only conducted with counter-
parties where an ISDA (International Swaps and Derivatives
Association) netting agreement has been established. As
Hexagon is a net borrower, excess liquidity is primarily used
to repay external debt and therefore the average surplus
cashinvested with banks is keptas low as possible.

Liquidity risk is the risk of not being able to meet payment
obligations in full as they become due or only being able to
do so at materially disadvantageous terms due to lack of
cashresources.

REFINANCING

The Group Treasury Policy states that the total liquidity
reserve shall at all times be at least 10 per cent of fore-
casted annual net sales. At year-end 2017, cash and unuti-
lised credit limits totalled 1,601.1 MEUR (1,595.3).

Refinancing risk refers to the risk that Hexagon does not
have sufficient financing available when needed to refi-
nance maturing debt, because existing lenders decline
extending or difficulties arise in procuring new lines of
credit at a given point in time. Hexagon’s ability to satisfy
future capital needs is to a large degree dependent on
successful sales of the company’s products and services.
There is no guarantee that Hexagon will be able to raise the
necessary capital. In this regard, the general development
on the capital and credit markets is also of major impor-
tance. Hexagon, moreover, requires sufficient financing in
order to refinance maturing debt. Securing these require-
ments demands a strong financial position in the Group,
combined with active measures to ensure access to credit.
There is no guarantee that Hexagon will be able to raise the
sufficient fundsinorder to refinance maturing debt.

INSURABLE RISK

In order to ensure that appropriate financingis in place and
to decrease the refinancing risk, no more than 20 per cent
of the Group’s gross debt, including committed credit facili-
ties, is allowed to mature within the succeeding 12 months,
unlessreplacement facilities have been entered into.

Hexagon’s main sources of financing consist of:

« Amulticurrency revolving credit facility (RCF) established
during 2014. The RCF amounts to 2,000 MEUR with matu-
rity 2021.

+ A Swedish Medium Term Note Programme (MTN) estab-
lished during 2014. The MTN programme amounts to
15,000 MSEK and gives Hexagon the option to issue bonds
with tenors of upto5years.

« A Swedish Commercial Paper Programme (CP) estab-
lished during 2012. The CP programme gives Hexagon the
option to issue commercial paper for a total amount of
15,000 MSEK with tenorup to 12 months.

During Q2 2016 Hexagon issued a private placement bond
to SEK (Swedish Export Agency) of 1,500 MSEK with a tenor
of 6years.

Hexagon’s operations, assets and staff are to a certain
degree exposed tovarious risk of damages, losses and inju-
ries which could tentatively threaten the Group’s business
continuity, earnings, financial assets and personnel.
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To ensure a well-balanced insurance coverage and finan-
cial economies of scale, Hexagon’s insurance programme
includes among other things group-wide property and lia-
bility insurance, travel insurance, errors and omissions
insurance and transport insurance combined with local
insurance coverage wherever needed. The insurance pro-
gramme is periodically amended so that own risk and
insured risk are optimally balanced.
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LEGAL RISK MANAGEMENT

Legal risks are primarily managed within each subsidiary of Hexagon. The Group legal function
supports the subsidiaries and manages certain legal risks at Group level.

LEGISLATION AND REGULATION

RISKMANAGEMENT

Hexagon’s main markets are subject to extensive regula-
tion. Hexagon’s operations may be affected by regulatory
changes, changes to customs duties and other trading
obstacles, pricing and currency controls, as well as other
government legislation and restrictions in the countries
where Hexagon is active.

INTELLECTUAL PROPERTY RIGHTS

Hexagon closely monitors legislation, regulations and
applicable ordinances in each market and seeks to adapt
the business to identified future changes in the area. To
manage country-specific risks, Hexagon observes local
legislation and monitors political development in the coun-
tries where the Group conducts operations. To this effect,
Hexagon has adopted a worldwide compliance programme
across the Group to ensure that its subsidiaries at all times
complywith allapplicable legislation, rules and ordinances.

Patent infringement and plagiarism are risks to which
Hexagon is exposed. There is no guarantee that Hexagon
will be able to protect obtained patents, trademarks and
other intellectual property rights or that submitted appli-
cations for registration will be granted. Furthermore, there
is arisk that new technologies and products are developed
which circumvent or replace Hexagon’s intellectual prop-
erty rights. Infringement disputes can, like disputes in
general, be costly and time consuming and may therefore
adversely affect Hexagon’s business.

ENVIRONMENT

Hexagon seeks to protect its technology innovations to
safeguard the returns on the resources that Hexagon
assigns to R&D. The Group strives to protect its technical
innovations through patents and protects its intellectual
property through legal proceedings when warranted.

Certain companies within Hexagon have operations that
have environmental impact. Stricter regulation of environ-
mental matters can result in increased costs or further
investments for the companies within Hexagon which are
subjecttosuchregulation.

TAX

Hexagon complies with all applicable laws and obligations
and obtainsrelevantapprovals where needed. Hexagon con-
tinuously monitors anticipated and implemented changes in
legislation in the countries in which it operates.

Hexagon operates through subsidiaries in a number of
jurisdictions and all cross-border transactions are nor-
mally a tax risk because there are no global transfer pricing
rules. Local tax authorities have their local transfer pricing
rules to follow and authorities interpret transfer pricing
guidelines differently.

Hexagon’s interpretation of prevailing tax law, tax treaties,
OECD guidelines and agreements entered into with for-
eign tax authorities may be challenged by tax authorities in
some countries. Rules and guidelines may also be subject
to future changes which can have an effect on the Group’s
tax position. Furthermore, a change of the business or part
of the business can have an impact on agreements entered
into with tax authorities in some tax jurisdictions.

The tax rate may increase if large acquisitions are made in
high tax jurisdictions or if the corporate tax rates change in
countries where Hexagon carries out substantial business.
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Transactions between group companies are carried out
in accordance with Hexagon’s interpretation of prevailing
tax laws, tax treaties, OECD’s guidelines and agreements
entered into with foreign tax authorities.
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CONSOLIDATED INCOME STATEMENT

MEUR Note 2017 2016
Net sales 3,5,24 3,448.4 3,149.2
Costof goods sold 6,12  -1,327.2  -1,247.2
Gross earnings 2,121.2 1,902.0
Sales expenses 6,12 -655.9 -573.3
Administration expenses 6,12 -303.5 -269.1
Research and development expenses 6,12 -390.2 -333.1
Otheroperatingincome 7 98.1 81.1
Other operating expenses 7,12 -107.5 -72.6
Share ofincome in associated companies 17 -0.1 0.4
Capital gain/loss from sale of shares in group companies 9,27 = 0.7
Operating earnings’ 3,13, 22,25,29,30,31 762.1 736.1
Financialincome and expenses

Financialincome 10, 24 5.6 4.8
Financial expense 10, 24 -28.3 -26.6
Earnings before tax 3 739.4 714.3
Taxon earnings for the year 1 -65.6 -135.7
Net earnings 673.8 578.6
Attributable to:

Parentcompany shareholders 666.7 573.3
Non-controlling interest 7.1 5.3
1) Of which non-recurringitems 12 -73.2 -
Earningsinclude depreciation, amortisation and impairments of -284.7 -233.9
- of which amortisation of surplus values -44.9 -35.2
Average number of shares, thousands 21 360,443 360,433
Average number of shares after dilution, thousands 21 361,589 360,879
Earnings per share, EUR 1.85 1.59
Earnings per share after dilution, EUR 1.84 1.59
MEUR Note 2017 2016
Netearnings 673.8 578.6
Other comprehensive income:

Items that will not be reclassified toincome statement

Remeasurement of pensions 22 47.4 -9.4
Taxattributable toitems that will not be reclassified to income statement il -6.6 1.8
Totalitems that will not be reclassified to income statement, net of tax 40.8 -7.6
Items that may be reclassified subsequently toincome statement

Exchange rate differences =580.3 69.8
Effect of hedging of netinvestmentsin foreign operations = -0
Taxattributable to items that may be reclassified subsequently toincome statement:

Taxattributable to effect of translation differences 11 24.4 3.9
Totalitems that may be reclassified subsequently toincome statement, net of tax -505.9 73.6
Other comprehensive income, net of tax -465.1 66.0
Totalcomprehensiveincome 208.7 644.6
Attributable to:

Parentcompany shareholders 202.4 639.5
Non-controlling interest 6.3 5.1
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CONSOLIDATED BALANCE SHEET

MEUR Note 2017-12-31 2016-12-31
ASSETS

Fixed assets

Intangible fixed assets 8,14  6,408.3 5,870.8
Tangible fixed assets 15 281.2 294.8
Sharesinassociated companies 16,17 0.1 1.4
Other long-term securities holdings 16, 24 4.2 4.3
Otherlong-termreceivables 16,18 36.1 15.4
Deferred tax assets 1 83.9 55.0
Total fixed assets 6,813.8 6,241.7

Currentassets

Inventories 19 417.0 426.7
Customerreceivables 18,24 897.7 788.0
Currenttaxreceivables " 29.7 13.5
Otherreceivables - interest bearing 24 1.5 0.6
Otherreceivables — non-interest bearing 18, 24 60.8 56.9
Prepaid expenses and accrued income 20, 24 99.3 102.7
Short-terminvestments 24 90.3 60.1
Cash andbank balances 24 2191 223.9
Totalcurrent assets 1,815.4 1,672.4
TOTALASSETS 8,629.2 7,914.1

SHAREHOLDERS’ EQUITY AND LIABILITIES
Shareholders’ equity

Share capital 21 80.0 80.0
Other capital contributions 1,397.8 1,397.8
Revaluationreserve -4.8 -4.8
Translationreserve 67.5 573.4
Retained earnings 3,065.7 2,530.4
Shareholders’ equity attributable to Parent company shareholders 4,606.2 4,576.8
Non-controllinginterest 11.9 14.0
Total shareholders’ equity 4,618.1 4,590.8

Long-term liabilities

Provisions for pensions 22 82.3 132.0
Other provisions 23 8.5 3.8
Deferred taxliabilities " 446.5 472.7
Long-term liabilities - interest bearing 24 1,960.2 1,476.2
Other long-term liabilities — non-interest bearing 24 48.6 779
Total long-term liabilities 2,546.1 2,162.6

Current liabilities

Accounts payable 24 190.4 1756.7
Advance payments from customers 24 51.6 30.8
Currenttaxliabilities 1 84.7 24.9
Currentliabilities - interest bearing 24 301.8 240.6
Other liabilities — non-interest bearing 24 119.6 128.6
Other provisions 23 28.1 20.8
Deferredincome 20, 24 351.2 254.3
Accrued expenses 20, 24 337.6 285.0
Total current liabilities 1,465.0 1,160.7
TOTALSHAREHOLDERS’ EQUITY AND LIABILITIES 8,629.2 7,914.1
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Shareholders equity Non-  Totalshare-
Share Othercapital Revaluation Translation Retained attributabletoParent controlling holders’
MEUR capital contributions reserve reserve earnings companyshareholders interest equity
Opening shareholders’
equity, 2016-01-01 80.0 1,397.8 -4.8 499.6 2,119.7 4,092.3 10.0 4,102.3
Totalcomprehensive income - - - 73.8 565.7 639.5 5.1 644.6
New shareissue 0.0 1.4 - - - 1.4 - 1.4
New share issue in progress 0.0 -1.4 - - - -1.4 - -1.4
Dividend - - - - -155.0 -155.0 -1 -156.1
Closing shareholders’ equity,
2016-12-31 80.0 1,397.8 -4.8 573.4 2,530.4 4,576.8 14.0 4,590.8
Totalcomprehensive income - - - -505.9 708.3 202.4 6.3 208.7
Dividend = = = = =730 -173.0 -8.4 -181.4
Closing shareholders’
equity, 2017-12-31 80.0 1,397.8 -4.8 67.5 3,065.7 4,606.2 11.9 4,618.1

Share capitalis described in detail in Note 21.

Other contributed capitalincludes, among others, premium reserves and statutory reserves.

The revaluation reserve relates to fair value adjustments related to financial assets available for sale.

The translation reserve is the net of currency translation differences related to foreign subsidiaries and the effect after
taxofthe currency hedging of net assets made in foreign subsidiaries.

Retained earnings include all historical net earnings after tax excluding non-controlling interest less dividends paid, including
remeasurements of pensions posted in other comprehensive income.

Non-controlling interest are the shares of equity that pertain to non-controlling interest in certain subsidiaries.
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CONSOLIDATED STATEMENT OF CASH FLOWS

MEUR Note 2017 2016
Cash flow from operating activities
Operating earnings 762.1 736.1
Adjustments foritems in operating earnings not affecting cash flow:
Depreciation, amortisation and impairment 284.7 233.9
Change in provisions -60.7 -33.1
Capital gains on divestments of fixed assets -1 0.4
Capital loss from sale of shares in group companies - -0.7
Earnings from sharesin associated companies 0.1 -0.4
Other items not affecting cash flow 0.2 -2.2
Interestreceived 5.6 4.6
Interest paid -22.4 -22.3
Tax paid -114.8 -92.1
Cash flow from operating activities before changes in working capital 853.7 824.2
Cash flow from changes in working capital
Changeininventories -10.8 -6.8
Changeincurrentreceivables -94.4 -84.6
Changeincurrentliabilities 130.1 41.4
Cash flow from changes in working capital 24.9 -50.0
Cash flow from operating activities’ 878.6 774.2
Cash flow from ordinary investing activities
Investmentsinintangible fixed assets 14 -226.8 -206.7
Investmentsin tangible fixed assets 15 -54.7 -54.3
Divestments of tangible fixed assets 15 519 3.4
Cash flow from ordinary investing activities -275.6 -257.6
Operating cash flow 603.0 516.6
Cash flow from other investing activities
Investments in subsidiaries 27 -916.3 -183.5
Divestments of subsidiaries 27 = 12.9
Investments in financial fixed assets 16 -19.1 -5.5
Divestments of financial fixed assets 16 9.8 4.1
Cash flow from other investing activities -928.9 -172.0
Cash flow from financing activities
Borrowings 24 764.9 182.8
Repayment of debt -215.0 -313.3
Dividend to Parent company shareholders -173.0 -155.0
Dividend to non-controlling interests in subsidiaries -8.4 -1
Cash flow from financing activities 368.5 -286.6
Cash flow for the year 42.6 58.0
Cash and cash equivalents, beginning of year? 284.0 225.5
Effect of translation differences on cash and cash equivalents -17.2 0.5
Cash flow forthe year 42.6 58.0

Cash and cash equivalents, end of year?

1) Of which non-recurring cash flow.

2) Cash and cash equivalents include short-term investments and cash and bank balances.
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309.4 284.0

-28.6 -7.9
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PARENT COMPANY INCOME STATEMENT

MEUR Note 2017 2016
Net sales 4,5 18.5 20.2
Administration expenses 6, 25,29, 30, 31 -28.1 -26.9
Operating earnings -9.6 -6.7
Financialincome and expense

Earnings from sharesin group companies 9 59.0 -
Financialincome 10 231.5 259.0
Financial expenses 10 -271.9 -215.7
Earnings before taxand appropriations 9.0 36.6
Appropriations

Group contribution, net 22.7 1.8
Earnings before tax 31.7 38.4
Taxonearnings for the year 1" 5.6 -0.2
Netearnings 37.3 38.2
MEUR 2017 2016
Net earnings 37.3 38.2
Other comprehensive income - -
Totalcomprehensiveincome 37.3 38.2
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PARENT COMPANY BALANCE SHEET

MEUR Note 2017 2016
ASSETS

Fixed assets

Intangible fixed assets 14 0.1 0.1
Tangible fixed assets 15 0.0 0.0
Totalintangible and tangible assets 0.1 0.1

Financial fixed assets

Sharesin group companies
Receivables from group companies
Other financial fixed assets
Deferred tax assets

16 4,712.8 4,330.6
16 2,656.3 2,872.6
16 0.4 0.4
11 6.0 -

Total financial fixed assets

7,375.5 7,203.6

Total fixed assets

Currentassets

Currentreceivables

Receivables from group companies
Otherreceivables

Prepaid expenses and accrued income

7,375.6 7,203.7

947.9 802.7
1.2 0.3
20 0.3 0.3

Total current receivables

Cash and bank balances

949.4 803.3

0.7 156.5

Totalcurrent assets

950.1 818.8

TOTALASSETS

SHAREHOLDERS’ EQUITY AND LIABILITIES
Shareholders’ equity

Restricted equity

Share capital

Statutoryreserve

8,325.7 8,022.5

21 80.0 80.0
314.3 314.3

Totalrestricted equity

Non-restricted equity
Premiumreserve
Retained earnings

394.3 394.3

922.4 922.4
3,236.3 3,372.0

Total non-restricted equity

4,158.7 4,294.4

Total shareholders’ equity

4,553.0 4,688.7

Provisions
Other provisions 0.4 0.4
Total provisions 0.4 0.4

Long-term liabilities
Liabilities to creditinstitutions

24 1,954.8 1,469.0

Total long-term liabilities

Current liabilities

Liabilities to credit institutions
Accounts payable

Liabilities to group companies
Currenttax liabilities

Other liabilities

Accrued expenses and deferred income

1,954.8 1,469.0

24 279.8 214.8

0.4 0.3

1,529.8 1,646.0

0.4 -

0.4 0.1

20 6.7 3.2

Total current liabilities

1,817.5 1,864.4

TOTALSHAREHOLDERS’ EQUITY AND LIABILITIES
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8,325.7 8,022.5
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PARENT COMPANY STATEMENT OF CHANGES IN EQUITY

Restricted shareholders’ equity

Unrestricted shareholders’ equity

Paid-in, non-regis-

Totalshareholders’

MEUR Share capital teredsharecapital Statutoryreserve Premiumreserve Retainedearnings equity
Opening balance 2016-01-01 80.0 0.0 314.3 922.4 3,488.8 4,805.5
Totalcomprehensiveincome - - - - 38.2 38.2
Dividend - - - - -165.0 -165.0
New share issues 0.0 - - 1.4 - 1.4
New share issuesin progress 0.0 - - 1.4 - -1.4
Closing balance 2016-12-31 80.0 0.0 314.3 922.4 3,372.0 4,688.7
Total comprehensiveincome = = = = 37.3 37.3
Dividend = = = = -173.0 -173.0
Closing balance 2017-12-31 80.0 0.0 314.3 922.4 3,236.3 4,553.0
MEUR Note 2017 2016
Cash flow from operating activities
Operating earnings -9.6 -6.7
Adjustment for operating earnings items not affecting cash flow:

Depreciation, amortisation and impairment losses 0.0 0.0

Unrealised exchange rate gains and losses 92.9 149.0
Interestreceived 230.9 255.3
Interest paid -269.8 -214.7
Tax paid -0.2 0.0
Cash flow from operating activities before changes in working capital 44.2 182.9
Cash flow from changes in working capital
Changeincurrentreceivables -122.7 -93.0
Changeincurrentliabilities -114.2 382.7
Cash flow from changes in working capital -236.9 289.7
Cash flow from operating activities -192.7 472.6
Cash flow from investing activities
Investments in financial fixed assets 16 -393.4 -3.6
Changein long-termreceivables, group companies 106.2 -200.7
Cash flow from investing activities -287.2 -204.3
Cash flow from financing activities
Borrowings 766.0 181.7
Repayments -214.1 -308.0
Provisions 0.0 0.1
Dividend to shareholders -178.0 -165.0
Cash flow from financing activities 378.9 -281.2
Cash flow for the year -101.0 -12.9
Cash and bank balances, beginning of year' 15.5 241
Effect of translation differences on cash and bank 86.2 4.3
Cash flow forthe year -101.0 -12.9
Cash and bank balances, end of year' 0.7 15.5
1) Cash and cash equivalents include cash and bank balances.
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NOTES

NOTE 1 ACCOUNTING POLICIES

The consolidated accounts of Hexagon have been preparedinaccor-
dance with the International Financial Reporting Standards (IFRS)
issued by the International Accounting Standards Board (IASB) and
interpretation statements by the International Financial Reporting
Interpretations Committee (IFRIC), which have been approved by the
European Commission for application within the EU.

Furthermore, the recommendation RFR 1 Supplementary account-
ingrules for corporate groupsissued by the Swedish Financial
Reporting Board have been applied.

The Parentcompany applies the Annual Accounts Actand the
recommendation RFR 2 Accounting for legal entities. The rec-
ommendation means that the Parentcompany applies the same
accounting policies as the Group, exceptin those cases when the
Annual Accounts Actor currenttaxrules limits the opportunities to
apply IFRS. Differences between the accounting principles applied
by the Parent company and the Group are outlined under Account-
ing Policies in the Parent company below.

The accounting policies and calculation methods applied by the
Group are consistent with those of the previous financial year
exceptasfollows.

On 20 March 2018, the Board of Directors and the President
approved thisannualreportand consolidated accounts for publi-
cationand they will be presented to the Annual General Meeting on
2 May 2017 for adoption.

APPLICATION OF NEWAND AMENDED ACCOUNTING RULES
The followingamendments inaccounting rules are applied for the
firsttimeinreporting periods starting on the 1st of January 2017:

Disclosure Initiative: Amendments to IAS 7 — the amendment
requires further disclosures about liabilities categorised as financ-
ing activities, see Note 24.

STANDARDS ISSUED ENTERED INTO FORCE IN 2018 OR LATER
New standards, amended standards and interpretations that have
notentered into force, have not been applied inadvanceinthe
financialreports of Hexagon. The following standards enterinto
forceon 1January 2018 or later.

IFRS 9 Financial Instruments - the standard replaces IAS 39 Finan-
cialInstruments: Recognition and Measurement and provides a
model for classification and measurement of financial assets and
liabilities, extended disclosure requirements for risk management
and the effect of hedge accounting and a new model for impairment
of financial assets based on expected loss. Financial instruments
that would affect the Hexagon financial statements if remeasured
occurin limited extent and the result of the analysis performed,
shows thatthe standard will not have any significantimpact on
measurement and thereby the financial statements. The analy-
sis by IFRS 9 methodology and Hexagon’s experience also shows
that the standard will not have a significantimpact on the Group’s
reserve forcredit loss. Expected credit losses are estimated by
investigatinga number of possible outcomes together with infor-
mation about earlier experiences, present conditions and fore-
casts about future economic presumptions. Since IFRS 9 will not
lead to any significantimpact on Hexagon’s financial statements,
the transition will not lead to any adjustments of opening balances.

IFRS 15 Revenue from Contracts with Customers - the standard
replacesall former published standards and interpretations about
revenues with acomprehensive model of revenue recognition. The
standard provides a five-step model for revenue recognition from
contracts with customers. According to previous regulations, rev-
enues are to berecognised when the essential risks and rewards
associated with the goods or services are transferred to the buyer.
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The new model specifies that revenue should be recognised when
(oras) anentity transfers control of goods or services to a customer
atthe amounttowhich the entity expects to be entitled. Depending
onwhether certain criteriaare met, revenue is then recognised.
Hexagon applies IFRS 15 retrospectively. The following practical
expedients have been applied at transition: a) No restatement has
been done of contracts that are completed contracts at 1 Janu-

ary 2017 b) For completed contracts with variable consideration,
Hexagon has chosen to use the transaction price at completion of
contract rather than estimating variable consideration ¢) Contract
modifications before 1 January 2018 have not been recalculated. d)
Forreporting periods presented before the date of initial applica-
tion, nodisclosure will be presented about the amount of the trans-
action price allocated to remaining performance obligations

Inthe financialreports for periods beginning after 1 January 2018,
the comparative figures for 2017 will be restated. The transition

to IFRS 15 implies that for certain contracts revenue cannot be
recognised by applying the percentage of completion method and
the revenue might be recognised at another pointin time. The fact
thatthe performance obligations of a contract must be identified
and revenue for each performance obligation recognised whenitis
completed have affected the timing of the group’s revenue recog-
nition. Capitalization of sales commissions has also lead to minor
adjustmentsinthetransition to IFRS 15. The impact on earnings for
2017 amounts to -2.6 MEUR. The total effect of the transition will be
adjusted in openingequity for 2017 and amounts to -17.8 MEUR.

Effecton

opening
MEUR balance 2017 Q1 Q2 Q3 Q4 2017
Assets
Deferred taxassets 1.4 -06 -14 03 01 -0.2
Current assets -176 16 -1.7 0.0 21 -15.6
Total assets -16.2 1.0 -31 0.3 2.2 -15.8
Equity
Retained earnings -178 13 50 0.2 0.2 -11
Income statement
Net sales 11 17 16 19 -03
Costofgoods sold 09 -08 05 -24 -18
Sales expenses -01 0.0 0.0 -0.3 -0.4
Earnings before tax 1.9 -25 -11 -0.8 -2.5
Tax -0.3 06 04 -08 -041
Net earnings 1.6 -1.9 -0.7 -1.6 -2.6
Total equity -178 29 31 -05 -1.4 -13.7
Liabilities
Deferred tax liability -47 01 01 -01 0.7 -39
Current liabilities 6.3 -20 -63 09 29 18
Total liabilities 1.6 -19 -6.2 0.8 3.6 -2.1
Totalequity and
liabilities -16.2 1.0 -31 0.3 2.2 -15.8

IFRS 16 Leases - the standard replaces all former published stan-
dardsand interpretations about leasing contracts. The present IAS
17 Leasesrequires the lessee to classify their leasing contracts as
eitherfinance leases or operating leases, which are accounted for
differently. The operating leases does not require lessees to recog-
nise assets and liabilities (off balance sheet leases). That together
with limited information requirements has caused an inconsistency
inthe financial statements. The new standard requires the lessees
torecognise the obligationto pay leasing fees as a lease liability in
the balance sheet. The right to use the underlying asset during the
leasetermisrecognised asan asset. Depreciation of the assetis
recognised inthe income statement asis aninterestof the liability.
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NOTE 1 Accounting policies, cont.

Paid leasing fees is recognised partly as a payment of the interest
and partly asanamortisation of the liability. Lease contracts with a
lease period of less than 12 months and leases of assets of low value
are excluded fromthe standard. The standard also requires more
information from both parties regarding the lease. The standard will
be applied as of 1 January 2019. Hexagon has started the analysis of
possible effects onthe financial reporting. The Group’s balance sheet
willincrease as both assets and liabilities are expected toincrease.
Also, theincome statement and financing activities in the cash flow
analysis will be affected butitis not possible to accomplish any reli-
able estimation of numbers at this stage. The rental fee for former

off balance-sheet leases will bereallocated inthe income statement
and recognised as interestand depreciation. This will have a negative
effectonfinancial netand a positive effect on operatingearnings. The
parentcompany willapply the exceptionin RFR 2, which means the
regulation of IFRS 16 will not be applied in the legal entity.

Otherchangesinstandardsand interpretations thatenterinto
force from 1 January 2018 are not expected to have any impact on
the financial statements of Hexagon.

BASIS OF REPORTING FORTHE PARENT

COMPANY AND THE GROUP

The functional currency of the Parentcompany isEUR as is the
presentation currency for the Parent company and the Group. The
financialreports are presented in EUR. Allamounts, unlessindicated
otherwise, arerounded offto the nearest million with one decimal.

Assets and liabilities are reported at historical cost except for cer-
tain financialinstruments which are reported at fair value.

Receivables and liabilities orincome and expenses are only offset
if required or explicitly permitted by an accounting standard.

Preparing the financial statements in compliance with IFRS
requires that Management make judgements and estimates as
well as make assumptions that affect the application of account-
ing principles and the amounts recognised as assets, liabilities,
income and expenses. The actual outcome may diverge from these
estimates and assumptions.

Estimatesand assumptions are reviewed continuously. Changes
of estimates are recognised in the period when the change is made
ifthe change only affects current period or in that period when the
changeis made and coming periods if the change affects both cur-
rent period and coming periods.

Judgements made by Management for the application of IFRS that
have a substantialimpact onthe financial reports and estimates
made that may lead to significant adjustmentsin comingyears’
financialreports are described in more detail in Note 2.

CLASSIFICATION

Fixed assets and long-term liabilities essentially consist of
amounts expected to be realised or settled after twelve months
from the balance sheetdate. Current assets and short-term lia-
bilities essentially consist only of amounts expected to be realised
or settled within twelve months from the balance sheet date. The
Group’s operatingcycle isassessed to be less than one year.

CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements consolidate the Parent
company and the other companies in which the Parent company
hasacontrolling influence.

Companies or businesses acquired (acquisitions) are accounted for
underthe purchase method. The method involves a business combi-
nation to be regarded as a transaction in which the Group indirectly
acquiresthe assetsof the businessand assumesits liabilities. The
Group’sacquisition costis determined through a purchase price
allocation in connection with the acquisition. The acquisition costis
the sumofthefairvalue atthe acquisition date of whatis paid in cash,
assumed liabilities orissue of own shares. Contingent considerations
areincludedintheacquisition cost and carried at their fair value at
the acquisition date. Revaluations of contingent considerationsare
recorded inthe income statement. Transaction costs are expensed in
theincome statementwhenincurred.
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Identifiable assets acquired and liabilities assumed are recognised
initially at their fair values at the acquisition date. Exceptions to
thisrule are made for acquired tax assets and liabilities, employee
benefits, stock-based compensation and assets held for sale, val-
ued inaccordance with the principles described foreachiteminin
each standard.

Goodwill recorded represents the difference between the acquisi-
tion cost of group companies’ shares, the value of non-controlling
interestinthe acquired business and the fairvalue of previously
owned shares and on the other hand, the purchase price allocation
of the assetsacquired and liabilities assumed. Goodwillis rec-
ognised inaccordance with the section Goodwill and otherintan-
gible assets below. Non-controlling interests are recognised at the
acquisition date, either atits fairvalue or atits proportionate share
ofthe carryingvalue of the acquires identifiable assets and liabili-
ties. Acquisition of non-controllinginterestisreported as transac-
tions between shareholders, i.e.inequity.

Group companies’ financial statements are included in the con-
solidated accounts as of the date when control occurs (acquisition
date) until the control ceases. When control of the group company
ceases, butthe Group retains sharesin the company, remain-

ing shares are initially reported at fairvalue. The gain or loss is
recorded intheincome statement.

TRANSLATION OF FINANCIAL REPORTS TO EUR

Hexagon applies the current method meaning that assets and
liabilities in operations with a functional currency other than EUR
aretranslated at the closing day exchange rate and income state-
ments are translated at average exchange rates for the period. The
resulting translation differences are recognised directly in other
comprehensive income. The amountis recognised separatelyasa
translation reserve in equity. In case of divestment of an operation
with afunctional currency other than EUR the accumulated trans-
lation differencesrelated to the divested operation are reclassified
from equity to income statement at the time of recognition of capi-
talgainor loss from the divestment.

Monetary long-termitems towards businesses with a functional
currency other than EUR, for which settlementis not planned or will
probably not occur within the foreseeable future, are part of the
company’s netinvestment. Translation differences on such mon-
etaryitems, which comprise part of the company’s net investment
arerecognised in other comprehensive income and accumulated in
the translation reserve in equity.

TRANSACTIONS, ASSETS AND LIABILITIES

OTHER CURRENCIES THAN EUR

Transactionsinnon-EUR currencies are recognised in the func-
tionalcurrency at the exchange rate on the transaction day. Mone-
tary assetsand liabilities are translated to the functional currency
ontheclosing day atthe exchange rate then in effect. Exchange
rate differences that arise through these translations are rec-
ognisedintheincome statement.

ELIMINATED TRANSACTIONS

Intra-Group receivables and liabilities, revenue or expenses and
gains or losses that arise from transactions between group compa-
nies are eliminated in their entirety in the preparation of the consol-
idated accounts. Losses are eliminated in the same way as gains,
butonly tothe extentthatthereisnoimpairmentloss.

SEGMENT REPORTING

Hexagon’s Board of Directors is responsible for determining the
Group’s overall objectives, developing and monitoring the overall
strategy, decisions on major acquisitions, divestments and invest-
ments and ongoing monitoring of operations.

The Presidentis responsible for leading and controlling Hexagon’s
operations in accordance with the strategy determined by the Board.
The Presidentis therefore the Group’s chief operating decision maker
andisthefunctionthatinternally within the Hexagon Group allocates
resources and evaluates results. The Group’s chief operating decision
maker assesses the performance in the operating segments based
onearnings before financialitems and non-recurring items. Financial
itemsandtaxare reported for the Group asawhole.
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NOTE 1 Accounting policies, cont.

Hexagon’s operations are organised, governed and reported based
onthe twooperating segments Geospatial Enterprise Solutions
and Industrial Enterprise solutions. The operating segment
Geospatial Enterprise Solutions has sensors for capturing data
fromland and air as well as sensors for positioning via satellites.
The sensors are complemented by software (GIS) for creation of 3D
maps and models, which are used for decision-makinginarange
of software applications, covering areas such as surveying, con-
struction, public safety and agriculture. The operating segment
Industrial Enterprise Solutions provides metrology systems that
incorporate the latest in sensor technology for fastand accurate
measurements, as well as CAD (computer -aided design) and CAM
(computer -aided manufacturing) software. The solutions within
this segment optimise design, processes and throughputin man-
ufacturing facilities and create and leverage asset management
information critical to the planning, construction and operation

of plants and process facilities ina number of industries such as
automotive, aerospace and oiland gas.

The two segments have separate product offerings and customer
groups and hence differentiated risk composition. There is mar-
ginal sales between the two operating segments. Both segments
are applying the same accounting principles as the Group. Hexa-
gon’sinternalreporting, representing the base for detailed review
and analysis, isdesignedin alignment with the described division
into operating segments. Sales within each operating segmentare
additionally analysed geographically.

CURRENT REVENUE PRINCIPLES
Hexagon applies the following principles for revenue recognition:

Sales of goods
Revenues from sales of goods are recognised when all the following
conditions are satisfied:

« Thecompany has transferred the essential risks and benefits
associated with the ownership of the goods to the buyer;

» Thecompany does not retain any commitmentin ongoing manage-
ment usually associated with ownership and nor does the company
exertanyactual controlover the goods that have been sold;

Revenues can bereliably calculated if:

« Itislikely thatthe financial benefits for the seller associated with
the transaction will accrue to the seller;

« The expenditure that has arisen oris expected to arise asaconse-
quence of the transaction can be reliably calculated;

- Installation revenues comprise an insignificant portion of total
revenues forequipment sold with acommitmentto install the
equipment.

Sales of services/contracts and similar assignments

Income from the sale of services is recognised on the basis of the
degree of completion at the balance sheet date, whenall the fol-
lowing conditions are satisfied:

« Income attributable to the assignment can be reliably calculated.

- Itislikely that the financial benefits to the contractor associated
with the assignment will accrue to the contractor.

» The percentage of completion can be reliably calculated.

« The expenditure that has arisen and the expenditure that remains
tocomplete the assignment can be reliably calculated.

The percentage of completion is determined by comparing the
expenditure that has arisen in relation with the total estimated
expenditure for the assignment. If the degree of completion cannot
be reliably determined, only those amounts corresponding to the
expenditure that has arisen are recognised as revenues, but only to
the extentthatitis likely that they will be remunerated by the buyer.
Ifitappears likely that all the expenditure for an assignment will
exceed total revenues, the probable loss is accounted immediately
and fully, as an expense.

REVENUES ACCORDING TO IFRS 15

Fromthe 1 January 2018 the Group willapply IFRS 15 Revenue from
Contracts with Customers.
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Sale of goods

Revenue is recognised when control of the good is transferred to
the customer, which coincide with the good being delivered to the
customer and Hexagon has objective evidence that the customer
willapprove the good. The amount of the revenue willequal the
consideration stated inthe contract minus rebates. Thereisno
financingcomponentinthe contract as the credit to not exceed 30
days, which corresponds to practice. The Group’s obligation to offer
arepaymentfordefected goodsinaccordance with standard war-
ranty terms, is accounted forasa provision, see Note 23.

Sale of services, licenses and similar assignment

Parts of contracts with customers not being sale of goods com-
pose sale of installations, service, training, licenses and software
subscriptions.

Revenue from sale of services such as installations, services and
trainingisrecognised inthe period when the services are per-
formed. Licenses are classified either as alicense that gives right
tousetheunderlyingimmaterial asset asitis constituted at the
issuing of the license (right-to-use) or as a license that gives right
toaccessthe underlyingimmaterial asset during the license period
(right-to-access). Revenue from sale of right-to-use licenses is
recognised when the licenseis transferred to the customer. Rev-
enue from sale of right-to-access licensesis recognised during
the license period. Revenue from sale of software subscriptionsis
recognised straight-line as the performance obligation is fulfilled,
during the subscription period. Revenue from contracts where
thereisnoalternative use of Hexagon’s performance and where
Hexagon has right to cost compensation if the customer cancels
the contractis recognised over time. The degree of completion is
determined by comparing the expenditure that has arisenin rela-
tionto the total estimated expenditure for the assignment. If the
degree of completion cannot be reliably determined, only those
amounts correspondingto the expenditure that has arisen are
recognised asrevenues, butonly to the extent thatitis likely that
they will be remunerated by the buyer. Ifitappears likely that all the
expenditure for an assignment will exceed total revenues, the prob-
able lossisaccounted immediately and fully, as an expense.

Some contracts contain several performance obligations. A perfor-
mance obligation that does not contain anintegration service with
the other obligations in the contract, does not lead to a significant
modification or adaptation of the other obligations in the contract
and thatis notstrongly dependentonorintegrated with the other
obligationsinthe contractisdistinctand represents a separate
performance obligation. The transaction price of the contractis
allocated to the separate performance obligations according to
their stand-alone selling prices. Revenue from each performance
obligationis recognised as the obligation has been fulfilled.

Estimation of revenue, cost and degree of completionis being
revised if conditions change. Changes in estimations is recognised
inthe income statementin the period when the group management
had knowledge of the circumstances causing the change.

In fixed price contracts, the customers pay a fixed price according
toanagreed payment plan. If the value of the services performed
by Hexagon exceeds the payments, a contract asset will be rec-
ognised. If the payments exceed the value of the performed
services, acontract liability will be recognised.

Ifthe contract contains a fee per hour, revenue is recognised to the
extent Hexagon hasrightto invoice the customer. Customers are
invoiced on a monthly basis and right to consideration exists when
theinvoice has been generated.

Contractcosts

Additional coststo obtainacontractarerecognised as anasset if
the Group expectstorecoverthose costs. If time of depreciation of
the asset that would have been recognised is below one year, the
additional costs are recognised as cost when they occur.

Financing component

The Group does not have any contracts with customers where the
period between transferring of goods and services to the customer
and payment from the customer exceeds one year. As aconse-
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NOTE 1 Accounting policies, cont.
quence of this, the Group does not adjust transaction prices for
time value of money.

RESEARCH AND DEVELOPMENT EXPENDITURE

Expenditure forresearch is expensed asincurred, while expen-
diture for developmentis capitalised as follows: Capitalisation of
development expensesinthe Group are only applied to new prod-
ucts where significantdevelopment costs are involved, where the
products have a probable earnings potential that Hexagon may
benefit from and the costs are clearly distinguishable from ongoing
product development expenditure. Straight-line depreciation and
amortisation are done based on estimated economic life. Possible
impairmentis continuously evaluated. Depreciation, amortisation
andimpairmentareinincome statementreported as research and
development expenditure.

LEASING

The Group has entered into financial as well as operational leases.
The agreements are classified inaccordance with their financial
implication when they were entered into. Financial leases are not
material and primarily relate to vehicles. For operational leases,
the lease payments are expensed straight-line over the shorter

of the asset’s useful life and the lease term. For capital leases the
leased assetis carried on the balance sheet with acorresponding
liability for future lease payments. The leased asset is depreciated
over the same period as for assets of the same kind owned by the
Group. The liability for future lease paymentsisinterest bearing.

As manufacturer lessor, the Hexagon group has entered financial
lease contracts. Recognition of those takes place at the inception
of the contract. Assets included in the contractis derecognised
fromthe balance sheet. Instead, areceivable isrecognised. The
economic substance of afinancial lease is equal to selling, why
income and cost of goods sold is recognised when the contract
isentered.

OTHER OPERATING REVENUES/EXPENSES

Otheroperating revenues/expenses primarily consist of gains/
losses from sales of fixed assets, currency exchange gains and
lossesrelated to operating assets and liabilities, acquisition
related expenses and revenues for letting of premises and other
assetswith corresponding expenses.

FINANCIAL INSTRUMENTS

Financialinstrumentsrecognised in the balance sheetinclude, on
the asset side, cash and bank, accounts receivables, shares, loans
receivable, otherreceivables and derivatives. Liabilities include
trade accounts payable, loans payable, supplementary payments,
contingent considerations and derivatives.

Financialinstruments are initially recognised at cost, corresponding
totheinstrument’s fairvalue plus transaction expenses for all finan-
cialinstruments with the exception of those in the category financial
assetsatfairvalue through profitor loss. Subsequent measurement
atfairvalue oramortised cost depends on how they are classified, as
indicated below. Fair value of listed financial assets and liabilities are
determined at market prices. Hexagon also applies different valua-
tion methods to determine the fair value of financial assets and liabili-
tiesthatare managed inaninactive market. These valuation methods
are based on the valuation of similar instruments, discounted cash
flows oraccepted valuation models.

Amortised costis determined using the effective interest rate cal-
culated onthe date of acquisition.

FINANCIALASSETS AND LIABILITIES ARE CLASSIFIED
IN ONE OF THE FOLLOWING CATEGORIES:

Financial assets and liabilities at fair value through profit or loss
Financial derivative instruments are recognised at fair value, with
changesinfairvalue recognised in profitand loss, apart from cases
where the derivative fulfils the requirement for cash flow hedging,
inwhich case the changeinvalueis recognised directly in other
comprehensive income until the hedged transaction has been
recognised inthe income statement.
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Available for sale

Hexagon considers listed holdings of securities as being available
forsale, which means that the change in value up to the selling date
isrecogniseddirectly in other comprehensive income. Unlisted
shares and participations whose value cannot be determined
reliably are recognised at acquisition cost.

Held-to-maturity investments

Assets held to maturity are valued at amortised costs, applying the
effective interest rate method. No financial instruments were clas-
sified inthis category during 2017 and 2016.

Loansreceivable and accountsreceivable
Accountsreceivable are recognised at the amount expected to
be received based onanindividualvaluation. Accounts receiv-
able have a short maturity, due to which they are recognised at
theirnominalamount without discounting. Impairment losses on
accountsreceivable are recognised in operating expenses.

Otherreceivablesarereceivables that arise when the company
provides money without the intent to trade its claim.

Otherfinancial liabilities

Bank loans classified as other financial liabilities are initially
recognised at the amount received after deducting transaction
expenses. After acquisition, the loans are carried at amortised
cost, according to the effective rate method.

Trade accounts payable are carried atamortised cost. Trade
accounts payable have a short expected maturity and are carried
withoutdiscounting at their nominalamount.

Cashandbank

Cashand bankconsist of cash and cash equivalents, immediately
accessible balances with banks and similarinstitutions and short-
term liquid investments with a maturity from acquisition date of
lessthan three months, which are exposed to no more than an
insignificantrisk of fluctuationinvalue.

DERIVATIVES AND HEDGE ACCOUNTING

Balances and transactions are to some extent hedged and hedge
accountingisappliedifthe hedging actions taken have the stated
objective of constituting a hedge, have adirect correlation to the
hedged item and effectively hedge the item. An effective hedge
generates financial effects that offset those that arise through
the hedged position. When hedging fair value, the change in the
fairvalue of the hedginginstrumentisrecognised in the income
statementtogether with the change in the value of the liability or
assettowhichtherisk hedging applies. When hedging cash flow,
the change invalue of the hedging instrument is recognised directly
inother comprehensive income until the hedged transaction has
beenrecognised.

Thevalue of the net assets of subsidiaries whose functional cur-
rencyisnot EUR, including goodwill and otherintangible assets, is
partly hedged, mainly through currency loans. Currency forward
contracts are used to a lesser extent. In the consolidated financial
statements, the after-tax effects of hedging are offset against
those translation differences that were recognised directly in other
comprehensive income regarding the international operations.

FINANCIALINSTRUMENTS ACCORDRINGTO IFRS 9
From 1 January 2018, the Group is applying IFRS 9 Financial
Instruments.

Classification
From 1 January 2018 the Group classifies financial assetsin the
following categories:

« Financial assets measured at fair value (through other compre-
hensive income or profit or loss)

» Financial assets measured at amortised cost

Classification depends onthe Group’s business modeland on the
contractual cash flows the Group will obtain from the financial asset.
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NOTE 1 Accounting policies, cont.

Gains and losses from assets measured at fair value will be rec-
ognised eitherthrough comprehensive income or through profit or
loss. Fordebtinstruments, this depends on the Group’s business
model. Forequity instruments not available for sale, recognition
dependsonifthe Groupinitially has chosen to measure the equity
instrument at fair value through other comprehensive income.
Reclassification does only occur if the business model is changed.

Measurement

Financial assets are initially measured at fair value plus, if financial
assets not measured at fair value through profit or loss, transac-
tion costs directly attributable to the acquisition of the financial
assets. Transaction cost for financial assets measured at fair value
through profitor lossisrecognised intheincome statement.

Subsequent measurement of debt instruments depends onthe
Group’s business model and the cash flows generated by the finan-
cialasset. Debtinstruments are classified in three different mea-
surement categories:

« Amortised cost: assets held for obtaining contractual cash flows
and those cash flows consist of compensation for capital and
interest, are measured atamortised cost. Gains or losses when
debtinstrumentsare derecognised orimpaired are recognised
in profitor loss. Interestincome is classified as financialincome
according to the effective rate method.

Fairvalue through other comprehensive income: assets held

for obtaining contractual cash flows and for sale and where the
contractual cash flows exclusively are compensation for capital
and interest on outstanding capital is measured at fair value
through other comprehensive income. Changes in recognised
value in recognised in other comprehensive income except from
impairments, interest income and currency effects recognised
in profitor loss. When the financial asset is derecognised the
accumulated profitor loss is reclassified from other comprehen-
siveincome in equity to the income statement. Interestincome
isrecognised as financialincome according to the effective rate
method. Currency effects arerecognised as other operating
income or other operating costand any impairment is recognised
asotheroperating cost.

Fairvalue through profit or loss: assets that not meet the criteria
for being measured at fair value through other comprehensive
income is measured at fair value through profit or loss. Gain

or loss fromadebt instrument measured at fair value through
profitor lossisrecognisedinthe income statement at net value,
together with other profits and losses in the period they arise.

Derivatives are initially measured at fair value at the day of entering
the contract and are subsequently measured at fairvalue at the
end of every reporting period.

Impairment

The Group estimates on a forward-looking basis expected loss
fromdebtinstruments measured atamortised costand fairvalue
through other comprehensive income. The applied methodology
forimpairmentdependsonif thereis a significantincreasein credit
risk (see Note 24).

Forcustomerreceivables, the Group applies the simplified meth-
odology accordingto IFRS 9, which requires an initial provision for
expected losses.

PENSIONS
Expenditure for defined contribution plans are expensed as
incurred.

Expected expenditure under defined benefit plans are recognised
as aliability calculated in accordance with actuarial models,
consisting of an estimate of future benefits thatemployees have
earned through theiremploymentduring the current and prior peri-
ods. This benefitis discounted toits presentvalue. The discount
rateis theyield on high-quality corporate bonds orif thereis no
deep market for such bonds, government bonds - that have matu-
rity dates approximating the terms of the Group’s obligations.

Changes of the defined benefit obligation related to changed
actuarialassumptionsincluding currency revaluation on defined
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benefit obligationin another currency than functional currency
and experience based adjustment are reported in other compre-
hensive income. Pension expense for the year consists of pensions
earnedinthe current period and pensions earned from prior
periods resulting fromany changes in the plan. Pension liabilities,
-assets netis multiplied with discountrate and accounted forasa
financial expense. Obligations related to defined benefit plans are
recognised netin the balance sheet (as a provision), meaning after
adeduction of the value of any plan assets.

Defined benefit plans for which the insurer (Alecta) cannot specify
Hexagon’s share of the total plan assets and pension obligations,
pending thisinformation becoming available, are recognised as
defined contribution plans. Thisonly exist in limited extentin
Sweden.

PROVISIONS

Aprovisionisrecognised in the balance sheet when the Group has
alegalorconstructive obligation as aresult of a pasteventand it

is probable that an outflow of resources will be required to settle
the obligation and areliable estimate of the amount can be made.
Ifthe effectis material, the provision is determined by discounting
the expected future cash flows at a pre-taxrate that reflects the
current market assessments of the time value of money and, where
appropriate, the risks specific to the liability.

Warranties

Aprovision for warrantiesis recognised when the underlying
products orservices are sold. The provision is based on historical
warranty dataand aweighing of all possible outcomes with their
associated probabilities.

Restructuring

Aprovision for restructuringis recognised when the Group has
approved a detailed and formal restructuring plan and the restruc-
turing has either commenced or has been publicly announced. No
provision is posted for future operating losses.

Onerouscontracts

Aprovision foronerous contracts is recognised when the expected
benefits to be derived by the Group are lower than the unavoidable
costof meetingits obligations under the contract.

INCOME TAXES
Income taxes comprise:

« Currenttax, meaning the tax calculated on taxable earnings for
the period and adjustments regarding prior periods;

« Deferred tax, meaning the tax attributable to taxable temporary
differencesto be paid in the future and the tax that represents
areduction of future tax attributable to deductible temporary
differences, deductible loss carry-forwards and other tax
deductions.

Theincome tax expenses for the year consist of current and
deferred tax. Transactions recognised in other comprehensive
incomeare including tax effects, i.e. tax related to these transac-
tions are also posted in other comprehensive income. Tax related to
transactionsdirectly recognised in equity, is posted in equity.

INVENTORIES

Inventories are accounted according to the FIFO (first-in first-out)
principle. Raw materials and purchased finished and semi-finished
goods arerecognised at the lower of cost and netrealizable value.
Manufactured finished and semi-finished goods are recognised
atthe lower of manufacturing cost (including a reasonable portion
ofindirect manufacturing costs) and fair value. Market terms are
applied for Intra-Group transactions. The necessary provisions
and eliminations are made for obsolescence and Intra-Group

gains respectively.

GOODWILLAND OTHER INTANGIBLE FIXED ASSETS
Goodwillcomprises the difference between the acquisition cost
and fair value of the Group’s share of acquired companies’identi-
fiable net assets on the date of acquisition. Goodwill is recognised
atacquisitionvalue lessaccumulated impairment losses. Other
acquisition-related intangible assets primarily comprise various
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NOTE 1 Accounting policies, cont.
typesofintellectualrights such as brands, patents and customer
relations.

Both acquisition-related and other intangible assets are reported
atacquisitionvalue less accumulated amortisation and impair-
ment losses, if any. Acquisition-related intangible assets with an
indefinite life are not amortised, but are tested forimpairmenton an
annual basis.

TANGIBLE FIXED ASSETS

Tangible fixed assets are recognised at acquisition value less accu-
mulated depreciation and impairment losses. Acquisition value
includes expenditure thatis directly attributable to acquisition of
the asset.

Gains/losses onthe divestment of atangible fixed asset are rec-
ognisedintheincome statementas other operatingincome/cost
and comprise the difference between the sales revenue and the
carryingamount.

Amounts that can be depreciated comprise acquisition value less
estimated residualvalue. The assets’ carrying value and useful life
areimpairment tested on every balance-sheet date and adjusted if
necessary.

DEPRECIATION AND AMORTISATION

Depreciation and amortisationis calculated on the original acqui-
sitionvalue and based on the asset’s estimated usefullife. The
depreciation terms forvarious asset classes are:

« Capitalised development expenditure 2-Byears
« Patents and trademarks' Syears
« Otherintangible assets 2-20vyears
» Computers 3-8years
« Machinery and equipment 3-15years
« Office buildings 20-50vyears
« Industrial buildings 20-50vyears
« Land improvements 5-25years

1) The value of trademarks obtained via acquired operations is determined by
means of the acquisition analysis. If the trademark can be used without any
time limitations, it is not subject to amortisation according to plan. The right
to use the name Leica derives from a contractual useful life under an agree-
mentthatexpires in 86 years’time. The agreement contains clauses stip-
ulatingextension opportunities. Since Hexagon is of the opinion that there
is reason to believe that it will be possible to extend the agreement without
considerable expenditure, the value of the right to use the name Leica is not
subject toamortisation.

IMPAIRMENT

Goodwilland otherintangible assets with an indefinite life are sub-
jecttoannualimpairment testing. All tangible and intangible assets
are impairment tested if indications of an impairment requirement
arise, meaning if the recognised value of an asset exceeds its recov-
erablevalue. Ifanimpairment need isidentified, the itemisimpaired
toanamountcorrespondingtothe recoverable value.

Therecoverablevalueis the higher of the asset’s netrealizable
value and thevalue in use, meaning the discounted present value of
future cash flows. Previous impairments are reversed by relevant
amounts matching the degree to which the impairmentis no longer
warranted, although goodwill impairments are never reversed.

Ifindependent cash flows cannot be isolated for individual assets,
the assets are grouped at the lowest level where independent cash
flows can be identified (cash-generating units). See further Note 8.

EARNINGS PER SHARE

The calculation of earnings per share is based on net earnings
attributable to the Parent company shareholders and on the
weighted number of shares outstanding during the year. The cal-
culation of earnings per share after dilution takes into account the
quarterly calculated dilutive effect from any potential common
shares stemming from options issued to employees. Dilution
occursonly when the strike price is lower than the share price.

HexagonAnnual Report 2017

ACCOUNTING POLICIES IN THE PARENT COMPANY
The Parentcompany applies the same accounting policies as the
Group with the following exceptions:

« The Parent company does not apply IAS 39.

« Inthe Parentcompany, all leases are treated as operational
leases.

« Inthe Parentcompany, the sharesin subsidiaries are recognised
atacquisitionvalue less any impairment.

« Acquisitionvalue of sharesin subsidiaries includes transaction
costsand contingent consideration.

« Non-monetary assets acquiredin other currencies than EUR
are recognised at the historical exchange rate. Other assets and
liabilities are recognised at the exchange rate prevailing on the
balance sheetdate.

« Group contributions are accounted for as appropriationsinthe
income statement.

DIVIDENDS

The dividend proposed by the Board of Directors reduces earnings
available for distribution and is recognised as a liability when the
Annual General Meeting has approved the dividend.

APPROVAL OF ACCOUNTS

The Parentcompany’s and the consolidated financial statements
will be presented tothe Annual General Meeting for approvalon 4
May 2018.

NOTE 2 CRITICALACCOUNTING ESTIMATES
AND ASSUMPTIONS

Thecriticalaccounting estimates and assumptions thatare
addressed inthis section are those that Company Management
and the Board of Directors regard as the most important for under-
standing Hexagon’s financial reporting. The information is limited
toareasthatare significant considering the degree of impact and
underlying uncertainty. Hexagon’s accounting estimates and
assumptions are based on historical experience and assumptions
that company management and the Board of Directors regard as
reasonable under the current circumstances. The conclusions
based onthese accounting estimates constitute the foundation for
the carryingamounts of assets and liabilities, in the event that they
cannot be established through information from other sources. The
actualoutcome may differ from these accounting estimates and
assumptions.

PARTS OF HEXAGON’S SALES DERIVE FROM MAJOR

AND COMPLEXCUSTOMER CONTRACTS

Inorderto establishthe amounts thatare to be recognised as
income and whether any loss provision should be posted, company
management makes estimates of completed performance in rela-
tionto the contractual terms and conditions, the estimated total
contractual costs and the proportion of the contract that has been
completed.

Hexagon also entersinto revenue agreements that contain multiple
elements, such ashardware, software and/or services. For these
agreements, Hexagon need to assess how revenue should be allo-
catedtoeach elementasdifferentaccounting principles apply for
these elements.

INTANGIBLE ASSETS

Intangible assets within Hexagon concern essentially pertain to
patents, trademarks and goodwill. Goodwill and other acquired
intangible assets with an indefinite life are not subject to annual
amortisation, while otherintangible assets are amortised. Insofar
as theunderlying operations develop negatively, an impairment
requirement may arise. Such intangible assets are subject to
annualimpairmenttesting, which is essentially based on the value
inuse, makingassumptions about the sales trend, the Group’s
profit margins, on-going investments, changes in working capital
and discountinterestrate. The assumptions made by the Board of
Directors are presented above. Company management considers
the assumptions applied to be compatible with the data received

67



NOTE 2 Critical accounting estimates and assumptions, cont.

from external sources of information or from previous experience.
Hexagon’s goodwill at the end of 2017 amounted to 4,412.3 MEUR
(4,027.1). Other intangible assets not subject to amortisation
amountto 945.2 MEUR (918.3) as of this date. Impairment tests
performeddid not give rise to any impairment.

TAXASSETS AND LIABILITIES

The Board of Directors and Company Management continuously
assessthecarryingamount of both current and deferred tax assets
and liabilities. For deferred tax assets, Hexagon has to assess the
probability of whether it will be possible to utilise the deductible
temporary differences that give rise to deferred tax assets to offset
future taxable profits. In addition, in certain situations, the value

of the deferred tax assets and liabilities may be uncertain due to
ongoingtax processes, for example.

Accordingly, the value of deferred tax assets and liabilities may
deviate from these estimates due toachange in future earning
capacity, changed taxregulations or the outcome of examinations
by authorities or tax courts of issued or not yetissued tax returns.
When assessing the value of deferred tax assets and liabilities,
Hexagon has to form an opinion of the tax rate that willapply at
the time of the reversal of the temporary differences. Hexagon
recognised deferred tax liabilities, netin an amount of 362.6MEUR
(417.7), net, at the end of 2017. At the same date, the Group had
tax-loss carry-forwards with avalue of 35.1 MEUR (45.8) that were
notrecognised as assets. These assets could not be capitalised
based onassessments of the opportunity to utilise the tax deficits.
Incomparison with the final outcome, the estimates made con-
cerning both deferred tax assets and liabilities could have either a
positive or a negative impacton earnings.

NOTE 3 OPERATING SEGMENTS

PENSION OBLIGATIONS

Within Hexagon, there are defined-benefit pension schemes based
on significantassumptions concerning future benefits pertaining
toeitherthe currentor prior workforce. When calculating the pen-
sion liability, a number of actuarial assumptions are of major signif-
icance tothe outcome of the calculation. The most critical pertain
tothediscountinterestrate ontheobligationand the anticipated
returnonthe planassets. Other significant assumptionsinclude
the rate of pay increases, employee turnover and estimated length
of life. Areduced discountinterestrate increases the recognised
pension liability. The actual outcome could deviate from the rec-
ognised amountif the applied assumptions prove to be wrong.

BUSINESS COMBINATION

Hexagon acquires companies onacontinuous basis. In connection
with the acquisitions, acquired assets and assumed liabilities are
valuedtofairvalueinapurchase price allocation analysis. The val-
uationistoacertain extent based on management assessment of
the future earnings of the acquired company. Many of the acquisi-
tions deals contain contingent consideration which is based on the
outcome of the acquired company earnings for a predetermined
period. The fair value of contingent considerations recognised as a
liability isreviewed on aregular basis, which requires management
toassessthe future performance of the acquired company. An
inaccurate assessment of this might result in overstated acquired
assets or liabilities for contingent considerations.

Hexagon's operations are organised, governed and reported intwo operating segments, Industrial Enterprise Solutions (IES) and Geospatial
Enterprise Solutions (GES). The operating segment IES comprises the divisions Manufacturing Intelligence and PPM. The operating segment
GES comprises the divisions Geosystems, Positioning Intelligence and Safety & Infrastructure.

Group expenses
2017 IES GES Totalsegments andeliminations Group
Net sales 1,764.3 1,706.5 3,470.8 -22.4 3,448.4
Operating expenses -1,320.4 -1,294.3 -2,614.7 1.6 -2,613.1
Operating earnings (EBIT1)! 443.9 412.2 856.1 -20.8 835.3
Non-recurringitems -55.7 -16.7 -72.4 -0.8 732
Operating earnings (EBIT) 388.2 395.5 783.7 -21.6 762.1
Net interestincome/expenses -22.7 -22.7
Earnings before tax -44.3 739.4
Operating assets 5,230.4 3,733.2 8,963.6 -798.0 8,165.6
Operating liabilities -699.4 11417 -1,8411 805.5 -1,035.6
Net operating assets 4,531.0 2,591.5 7,122.5 7.5 7,130.0
"Of which share in associated companies earnings 0.0 -01 -0.1 = -0.1
Sharesinassociated companies 0.0 0.1 0.1 = 0.1
Investments in fixed assets 107.6 173.3 280.9 0.6 281.5
Average number of employees 9,599 7,872 17,471 72 17,543
Number of employees at year-end 10,139 8,100 18,239 76 18,315
Depreciation, amortisation and impairment -135.8 -148.0 -283.8 -0.9 -284.7
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NOTE 3 Operating segments, cont.

Group expenses
2016 IES GES Totalsegments andeliminations Group
Net sales 1,569.9 1,579.3 3,149.2 - 3,149.2
Operating expenses -1170.8 -1,224.5 -2,395.3 -17.8 -2,413.1
Operating earnings (EBIT1)! 399.1 354.8 753.9 -17.8 736.1
Operating earnings (EBIT) 399.1 354.8 753.9 -17.8 736.1
Netinterestincome/expenses -21.8 -21.8
Earnings before tax -39.6 714.3
Operating assets 4,664.1 3,786.8 8,450.9 -910.0 7,540.9
Operatingliabilities -528.3 -1,239.0 -1,767.3 9331 -834.2
Netoperating assets 4,135.8 2,547.8 6,683.6 23.1 6,706.7
"Of which share in associated companies earnings 0.4 0.0 0.4 - 0.4
Sharesinassociated companies - 1.4 1.4 - 1.4
Investmentsin fixed assets 101.9 158.8 260.7 0.3 261.0
Average number of employees 8,454 7,934 16,388 72 16,460
Number of employees atyear-end 8,640 7,877 16,5617 75 16,592
Depreciation,amortisation and impairment -94.5 -138.5 -233.0 -0.9 -233.9
Geographical markets
OperatingAssets' Tangible and intangible
Net sales by country® Assets Liabilities Net fixed assets
2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
EMEA? 1,303.4 1,1938.7  4,457.3 4,308.3 -1136.2 -1,243.4  3,321.1 3,064.9 3,094.1 3,031.5
Americas 1,166.3  1,076.5 4,305.3  4,040.7 -468.1 -427.1 3,837.2 3,613.6 3,475.9 3,009.5
Asia 1,001.1 879.0 547.8 472.8 -576.1 -444.6 -28.3 28.2 119.5 124.6
Elimination of Intra-Group
items /Adjustments -22.4 - -1144.8 -1,280.9 1,144.8  1,280.9 = - = -
Group 3,448.4 3149.2 8,165.6 7,540.9, -1,035.6 -834.2  7130.0 6,706.7 6,689.5 6,165.6

1) Net operating assets correspond with operating earnings in as much as items such as cash and cash equivalents, tax, interest and interest bearing liabilities

and provisions are notincluded.

2) Sweden isincluded in EMEA with net sales of 78.1 MEUR (71.8) and tangible and intangible fixed assets of 29.5 MEUR (31.3).
3) Relates to the country where the customer has it’s residence. No single customer represented more than 2.4 per cent (2.0) of net sales.

NOTE 4 PARENT COMPANY INTRA-GROUP
PURCHASES AND SALES

Other Group companies account for 100 per cent (100) of the Par-
entcompany’s sales and 83 per cent (82) of the Parent company’s

purchases.

NOTE 5 NETSALES

Group Parent Company

2017 2016 2017 2016
Surveying 736.9  693.7 = -
Powerand energy 538.3 553.8 = -
Infrastructure and
construction 427.8 391.8 = -
Automotive 3571 306.3 = -
Public safety 287.6 297.2 = -
Electronicsand manufacturing ~ 473.4  382.1 = -
Aerospace and defence 283.0 254.0 = -
Other 344.3 270.3 18.5 20.2
Total 3,448.4 3,149.2 18.5 20.2
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NOTE 6 OPERATING EXPENSES

Group Parent Company

2017 2016 2017 2016
Cost of goods sold
Costofgoods 695.3 622.2 = -
Personnel cost 3751 368.1 = -
Depreciationand amortisation 25.4 27.7 - -
Other 231.4 2292 = -
Total 1,327.2  1,247.2 = -
Sales expenses
Personnel cost 446.6  396.4 = -
Depreciationand amortisation 13.6 11.9 = -
Other 195.7 165.0 = -
Total 655.9 573.3 = -
Generaland administrative cost
Personnel cost 181.9 1711 7.0 5.2
Depreciationand amortisation 20.9 19.8 0.0 0.0
Other 100.7 78.2 211 21.7
Total 303.5 26941 281  26.9
Research and
development cost
Personnel cost 162.9 145.0 = -
Depreciationand amortisation 180.2 164.0 = -
Other 47.1 241 = -
Total 390.2 3331 = -
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NOTE 7 OTHEROPERATING INCOME AND OPERATING EXPENSES

Group 2017 2016  Group 2017 2016
Otheroperatingincome Otheroperating expenses

Capital gain on divestment of fixed assets 1.7 0.6 Capitallossondivestment of fixed assets -0.4 -1.1
Exchangerate gains 36.4 51.5  Exchangerate losses -45.5 -46.1
Government grants 2.7 2.3 Rentalrelated expenses -1.5 -4.0
Fairvalue adjustments 53.7 18.6  Impairment -47.5 -4.5
Rentalincome 1.0 2.8  Acquisitionrelated expenses SAS -7.9
Other 2.6 5.3  Other =5.1 -9.0
Total 98.1 81.1  Total -107.5 -72.6

NOTE 8 IMPAIRMENTS
CASH-GENERATING UNITS

Goodwilland other intangible assets with indefinite lives acquired through business combinations has been allocated to the five (five)
cash generating units (CGU) below, which complies with Hexagon’s organisation:

« Geosystems

« Manufacturing Intelligence
- Positioning Intelligence

« Safety & Infrastructure

« PPM

Carryingamount of goodwill and other intangible assets allocated to each of the CGUs:

Manufacturing Positioning Safety &

Geosystems Intelligence Intelligence Infrastructure PPM Total

2017 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Goodwill 1,106.2  1,117.9  1,118.2 537.4 333.1 362.6 481.6  460.0 1,373.2 1,549.2 4,412.3 4,0271
Otherintangible assets
with indefinite useful
lives' 427.2 437.3 145.0 64.5 14.1 15.7 76.3 79.3 282.6 3215 9452 918.3
Intangible assets sub-
jecttoamortisation? 321.3 314.4 359.0 2383.6 75.6 72.8 123.6 118.4 171.3 186.2 1,050.8 925.4
Total 1,854.7 1,869.6 1,622.2 835.5 422.8 4511 681.5 657.7 1,827.1 2,056.9 6,408.3 5,870.8

1) Comprises the right to use the Leica name and other owned names and brands.

2) Comprises capitalised development costs, patents, technology and other intangible assets.

Hexagon performed its annualimpairment test as per 31 December
2017.Hexagon tests if the carrying value of the CGU’s exceed their
recoverable value. Therecoverable value is the higher of the CGUs
netrealisable value and the value in use, meaning the discounted
value of future cash flows.

GEOSYSTEMS

Therecoverable amount of the Geosystems CGU is determined
based onavalueinuse calculation using cash flow projections from
financial budgets approved by senior management covering a five
year period. The pre-taxdiscountrate applied to the cash flow pro-
jections 7.3 per cent (6.6). The growth rate was used to extrapolate
the cash flows beyond the five-year period was 2.0 per cent (2.0). This
growthrateisassessed onaconservative basisandis setequal to
the expected inflation. As aresult of the impairment test performed,
managementdid notidentify an impairment for this CGU.

MANUFACTURING INTELLIGENCE

The recoverable amount of the Manufacturing Intelligence CGU is
alsodetermined based onavaluein use calculation using cash flow
projections from financial budgets approved by senior manage-
ment covering a five year period. The pre-taxdiscount rate applied
tothe cash flow projections 8.5 per cent (7.8). The growth rate was
used to extrapolate the cash flows beyond the five-year period was
approximately 2.0 per cent (2.0). This growth rate is assessed on
aconservative basis andis set equal to the expected inflation. As
aresultoftheimpairmenttest performed, managementdid not
identify animpairment for this CGU.
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POSITIONING INTELLIGENCE

The recoverable amount of the Positioning Intelligence CGU is also
determined based onavalue in use calculation using cash flow pro-
jections from financial budgets approved by senior management
covering afive year period. The pre-taxdiscountrate applied to the
cash flow projections 9.1 per cent (8.0). The growth rate was used to
extrapolate the cash flows beyond the five-year period was approx-
imately 2.0 per cent (2.0). This growth rate is assessed on aconser-
vative basis and is set equal to the expected inflation. As aresult of
the impairment test performed, managementdid not identify an
impairment for this CGU.

SAFETY & INFRASTRUCTURE

The recoverable amount of the Safety & Infrastructure CGU is also
determined based onavalue in use calculation using cash flow pro-
jections from financial budgets approved by senior management
coveringafiveyear period. The pre-taxdiscount rate applied to

the cash flow projections 9.3 per cent (9.1). The growth rate used to
extrapolate the cash flows beyond the five-year period was approx-
imately 2.0 per cent (2.0). This growth rate is assessed on a conser-
vative basis and is set equal to the expected inflation. As a result of
the impairment test performed, managementdid not identify an
impairment for this CGU.

PPM

Therecoverable amount of the PPM CGU is also determined based
onavalue inuse calculation using cash flow projections from finan-
cialbudgets approved by senior management covering a five year
period. The pre-taxdiscount rate applied to the cash flow projec-
tions 9.3 per cent (9.1). The growth rate was used to extrapolate the
cash flows beyond the five-year period was approximately 2.0 per
cent (2.0). This growth rate is assessed on a conservative basis and
issetequaltothe expectedinflation. Asaresult of the impairment
test performed, managementdid notidentify animpairment for
this CGU.
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NOTE 8 Impairments, cont.

KEY ASSUMPTIONS USED IN VALUE IN USE CALCULATIONS
The calculation of value in use for all CGU is most sensitive to the
following assumptions:

- Forecasts, including operating margins and sales growth
» Discountrates

« Growth rates used to extrapolate cash flow beyond the forecast
period

Forecasts

The forecasted cash flows, thatis approved by senior manage-
ment, are based on an analysis of historic performance as wellas a
bestestimate regarding the future. Hexagon has since 2001 shown
systematically rising operating margins and virtually continuous
good organic growth.

The operating margins are based on average values achieved
historically. The margins are increased over the period to reflect
anticipated efficiency improvements. The organic growth is based
on an analysis of how the competition situationis judged to develop
over time.

Discountrates

Discountratesrepresentthe current marketassessmentof the
risks specifictoeach CGU, takinginto consideration the time value
of money aswellasindividualrisks. The discount rate calculation
isbasedonthe specific circumstances of each CGU and is derived
fromits weighted average cost of capital (WACC). The WACC takes
into account both debt and equity. The cost of equity is derived from
the expected return oninvestment by the Group investors. The cost
of debtis based ontheinterest bearing borrowings. Specific risks are
incorporated by applying individual beta factors. The beta factors
are evaluated annually based on publicly available market data.

Growth rates used to extrapolate cash flow beyond

the forecast period

Rates are based on published industry research. The long termrate
used to extrapolate the budgetis assessed as conservative as this
issetequaltothe expected longterminflation rate.

Sensitivity to changes inassumptions

Asensitivity analysisincluding all key assumptions is performed
and management believe that noreasonably possible change in
any of the above key assumptions would cause the carrying value
to materially exceed the recoverable value. For all cash generat-
ingunitsthereis asignificant headroom before any changesin

key assumptions would cause a valuation adjustment, since the
recoverable value totally is nearly double the book value. The per-
formed sensitivity analysis demonstrates that the value of good-
willand otherintangible assets with indefinite useful life is more
than defendable even if the discount rateis increased with one
percentage pointorif the growth rate after the forecast period is
decreased with one percentage point for all cash generating units.
Even forecasts for sales growth and operating margin are included
inthe sensitivity analysis and no reasonable changes inthese
would cause a need of impairment.
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NOTE 9 EARNINGS FROM SHARES IN GROUP

COMPANIES
Group Parent Company

2017 2016 2017 2016
Earnings from shares
in group companies
Dividend from subsidiaries = - 70.2 -
Impairment loss of sharesin
Group companies = - -11.2 -
Capital gain/loss from sale of
sharesin group companies = 0.7 = -
Total = 0.7 59.0 -

NOTE 10 FINANCIALINCOME AND EXPENSES

Group
2017

Parent Company

2016 2017 2016

Financialincome
Interestincome 5.2 4.7 0.2 0.1
Interestincome,

intercompany receivables = - 105.2 91.9
Other financialincome 0.4 0.1 126.1 167.0
Total 5.6 4.8 2315 259.0
Financial expenses
Interest expenses =175 -156.2 -14.3 -12.8
Interest expenses,
intercompany liabilities = - -10.2 -4.8
Net intereston pensions -1.6 -1.8 = -
Other financial expenses' -9.2 -9.6  -247.4  -198.1
Total -28.3 -26.6 -271.9 -215.7
1) Mainly bank costs.
NOTE 11 INCOMETAXES
GROUP
Taxonearnings fortheyear
2017 2016

Current tax -145.4 -91.5
Deferred tax 79.8 -44.2
Totaltax on earnings for the year -65.6 -135.7
Specification of deferred tax

2017-12-31 2016-12-31
Deferred tax assets (liabilities) comprise:
Fixed assets -466.9 -497.9
Inventories 13.8 10.5
Receivables 20.6 1.3
Provisions VAS 17.6
Other 34.6 25.1
Unutilised loss carry-forwards and
similar deductions 62.9 61.5
Lessitems notsatisfyingcriteria for being
recognised as assets -35.1 -45.8
Total -362.6 -417.7
According tothe balance sheet:
Deferred tax assets 83.9 55.0
Deferred tax liabilities -446.5 -472.7
Total, net -362.6 -417.7

Unutilised loss carry-forwards and similar deductions not sat-
isfying criteria for being recognised as assets have not been
recognised. Deferred tax assets that depend on future taxable
surpluses have beenvalued on the basis of both historical and
forecast future taxable earnings. Hexagon is striving for a corpo-
rate structure that enables tax exemption when companies are
divested and favourable taxation of dividends within the Group.
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NOTE 11 Income taxes, cont.
Certain potential taxondividends and divestments remain within
the Group.

Reconciliation of the year’s change in current and deferred
taxassets/liabilities

Deferred tax 2017 2016
Opening balance, net -417.7 -357.4
Change viaincome statement

Deferred taxon earnings -20.3 -40.6
Changeinreserve for deductions not satisfying

criteriafor beingrecognised as assets -0.5 -2.0
Changeintaxratesanditems pertaining

to prioryears 100.6 -1.6
Total 79.8  -44.2
Change via other comprehensive income

Deferred taxon other comprehensive income 17.8 5.7
Total 17.8 5.7
Change viaacquisitions and divestments -75.4 -10.3
Translation difference 32.9 -11.5
Closing balance, net -362.6 -417.7
Current tax 2017 2016
Opening balance, net -11.4 -12.5
Changeviaincome statement

Currenttaxonearnings -149.3 -95.3
Items pertainingto prioryears 3.9 3.8
Total -145.4 -91.5
Changeviaacquisitions and divestments =188 -0.8
Payments, net 114.8 92.1

Translation difference 0.5 1.3

Closing balance, net -55.0 -11.4

The Group’s unutilised loss carry-forwards and similar deduc-
tions mature as follows:

2017-12-31

2017 14.2
2018 2.3
2019 9.2
2020 7.0
2021 and later 56.8
Indefinitely 184.8
Total 274.3
The difference between nominal Swedish taxrate and
effective taxrate arises as follows:

2017 2016
Earnings before tax 739.4 7143
Tax pursuant to Swedish nominaltaxrate 22% -162.7  -157.1
Difference intax rates between Swedish and
foreigntaxrate 14.8 19.5
Revaluation of loss carry-forwards, etc. -0.6 1.9
Permanentdifferences -26.0 0.3
Changeintaxratesanditems pertaining
to prioryears' 108.9 -0.3
Tax, income statement -65.6 -135.7

1) Mainly related to revaluation of deferred tax due to tax cut in USA.

Reconciliation of the year’s changein current
and deferred tax assets/liabilities

2017 2016
Deferred tax
Opening balance, net 0.0 0.0
Change viaincome statement
Deferred taxonearnings 6.0 -8.2
Changeinreserve for deductions not satis-
fying criteria for being recognised as assets = 8.2
Total 6.0 0,0
Closing balance, net 6.0 0.0
Current tax
Opening balance, net -0.2 0.0
Changeviaincome statement
Currenttaxonearnings -0.4 -0.2
Total -0.4 -0.2
Payments, net 0.2 -
Closing balance, net -0.4 -0.2

The Parentcompany has unutilised loss carry-forwards of 27.1
MEUR (0). The maturity of these are indefinitely.

NOTE 12 NON-RECURRING ITEMS

Group 2017 2016
Acquired deferred revenue 22.4 -
Cost nature

Personnel costs 36.2 -
Transaction costs 2.0 -
Impairments 10.5 -
Other 2.1 -
Total cost nature 50.8 -
Total non-recurring items 73.2 -
Net sales 22.4 -
Function

Costofgoods sold 3.0 -
Sales expenses 15.0 -
Administration expenses 13.7 -
Research and development expenses 171 -

Other operatingexpenses 2.0 -
Total function 50.8 -
Total non-recurring items 73.2 -

Non-recurringitems relate to a cost savings programme that was
introduced in the first quarter of 2017 and acquired deferred reve-
nue relating to the acquisition of MSC.

The new US tax legislation (Tax Cuts & Jobs Act) has led to a reval-
uation of deferred tax liabilities, which had a positive impact on tax
income of 72.4 MEUR.

NOTE 13 GOVERNMENT GRANTS
Duringthe year some of the subsidiaries within the Group have
received government grants. The government grants relate primar-
ily to education of employees and R&D funding. The table below

PARENT COMPANY shows how the grants are allocated to functions.
Taxonearnings fortheyear
2017 2016  Group 2017 2016
Currenttax -0.4 -0.2  Function
Deferred tax 6.0 - Costofgoodssold 0.1 0.1
Totaltax on earnings for the year 5.6 -0.2  Researchanddevelopmentexpenses 0.6 0.3
Other operatingincome 2.7 2.3
Total 3.4 2.7
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NOTE 14 INTANGIBLE FIXED ASSETS

Intangible fixed assets

Capitalised Otherintangible
Group 2017 development expenses Patents Trademarks Goodwill fixed assets Total
Acquisition value, opening balance 1,278.4 125.5 918.3 4,027 550.7 6,900.0
Investments 2161 1.0 = = 9.7 226.8
Investments/divestments of business = 6.2 85.2 791.9 170.2 1,063.5
Sales/disposals =B5.8 0.0 = = =81 -8.4
Reclassification -13.9 0.9 = = 4.2 -8.8
Translation differences -43.1 -4.8 -58.3 -406.7 -37.6 -550.5
Acquisition value, closing balance 1,432.2 128.8 945.2 4,412.3 694.1 7,612.6
Amortisation, opening balance -611.4 -75.0 = = -222.9 -909.3
Amortisation for the year -140.3 -8.3 = = -44.8 -193.4
Investments/divestments of business = = = = -6.7 -6.7
Sales/disposals B3 - - - 3.1 8.4
Reclassification 11.8 -0.7 = = =28 8.8
Translation differences 20.9 3.0 = = 15.1 39.0
Amortisation, closing balance -713.7 -81.0 - - -258.5 -1,053.2
Impairments, opening balance -101.3 - - - -18.6 -119.9
Impairment for the year -22.9 = = = -16.3 -39.2
Translationdifferences 6.0 = = = 2.0 8.0
Impairments, closing balance -118.2 = = = -32.9 -151.1
Carryingvalue 600.3 47.8 945.2 4,412.3 402.7 6,408.3
Capitalised Otherintangible
Group 2016 development expenses Patents Trademarks Goodwill fixed assets Total
Acquisition value, opening balance 1,097.8 122.4 885.6 3,812.6 525.9 6,444.3
Investments 1971 0.9 0.0 - 8.7 206.7
Investments/divestments of business -13.9 0.8 22.1 1491 31.2 189.3
Sales/disposals -18.3 0.0 - - -17.8 -36.1
Reclassification 0.0 - - - -1.6 -1.6
Translation differences 15.7 1.4 10.6 65.4 4.3 97.4
Acquisition value, closing balance 1,278.4 125.5 918.3 4,0271 550.7 6,900.0
Amortisation, opening balance -497.9 -66.7 - - -189.6 -754.2
Amortisation for the year -130.6 -8.1 - - -36.2 -174.9
Investments/divestments of business 5.2 -0.1 = - -1.2 3.9
Sales/disposals 16.0 0.0 - - 6.8 22.8
Reclassification 0.0 - - - 0.8 0.8
Translation differences -4.1 -0.1 - - -3.5 -7.7
Amortisation, closing balance -611.4 -75.0 - - -222.9 -909.3
Impairments, opening balance -97.6 - - - -25.4 -123.0
Impairment for the year -4.5 - - - - -4.5
Sales/Disposals 2.3 - - - 7.9 10.2
Translation differences -1.5 - - - -1.1 -2.6
Impairments, closing balance -101.3 - - - -18.6 -119.9
Carryingvalue 565.7 50.5 918.3 4,0271 309.2 5,870.8

Capitalised expenditure on research and development pertains mainly to software for sales. Trademarks mainly comprise the right touse
the “Leica” name and other owned names and brands. These are assessed to be used without any time limitations and are not subject to
amortisation. Other intangible fixed assets primarily consist of customer bases and technology identified upon acquisition.

Amortisation of intangible fixed assets allocated by function:

Otherintangible fixed assets

Group 2017 2016 Parent Company 2017 2016
Costofgoods sold -1.6 -1.7  Acquisitionvalue, opening balance 0.3 11.9
Sales expenses -9.7 -5.3  Investments 0.0 0.0
Administration expenses -3.7 -4.2  Sales/Disposals = -11.6
Research and developmentexpenses -175.4  -160.5  Acquisitionvalue, closing balance 0.3 0.3
Other operating expenses -3.0 -3.2  Amortisation, opening balance -0.2 -11.8
Total -193.4 -174.9  Amortisationfortheyear 0.0 0.0

Sales/Disposals = 11.6

Amortisation, closing balance -0.2 -0.2

Carryingvalue 0.1 0.1
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NOTE 15 TANGIBLE FIXED ASSETS

Tangible fixed assets

Constructionin

Machinery and Equipment, progressand

Land and other othertechnical toolsand advancesto
Group 2017 Buildings realestate plants installation suppliers Total
Acquisition value, opening balance 215.3 31.6 284.0 194.4 5.8 7311
Investments 5.0 0.5 27.6 19.9 1.7 54.7
Investments/divestments of business 6.6 = 2.5 16.5 = 25.6
Sales/disposals -3.2 -2.2 -8.4 -12.4 -0.2 -26.4
Reclassification -0.4 0.0 1.8 4.5 -0.1 5.8
Translationdifferences -10.1 =15 -10.6 -15.4 -0.2 -37.8
Acquisition value, closing balance 213.2 28.4 296.9 207.5 7.0 753.0
Depreciation, opening balance -80.9 -4.7 -207.1 -139.8 -3.8 -436.3
Depreciation for the year =0 -0.9 -18.6 21,7 -0.4 =2l
Investments/divestments of business -4.1 = -1.9 -12.1 = -18.1
Sales/disposals 1.7 0.1 8.0 11.8 0.1 21.7
Reclassification 0.3 0.0 -2.7 -3.9 0.0 6.3
Translation differences 1.0 0.3 7.0 11.0 0.0 19.3
Depreciation, closing balance -92.5 -5.2 -215.3 -154.7 -4.1 -471.8
Carryingvalue 120.7 23.2 81.6 52.8 2.9 281.2

Constructionin

Machinery and Equipment, progressand

Landand other othertechnical toolsand advancesto
Group 2016 Buildings real estate plants installation suppliers Total
Acquisition value, opening balance 205.5 32.5 264.2 1741 7.2 683.5
Investments 7.6 0.3 21.0 23.7 1.7 54.3
Investments/divestments of business 1.0 - -2.1 7.3 0.8 7.0
Sales/disposals -3.6 -0.5 -5.3 -15.3 -0.5 -25.2
Reclassification 2.7 -1.1 4.0 1.4 -1.6 5.4
Translation differences 2.1 0.4 2.2 3.2 -1.8 6.1
Acquisition value, closing balance 215.3 31.6 284.0 194.4 5.8 7311
Depreciation, opening balance -70.5 -3.6 -192.9 -125.4 -3.2 -395.6
Depreciation for the year -9.4 -1.0 -22.2 -21.4 -0.5 -54.5
Investments/divestments of business 0.0 - 1.4 -4.9 -0.5 -4.0
Sales/disposals 1.6 0.0 5.0 14.7 0.4 21.7
Reclassification -1.2 - 1.8 -0.6 0.0 0.0
Translationdifferences -1.4 -0.1 -0.2 -2.2 0.0 -3.9
Depreciation, closing balance -80.9 -4.7 -2071 -139.8 -3.8 -436.3
Carryingvalue 134.4 26.9 76.9 54.6 2.0 294.8

Depreciation of tangible fixed assets allocated by function: Equipment

Group 2017 2016 ParentCompany 2017 2016
Costofgoods sold -23.8 -26.0  Acquisition value, opening balance 0.0 0.0
Sales expenses -3.9 -6.6  Acquisitionvalue, closing balance 0.0 0.0
Administration expenses -17.2 -15.6  Depreciation, opening balance 0.0 0.0
Research and development expenses -4.8 -3.5  Depreciation fortheyear 0.0 0.0
Other operating expenses -2.4 -2.8  Depreciation, closing balance 0.0 0.0
Total -52.1 -64.5  Carryingvalue 0.0 0.0
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NOTE 16 FINANCIALFIXED ASSETS

Sharesinassociated companies

Otherlong-term securities holdings

Otherlong-termreceivables

Group 2017 2016 2017 2016 2017 2016
Opening balance 1.4 3.5 4.3 4.9 15.4 16.6
Investments = - = - 191 5.6
Acquired as subsidiary = -1.9 = - 9.2 -0.4
Earnings participations, etc. -01 0.4 = - = -
Capitalgains/losses -0.9 - = -0.3 = -
Sales -0.2 -0 = -0 -4.6 -3.9
Reclassification = - = - -1.6 -2.7
Translation differences -0.1 -0.5 -0.1 -0.2 -1.4 0.2
Closing balance 0.1 1.4 4.2 4.3 36.1 15.4

Sharesin Group companies

Receivables from Group companies

Otherfinancial fixed assets

Parent Company 2017 2016 2017 2016 2017 2016
Opening balance 4,330.6 4,327.0 2,872.6 3,334.7 0.4 0.3
Shareholders contribution 393.4 3.6 = - = -
Impairment -11.2 - = - = -
Increase/decrease inreceivables = - -216.3 -462.1 0.0 0.1
Closing balance 4,712.8 4,330.6 2,656.3 2,872.6 0.4 0.4
Other long-term securities holdings

Group 2017-12-31 2016-12-31

BIMobject AB 3.2 3.3

Euclideon PTY 1.0 1.0

Other 0.0 0.0

Total 4.2 4.3

Subsidiaries of Hexagon AB

Portion of share capital

Carryingamount

CorpID. No. Reg. Office/ Country No.of shares andvotingrights,% 2017-12-31 2016-12-31
Clever Together AB 556070-5138 Stockholm, Sweden 2,500 100 0.0 0.0
Hexagon Corporate Services Ltd - Hong Kong 10,000 100 0.0 0.0
Hexagon Corporate Solutions Ltd - England 1 100 0.0 0.0
Hexagon Forvaltning AB 556016-3049 Stockholm, Sweden 200,000 100 2341 231
Hexagon Global Services AB 556788-2401 Stockholm, Sweden 1,000 100 0.0 0.0
Hexagon Intergraph AB 556370-6828 Stockholm, Sweden 1,000 100 0.0 0.0
Hexagon Metrology AB 556365-9951 Stockholm, Sweden 1,000 100 1,129.1 735.7
Hexagon Positioning Intelligence Ltd - England 3 100 154.6 154.6
Hexagon Solutions AB 556083-1124  Stockholm, Sweden 100,000 100 1.6 1.6
Hexagon Technology Center GmbH' - Switzerland 583 75 2,388.0 2,388.0
Intergraph Holding Company - USA 1 100 1,007.5 1,007.5
Johnson Industries AB 556099-2967 Stockholm, Sweden 100,000 100 748 7.3
Roomned AB 556394-3678 Stockholm, Sweden 1,439,200 100 0.0 1.2
TeclaAB 556068-1602 Stockholm, Sweden 160,000 100 1.6 1.6
Ostgdtaeken AB 556197-2380 Stockholm, Sweden 2,000 100 0.0 0.0
Total 4,712.8 4,330.6
1) The remaining part of share capital and voting rights in the company are owned by wholly owned subsidiaries in the Group.
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NOTE 17 SHARES IN ASSOCIATED COMPANIES

Share ofincome inassociated companies

Portion of, % Carryingamount Group Beforetax Tax Beforetax Tax
Number of Share Voting Portionofshare-

shares capital rights holders’equity 2017-12-31 2016-12-31 2017 2017 2016 2016
Aircraft Concept GmbH 50 40 40 0.0 0.1 0.1 0.0 0.0 0.0 0.0
Alberta Ltd - - - - = 1.2 0.0 0.0 0.0 0.0
Applied Thermal Fluid
Analysis Center Ltd 252,000 45 45 0.0 0.0 - 0.0 0.0 - -
Contravolts Infotech PvtLtd 392,000 49 49 0.0 0.0 - 0.0 0.0 - -
H&S Serverand Laser - - - - = 0.0 0.0 0.0 0.0 0.0
HostSure Ltd - - - - = - = = 0.4 0.0
Navgeocom Severo-Zapad - - - - = 0.0 0.1 0.0 0.0 0.0
Navgeocom Yug - 45 45 0.0 0.0 0.1 0.0 0.0 0.0 0.0
Sistem Solutions 7,182 25 25 0.0 0.0 - 0.0 0.0 - -
Total 0.0 0.1 1.4 0.1 0.0 0.4 0.0
Aircraft Concept GmbH has its registered office in Germany.
Alberta Ltd hasits registered office in Canada. Was divested during 2017.
Applied Thermal Fluid Analysis Center Ltd has its registered office in Taiwan.
Contravolts Infotech Pvt Ltd has its registered office in India.
H&S Serverand Laser hasits registered office in USA. Was divested during 2017.
HostSure Ltd has itsregistered office in Northern Ireland. Recognised as wholly owned subsidiary as of 2016.
Navgeocom Severo-Zapad has its registered office in Russia. Was divested during 2017.
Navgeocom Yug has its registered office in Russia.
Sistem Solutions has its registered office in Ukraine.
Since these holdings are insignificantin relation to the Group as a whole, no further disclosures are provided.
NOTE 18 RECEIVABLES

Dueless Duebetween Duebetween Duebetween Olderthan

Group Notdue than30days 30-60days 61-90days 91-120days 120days Total
Aging analysis of receivables,
31 December 2017, net ofimpairment losses
Other long-termreceivables 34.8 0.5 = 0.0 0.0 0.8 36.1
Customerreceivables 668.9 971 35.7 283 13.2 59.5 897.7
Otherreceivables — non-interest bearing 555 2.7 0.3 0.0 0.1 2.2 60.8
Total 759.2 100.3 36.0 23.3 13.3 62.5 994.6
Aging analysis of receivables,
31 December 2016, net of impairment losses
Otherlong-termreceivables 11.3 1.3 - 0.0 0.6 2.2 15.4
Customerreceivables 590.1 79.3 38.1 17.6 8.6 54.3 788.0
Otherreceivables — non-interest bearing 52.6 1.8 1.1 0.0 0.0 1.4 56.9
Total 654.0 82.4 39.2 17.6 9.2 57.9 860.3
Reserve for doubtfulreceivables NOTE 19 INVENTORIES
Group 2017-12-31 2016-12-31  Group 2017-12-31 2016-12-31
Openingbalance 25.0 25.6  Rawmaterialsand supplies 176.1 175.2
Reserve for anticipated losses 13.5 10.3  Workinprogress 34.7 29.7
Adjustment for actual losses -4.3 -3.5  Finished goods and goods for sale 206.2 221.8
Reversal of unutilised amounts -4.7 -7.3  Total 417.0 426.7
Increase through acquisition 0.2 -
Translation differences -0.9 -0.1 Value adjustment reserve includes
Closing balance 28.8 25.0 provisions for obsolescence etc of -62.1 -64.2
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NOTE 20 PREPAID EXPENSES AND ACCRUED INCOME/ACCRUED EXPENSES AND DEFERRED INCOME

PREPAID EXPENSES AND ACCRUED INCOME

Group ParentCompany
2017-12-31 2016-12-31 2017-12-31 2016-12-31
Accrued invoicing 11.5 21.8 = -
Accrued interestincome 0.2 0.2 = -
Work in progress 38.0 39.5 = -
Prepaid maintenance costs 5.7 5.1 = -
Prepaid license costs 10.2 6.0 = -
Prepaid products and services 1.1 141 = -
Prepaid rent 3.7 3.2 0.1 0.1
Prepaidinsurance 4.0 5.5 0.1 0.1
Otheritems 14.9 7.3 0.1 0.1
Total 99.3 102.7 0.3 0.3
ACCRUED EXPENSES AND DEFERRED INCOME
Group ParentCompany
2017-12-31 2016-12-31 2017-12-31 2016-12-31
Accrued personnel-related expenses 186.2 156.0 1.4 0.3
Accrued sales commission 23.8 17.9 = -
Accrued installation and training expenses 7.3 7.2 = -
Accrued R&D expenses 2.0 2.3 = -
Accrued fees 7.6 6.5 0.1 0.1
Accrued royalties 4.7 4.0 = -
Accrued interest expenses 6.6 3.6 4.7 2.2
Workin progress 30.8 22.2 = -
Other prepaid revenues 351.2 254.3 = -
Otheritems 68.6 65.3 0.5 0.6
Total 688.8 539.3 6.7 3.2
NOTE 21 SHARE CAPITALAND NUMBER OF SHARES
PARENT COMPANY
Numberof shares
Outstanding Totalissued
Quotavalue Share capital,
pershare, EUR ClassA ClassB Total ClassA ClassB Total MEUR
Opening balance 2016 0.22 15,750,000 344,587,142 360,337,142 15,750,000 344,587,142 360,337,142 80.0
New share issues
—exercise of warrants 0.22 - 106,000 106,000 - 106,000 106,000 0.0
Closing balance 2016 0.22 15,750,000 344,693,142 360,443,142 15,750,000 344,693,142 360,443,142 80.0
Closing balance 2017 0.22 15,750,000 344,693,142 360,443,142 15,750,000 344,693,142 360,443,142 80.0

Warrants exercised until 2015-12-31 incurred a new share issue in progress during 2016 of 106,000 new shares of series B. The new share

issue was finalized in the first quarter of 2016.

EachseriesAshare entitles the holderto 10 votes and each series Bshare to 1 vote. All shares entail the same right to share of profitsin
Hexagon. Dividend per share paid in 2017 regarding the financial year of 2016 amounted to EUR 0.48 (0.43) per share.

Average number of shares before and after dilution, thousands

2017 2016
Average number of shares before dilution 360,443 360,433
Estimated average number of potential shares pertaining to warrants plans 1,146 446
Average number of shares after dilution 361,589 360,879
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NOTE 22 PENSION PROVISIONS AND SIMILAR OBLIGATIONS

GROUP Threeyear summary
Provisions — Defined-benefit plans 2017-12-31 2016-12-31 2015-12-31
2017-12-31  2016-12-31  r4iryalue of plan assets 553.1 548.5 534.3
Pension obligations 630.7 679.8  Pension obligations -630.7 -679.8 -657.7
Fairvalue of plan assets -553.1 -548.5 Net -77.6 -131.3 -123.4
Pension obligations less plan assets 77.6 131.3  Unrecognised assets - -0.1 -0.1
Unrecognised assets - 0.1 Book-value -77.6 -131.4 -123.5
Pension provision, net 77.6 131.4
Pension obligations
Pension expenses - Defined-benefit plans 2017 2016
2011 2016 Opening balance 679.8 657.7
Current service cost 24.6 25.3  Changeintermsand conditions -13.6 -1.0
Interest expense 6.1 8.0 Currentservicecost 24.6 25.3
Calculated interestincome -4.5 -6.2  Interestexpense 6.1 8.0
Change interms and conditions -14.9 -2.6  Benefits paid -30.7 -33.1
Employees’ own contribution -10.7 -11.2 Acquired/divested subsidiaries 18.6 -0.2
Total 0.6 13.3  Settlementof pension obligations =18 -1.6
Total pension expensesimpact on theincome statement Actuarial gains/losses
- Financialassumptions -40.3 22.6
Actuarial gains/losses
2017 2016 Demographic assumptions =16 8.8
Operating expenses Actuarial gains/losses
- defined-benefit plans -1.0 1.5 —Experience adjustments 1.8 -3.5
Operating expenses Currency translation differences -12.8 -3.2
—defined contribution plans 52.8 30.5  Closingbalance 630.7 679.8
Operating earnings impact 51.8 42.0
Net interest expenses Planassets
—defined-benefitplans 1.6 1.8 2017 2016
Earnings before taximpact 53.4 43.8 Opening balance 548.5 534.3
Defined-benefit obligations CalcuAlateq interestincome 4.5 6.2
Pension Contr!butfons—employer 14.8 14.3
2017-12-31 Planassets obligations Net Contrllbutlo'ns—employee 187 .2
- Benefits paid -26.6 -33.2
Switzerland ) 496.8 ~529.2 ~32.4 Acquired/divested subsidiaries 3.6 -
Otherco.untrles 56.3 -101.5 “45.2  poturnon plan assets excluding calculated
Total (fair/present value) 553.1 -630.7 776 interestincome as above 74 185
Currency translation differences -9.8 -2.8
Pensions provisions, net -77.6 Closing balance 553.1 548.5
Of which:
Reported as asset (other
non-currentreceivables) 4.7
Reported as liability -82.3
Pension
2016-12-31 Planassets obligations Net
Switzerland 496.2 -585.4 -89.2
Other countries 52.3 -94.4 -42.]1
Total (fair/presentvalue) 548.5 -679.8 -131.3
Unrecognised assets -0
Pensions provisions, net -131.4
Of which:
Reported as asset (other
non-currentreceivables) 0.6
Reported as liability -132.0
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NOTE 22 Pension provisions and similar obligations, cont.
Fairvalue of plan assets

2017-12-31 2016-12-31
Equities and similar financial instruments 205.8 190.1
Interest bearing securities, etc. 176.6 179.2
Real estate 170.7 179.2
Total 5534 548.5

For 2018, the contributions to defined benefit plans are estimated
at 27.1 MEUR, of which employer’s contribution 16.4 MEUR.

Characteristics of the pension obligations

The following applies for the Swiss plans which represent 84 per
centof the total pension obligations. The Swiss plansinclude the
following sub-plans: Retirement pension (main plan), disability
pension, management plan, early retirement plan and jubilee plan.
The main plan, retirement pension, is financed through an indi-

Actuarialassumptions for the defined-benefit pension schemes

(weighted average, where applicable) 2017 2016
Discountinterestrate, % 1.0 1.4
Inflation, % 0.7 0.6
Future salaryincrease, % 0.8 0.8

For 84 per centof the defined benefit obligation, the Swiss BVG
2015 tables have been used for the actuarial assumptions regard-
ingemployee turnover and life expectancy.

Sensitivity analysis

The table below describes the effect on the value of the defined
benefit obligations of anisolated change in assumptions as
described.

! - - ; o Changein Effect, Changein Effect,
vidual savings account. The plan defines aretirement creditin per assumption, % MEUR assumption, % MEUR
centofinsured salary depending of the age of the plan member and -
itguarantees aninterestrate, whichisannually determined by the D'Scou_nt rate -03 37.3 +0.3 -35.2
Pension Fund. The minimum legal rate as fixed by the Swiss govern- ~ Salaryincrease -0.5 2.9 +0.5 3.3
ment has to be credited to the minimum savings account. The inter- ~ Employee turnover -1.0 11.8 +1.0 -1.8
estisnotallowed to negative, eveniftheactual returnon assetsis
negative (capital protection). The other kinds of plans i Switzerland Changein Changein
are of similar nature. assumption,  Effect, assumption, Effect,

no.ofyears MEUR no.ofyears MEUR

Shortfallmtheschemesm Switzerland must be covered bytﬁe Life expectancy 10 35.4 10 347
employer, while surpluses can only become due to the beneficia-
ries. Thevalue of plan assets has been reduced accordingly.
Remaining durationisinaverage 20 year.
NOTE 23 OTHERPROVISIONS
GROUP

Restructuring provisions Warranty provisions Other provisions Total
Opening balance 2016-01-01 12.0 13.8 8.9 34.7
Provision forthe year 0.6 7.7 0.7 9.0
Increase through acquisition of businesses - 0.1 0.6 0.7
Utilisation -8.4 -5.9 -2.6 -16.9
Reversal of unutilised amounts -1.3 -1 -0.3 -2.7
Translation difference -0.2 0.0 0.0 -0.2
Closing balance 2016-12-31 2.7 14.6 7.3 24.6
Provision forthe year 411 13.0 0.4 54.5
Increase through acquisition of businesses = = 3.4 3.4
Utilisation -28.1 -10.7 -1.6 -40.4
Reversal of unutilised amounts -1.4 =*8 -0.7 -3.4
Translation difference -0.8 -0.5 -0.8 -2.1
Closing balance 2017-12-31 13.5 156.1 8.0 36.6

Restructuring provisions

Restructuring provisions primarily relates to a cost savings pro-
gramme that was introduced in the first quarter of 2017. The
remaining part of restructuring provisions are mainly related to
personneland are expected to become due within 12 months.

Warranty provisions

Warranty provisions are estimated based on previous years statis-
tical dataand arevaluated onaregular basis. Since the warranty
provisions are based on historical statistical data, the provided
amount has alow uncertainty regarding the amount and timing of
outflow. The majority of warranty provisions run over a period of
1-8years. Estimated costs for product warranties are recognised
when the products are sold.
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Other provisions

Other provisions primarily consist of provisions for taxand legal
disputes and also legally required personnel related provisions.
The personnelrelated provisions are considered as long-term.
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NOTE 24 FINANCIALINSTRUMENTS

Hexagonisanetborrowerand has extensive international opera-
tions and is therefore exposed to various financial risks. The Group
Treasury Policy, approved by the Board, stipulates the rules and
limitations for the management of the different financial risks
within the Group. Hexagon’s treasury operations are centralised
tothe Group’sinternal bank, which isin charge of coordinating the
financialrisk management. The internal bankis also responsible
forthe Group’s external borrowing and its internal financing. Cen-
tralisation entails substantial economies of scale, lower financing
costand better controland management of the Group’s financial
risks. The internal bank has no mandate to conductindependent
tradingincurrencies and interest rate instruments. All relevant
exposures are monitored continuously and are reported to the
Group Management and the Board of Directors on a regular basis.

CURRENCY RISK

Currencyriskis therisk that exchange rate fluctuations willhave an
adverse effect onincome statement, balance sheet and cash flow.
Furthermore, the comparability of Hexagon’s earnings between
periods will be affected by changes in currency exchange rates.
Hexagon’s operations are mainly conducted internationally and
sales, costs and net assets are therefore denominated ina number
of currencies. As of 1 January 2011 the presentation currencyis
EURforthe Group. The change decreases the currency exposure in
both theincome statement and balance sheetaswellasin other
comprehensive income. It also allows the Hexagon Group to better
match debt to net assets. Currency exposure originates both from
transactionsin non-domestic currencies in the individual operat-
ing entities, i.e. transaction exposure and from translation of earn-
ings and netassets into EUR upon consolidation of the Group, i.e.
translation exposure.

Transaction Exposure

Sales and purchase of goods and services in currencies other than
respective subsidiary’s functional currency give rise to transaction
exposure. Transaction exposure is, as far as possible, concentrated
tothe countries where manufacturing entities are located. This is
achieved by invoicing the sales entities in their respective func-
tionalcurrency.

Inaccordance with the Group Treasury Policy the transaction expo-
sure should not be hedged.

Translation Exposure — Balance Sheet

Translation exposure arises when the netassets are translated into
EUR upon consolidation. Translation differences from net assets
inothercurrencies than EURreported in other comprehensive
income during 2017 were -530.3 MEUR (69.8).

Net exposure per currency

2017-12-31 Hedgingrate
usD 3,430.1 0%
GBP 3411 1%
CNY 308.4 -
CAD 267.3 1%
BRL 1371 1%
CHF -75.6 7%
INR 65.5 12%
Other 2031 3%
Total 4,677.0 1%
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Translation Exposure —Income Statement

The consolidated operatingincome and expense is mainly gener-
ated in subsidiaries outside the Euro-area. Changes in exchange
rates therefore have a significantimpact on the Group’s earnings
whentheincome statements are translated into EUR. Translation
exposure related to actual and forecasted earnings is not hedged.

Net sales percurrency

2017 2016
usbD 1,296.2 1,224.9
EUR 786.8 6956
CNY 419.3  363.9
GBP 144.3 1621
JPY 1111 77.5
CHF 106.6 69.0
Other 584.1 566.2
Total 3,448.4 3,149.2

INTEREST RATE RISK
Theinterestrateriskistheriskthatchangesininterestrates will
adversely affect the Group’s netinterest expense and/or cash flow.
Interestrate exposure arises primarily from the external interest
bearing debt. Inaccordance with the Group Treasury Policy the
average interestrate duration for the externaldebt shouldbeina
range from 6 monthsto 3 years.

During 2017 interest rate derivatives were used in order to manage
theinterestraterisk.

Financialincome and expenses

2017 2016
Interestincome 5.2 4.7
Interest expense -19.1 -17.0
Other financialincome and expense -8.8 -9.5
Net -22.7 -21.8
CREDITRISK

Creditriskistheriskthat counterparts may be unable to fulfil their
paymentobligations. Financial creditrisk arises when investing
cash and cash equivalents and when tradingin financial instru-
ments. Toreduce the Group’s financial credit risk, surplus cash
isonly invested with a limited number by the company approved
banks and derivative transactions are only conducted with coun-
terparts where an ISDA netting agreement has been established.

Asthe Groupisanetborrower, excess liquidity is primarily used
toamortise external debt and therefore the average surplus cash
invested with banks is kept as low as possible.

Creditriskalsoincludestherisk that customers will not pay receiv-
ablesthatthe company has invoiced or intends to invoice. Through
acombination of geographicaland business segmental diversi-
fication of the customers therisk for significant customer credit
lossesisreduced. Anaging analysis of the receivables can be found
inNote 18.

LIQUIDITY RISK

Liquidity riskis therisk of not being able to meet the Group’s pay-
mentobligationsin full as they falldue or can only do so at mate-
rially disadvantageous terms due to lack of cash resources. To
minimise the liquidity risk, the Group Treasury Policy states that
total liquidity reserves shall at all times be at least 10 per cent of
the Group’s forecasted annual net sales.

On 31 December 2017, cash and unutilised credit limits totalled
1,601.1 MEUR (1,595.3).
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NOTE 24 Financialinstruments, cont.

Group’s maturity structure of interest bearing financial liabilities — undiscounted cash flows

The table below presents the undiscounted cash flows of the Group’s interest bearing liabilities related to financial instruments based on
the remaining period at the balance sheet to the contractual maturity date. Floating interest cash flows with future fixing dates are based
ontheactualinterestratesatyear-end. Any cash flow in foreign currency is translated to EUR using the exchange rate at year-end.

2017 2018-2019 2020 and later Total

Capital Interest Capital Interest Capital Interest Capital Interest
Liabilities to creditinstitutions
Revolving Credit - - - - - - - -
Bond loans 168.0 12.0 608.4 12.5 523.7 5.3 1,300.1 29.8
Commercial paper’ - 2.5 - 5.1 822.7 1.8 822.7 9.4
Other lenders 129.4 1.4 0.4 0.0 0.2 0.0 130.0 1.4
Total liabilities to credit institutions 297.4 15.9 608.8 17.6 1,346.6 7.1 2,252.8 40.6
Otherinterest bearing liabilities 4.4 0.4 2.3 0.3 2.5 0.3 9.2 1.0
Totalinterest bearing liabilities 301.8 16.3 611.1 17.9 1,349.1 7.4 2,262.0% 41.6
1) The Commercial Paper Program is supported by the long term revolving credit facilities as back-up and therefore classified as long term.
2) Interest bearing liabilities in the Parent company, 2,234.6 MEUR.
There were interest rate derivatives pertaining to borrowing at 31 Group’s capital structure
December 2017. The agreement governing the Revolving Credit 2017-12-31 2016-12-31
Facility include a financial covenant for Net debt/EBITDA to be ful- e —
filled to avoid additional financing costs. Interest bearing liabilities and provisions 2,344.3 1,848.8

Cash, bankand short-terminvestments -309.4 -284.0
Currency composition pertaining to interest bearing liabilities Net Debt 2,034.9  1,564.8
2017-12-31 2016-12-31 .

EUR 98% 98% Shareholders’ equity 4,618.1 4,590.8
usD 1% 1%  SENSITIVITY ANALYSIS
INR 0% 1%  TheGroup’searnings are affected by changes in certain key
SEK 0% 0%  factors,asdescribed below. The calculations proceed from the
Other 1% 0%  conditions prevailingin 2017 and the effects are expressed on an
Total 100% 100% annualised basis. Earningsinnon-EUR subsidiaries are converted

REFINANCING RISK

Refinancingrisk refersto the risk that Hexagon does not have suffi-
cientfinancingavailable when needed to refinance maturing debt,
duetoexisting lenders do not extend or Hexagon has difficulties in
procuring new lines of credit at a given pointin time. Securing these
requirements demands a strong financial position in the Group,
combined with active measures to ensure access to credit.

Inordertoensure thatappropriate financingisin place and to
decrease therefinancing risk, no more than 20 per cent of the
Group’s gross debt, including unutilised credit facilities, is allowed
to mature within the next 12 months without replacing facilities
agreed.

Followingarefinancingin 2014, Hexagon’s main sources of financing
consistof:

1) Amulticurrency revolving credit facility (RCF) established during
Q3 2014. The RCF amounts to 2,000 MEUR with maturity 2021.

2) ASwedish Medium Term Note Programme (MTN) established
during Q2 2014. The MTN programme enables Hexagon to issue
bondsuptoatotalamountof 15,000 MSEK. On 31 December
2017, Hexagon had issued bonds of a total amount of 10,850
MSEK (6,750).

3) ASwedish Commercial Paper Program (CP) established during
2012.The CP programme enables Hexagon to issue commercial
paper up to atotalamount of 15,000 MSEK. Commercial paper
with tenorup to 12 months can beissued under the programme.
On 31 December 2017, Hexagon had issued commercial paper of
atotalamount of 7,590 MSEK (7,565) and 32 MEUR (11). The 2,000
MEUR multicurrency revolving facility support the commercial
paper programme.

During Q2 2016 Hexagon issued a private placement bond to SEK
(Swedish Export Agency) of 1,600 MSEK with a tenor of 6 years.
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into EUR based on average exchange rates for the period when the
earnings arise.

Duringthe year there have been significant changes to the
exchange rates of currencies that have the biggestimpacton
Hexagon’s earnings and net assets, namely CHF, CNY and USD.
Comparedto lastyear the EUR has strengthened against CHF, CNY
and USD. Since Hexagon has a majority of the operating earnings
denominated in CNY and USD, this had a negative impact on oper-
atingearnings. The weakening of the CHF had a positive impact
since aconsiderable part of the costs are denominated in CHF. An
isolated strengtheningin the exchange rate for EUR by 5 per cent
forallassets and liabilities denominated in non-EUR currencies
would have had animmaterial effect on netincome buta negative
effectonequity of 231.9 MEUR (207.9) net and vice versa, after the
impact of hedging.

During 2017, total operating earnings, excluding non-recurring
items, from operationsin other currencies than EUR amounted
toanequivalent of 601.3 MEUR (465.9). Anisolated change inthe
exchange rate for EUR by 5 per centagainstall other currencies
would have a net effect on operating earnings of approximately 30.1
MEUR (23.3).

The average interest fixing period in the Group’s total loan portfolio
as of year-end 2017 was more than one year. Asimultaneous 1 per-
centage pointchangein interestratesin all of Hexagon’s funding
currencies would entail a pre-tax impact of about 10.3 MEUR (8.8)
inthe coming 12 months earnings.
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NOTE 24 Financialinstruments, cont.
FINANCIAL INSTRUMENTS - FAIR VALUE

2017-12-31 2016-12-31

Carrying Fair Carrying Fair
Assets amount value amount value
Available-for-sale
financial assets
Otherlong-term
securities holdings 4.2 4.2 4.3 4.3
Loanreceivables and
accountreceivables
Long-termreceivables 36.1 36.1 15.4 15.4
Accounts receivable 897.7 897.7 788.0 788.0
Othercurrentreceivables 62.3 62.3 57.5 57.5
Accruedincome 49.5 49.5 61.3 61.3

Accrued interest 0.2 0.2 0.2 0.2

Short-terminvestments 90.3 90.3 60.1 60.1

Cash andbankbalances 219.1 219.1 223.9 223.9

Total 1,359.4 1,359.4  1,210.7 1,210.7

2017-12-31 2016-12-31

Carrying Fair Carrying Fair

Liabilities amount value amount value

Financial liabilities valued

at fairvalue through

income statement

Estimated supplementary

payments foracquired

companies 59.4 59.4 118.4 118.4

Derivative instruments

Currency forward and swap

contracts —shortterm -8.9 -8.9 -8.4 -8.4

Currency forward and swap

contracts - longterm -59.4 -59.4 -19.3 -19.3

Financial liabilities

valued ataccrued

acquisition value

Long-term liabilities

—interest bearing' 2,019.6 2,030.3 1,495.5 1,501.6

Other long-term liabilities

- non-interest bearing 16.5 16.5 12.3 12.3

Current liabilities

—interest bearing’ 307.9 307.9 2456 2456

Accounts payable 190.4  190.4 175.7 175.7

Othercurrentnon-interest

bearing liabilities 146.7 146.7 110.0 110.0

Accrued expenses 331.0 331.0 269.9 269.9

Accrued interest 6.6 6.6 3.6 3.6

Total 3,009.8 3,020.5 2,403.3 2,409.4
1) Commercial papers and bonds have with currency forward and swap contract

being swapped from SEKto EUR. The fair value of the derivatives are in the bal-
ance sheetincludedin currentand long-term interest bearingliabilities.

82

FINANCIALINSTRUMENTS VALUED AT FAIRVALUE
2017-12-31 2016-12-31
Level2 Level3

Level1 Level1 Level2 Level3

- Currency for-
ward and swap
contracts =
— Estimated
supplemen-

tary payments
foracquired
companies = =
- Other long-

term securities

holdings = 4.2 0.0 - 4.3 0.0
Total - -64.1 -59.4 - -23.4 -118.4

-68.3 - - =277 -

-59.4 - - -118.4

The Group uses the following hierarchy for determining and disclos-
ing the fair value of financial instruments by valuation technique:

Level 1: Quoted (unadjusted) prices in active markets foridentical
assetsor liabilities

Level 2: Other techniques for which all inputs which have a signifi-
canteffectontherecorded fairvalue are observable, either directly
orindirectly.

Level 3: Technigues which use inputs that have a significant effect on
therecorded fairvalue that are not based on observable market data.

For furtherinformation about estimated supplementary payments
foracquired companies see below.

Duringthereporting period ending 31 December 2017, there were
no transfers between levels.

ESTIMATED SUPPLEMENTARY PAYMENTS
FORACQUIRED COMPANIES

2017 2016
Opening balance 118.4 115.9
Presentvalue adjustment 0.4 0.6
Increase through acquisition of businesses 1741 42.0
Payment of supplementary acquisition
considerations -13.8 -25.7
Reversal of unutilised amounts =687 -18.6
Translationdifference -9.0 4.2
Closing balance 59.4 118.4

The fairvalue of the estimated supplementary payments for
acquisitions are evaluated regularly and includes management’s
assessment of future financial performance of the acquired
companies. Estimated supplementary payments for acquired
companies have beendiscounted to presentvalue usinganinter-
estratethatisjudgedtobeinline with the marketrate atthe time
of acquisition. Adjustments for changesin market interest rates
arenotmade on aregular basis, as thiseffectis considered to be
immaterial.

Thevaluation method is unchanged compared to the previous
period. The fair value adjustment is offset by impairment of fixed
assetsand other fairvalue adjustments of current assets, includ-
ingthe impact from a review of ongoing projects performed in the
second quarter of 2017.

CHANGES IN LIABILITIES ARISING FROM
FINANCING ACTIVITIES

Group  ParentCompany
Opening balance 2017-01-01 1,716.8 1,683.8
Cash flow 549.9 551.9
Translationsdifferences -4.7 -1.1
Closing balance 2017-12-31 2,262.0 2,234.6
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NOTE 25 RENTEDASSETS
LEASING AGREEMENTS OF AN OPERATIONAL NATURE

Group Parent Company
Machinery, Machinery,
2017-12-31 equipmentetc. Premises equipmentetc. Premises
Expenses due for paymentin
2018 16.0 43.2 0.1 0.3
2019-2022 23.4 99.8 0.0 0.6
2023 or later 1.2 77.5 =
Total 40.6 220.5 0.1 0.9
Group Parent Company
Machinery, Machinery,
2016-12-31 equipmentetc. Premises equipmentetc. Premises
Expenses due for paymentin
2017 13.9 31.56 0.0 0.3
2018-2021 16.1 80.8 0.0 -
2022 or later 0.9 76.7
Total 30.9 189.0 0.0 0.3

The amounts are non-discounted minimum undertakings pursuant
to contract. Costs for leasing/rents for the financial year were 59.6
MEUR (49.8).

LEASING AGREEMENTS OF AFINANCIAL NATURE

NOTE 26 ASSETSPLEDGED AND CONTINGENT
LIABILITIES

PLEDGED ASSETS TO CREDITINSTITUTIONS FOR
LOANS, BANK OVERDRAFTS AND GUARANTEES

Group Parent Company
December 31 2017 2016 2017 2016
Company mortgage = 0.1 = -
Other 1.2 0.1 = -
Total 1.2 0.2 - -
CONTINGENT LIABILITIES

Group Parent Company
December 31 2017 2016 2017 2016
Guaranteesin favour of
Group companies = - 41.8 36.2
Other contingent liabilities 2.9 2.4 0,1 0.1
Total 2.9 2.4 41.9 36.3

NOTE 27 NETASSETSIN ACQUIRED AND
DIVESTED BUSINESSES

Thefairvalues of assets and liabilities in businesses acquired and
total cash flow from acquisitionsis divided as follows:

Group MSC Other 2017 2016
2017-12-31 Machinery, equi . Premi : -
achinery, equipmentete reMe  Intangible fixed assets 242.9 254 268.3 489
Expenses due for paymentin Tangible fixed assets 63 13 76 83
2018 1.4 - Otherfixed assets 25.1 01 252 2.2
2019-2022 1.0 " Totalfixed assets 2743 26.8 3011 59.4
2023 or later 0.1 =
Total 2.5 " Currentreceivables,
inventories, etc. 673 15.0 823 33.4
Group Cash and cash equivalents S, 48 379 8.9
2016-12-31 Machinery, equipment etc. Premises  lotalcurrentassets 100.4 19.8 120.2 42.3
Expenses due for paymentin Total assets 374.7 46.6 421.3 101.7
2017 0.9 - o
2018-2021 08 - Provisions 100.7 9.5 110.2 12.8
2022 or later 0.0 - Long-term liabilities = 14.3 14.3 0.8
Total 1:7 —  Totallong-term liabilities 100.7 23.8 1245 13.6
The amounts are non-discounted minimum undertakings pursuant ~ Current liabilities, etc. 115.3 19.4 134.7 271
tocontract. There are noindividual leasing agreements of material Total liabilities 216.0 43.2 259.2 40.7
importance. Nor are there any individual sale/leaseback agree-
ments of materialimportance. Identifiable netassets at fairvalue 158.7 3.4 1621 61.0
AGREEMENTS WHERE AGROUPENTITY ISLESSOR " :
Long-term securities holdings
Group Shares in associated companies - - - 1.9
2017-12-31 Machinery, equipmentetc. Premises Goodwill 654.5 137.4 791.9 1491
Expenses due for paymentin Total purchase consideration
2018 16.0 - transferred 813.2 140.8 954.0 208.2
2019-2022 9.2 =
2023 or later 0.0 = Lesscash and cash equivalentsin
Total 25.2 _ acquired Group companies =3l -48 -379 -89
Less unpaid acquisition price -19.3 -49.3
Plus payment of unpaid portion of
acquisition price from prioryears 18,5 33.b
Cash flow from acquisitions
of Group companies, net 915.3 183.5
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During 2017, Hexagon acquired the following companies:

« MiPlan Ltd, a provider of mobile software applications toincrease
productivity in mines, based in Australia

« IDS Georadar Australia, a distributor of structural health monitoring
solutions

« MSC Software, a US-based provider of computer-aided engineering
(CAE) solutions

« CatavoltInc, a US-based mobile app platform provider

« VIRES GmbH, a German-based provider of simulation software
solutions
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NOTE 27 Net assets in acquired and divested businesses, cont.
« DST Computer Services S.A., adeveloper of piping stress analysis
solutions forthe nuclear industry, based in Switzerland

« FASys GmbH, a German developer of machine tools management
software

« IDS Georadar North America, a distributor of structural health
monitoring solutions, based in the USA

« InfraMeasure Inc., a US-based provider of measurement solu-
tions for railroad and tunnelling applications

« Acquired assets from Kronion GmbH, a German-based pro-
vider of data managementand analytics solutions for discrete
manufacturing

« Luciad, a Belgium-based provider of 5D visualisation and analysis
solutions

- Plant Design Solution, a US-based software and service
distributor

« Industrial Business SolutionsInc.,a US-based provider of com-
pletion and commissioning management systems

Furtherinformation related to the acquisitions of MSC Software
and Luciad, is presented below. The other acquisitions are individu-
ally assessed asimmaterial froma group perspective which

why only aggregated information is presented. The analysis of

the acquired netassetsis preliminary and the fair value might be
subjecttochange.

ACQUISITIONS ANALYSIS

Acquisition of MSC SOFTWARE

As of 26 April 2017, after customary regulatory approvals were
received, Hexagon acquired MSC Software, a US-based leading
provider of computer-aided engineering (CAE) solutions, including
simulation software forvirtual product and manufacturing process
development. MSC has over 1,200 highly-skilled professionalsin
20 countries. Its strong brand and reputation in industries such

as automotive, aerospace and electronics spans more than 50
years.In 2016 MSC generated proforma sales of 230.0 MUSD, with
strong profitability and a high percentage of recurring revenue.

Background and reasons for the transaction

The acquisition strengthens Hexagon’s ability to connect the tradi-
tionally separate stages of design and production - integrating real-
world data generated on the production floor with simulation data
tofurtherimprove a customer’s ability to reveal and correct design
limitations and production problems prior to manufacturing. MSCis
a fully owned subsidiary of Hexagon and operate under the division
Manufacturing Intelligence.

Purchase price of MSC amounted to 834 MUSD on a cash and debt
free basis (Enterprise Value). The goodwill comprises expected syn-
ergies arising from the acquisition and the assembled workforce,
which is not separately recognised. Synergies have primarily been
identified to arise by increasing Hexagon’s total market in excess of
MSCs own market and by combining Hexagon and MSC technolo-
giestodevelop new customer solutions.

From the date of acquisition, MSC has contributed 148.0 MEUR of
netsalesin 2017.If the acquisition had taken place at the beginning
of the year, the contribution to net sales would have been 208.5
MEUR. The contribution to the earnings has been larger than the
Group operating margin.

Acquisition of Luciad

As of 4 October 2017, Hexagon acquired Luciad, a Belgian-based
software company specialising in the visualisation and analysis of
real-time geospatialinformation. In 2016 Luciad generated sales of
16.0 MEUR.

Background and reasons for the transaction

The acquisition strengthens Hexagon’s ability to deliver smart dig-
ital realities, enhancing Hexagon’s Smart M.App platform with 3D,
4D (real-time sensor feed integration) and 5D (dynamic analytics)
capabilities. Luciad is a fully owned subsidiary of Hexagon and
operates under the Geospatial business unit.

From the date of acquisition, Luciad has contributed 9.3 MEUR of

netsalesin 2017.If the acquisition had taken place at the begin-
ning of the year, the contribution to net sales would have been 21.3

84

MEUR. The contribution to the earnings has been larger than the
Group operating margin.

ACQUISITIONS ANALYSIS 2016

Acquisition of SCCS

As of 13 January 2016, after customary regulatory approvals were
received, Hexagon became the owner of SCCS, one of the UK’s lead-
ing suppliers of surveying equipment to the engineering and infra-
structure market and a Leica Geosystems distributor. SCCS offer
customersrent, purchase and service options.

Background and reasons for the transaction

As the UK continues to fund majorinfrastructure projects with
more stringent processes related to Building Information Model-
ling (BIM), collaboration between the construction and software
sectors becomesincreasingly vital. SCCS’s local market expertise
and relationships coupled with Hexagon’s digital technologies that
enable new, data-enabled ways of working will strengthen adop-
tion of Hexagon’s solutionsin this area.

The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by
increasing Hexagon’s total market in excess of SCCS’s own market.

From the date of acquisition, SCCS has contributed 19.2 MEUR

of netsalesduring 2016. If the acquisition had taken place at the
beginning of the year, the contribution to net sales would have been
19.2 MEUR. The contribution to the earnings has been lower than
the Group operating margin.

Acquisition of SigmaSpace

As of 18 February 2016, after customary regulatory approvals were
received, Hexagon became the owner of SigmaSpace, a provider of
next-generation technologies used torapidly deliver high-quality 3D
maps of the Earth. SigmaSpace offers a unique LiDAR technology

- Single Photon LIDAR (SPL) - which enables 3D data collection at
much higher speed and resolution than conventional systems.

Background and reasons for the transaction

Today, accurate and geo-referenced 3D visualisations have
become anabsolute necessity in real-world situations due to the
insight they can provide — from urban planning and emergency
servicestoaviation safety and disaster response. SigmaSpace has
been enabling private and government clients, including NASA and
the U.S. Department of Defense, respond to the growing need for
this kind of data.

The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by
i)combining Geosystems and SigmaSpace’s technologies and
solutionsii) increasing Hexagon’s total market in excess of Sigma-
Space’s own market.

The acquired intangible assets, were assigned to trademarks
thatare not subjecttoamortisation and capitalised development
expenses with usefullives of 10-12 years. The intangible assets
have beenvalued using a discounted cash flow method.

Fromthe date of acquisition, SigmaSpace has contributed 11.7
MEUR of net sales during 2016. If the acquisition had taken place at
the beginning of the year, the contribution to net sales would have
been 13.9 MEUR. The contribution to the earnings has been lower
than the Group operating margin.

Acquisition of FTI

On 23 March 2016, after customary regulatory approvals were
received, Hexagon acquired FTl, a provider of manufacturing
software solutions designed toreduce the development time and
material costs of sheet metal components. FTIserves original
equipment manufacturers (OEMs) and suppliers in the automotive,
aerospace, electronics and appliance industries with sheet metal
design, simulation, feasibility and costing solutions.

Background and reasons for the transaction

Sheet metalis used extensively in the production of car bodies, air-
craft, electronics enclosures and many other applications. Rapid,
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NOTE 27 Net assets in acquired and divested businesses, cont.
cost-efficientdesign and manufacturing of sheet metal compo-
nentsis key to addressing therising challenges of manufacturing
efficiencies. FTI's technology portfolio coupled with its engineering
services and years of expertise in the sheet metalindustry, enables
customerstovalidate designs before they go into production and
immediately reduce labour and material costs.

The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by i)
combining Manufacturing Intelligence’s and FTI’s technologies and
solutionsii) increasing Hexagon’s total market in excess of FTI's
own market.

The acquired intangible assets, were assigned to trademarks that
are not subject to amortisation, capitalisecapitalised development
expenses and customer relationships with useful lives of 12-15
years. The intangible assets have been valued using a discounted
cash flow method.

From the date of acquisition, FTI has contributed 6.0 MEUR of net
salesduring 2016. If the acquisition had taken place at the begin-
ning of the year, the contribution to net sales would have been 7.2
MEUR. The contribution to the earnings has been larger than the
Group operating margin.

Acquisition of AICON 3D Systems

On 30 March 2016, after customary regulatory approvals were
received, Hexagon acquired AICON 3D Systems, a leading provider
of optical and portable non-contact 3D measuring systems for
industrial manufacturing.

Background and reasons for the transaction

AICON meets measurement needs of renowned automotive manu-
facturersand companiesin the aerospace, shipbuilding, renewable
energy and mechanical engineering markets. Its technology port-
folioincludes portable coordinate measuring machines for uni-
versal applications and specialised optical 3D measuring systems
thatenable efficient, high-precision monitoring, quality assurance
and controlin manufacturing production.

The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by i)
combining Manufacturing Intelligence’s and AICON’s technologies
and solutionsii) increasing Hexagon’s total market in excess of
AICON’s own market.

The acquired intangible assets, were assigned to trademarks that
are notsubjecttoamortisation, capitalised development expenses
and customer relationships with useful lives of 12-15 years. The
intangible assets have been valued using a discounted cash flow
method.

From the date of acquisition, AICON 3D Systems has contributed
17.0 MEUR of net sales during 2016. If the acquisition had taken
place atthe beginning of the year, the contribution to net sales
would have been 20.0 MEUR. The contribution to the earnings has
beenin line with the Group operating margin.

Acquisition of GeoRadar

On 14 July 2016, after customary regulatory approvals were received,
Hexagon acquired the GeoRadar division of the Italian-based com-
pany Ingegneriadei Sistemi S.p.A. The GeoRadar division provides
radar solutions for structural health monitoringand underground
utility detection.

Background and reasons for the transaction

GeoRadar’s structural health monitoring solutions enable engi-
neers to remotely monitor movements and vibrations of the earth.
Its underground utility detection solutions provide engineers with
dimensionalinformation such as size and location of buried pipes
and/or the health condition of roads and rail tracks. GeoRadar’s
solutions complement Hexagon’s reality capture solutions, enrich-
ing the portfolio across a wide variety of segments like surveying,
construction and mining.
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The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by i)
combining Geosystem’s and GeoRadar’s technologies and solu-
tionsii) increasing Hexagon’s total market in excess of GeoRadar’s
own market.

The acquired intangible assets, were assigned to trademarks that
are not subjecttoamortisation, capitalised development expenses
and customer relationships with useful lives of 12-15 years. The
intangible assets have beenvalued using a discounted cash flow
method.

From the date of acquisition, GeoRadar has contributed 8.9 MEUR
of net salesduring 2016. If the acquisition had taken place at the
beginning of the year, the contribution to net sales would have been
16.9 MEUR. The contribution to the earnings has been larger than
the Group operating margin.

Acquisition of Multivista

On 15 August 2016, after customary regulatory approvals were
received, Hexagon acquired Multivista, a leading provider of visual,
cloud-based construction documentation solutions.

Background and reasons for the transaction
Multivista’s visual construction documentation enables visibility
of construction progress throughout the life cycle of a built asset.
Its construction photography and video services provide progres-
sive, digital records of ground-up development. The acquisition
strengthens Hexagon’s breadth of expertise in the changing
construction landscape and offers opportunities to augment
Multi-vista’s documentation portfolio with 3D reality capture
solutions.

The goodwill comprises expected synergies arising from the
acquisition and the assembled workforce, which is not separately
recognised. Synergies have primarily been identified to arise by i)
combining Geosystem’s and Multivistas’s technologies and solu-
tions i) increasing Hexagon’s total market in excess of Multivista’s
own market.

The acquired intangible assets, were assigned to trademarks that
are notsubjecttoamortisation, capitalised development expenses
and customer relationships with useful lives of 12-15years. The
intangible assets have been valued using a discounted cash flow
method.

The acquisition has no significant impact on Hexagon’s earnings.

BOOK-VALUE OF DIVESTED ASSETS AND LIABILITIES

2017 2016
Intangible fixed assets = 8.7
Tangible fixed assets = 1.5
Total fixed assets - 10.2
Current assets = 13.6
Total assets - 23.8
Provisions = 0.1
Current liabilities = 1.7
Total liabilities - 1.8
Book-value of divested assets, net - 22.0
Capitalgain 0.7
Total purchase consideration transferred = 22.7
Lesscashandcash equivalentsindivested
Group companies = -9.8
Cash flow from divestments of
companies/businesses - 12.9

In December 2016, Hexagon divested Prim’Tools Ltd that was
reported within the segment Geospatial Enterprise Solutions (GES).
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NOTE 28 AVERAGE NUMBER OF EMPLOYEES

2017 2016
Men Women Total Men Women Total
Parent Company 5 10 15 3 10 13
Subsidiaries 13,681 3,947 17,528 12,561 3,886 16,447
Total, Group 13,586 3,957 17,543 12,564 3,896 16,460
Average number
of employees
by country
Nordic region 499 134 633 472 126 598
Rest of Europe 5175 1,251 6,426 4,738 1,154 5,892
Total, Europe 5,674 1,385 7,069 5,210 1,280 6,490
North America 3,346 1,102 4,448 3,168 1,125 4,293
South America 531 118 649 498 173 671
Africa 14 5 19 17 3 20
Australiaand
New Zealand 229 93 322 255 52 307
Asia 3,792 1,254 5,046 3,416 1,263 4,679
Total, Group 13,586 3,957 17,543 12,564 3,896 16,460
NOTE 29 EMPLOYEE BENEFITS
SALARIES AND REMUNERATION
Board, CEO and other
Senior Executives Otheremployees
2017 2016 2017 2016
Parent Company 6.2 5.0 1.4 1.3
(of which performance
related pay and bonus) (2.1) (1.5) (0.2) 0.1)
Subsidiaries 23.8 24.7 1,066.0 966.3
(of which performance
related pay and bonus) (6.1) (5.6) (104.3) (79.3)
Total, Group 30.0 29.7 1,067.4 967.6
SOCIAL SECURITY EXPENSES
Allemployees
2017 2016
Parent Company 2.7 2.2
(of which pension expenses) (1.2) (1.1)
Subsidiaries 185.2 1511
(of which pension expenses) (50.6) (40.9)
Total, Group 187.9 153.3
(of which pension expenses) (51.8) (42.0)

Pension expenses for Boards of Directors and Chief Executive
Officersinthe Group amounted to 3.1 MEUR (3.0). Pension commit-
ments to Boards of Directors and Chief Executive Officersin the
Group were 4.5 MEUR (4.7).

Atyear-end, four Board members were women and four were men.
The President and Chief Executive Officer and other senior execu-
tives consists of 11 men and one woman.

Of allthe Group’s Board members, Presidents and other senior
executives 55 were women and 477 were men.
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NOTE 30 REMUNERATION TO SENIOR
EXECUTIVES

Pursuantto resolutions by the Annual General Meeting, the Chair-
man of the Board and Board members were paid remuneration of
totaling 593.8 KEUR (427.1). The Chairman of the Board received
145.3 KEUR, the Vice Chairman of the Board received 88.2 KEUR
and other Board members 57.1 KEUR each. The President and Chief
Executive Officer of Hexagon AB did not receive any director fees.
Inadditiontoordinary director fees, remuneration is paid for work
oncommittees. The Chairman of the Remuneration Committee
received 8.8 KEUR and each member received 6.2 KEUR. The Chair-
man of the Audit Committee received 23.4 KEUR and each member
received 18.2 KEUR. No Board member received any remuneration
inaddition todirector fees or remuneration forcommittee work.
Remuneration to the President and Chief Executive Officer, as
wellas other senior executives, comprises basic salary, variable
remuneration, other benefits and pension. The Presidentand Chief
Executive Officer total remunerationis recognised in note 29in
Parentcompany. Ola Rollén has received remuneration as Presi-
dentofthe Parent Company and as Chief Executive Officer of

the Group according to a separate employment contract with a
group company.

Other senior executives are Robert Belkic, Chief Financial Officer
and Executive Vice President Hexagon AB, Johnny Andersson, Gen-
eral Counsel, Claudio Siméao, Chief Technology Officer, Ben Maslen,
Chief Strategy Officer, Kristin Christensen, Chief Marketing Officer,
Edgar Porter, Chief Human Resources Officer, LiHongquan, Pres-
ident China Region, Jurgen Dold, President Geosystems, Norbert
Hanke, President Manufacturing Intelligence, Steven Cost, Presi-
dent Safety & Infrastructure and Mattias Stenberg, President PPM.

Variable remuneration is based on operational performance. Pen-
sions and other benefits received by the President and other senior
executives are paid as part of their total remuneration.

PENSION

Pension expense comprises defined-contribution pension
schemesand isthe expense affecting earnings for the year. The
President’s pensionable age is 65. Pension premiums are payable
at 20 per cent of pensionable salary. The pensionable age of other
senior executivesis 65, except for one person where the pension-
able age is 60. Pension premiums for the senior executives are not
higher than 25 per cent of pensionable salary. Pensionable salary
means basic salary.

SEVERANCE PAY

The notice period for the President is sixmonths. Upon termination
by the Company orin case of change of principal ownership the Pres-
identisentitled to severance pay equalto 18 months of salary. The
period of notice for senior executives is a maximum of 24 months.
Duringthe notice period, basic salary is the only severance pay.

ADVISORY AND RESOLUTION MODEL

Remuneration and other benefits to the Group’s senior executives
isregulated by the Remuneration Committee, which is appointed
by the Board of Directors, comprising the Chairman of the Board
and one additional board member.
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NOTE 30 Remuneration to senior executives, cont.

REMUNERATION AND OTHER BENEFITS

Basicsalary/ Variable Other Pension

Directorfees remuneration benefits’ expenses Total
KEUR 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Melker Schorling = 146.2 = - = - = - = 146.2
Gun Nilsson, Chairman of the Board 177.5 77.6 = - = - = - 177.5 77.6
Hans Vestberg, Vice Chairman fo the Board 88.2 - = - = - = - 88.2 -
John Brandon 571 - = - = - = - 571 -
Ulrika Francke 793 55.4 = - = - = - 783 55.4
Henrik Henriksson 57.1 - = - = - = - 57.1 -
Marta Schorling Andreen 57.1 - = - = - = - 57.1 -
Sofia Schorling Hogberg 81.5 - = - = - = - 81.5 -
Jill Smith = 71.3 = - = - = - = 71.3
Ulrik Svensson = 76.6 = - = - = - = 76.6
Ola Rollén, President and Chief Executive
Officer 2,418.3 2,460.2 1,209.2 1,230.2 = - 483.7 492.0 4111.2 4,182.4
Other senior executives (eleven people) 5,979.3 6,244.9 5,882.7 3,548.0 168.3 205.0 595.3 417.6 12,625.6 10,415.5
Total 8,991.4 9,132.2 7,091.9 4,778.2 168.3  205.0 1,079.0 909.6 17,330.6 15,025.0

1) Other benefits comprise company car, housing rent and insurance (excluding pension insurance).

WARRANTS PROGRAMME 2015/2019

The General Meetingon 6 May 2015 resolved to implement a war-
rants programme for the employees through a directed issue of a
maximum of 10,000,000 subscription warrants. Each subscription
warrant entitles the holder to subscribe for one share of series Bin
Hexagon AB during the period from 1 June 2018 up to and including
31 December 2019. The subscription warrants are sold at market
price determined by using the Black-Scholes model. The sub-
scription warrants programme is intended for allotment to senior
executives and key employees within the Group, whereby they will

WARRANTS PROGRAMME 2015/2019 HEXAGON AB

be offered the opportunity to take partinavalue increase of the
Company’s share. Thisis expected to increase the interestin the
Company’sdevelopment - as well as in the Company’s share price
development - and to stimulate a continued loyalty over the forth-
comingyears.

In September 2015, 7,107,660 warrants were purchased by the
employees at a price of SEK 25 each. The warrants entitle to sub-
scription of one new B-share in Hexagon at a price of SEK 347.80.
The price was calculated using the Black-Scholes model.

Numberofshares Tobe paid/paidincash persub-

Exercise period, until Number of warrants qualified for subscription scribed Hexagon share, SEK

Sale 2019-12-31 7,107,660 7,107,660 347.80
Closing balance 2017 2019-12-31 7,107,660 7,107,660 347.80

WARRANTS PROGRAMME 2015/2019, HEXAGON AB

Acquisition
2017-12-31 Number price, SEK
President and Chief Executive
Officer = =
Other senior executives (ten people) 1,650,000 41,250,000
Otheremployees 5,457,660 136,441,500
Total 7,107,660 177,691,500

NOTE 31 REMUNERATION OF THE GROUP’S

AUDITORS
Group Parent Company

2017 2016 2017 2016
Audit, Ernst & Young 4.4 4.3 0.4 0.4
Audit, Others 0.7 0.4 = -
Auditrelated 0.6 0.7 = -
Tax 1.4 1.6 =
Total 7.1 7.0 0.4 0.4

NOTE 32 RELATED-PARTY DISCLOSURES

Remuneration of senior executives, meaning both the Board of
Directors and management, is presented in Note 30. The Group’s
holdings in associated companies and receivables from and liabili-
tiestoassociated companies areimmaterial. There were no signifi-

canttransactions between Hexagon andits associated companies.

Similarly, there were no significant transactions between Hexagon
and Melker Schorling AB.
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NOTE 33 SUBSEQUENT EVENTS AFTER THE
FINANCIAL YEAR’S END

On 15 March, 2018 Hexagon acquired the US-based company
AGTEK, a leading software solutions provider to the civil construc-
tionindustry.

NOTE 34 APPROPRIATION OF EARNINGS

THE FOLLOWING EARNINGS IN THE PARENT COMPANY ARE AT
THE DISPOSAL OF THE ANNUAL GENERAL MEETING (KEUR):

Premiumreserve 922,400
Retained earnings 3,198,980
Netearnings 37,274
Total 4,158,654

THE BOARD OF THE DIRECTORS PROPOSES THAT THESE FUNDS
AREALLOCATED AS FOLLOWS:

Cashdividendto shareholders of 0.53 EUR per share 191,035
Balanceremaininginthe premiumreserve 922,400
Balanceremaininginretained earnings 3,045,219
Total 4,158,654

1)The amount is based on the number of shares issued and outstanding on 31
December 2017, namely 360,443,142.
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SIGNING OF THE ANNUAL REPORT

The undersigned certify that the consolidated accounts and the
annual report have been prepared in accordance with International
Financial Reporting Standards (IFRS), as adopted by the European
Union and generally accepted accounting principles, respectively
and give a true and fair view of the financial position and earnings of

the Group and the Company and that the Board of Directors’
Report forthe Group and the Company give a fair review of the
development of the operations, financial position and earnings of
the Group and the Company and describes substantial risks and
uncertainties that the Group companies face.

Stockholm, Sweden 20 March 2018

Gun Nilsson JohnBrandon Ulrika Francke
Chairman Member of the Board Member of the Board
Henrik Henriksson OlaRollén Marta Schorling Andreen
Member of the Board Member of the Board Member of the Board
President and Chief Executive Officer

Sofia SchorlingHogberg Hans Vestberg

Member of the Board

Vice Chairman

Our Audit Report was submitted on 21 March 2018

Ernst & Young AB

Rickard Andersson
Authorised Public Accountant
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AUDITOR’S REPORT

Tothe general meeting of the shareholders of Hexagon AB, corpo-
rate identity number 556190-4771

REPORTON THE ANNUAL ACCOUNTS AND

CONSOLIDATED ACCOUNTS

Opinions

We have audited the annual accounts and consolidated accounts of
Hexagon AB (publ) for the year 2017. The annual accounts and con-
solidated accounts of the company are included on pages 44-88in
thisdocument.

Inour opinion, the annual accounts have been prepared in accor-
dance with the Annual Accounts Act and present fairly, in allmate-
rial respects, the financial position of the parent company as of 31
December 2017 and its financial performance and cash flow for the
year thenended inaccordance with the Annual Accounts Act. The
consolidated accounts have been prepared in accordance with the
Annual Accounts Act and present fairly, in all material respects,
the financial position of the group as of 31 December 2017 and
their financial performance and cash flow for the year then ended
inaccordance with International Financial Reporting Standards
(IFRS), as adopted by the EU, and the Annual Accounts Act.

Acorporate governance statementhas been prepared. The stat-
utory administration report and the corporate governance state-
mentare consistent with the other parts of the annual accounts
and consolidated accounts, and the corporate governance state-
mentisinaccordance with the Annual Accounts Act.

We therefore recommend that the general meeting of shareholders
adoptstheincome statement and balance sheet for the parent
company and the group.

Ouropinionsinthisreportontheannualaccounts and consolidated
accounts are consistent with the content of the additional report
that has been submitted to the parent company’s audit committee
inaccordance with the Audit Regulation (537/2014) Article 11.

Basis for Opinions

We conducted our auditin accordance with International Standards
onAuditing (ISA) and generally accepted auditing standards in Swe-
den.Ourresponsibilities underthose standards are further described
inthe Auditor’s Responsibilities section. We are independent of the
parentcompany and the group in accordance with professional eth-
ics foraccountantsin Sweden and have otherwise fulfilled our ethical
responsibilitiesin accordance with these requirements. Thisincludes
that, based on the best of our knowledge and belief, no prohibited
servicesreferred toin the Audit Regulation (637/2014) Article 5.1 have
been provided to the audited company or, where applicable, its parent
company orits controlled companies within the EU.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinions.

Key Audit Matters

Key audit matters of the audit are those matters that, in our pro-
fessional judgment, were of most significance in our audit of the
annualaccounts and consolidated accounts of the current period.
These matters were addressed in the context of our audit of, and in
formingour opinion thereon, the annualaccounts and consolidated
accountsasawhole, but we do not provide a separate opinion on
these matters. For each matter below, our description of how our
auditaddressed the matteris provided in that context.

We have fulfilled the responsibilities described in the Auditor’s
responsibilities for the audit of the financial statements section of
ourreport, includingin relation to these matters. Accordingly, our
auditincludedthe performance of procedures designed to respond to
ourassessment of the risks of material misstatement of the financial
statements. The results of our audit procedures, including the proce-
dures performed to address the matters below, provide the basis for
ourauditopinion onthe accompanying financial statements.
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Revenuerecognition

Description

The Companyis usingthe percentage of completion method to
recognize revenue for large fixed priced projects. The percentage
of completionis primarily determined comparing the incurred cost
inrelation with the estimated total cost. Management judgment is
involved in estimating the cost to complete including the assess-
ment of the remaining contingencies for projects until final delivery
and acceptance.

The Company also enters into revenue arrangements that contain
multiple elements, such as hardware, software, and/or services.
Forthese arrangements, management judgmentis applied to allo-
cate revenue to each element asdifferentaccounting principles are
applied for different delivered elements.

Duetothe high degree of management judgmentinvolvedin rev-
enuerecognition using percentage of completion method andin
arrangements containing multiple elements accounting for these
typesof arrangements have been a key audit matterin our audit.

Accounting principles for revenue recognition are included in Note
1and key assumptions and judgments used for complex revenue
arrangements are included in Note 2.

How our audit addressed this key audit matter
Our audit proceduresinordertoaddress thisarea, included,
amongstothers;

« We have for sample of customer contracts reviewed contractual
terms and project documentation including side arrangements
and amendmentsin order to evaluate the accounting principles
used for revenue recognition.

Forasample of large fixed price projects, we have evaluated sig-
nificant judgments made by management and evaluated status
of the projectsincluding management’s assessment of cost to
complete.

For projects where revenue is recognized using the percentage
of completion method we have on a sample basis tested that
incurred cost such asinvoices and hours spent are related to the
projects.

We have also evaluated the process and tested controlsinrela-
tiontorevenue recognition.

Furthermore, we have evaluated status of legal proceedingsin
respect of large projectsincluding examination of various claims.

Formulti-elementarrangement contracts we have assessed
the appropriateness of revenue split between elements and the
accounting principle used for each element.

« We also assessed whether the information disclosed is
appropriate.

Impairment test of goodwill and trademarks

Description

As per December 31, 2017 goodwillamounts to 4,412.3 MEUR and
trademarks with indefinite life amounts to 945.2 MEUR in the con-
solidated balance sheet. Impairment tests are as described in Note
1 carried outannually orwhen thereis anindication of impairment.
Goodwilland trademarks acquired through business combina-
tions are allocated to cash generating units (CGUs), and when the
carryingvalue exceeds the estimated recoverable amount, the
assetiswritten down tothe recoverable amount. The recoverable
amountis the higher of the CGUs net realizable value and the value
inuse, meaning the discounted value of future cash flows. The cash
flow projections derive from next year’s budget and forecasts for
another4yearsapproved by senior management. As stated in Note
2,these cash projectionsinclude making assumptions about sales
trends, profit margins and discount rates.

Note 8 describes key assumptions used and management’s sensi-

tivity analysis for how changes in key assumptions would affect the
value in use. Based on the nature of the asset, the high degree of
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management involved and the size of the account balance and the
calculation of value in use we have assessed valuation of goodwill
and trademarks as a key audit matter in the audit.

How our audit addressed this key audit matter
Ouraudit proceduresinordertoaddressthisarea, included,
amongstothers;

» We have evaluated the Company’s process to establish and per-
form impairment tests.

» We have examined how cash generating units (CGUs), based on
established criteria’s, are identified and compared to how the
Company internally monitorsits business.

» We have involved valuation specialists to assist usin the eval-
uation of the Company’s valuation and calculation methods,
assessment of reasonablenessin used assumptions, sensitivity
analysis, comparisons with historical results and the accuracy
in previous forecasts. Each CGUs discountrate and long-term
growth have been evaluated through comparisons with other
companies within the same industry.

« Wealsoassessed whether the information disclosed is
appropriate.

Business combinations

Description

The Company acquires companies on a continuous basis. As stated
inNote 1, the Company’s acquisition cost is determined through
apurchase price allocation in connection with the acquisition.
Contingent considerations are included in the acquisition cost
and carried at their fair value at the acquisition date and subse-
quently revaluations of contingent considerations are recorded in
theincome statement. Identifiable assets acquired and liabilities
assumed are recognized initially at their fair values at the acquisi-
tiondate.

As describedin Note 2, the fair value determinations of assets
acquired and liabilities assumed require management to make
estimates and assumptions, especially with respect to identifica-
tion and valuation of acquired intangible assets and accounting for
contingent consideration. In some instances, contingent purchase
considerations are based onthe acquiree’s performance over a
predetermined period of time. The fair value determinations related
to business combinations, including the valuation of contingent
considerations, involves a high degree of management judgment as
itis based onthe Company’s ownassumptions and consequently a
key audit matterinour audit.

The fair value determinations of the Company’s acquisitions are
disclosed in Note 27. The closing balance for contingent purchase
consideration liability amounts to EUR 59.4 million as per Decem-
ber 312017 andisdisclosed in Note 24. Key assumptions used in
fairvalue determinations are included in Note 2.

How our audit addressed this key audit matter
Our audit proceduresinordertoaddress thisarea, included,
amongstothers;

« Reviewed significant purchase agreements including contingent
considerations.

« We have reviewed management’s purchase price allocation
processincluding calculation and accounting for contingent
considerations.

» We have evaluated management’s assessments and valuations of
identifiable assets and assumed liabilities including contingent
considerations.

« We have reconciled purchase price allocation documentation to
the accountingrecords.

« We have involved valuation specialists to assist us in the evalua-
tion of the Company’s valuation and calculation methods, assess-
mentand used assumptions.

« We also assessed whether the information disclosed is
appropriate.

Other Information than the annual accounts

and consolidated accounts

Thisdocument also contains otherinformation than the annual
accountsand consolidated accounts and is found on pages 1-43.
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The Board of Directors and the Managing Director are responsible
forthis otherinformation.

Ouropinion onthe annualaccounts and consolidated accounts
doesnot coverthis otherinformation and we do not express any
form of assurance conclusion regarding this other information.

In connection with our audit of the annualaccounts and consoli-
dated accounts, our responsibility is to read the information iden-
tified above and consider whether the information is materially
inconsistent with the annual accounts and consolidated accounts.
Inthis procedure we also take into account our knowledge other-
wise obtained inthe auditand assess whether the information
otherwise appearsto be materially misstated.

If we, based on the work performed concerning this information,
conclude that there is a material misstatement of this other infor-
mation, we are required to report that fact. We have nothing to
reportinthisregard.

Responsibilities of the Board of Directors and

the Managing Director

The Board of Directors and the Managing Director are responsi-
ble for the preparation of the annualaccounts and consolidated
accounts and that they give a fair presentation in accordance

with the Annual Accounts Act and, concerning the consolidated
accounts, inaccordance with IFRS as adopted by the EU. The Board
of Directors and the Managing Director are also responsible for
suchinternalcontrol as they determine is necessary to enable the
preparation of annual accounts and consolidated accounts that
are free from material misstatement, whether due to fraud or error.

In preparing the annualaccounts and consolidated accounts, The
Board of Directors and the Managing Director are responsible for
the assessment of the company’s and the group’s ability to con-
tinue asagoingconcern. Theydisclose, as applicable, matters
related to going concern and using the going concern basis of
accounting. The going concern basis of accounting is however not
applied if the Board of Directors and the Managing Director intends
to liquidate the company, to cease operations or has no realistic
alternative buttodo so.

The Audit Committee shall, without prejudice to the Board of Direc-
tor’sresponsibilities and tasks in general,among other things over-
see the company’s financial reporting process.

Auditor’s responsibility

Ourobjectives are to obtain reasonable assurance about whether
the annualaccounts and consolidated accounts asawhole are
free from material misstatement, whether due to fraud orerror,
andtoissue anauditor’sreportthatincludesouropinions. Reason-
ableassuranceis ahigh level of assurance, butis notaguarantee
thatanauditconducted inaccordance with ISAs and generally
accepted auditing standards in Sweden will always detect a mate-
rial misstatement when it exists. Misstatements can arise from
fraud or error and are considered materialif, individually orin the
aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these annual
accountsand consolidated accounts.

As partof anauditinaccordance with ISAs, we exercise profes-
sional judgmentand maintain professional scepticism throughout
the audit. We also:

- ldentify and assess the risks of material misstatement of the
annualaccounts and consolidated accounts, whether due to
fraud or error, design and perform audit procedures responsive
tothoserisks, and obtain audit evidence that is sufficientand
appropriate to provide a basis for our opinions. The risk of not
detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations or the over-
ride of internal control.

Obtain an understanding of the company’sinternal controlrel-
evanttoourauditinordertodesignaudit procedures thatare
appropriate inthe circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the company’s
internal control.
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- Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by the Board of Directors and the Managing Director.

Conclude onthe appropriateness of the Board of Directors’

and the Managing Director’s use of the going concern basis of
accountingin preparingthe annualaccounts and consolidated
accounts. We alsodraw a conclusion, based on the audit evidence
obtained, asto whetherany material uncertainty exists related
toeventsorconditions that may cast significant doubt on the
company’s and the group’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required
todraw attentionin ourauditor’s reporttothe related disclosures
inthe annualaccounts and consolidated accounts or, if such dis-
closures are inadequate, to modify our opinion about the annual
accounts and consolidated accounts. Our conclusions are based
ontheauditevidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause a com-
panyand a group to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the
annualaccounts and consolidated accounts, including the dis-
closures, and whether the annualaccounts and consolidated
accountsrepresent the underlying transactions and eventsina
manner that achieves fair presentation.

« Obtain sufficientand appropriate audit evidence regarding the
financial information of the entities or business activities within
the group to express an opinion on the consolidated accounts. We
areresponsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our opinions.

We mustinform the Board of Directors of, among other matters,
the planned scope and timing of the audit. We must also inform of
significantaudit findings during our audit, including any significant
deficienciesininternalcontrol that we identified.

We must also provide the Board of Directors with a statement that
we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on ourinde-
pendence, and where applicable, related safeguards.

From the matters communicated with the Board of Directors, we
determine those matters that were of most significance in the audit
of the annual accounts and consolidated accounts, including the
mostimportant assessed risks for material misstatement, and

are therefore the key audit matters. We describe these mattersin
the auditor’sreport unlesslaw or regulation precludes disclosure
aboutthe matter.

REPORTON OTHER LEGAL AND REGULATORY REQUIREMENTS
Opinions

Inaddition to our audit of the annual accounts and consolidated
accounts, we have also audited the administration of the Board of
Directors and the Managing Director of Hexagon AB (publ) for the
year 2017 and the proposed appropriations of the company’s profit
orloss.

We recommend to the general meeting of shareholders thatthe
profitbe appropriated (loss be dealt with) in accordance with the
proposalinthe statutory administration report and that the mem-
bers of the Board of Directors and the Managing Director be dis-
charged from liability for the financial year.

Basis for opinions

We conducted the auditin accordance with generally accepted
auditing standards in Sweden. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities
section. We are independent of the parent company and the group
inaccordance with professional ethics foraccountantsin Sweden
and have otherwise fulfilled our ethical responsibilities in accor-
dance with these requirements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinions.
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Responsibilities of the Board of Directors and

the Managing Director

The Board of Directors is responsible for the proposal for appropri-
ations of the company’s profit or loss. At the proposal of a dividend,
thisincludes anassessment of whetherthe dividend is justifiable
considering the requirements which the company’s and the group’s
type of operations, size and risks place on the size of the parent
company’s and the group’s equity, consolidation requirements,
liquidity and positionin general.

The Board of Directors is responsible for the company’s organiza-
tionand the administration of the company’s affairs. This includes
amongother things continuous assessment of the company’s and
the group’s financial situation and ensuring that the company’s
organizationis designed so that the accounting, management of
assetsandthe company’s financial affairs otherwise are controlled
inareassuring manner. The Managing Director shall manage the
ongoing administration according to the Board of Directors’ guide-
linesand instructionsand among other matters take measures
thatare necessary to fulfill the company’s accountingin accor-
dance with law and handle the management of assetsinareassur-
ing manner.

Auditor’s responsibility

Our objective concerning the audit of the administration, and
thereby ouropinion aboutdischarge from liability, is to obtain audit
evidence to assess with areasonable degree of assurance whether
any member of the Board of Directors or the Managing Director in
any material respect:

« hasundertaken any action or been guilty of any omission which
can give rise to liability to the company or

 inanyotherway hasacted in contravention of the Companies Act,
the Annual Accounts Act or the Articles of Association.

Our objective concerning the audit of the proposed appropriations
of the company’s profit or loss, and thereby our opinion about this,
istoassesswith reasonable degree of assurance whether the pro-
posalisinaccordance withthe Companies Act.

Reasonable assuranceis a high level of assurance, butis nota
guarantee thatan audit conducted in accordance with generally
accepted auditing standards in Sweden will always detect actions
oromissions that can give rise to liability to the company or that the
proposed appropriations of the company’s profit or loss are notin
accordance with the Companies Act.

As partofanauditinaccordance with generally accepted audit-
ing standardsin Sweden, we exercise professional judgment and
maintain professional scepticism throughout the audit. The exam-
ination of the administration and the proposed appropriations of
the company’s profit or loss is based primarily on the audit of the
accounts. Additional audit procedures performed are based on our
professional judgment with starting pointin risk and materiality.
Thismeansthat we focus the examination on such actions, areas
and relationships that are material for the operations and where
deviations and violations would have particularimportance for the
company’s situation. We examine and test decisions undertaken,
support fordecisions, actions taken and other circumstances that
arerelevanttoouropinion concerningdischarge from liability. As
abasis forouropiniononthe Board of Directors’ proposed appro-
priations of the company’s profit or loss we examined the Board

of Directors’reasoned statement and a selection of supporting
evidenceinorderto be able to assess whether the proposalisin
accordance with the Companies Act.

Ernst & Young AB, Box 7850, 103 99 Stockholm, was appointed
auditor of Hexagon AB by the general meeting of the shareholders
onthe 2 May 2017 and has been the company’s auditor since 1994.
Stockholm 21 March, 2018

Ernst & Young AB

Rickard Andersson
Authorized Public Accountant
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QUARTERLY INCOME STATEMENTS

2017 2016
MEUR Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4 Year
Net sales 7781 864.9 852.4 953.0 3,448.4 724.2  795.8 779.7 849.5 3,149.2
Gross earnings 475.0 534.2 519.0 593.0 2,121.2 442.3  479.5  466.4  513.8 1,902.0
Sales expenses -156.8 -166.4 -161.9 -170.8 -655.9 -136.0 -147.0 -140.9 -149.4 -573.3
Administration expenses -82.1 -70.3 -65.7  -85.4 -303.5 -64.4  -68.7  -60.5 -75.5  -2691
Research and development expenses -109.5 -93.9 -90.6 -96.2 -390.2 -80.1 -83.2 -85.7 -84.1 -333.1
Earnings from shares inassociated
companies 0.0 = = -0.1 -0.1 -0.1 0.0 0.4 0.1 0.4
Capital gain/loss from sale of sharesin
group companies = = = = = - - - 0.7 0.7
Otherincome and expenses, net -2.9 -4.6 -2.2 0.3 -9.4 -1.2 6.5 0.1 3.1 8.5
Operating earnings’ 123.7 199.0 198.6 240.8 762.1 160.5 187.1 179.8  208.7  736.1
Financialincome/expenses net =51l =63 -5.6 -6.7 -22.7 -5.2 -4.9 -5.6 -6.1 -21.8
Earnings before tax 118.6  193.7 193.0 2341 739.4 165.3  182.2  174.2 202.6 714.3
Tax -22.4  -36.3 -36.1 29.2  -65.6 -29.5  -34.6 -33.1 -38.5  -1385.7
Net earnings? 96.2 157.4  156.9 263.3 673.8 125.8 147.6 141.1 164.1  578.6
Tof which non-recurring items -50.8 -8.8 -7.3 -6.3 -73.2 - -
2of which non-controllinginterest 1.4 1.9 2.0 1.8 7.1 1.2 1.5 1.6 1.0 5.3
Earningsinclude depreciation/
amortisation and impairments of -87.1 -61.3 200/ -63.6 -284.7 -54.8 -56.8 -57.3  -65.0 -233.9
Earnings per share, EUR 0.26 0.43 0.43 0.73 1.85 0.35 0.41 0.39 0.45 1.59
Earnings per share after dilution, EUR 0.26 0.43 0.43 0.72 1.84 0.35 0.41 0.39 0.45 1.59
Earnings per share excluding
non-recurring items, EUR 0.38 0.46 0.45 0.54 1.83 0.35 0.41 0.39 0.45 1.59

Average number of shares (thousands) 360,443 360,443 360,443 360,443 360,443 360,402 360,443 360,443 360,443 360,433
Average number of shares
afterdilution (thousands) 361,206 361,752 361,697 361,702 361,589 360,754 360,455 361,657 360,649 360,879
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10-YEAR SUMMARY

MEUR 2008 2009 2010 2011 2012 2012 2013 2014 2015 2016 2017
Income statement

Net sales 1,5611.0 1,112.0 1,481.3 2,169.1 2,380.0 2,380.0 2,429.7 2,622.4 3,043.8 3,149.2 3,448.4
Operating earnings (EBITDA) 3401 2389 3624 5424 6103 6057 6422 7435 912.3 970.0 1,109.5
Operating earnings (EBIT1) 265.3 168.0 2729  439.8 489.5 4849 507.7 578.1 692.7 736.1 835.3
Operating earnings 254.9 150.6 1617  431.3 4895  484.9 4928 5421 656.1 736.1 762.1
Earnings before tax 2216 1368 110.9 3724 4413 4342 4589 5085 629.6 7143 739.4
- of which non-recurringitems -10.4 -17.4  -136.6 -8.5 - - -14.9 -36.0 -36.6 - 782
Net earnings 193.5 118.1 91.7 2974 3574 351.1 371.2  406.2  505. 578.6  673.8
- of which non-controlling

interest 1.2 0.8 1.8 2.2 2.9 2.9 3.3 3.4 5.2 5.3 7.1
Balance sheet

Current assets 737.0 645.4 1,052.4 1,125.0 1,135.9 1,359 1,193.3 1,410.7 1,492.7 1,672.4 1,815.4
Fixed assets 1,774.5 1,834.7 3,954.2 4,218.7 4,299.4 4,298.0 4,280.3 5,401.3 5,939.4 6,241.7 6,813.8
Non-interest bearing liabilities

and provisions 350.0 305.0 7978 9147  920.1 915.3 962.6 1,216.5 1,360.7 1,474.5 1,666.8
Interest bearing liabilities and

provisions 1,064.3 9574 2,036.5 1,903.2 1,742.6 1,769.5 1,664.7 2,253 1,969.1 1,848.8 2,344,3
Shareholders’equity 1,097.2 1,217.7 2172.3 2,525.8 2,772.6 2,749.1 2,846.3 3,470.2 4,102.3 4,590.8 4,618.1
Totalassets 2,511.5 2,480.1 5,006.6 5,343.7 5,435.3 5,433.9 5,473.6 6,812.0 7,4321 79141 8,629.2
Key ratios

Operatingmargin, % 18 15 18 20 21 20 21 22 23 23 24
Returnon capitalemployed, % 12 8 10 1" X " 1" 12 12 12 13
Returnon equity, % 18 10 6 13 13 13 13 13 13 14 15
Investments 104.6 77.3 872 135.9 171.8 171.8  216.3 2325 230.3 257.6  275.6
Equity ratio, % 44 49 43 47 51 57 52 51 55 58 54
Share of riskbearing capital, % 45 51 48 52 56 56 57 56 61 64 59
Interest coverage ratio (times) 7.0 9.5 3.6 7.0 9.3 8.8 12.7 14.3 20.3 27.9 271
Net debt/equity ratio (times) 0.89 0.66 0.82 0.66 0.54 0.56 0.49 0.50 0.38 0.30 0.4
Cash flow before changesin

working capital and excluding

non-recurring items EUR 269.3 189.1 2941 397.2 4944 4944  538.0 619.2  749.9 8321 882.3
Cash flow after changes in work-

ing capitaland excluding non-re-

curringitems EUR 182.7 247.4  260.4 369.0 497.3 4973 506.8 563.4 722.6 7821 907.2
Earnings per share, EUR 0.64 0.39 0.30 0.84 1.01 0.99 1.04 113 1.39 1.59 1.85
Earnings per share after dilution,

EUR 0.63 0.39 0.30 0.84 1.00 0.99 1.08 113 1.39 1.59 1.84
Cash flow per share before

changes inworking capital and

excluding non-recurringitems,

EUR 0.89 0.63 0.97 113 1.40 1.40 1.52 1.74 2.09 2.31 2.45
Cash flow per share afterchanges

inworking capitaland excluding

non-recurringitems, EUR 0.60 0.82 0.86 1.05 1.41 1.41 1.43 1.58 2.01 217 2.52
Equity per share, EUR 3.62 4.02 6.15 7.15 7.84 7.77 8.00 9.68 11.36 12.70 12.78
Closing share price, SEK 33 93 144 103 163 163 203 242 315 326 411
Cashdividend per share, EUR 0.04 0.10 0.15 0.17 0.28 0.28 0.31 0.35 0.43 0.48 0.5632
Average number of shares

(thousands) 302,687 301,509 303,655 352,484 352,499 352,499 353,226 355,764 359,387 360,433 360,443
Average number of shares after

dilution (thousands) 303,202 301,768 303,677 352,546 353,494 353,494 355,482 357,225 359,817 360,879 361,589
Number of shares, closing

balance (thousands) 301,422 301,680 352,150 352,490 352,675 352,675 354,997 357,389 360,337 360,443 360,443
Average number of employees 9,062 7,549 8,179 12,475 13,203 13,203 13,931 14,865 15,891 16,460 17,543
1) Restated - IAS 19.

2) As proposed by the Board of Directors.

The share-related key financial ratios have been calculated considering all historical share issues and splits.
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FINANCIAL DEFINITIONS

Inaddition to the financial measures as required by the financial
reporting framework based on IFRS, thisreportalsoincludes
other measures and indicators that are used to follow-up, analyse
and manage the business. These measures also provide Hexagon
stakeholders with useful financialinformation on the Group’s posi-
tion, performance and developmentin a consistent way. Belowis a
listof definitions of measures and indicators used in this report.

AMORTISATION OF SURPLUS VALUES

When acompanyisacquired, the purchase considerationis
allocated to the identified assets and liabilities of the company.
Intangible assets are most often allocated the substantial part of
the purchase consideration. The amortisation of surplus valuesis
defined as the difference between the amortisation of such identi-
fied intangible assets and what the amortisation would have been
inthe acquired company had the acquisition not taken place at all.

CAPITAL EMPLOYED
Totalassets less non-interest bearing liabilities.

CAPITALTURNOVER RATE
Net sales for the year divided by average capitalemployed for the
year.

CASHCONVERSION
Operating cash flow excluding interest, tax payments and non-
recurring items divided by operating earnings (EBIT1).

CASH FLOW
Cash flow from operations before change in working capital and
excluding non-recurringitems.

CASH FLOW PER SHARE
Cash flow from operations, after change in working capital, exclud-
ing non-recurring items divided by average number of shares.

COMMERCIAL PAPER
Anunsecured promissory note with a fixed maturity of 1to 365
days.

DIVIDEND YIELD
Dividend per share as a percentage of earnings per share.

EARNINGS PER SHARE
Net earnings excluding non-controlling interests divided by aver-
age number of shares.

EQUITY RATIO
Shareholders’equity including non-controlling interests as a per-
centage of total assets.

GROSS MARGIN
Grossearnings divided by operating net sales.

INTEREST COVERAGE RATIO
Earnings after financialitems plus financial expenses divided by
financial expenses.

INVESTMENTS

Purchases less sales of tangible and intangible fixed assets,
excluding those included in acquisitions and divestitures of
subsidiaries.

NETDEBT

Interest bearing liabilities including pension liabilities and interest
bearing provisions less short-terms investments and also cash
and bank.

NETINDEBTEDNESS

Interest bearing liabilities less interest bearing current receiv-
ables andliquid assets divided by shareholders’ equity excluding
non-controlling interests.
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NON-RECURRING ITEMS
Income and expenses that are not expected to appearonaregular
basis.

OPERATING EARNINGS (EBIT1)

Operating earnings excluding capital gains on sharesin group com-
panies and non-recurring items. Non-recurring items are excluded
to facilitate the understanding of the Group’s operational develop-
mentand to give comparable numbers between periods.

OPERATING EARNINGS (EBITDA)

Operating earnings (EBIT1) excluding amortisation, depreciation
and impairment of fixed assets. The measure is presented to give
depiction of the result generated by the operating activities.

OPERATING MARGIN
Operating earnings (EBIT1) as a percentage of net sales for the year.

OPERATING NET SALES
Net sales adjusted by the difference between fair value and book-
value of deferred revenue regarding acquired businesses.

ORGANICGROWTH
Net sales compared to prior period excluding currency exchange
movements, acquisitions and divestments.

PAY-OUT RATIO
Dividend per share in per cent of share price.

P/E RATIO
Share price divided by earnings per share.

PROFIT MARGIN BEFORE TAX
Earnings after financialitems as a percentage of net sales.

RETURN ON CAPITALEMPLOYED

Twelve months to end of period earnings after financial items,
excluding non-recurringitems, plus financial expenses as a
percentage of twelve months to end of period average capital
employed. The twelve months average capital employed is based
onaverage quarterly capitalemployed.

RETURN ON EQUITY

Twelve months to end of period net earnings excluding non-con-
trolling interests as a percentage of twelve months to end of period
average shareholders’ equity excluding non-controlling interests
last twelve months. The twelve months average equity is based on
quarterly average equity.

REVOLVING CREDIT FACILITY

Aloan facility where the borrower may increase and reduce the size
of outstanding debt up to the available limit during the term of the
loan.

SHAREHOLDERS’ EQUITY PER SHARE
Shareholders’ equity excluding non-controlling interests divided by
the number of shares at year-end.

SHARE OF RISK-BEARING CAPITAL
The total of shareholders’equity including non-controlling inter-
estsandtaxprovisions as a percentage of total assets.

SHARE PRICE
Last settled transaction on Nasdagq OMX Stockholm on the last
business day for the year.

TERM LOAN

Afixed amount loan with a maturity date of more than one year and
with a specified repayment schedule where the borrower is not
entitled to re-borrow any amount which it has repaid.
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BUSINESS DEFINITIONS

Al
Artificial Intelligence. Simulation of human intelligence by
machines.

AMERICAS
North America, South America and Central America.

ASIA
Asia (excluding Middle East), Australiaand New Zealand.

BIG DATA
Large volume of data that can be analysed for insights that lead to
betterdecisions.

BIM
Building Information Modeling. A process which increases the use
of technology in constructionindustry.

CAD
Computer Aided Design. Software for creating technical drawings.

CAE
Computer Aided Engineering. Simulation software.

CAM
Computer Aided Manufacturing. Software for controlling machine
tools.

CMM
Coordinate Measuring Machine.

CSR
Corporate Social Responsibility.

EDGE COMPUTING
Optimizing cloud computing systems by performing real-time data
processing at the edge of the network, near the source of the data.

EMEA
Europe, Middle East and Africa.

EMERGING MARKETS
Eastern Europe, Middle East, South America, Africaand Asia
excluding Australia, New Zealand, Japan and Korea.

EPC
Engineering, Procurementand Construction. Engineering compa-
nies delivering design, purchases and building within big projects.

CURRENCY CODES

GES
Hexagon’s operating segment Geospatial Enterprise Solutions.

GIS
Geographic Information Systems.

GNSS
Global Navigation Satellite System.

GPS
Global Positioning System.

IES
Hexagon’s operating segment Industrial Enterprise Solutions.

10T
Internet of Things. Objects connected to the Internet.

ISDA
International Swaps and Derivatives Association.

LASERTRACKER
Aportable measurement systemthatusesa laser.

LIDAR
Light Detection and Ranging. Atechnology to collect topographic
datausinglaser.

MULTISTATION
Anintegrated total stationand 3D laser scanner.

NAFTA
North American Free Trade Agreement.

OECD
Organisation of Economic Cooperation and Development.

R&D
Research and development.

TOTALSTATION
Anelectronic theodolite with an integrated distance meter.

UAV
Unmanned Aerial Vehicle.

AUD Australian Dollar
BRL Brazilian Real
CAD Canadian Dollar
CHF Swiss Franc
CNY Chinese Yuan

EUR Euro
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GBP British Pound
INR Indian Rupee
JPY JapaneseYen

SEK Swedish Kronor

usD US Dollar
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INFORMATION FOR SHAREHOLDERS

ANNUAL GENERAL MEETING 2018

The Annual General Meeting will be held on Friday 4 May 2018
at 17:00 CET at City Conference Center, Drottninggatan 71 Bin
Stockholm, Sweden.

SHAREHOLDERS WHO WISH TOATTEND THE
ANNUAL GENERAL MEETING MUST:

» berecordedinthe shareregister maintained by Euroclear Swe-
denABon Friday 27 April 2018. To be eligible to participate, share-
holders with nominee-registered holdings should temporarily
have their sharesregistered in their own names through the
agency of theirnominees so that they are recorded in the share
register well before 27 April 2018.

- notify the Company of their intention to attend the Annual General
Meeting by filling out a form on Hexagon’s website, www.hexagon.
com or by post to: Hexagon AB, “Annual General Meeting”, c/o
Euroclear Sweden AB, P.O. Box 191, SE-101 23 Stockholm,
Sweden or by phone +46 8 40292 21.

Notifications should state the shareholder’s name, personal/
corporate identity number, address, telephone number and
number of shares.

Shareholders wishing to be represented by proxy should send a
power-of-attorney to Euroclear Sweden AB before the Annual
General Meeting.

DIVIDEND
The Board of Directors proposes that a dividend of 0.53 EUR per
share be declared for the financial year 2017.

Asrecord day forright to receive dividend, the Board of Directors
proposes Tuesday 8 May 2018. If the Annual General Meeting
resolvesinaccordance with the proposal, the dividend is expected
to be paid through Euroclear Sweden AB startingon Wednesday 16
May 2018.

Paymentis madein EUR, provided that EUR can be received on the
shareholder’syield account; if not, payment will be distributed in
SEK, whereby currency exchange is made in accordance with Euro-
clear Sweden AB’s applicable procedures.
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FINANCIAL INFORMATION 2018
Hexagon willissue financial information concerning the business
year 2018 on the following dates:

Q1 Interim Report 4 May 2018
Q2 Interim Report 31July 2018
Q3 Interim Report 1 November 2018
Year-End Report 6 February 2019

DISTRIBUTION POLICY

The Hexagon Annual Reportis distributed digitally. The Annual
Report can be downloaded at the website hexagon.com where
Hexagon’s Annual Reports from 1997 and onwards are available.
Foraprinted copy please contact Hexagon AB.

ADDRESS

Hexagon AB

P.0.Box 3692

SE-103 59 Stockholm, Sweden

VISITING ADDRESS
LillaBantorget 15, Stockholm

Telephone: +46 8601 26 20
Fax: +4686071 26 21
E-mail: info@hexagon.com
Website: hexagon.com
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Thisreport contains forward-looking statements based on
Hexagon management’s current expectations. Although manage-
mentconsiders expectations expressed in such future-oriented
information as reasonable, noassurance can be given that these
expectations will prove correct. Consequently, actual future results
candiffer considerably from those implied in the forward-looking
statements as aresult of factors such as changed conditionsin the
economy, marketand competition, changesin legal requirements
and other political measures, fluctuations in exchange rates and
other factors.
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