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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 2017 unless otherwise stated.

Data on markets and peers represent Hexagon’s own assessments unless
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2018 IN BRIEF

« Operating net sales increased by 8 per cent to 3,760.7 MEUR (3,470.5). Using fixed exchange
rates and a comparable group structure (organic growth), net sales increased by 8 per cent

KEY FIGURES'

Operating net sales

Revenue adjustment*

Net sales

Operating earnings (EBIT1)

Operating margin, %

Earnings before tax, excl. non-recurring items
Non-recurring items®

Earnings before tax

Netearnings, excl. non-recurringitems
Net earnings

Earnings per share, excl. non-recurringitems
Earnings per share, EUR

Operating cash flow

Returnonequity, %

Return on capitalemployed, %

Share price, SEK

Net debt

Average number of employees

1)Allfigures are in MEUR unless otherwise stated

2)Adjusted accordingto IFRS 15

3) Adjusted to fixed exchange rates and a compara-
ble group structure, i.e. organic growth

Operating earnings (EBIT1) increased by 12 per cent to 929.0 MEUR (832.8)

Earnings before tax, excluding non-recurring items, amounted to 906.2 MEUR (810.1)

Net earnings, excluding non-recurring items, amounted to 743.1 MEUR (663.9)

Earnings per share, excluding non-recurring items, increased by 12 per cent to 2.04 EUR (1.82)

Operating cash flow decreased by -7 per cent to 562.8 MEUR (603.0)

READ ABOUTIMPORTANTEVENTS ON PAGE 11
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READ ABOUT SEGMENTS FINANCIAL PERFORMANCE ON PAGE 12

4) Reduction of acquired deferred revenue (haircut) shares in BIMobject. Non-recurringitems in 2017
related to the acquisition of MSC Software in 2017 related to the implementation of a cost savings
5) The change is specified in percentage points programme and the acquisition of MSC Software

6) Non-recurringitems in 2018 related to the acqui- 7) Operating net sales

sition of AutonomouStuffand divestment of




HEXAGON IN BRIEF

Hexagon is a digital solutions company leading the creation of autonomous connected ecosystems
(ACE) in the markets it serves. Hexagon’s Smart X solutions combine sensors and software to move
customers beyond the data impasse of loT, so that they are able to leverage the vast potential of data

being generated by connected things.

Through embedded artificial intelligence (Al), edge-
cloud orchestration, mobility, and advanced visualisa-
tion capabilities, customers are able to move well beyond
automation and introduce autonomous processes and
decision-making into their workflows to drive further
improvements in quality and productivity.

ECOSYSTEMS SERVED:

» Production ~ —manufacturing, power & energy, mining

and agriculture

« Autonomous - autonomous transportand unmanned
aerial/ground/marine vehicles

- Urban - construction, infrastructure manage-
ment and public safety
OURFOCUS IS DATA o OURCOMMITMENT IS INNOVATION

O~ - Leverage beyond datacreation
O « Fromautomation toautonomy

OURSTRENGTH IS PROVEN

« More than 20,000 employees across 50
countries

« 3.8bnEURInsales
» 25% operating margin

MISSION

« Transformation focus, with 10-12% of net sales
invested in R&D

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

OURVALUEISVITAL
« Solutions deliver productivity and quality
 Broad range of industries served

VISION

» Unmatched scope of technologies in the portfolio

We deliver digital solutions that improve productivity and
quality across manufacturing, infrastructure, safety and

mobility applications.

CORE VALUES

We aspireto be the leaderin creatingautonomous connected
ecosystems for the industries we serve.

PROFIT DRIVEN

We value performance over procedure,
setting measurable goals and working
collaboratively to achieve the results we
seek.

CUSTOMER FOCUSED

We know our customers’ success is par-
amount to our own and is based on 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.

INNOVATIVE

We understand the importance of innovation

in meeting the ever-changing needs of our

T customers and that opportunities must be
nurtured and developed quickly.

PROFESSIONAL

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

ENTREPRENEURIAL
We are not afraid to try new things and lever-
age our decentralised structure to make
speedy decisions, take calculated risks and
find new opportunities.

Hexagon Annual Report 2018



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 BUSINESS AREA COMPRISES
THE FOLLOWING DIVISIONS:

« Geosystems
« Safety & Infrastructure
- Positioning Intelligence

SOLUTION EXAMPLES:

- Laserscanners

« Airborne cameras

« UAVs (unmanned aerial vehicles)
« Mobile mapping technologies

« Precise positioning

CUSTOMER SEGMENT, %

B Surveying, 42

M |nfrastructure & Construction, 26

B Natural Resources, 10

W Public Safety, 9
Aerospace & Defence, 8
Other,5

INDUSTRIAL ENTERPRISE SOLUTIONS

Industrial Enterprise Solutions (IES) includes a world-leading portfolio
of metrology systemsthatincorporate the latestin sensor technol-
ogy forfastand accurate measurements. These solutionsinclude
technologies such as coordinate measurement machines (CMM) and
laser trackers and scanners —which optimise design, processes and
throughputin manufacturing facilities. It also includes software for

THE BUSINESS AREA COMPRISES
THE FOLLOWING DIVISIONS:

« Manufacturing Intelligence
« PPM

SOLUTION EXAMPLES:

+ CMMs (coordinate measuring
machines)

» Opticaland portable scanners
« Industrial metrology software

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

- Lifecycle engineering software

Hexagon Annual Report 2018

CUSTOMERSEGMENT, %

B Electronics & Manufacturing, 32

B Power & Energy, 24

B Automotive, 22
Aerospace & Defence, 14
Other, 8

The sensors are complemented by software for the creation of 3D
maps and models which are used for decision-makingin a range of
software applications, covering areas such as surveying, construc-

tion, public safety and agriculture.

GEOGRAPHY, %

BEMEA, 43
B Americas, 38
Asia, 19

SALES MIX

Software & Services

Recurring Revenue

Direct Sales

Emerging markets

AVERAGE NO.OF EMPLOYEES

CAD (computer-aided design), CAM (computer-aided manufacturing)
and CAE (computer-aided engineering). Solutions within this segment
optimise design and processes, improve productivity in process facil-
itiesand create and leverage asset managementinformation critical
tothe planning, construction and operation of plants and process

facilities.

GEOGRAPHY, %

M Asia, 39
BEMEA, 32
Americas, 29

SALES MIX

Software & Services

Recurring Revenue

Direct Sales

Emerging markets

AVERAGE NO.OF EMPLOYEES

10,700

w



LETTER FROM THE PRESIDENT AND CEO

THE SHIFT FROM
AUTOMATIONTO

AUTONOMY

There’s a big, undeniable change happening right under our
noses, and most people | know aren’t even talking about it.
It’s strange because there’s nothing that gets our attention
like a big change. Think about it — when the lights go dark,
or the temperature plunges, or our peace is shattered by a
loud noise - we take notice.

Recently we've witnessed some of the world’s most conse-
quential change of our lifetime. I'm not referring to the shift
in global trade relations, the many shakeups in European
politics, or even the alarming scientific reports on climate
change. Without a doubt, all are notable and worthy of our
attention — but there’s something equally powerful that
should be grabbing business and industry headlines.

THE AGE OF CONNECTIVITY HASTURNED OUT TO BE
THE AGE OF COMPLEXITY

This change I'm talking about is a direct result of loT, the
so-called Internetof Things. While the promise of the loT era
isanchored inthe vastamounts of useful data being gener-
ated, the challenge has always been our ability to actually
putittouse.

Instead of the loT generating trillions in value, business and
industry have been confronted with a different reality - the
sheer volume of data generated daily by connected things
has defied our ability to capture, store, see, understand,
and putittowork.

While the upside of the loT remains as promising as ever —
with connected “things” becoming smarter and more ubig-
uitous — if we are ever to realise this enormous potential,
businesses must tame the complexity they are generating
by their very own loT strategies and the enormous amounts
of datathey create.

Hexagon is focused on the real loT breakthrough, uncov-
ering the world-changing solutions that hide in plain sight
behind the mountains of data we create every day. Torealise
this promise, we can’trely on the technologies of the past.

THE NEXT EVOLUTION WILL BE DRIVEN BY
AUTONOMY

The single greatest need in business today isn’t automa-
tion, it’s autonomous insight. This means much more than
operational line of sight — it means being able to leverage
vast amounts of data behind the scenes, where connected
devices and machines interpret what’s happening and why,
and then actaccordingly, autonomously.

This shift from automation to autonomy is so monumental,
so critical to our collective future that the simple notion of
“puttingdatatowork”is our singular focus at Hexagon. This
is key as more and more of our customers are eager to move
beyond automation and embrace autonomous technolo-
gies — atrend we are uniquely positioned to deliveron.

This is the future we are enabling. We call it the Autono-
mous Connected Ecosystem, or ACE for short.

This is the real value of IoT. To connect, automate, and
ultimately ‘autonomise’ entire ecosystems that can self-
optimise performance and self-adapt to — and learn from
- new conditions in real time to autonomously run entire
processes.

THE FUTURE BELONGS TO ACE

The power of an ACE is its ability to evolve and grow along
with the changing needs of each business ecosystem -
whether an autonomous smart factory, city or fleet of vehi-
cles. ACEs enable organisations to adapt to change in ways
that would have been impossible before.

This is why, in 2018, we began rolling out a powerful new
framework called Xalt. It represents our commitment to
continuousinnovation, itacceleratesour ability to move our
customers beyond the data impasse of loT, and ultimately,
itenables the creation of ACEs.

Our vision is to ultimately underpin all of Hexagon’s solu-
tions with Xalt. This will embed the power of disruptive
technologies such as Al, Edge-Cloud Orchestration, Mobil-
ity, and Data Visualisation, to name a few, in the hands of
every customer.

In addition to our own R&D, we continue to acquire compa-
nies that complement and accelerate our ACE strategy and
help sustainour growth.In 2018, our M&A activities focused
on three strategic ACE capabilities: autonomous produc-
tion, autonomous mobility, and autonomous construction.

Highlights include NEXTSENSE and SPRING Technologies,
both of which complement our autonomous smart fac-
tory approach; the acquisition of AutonomouStuff, which
makes Hexagon one of the world’s leading suppliers of inte-
grated autonomous vehicle solutions; and, the acquisition
of Bricsys, which means Hexagon can now provide the AEC
market with an end-to-end platform to connect, automate,
and ultimately ‘autonomise’ the entire building and con-
struction ecosystem.

Hexagon Annual Report 2018



“The single greatest
need in business today
isn’t automation, it’s
autonomous insight.”

Ep—.

SHAPING SMART CHANGE HAS NEVER BEEN MORE
IMPORTANT THAN IT IS TODAY

For the first time in history it’'s possible for companies to
unlock and harness the full potential of their data. This is
the real promise of loT, and this is where Hexagon is doing
its greatest work — shaping smartchange.

Looking ahead, we remain confident in our ability to deliver
upon our strategy. Our key financial objectives include out-
performing ourindustry peers and maximising shareholder
value through revenue growth and improved profitability -

Hexagon Annual Report 2018

targeting 4.6-5.1 bn EUR inrevenue and 27-28 per cent EBIT
margin by 2021.

Whether a valued shareholder, customer or employee,
thank you for your continued support for Hexagon.

Stockholm, Sweden, March 2019
OlaRollén

ief Executive Officer




STRATEGY

VALUE-GENERATING
CUSTOMER SOLUTIONS

Hexagon develops information technology solutions that drive productivity and quality in
geospatialandindustrial 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.

In this age of rapid advances in technological innovation, a  beyond the hyper-connectivity benefits of loT towards the
surprising outcome has occurred: technological capabil- true value creation of data usage — which comes when data
ity has outpaced industry’s ability to put data to work. For isunlocked, leveraged and puttoits greatest use.

Hexagon, this is a strategic opportunity — to lead industry

HEXAGON’S SMART XSOLUTION ARE BASED ON FOUR KEY AREAS:

Smart.X solutions

HEXAGON’S TECHNOLOGY WORKS AS FOLLOWS:

SENSORS AND
SOFTWARE

The combination of
sensors and software
is fundamental to deliv-
ering productivity and
quality improvements.

Feedback loop

to affect change
SENSORS

Real World

SOFTWARE/ANALYTICS
Digital World

6 Hexagon Annual Report 2018



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.

2. SOFTWARE FOCUS

The combination of Hexagon’s expertise and portfolio of both
hardware and software technologies can be utilised to do
just that. Hexagon’s solution-centric portfolios enable cus-
tomers to create autonomous connected ecosystems. Sim-
ply, the solutions integrate data feeds, connect everything
inthe system — people, machines or processes — embedding
intelligence and enabling visualisation for smarter inter-
action with information.

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 great-
est use. Hexagon’s software portfolio plays a central role
in creating such value. This has created a strong focus on
in-house software development within Hexagon. The soft-
ware portfolio is also supplemented through the acquisition

3. TECHNOLOGY LEADERSHIP

of high-tech software companies that fit well with Hexagon’s
long-term strategy. Together, the strategic focus on software
has resulted in arise in synergies across Hexagon’s divisions
as software applicability tends to span multiple areas. More-
over, a large portion of Hexagon’s software portfolio is open-
source, making integration much easier. Today, software and
services account for 55+ per cent of Hexagon’s revenue.

Hexagon has a strong focus on R&D, with annual invest-
ments of about 10-12 per cent of net sales. Hexagon has
around 3,800 employees working in R&D, with more than
3,700 active patents. Every development project is based
on an identified business case with clearly defined techni-
cal,commercial and cost targets.

While R&D efforts to improve divisional portfolios remain a
focus of each of the divisions, Hexagon’s Innovation Hub is
at the centre of the company-wide technology mandate to
exploit cross-business synergies and raise the innovation

bar across all lines of business. The purpose of the Inno-
vation Hub is to fuel disruptive, breakthrough innovation
that benefits the entire company. The collaboration across
business lines and disciplines connects all of Hexagon’s
R&D experts, optimising resources and costs.

Hexagon’s R&D investments in 2018 amounted to 449.1
MEUR (415.6), corresponding to 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.

4. VALUE-GENERATING ACQUISITIONS

Acquisitions play a vital role in Hexagon’s portfolio and growth
strategy. Overthe past 20 years, Hexagon has completed more
than 140 acquisitions to augment its technologies and domain
expertise. For Hexagon, it is always a make or buy decision
when evaluating the R&D roadmap and potential acquisition
candidates to fill gaps in the portfolio that support Hexagon’s
strategy. Inaddition tofilling gaps, Hexagon’s acquisition strat-

Hexagon Annual Report 2018

egy is focused on increasing software synergies across its
different business portfolios. Acquisition candidates are reg-
ularly monitored and evaluated on market position, customer
reputation as well as growth and profitability potential. In the
future, Hexagon expects acquired companies to add approx-
imately three to five per cent to annual growth with an incre-
mental operating margin of 30-35 per cent.

READ ABOUTACQUISITIONS ON PAGE 64



FINANCIAL PLAN FOR
FUTURE GROWTH

Hexagon’s growth strategy combines organic growth, using technology 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 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 esti-
mated at approximately 5 per cent annually, relates in part to
GDP-driven growth in the existing portfolio, but is primarily
a result of increased revenue 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 percentannually.

PROVEN ABILITY TO DELIVER MARGIN
IMPROVEMENTS

Hexagon has proven its ability to steadily deliver enhanced
margins. Since 2011, the operating margin (EBIT1) has
increased by 4 percentage points. The target in the finan-
cial plan through 2021 is for further margin improvements
and to reach an operating margin (EBIT1) of 27 per cent or 28
per cent depending on the scenario. Improvements in mar-
gin will continue 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 struc-
ture will continue to change. Investments in R&D will con-
tinue in order to meet the demand of more solution-centric

TARGET NET SALES AND OPERATING MARGIN (EBIT1)

OPPORTUNITY CASE

cai Net sales
margin
Operatin 28° 5,100
nF:zt salesg Nset;aéei _A MEUR
3,471 i /; EBIT BASE CASE
MEUR EBIT - margin Netsales
EBIT : o
margin rgrgm 274’ 4,600
24y 5% MEUR

2017

2018

2021

business. This will trigger investments in sales resources
while reducing administrative costs which are non-accretive
to profitability.

The target to improve profitability will be achieved through
a higher proportion of sales from new high-margin appli-
cations and software, with a high percentage of recurring
revenue. 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 to the cost structure. Hexagon now has
lower costs for goods sold, but higher R&D and amortisation
costs.

DEVELOPMENT DURING 2018

The result for the second year of the five-year financial plan
proves that Hexagon is on track to reach the financial target
for 2021. Net sales increased by 8 per cent to 3,761 MEUR,
of which 8 per cent was organic growth, 4 per cent acquired
growth and -3 per cent of currency. The operating result
increased by 12 per cent to 929.0 MEUR, which generated an
operating margin of 24.7 per cent (24.0). The result for 2018
is an outcome of Hexagon’s successful strategy, based on
continued development of technology solutions and further
investments in software in order to digitise the industries
Hexagon serves.

Hexagon Annual Report 2018



OTHER FINANCIAL
TARGETS

Hexagon targets to efficiently use capital in order to generate a strong cash flow, reach a sound equity
ratioand a balanced debt structure while generating value for shareholders.

STRONG CASH

FLOW GENERATION
Astrongcash flowisnecessaryto
financeinvestments, settleinter-
eston debts and pay dividends to
shareholders. Hexagon's cash
conversion, i.e., the ratio at which
profits are converted into cash,
has averaged 83 per cent since
2011 and was 79 per cent (91) for
2018.Hexagon’s targetistoreach
a cash conversion of 80-90 per
cent. Cash flow from operating
activities, excluding non-recur-
ring items, amounted to 944.1
MEUR (907.2).

CASHFLOW

907

782
723

563

944

EFFICIENT USE OF
OPERATING CAPITAL

Hexagon seeks to minimise
working capital and in recent
years, the ratio of working cap-
ital to sales has averaged less
than 20 per cent. The ratio of
working capital to sales in 2018
amounted to 13 percent (13). The
downward trend of working capi-
tal as a percentage of sales, is a
resultofashiftinbusinessmodel
towards more software-centric
solutions. Hexagon’s target is
that return on capital employed,
including goodwill from acquisi-
tions, should exceed 15 per cent
over a business cycle. Return
on average capital employed,
excluding non-recurring items,
was 12.6 per cent (12.6) in 2018.

Hexagon Annual Report 2018

WORKING CAPITALTO
SALES, %

14 15 16 17

RETURN ON CAPITAL
EMPLOYED, %

13
12 12 12

18

13

SOUND EQUITY RATIOAND
BALANCED DEBT STRUCTURE
A sound equity ratio and bal-
anced leverage are require-
mentsforfinancingacquisitions
by loans. Hexagon targets an
equity ratio of at least 25 per
cent and has the ambition to
have a net debt to EBITDA ratio
of 2.5x or below. The equity ratio
amounted to 55 per cent (54)
and the net debt to EBITDA ratio
amounted to 1.7x (1.8) at year-
end 2018.

Debt capital markets account
for 93 per cent (94) of Hexagon’s
financing, while bank loans make
up the remainder. Hexagon’s
net interest expense amounted
to -22.8 MEUR (-22.7) in 2018.
The average interest rate on the
Group’s short- and long-term
loans was 1.0 per cent (1.0) at
year-end 2018.

EQUITY RATIO, %

58
55 54 55

51

DIVIDEND POLICY

Hexagon’s dividend policy is to
distribute between 25 and 35
per cent of net earnings after
tax. The Board’s proposed divi-
dend for 2018 is 0.59 EUR (0.53)
per share, which is equivalent
to 29 per cent (29) of the year’s
earnings.

EARNINGS PER SHARE,
EUR

113




BOARD OF DIRECTORS’

REPORT

The Board of Directors and the President of Hexagon AB hereby submit their annual report
for the year of operation 1 January 2018 to 31 December 2018. Hexagon AB is a public limited
liability company with its registered office in Stockholm, Sweden and its corporate registration

numberis b56190-4771.

OPERATING STRUCTURE

Hexagon’s business activities are conducted through more
than 300 operating companies in about 50 countries world-
wide. The Presidentand CEQis responsible for daily manage-
ment and decision making together with the other members
of Hexagon Group Management, including the Chief Finan-
cial Officer, the Chief Strategy Officer, the General Counsel,

HEXAGON’S REPORTING STRUCTURE

the Chief Marketing Officer, the Chief Human Resources

Officer, the Chief Technology Officer and division 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.

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 usedin a broad range of vital industries.

GEOSPATIAL ENTERPRISE
SOLUTIONS

The business areacomprises
the following divisions:

» Geosystems

GROUP FUNCTIONS
- Finance

« HR

« Innovation Hub

INDUSTRIAL ENTERPRISE
SOLUTIONS

The business areacomprises the
following divisions:

« Manufacturing Intelligence

. Legal

- Safety & Infrastructure - Marketing « PPM

« Positioning Intelligence . Strategy
FIVE-YEAROVERVIEW
MEUR 2018 2017 2016 2015 2014
Net sales 3,760.7 3,448.1 3,149.2 3,043.8 2,622.4
Operating earnings excl. non-recurringitems (EBIT1) 929,0 832.8 736.1 692.7 578.1
Operating margin, % 24.7 24.0 23.4 22.8 22.0
Earnings before tax excl. non-recurringitems 906.2 810.1 714.3 666.2 544.5
Non-recurringitems -3.9 -73.2 - -36.6 -36.0
Earnings before tax 902.3 736.9 714.3 629.6 508.5
Netearnings 738.1 671.2 578.6 505.1 406.2
Earnings pershare, EUR 2.02 1.84 1.59 1.39 1.13
1) Adjusted according to IFRS 15
10 Hexagon Annual Report 2018



W

OPERATING NET SALES EARNINGS PER SHARE,
OPERATING MARGIN, % EUR
3,761 2.02
3,471 1.84
3,044 3149 159
2,622 1.39

14 15 16 17 18 14 15 16 17 18
1) Operating net sales.

SALES BRIDGE'
Organic growth,

Structure  Currency, +8% 3,760.7
+4% -3%

3,470.5

e — .
2017 2018
1) Operating net sales from completed acquisitions and divestments
duringtheyearare recognised as “Structure”. Percentages are
rounded to the nearest whole per cent.

MARKET DEMAND

Operating net sales in EMEA grew by 7 per cent organically
in 2018 and amounted to 1,415.0 MEUR (1,303.2), repre-
senting 38 per cent (37) of Group sales. In Western Europe,
Hexagon noted good demand from the infrastructure and
construction sector but growth was hampered by weaker
demand within public safety. The Middle East recorded
good growth partially driven by a recovery in the power and
energy sector.

Operating net sales in Americas grew by 7 per cent organi-
cally in 2018 and amounted to 1,239.6 MEUR (1,163.4), rep-
resenting 33 per cent (34) of Group sales. In North America,
demand mainly increased in the infrastructure and con-
struction sector hampered by a decline in the public safety
business. South America recorded double-digit growth
driven by strong growth in Brazil.

Operating net sales in Asia grew organically by 8 per cent
in 2018 and amounted to 1,1706.1 MEUR (1,004.0), represent-
ing 29 per cent (29) of Group sales. China reported strong
growth, mainly driven by robust demand from the overall
manufacturing industry and the power and energy sector,
but hampered by a decline in the public safety business.
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W
IMPORTANT EVENTS 2018

Ql

Hexagon acquired AGTEK, a leading software solu-
tions provider to the civil construction industry

Q2

Hexagon acquired NEXTSENSE GmbH, a leader in
industrial measurement and inspection solutions

Hexagon signed an agreement to acquire Autonomou-
Stuff, bolstered its leadership positioninautonomous
solutions

Hexagon held its Capital Markets Day 2018 in Las
Vegas, in conjunction with HXGN LIVE

Hexagon announced Xalt, a new approach for har-
nessing the untapped potential of loT data

Hexagon acquired SPRING Technologies, makers of
machine tool simulation and verification software

Q3

Hexagon strengthened its safety-enhancing solution
suite with the acquisition of Guardvant

Hexagon completed acquisition of AutonomouStuff

Q4

Hexagon strengthened its construction solutions
portfolio for AEC (Architecture, Engineering, Con-
struction) market with Bricsys acquisition
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GEOSPATIAL ENTERPRISE SOLUTIONS

Geospatial Enterprise Solutions (GES) operating net sales
amounted to 1,820.2 MEUR (1,706.3). Using fixed exchange
rates and a comparable group structure (organic growth),
net sales increased by 7 per cent. Regionally, organic
growth was 9 per centin EMEA, 7 per centin Americas and
3 percentinAsia. Geosystemsrecorded 11 per centorganic
growth, mainly driven by continued strong growth in infra-
structure and construction, the content programme and
a strong contribution from new products. Safety & Infra-
structure declined, recording -5 per cent organic growth,
hampered by weak demand, especially in the US. Actions
have been taken to ensure improvements in 2019. Position-
ing Intelligence recorded 18 per cent organic growth, pos-
itively impacted by strong growth in defence, agriculture
and automotive.

GEOSPATIAL ENTERPRISE SOLUTIONS

NETSALES OPERATING MARGIN, %

1,820
1,706 0y 24

1,579
1,507 20 21

1,349

INDUSTRIAL ENTERPRISE SOLUTIONS

Industrial Enterprise Solutions (IES) operating net sales
amounted to 1,940.5 MEUR (1,764.2). Using fixed exchange
rates and a comparable group structure (organic growth),
net sales increased by 8 per cent. Regionally, organic
growth was 11 per cent in Asia, 8 per cent in Americas and
5 per cent in EMEA. Manufacturing Intelligence recorded 9
per cent organic growth, supported by strong demand from
most major end markets, such as aerospace, electronics
and automotive. PPM recorded 7 per cent organic growth,
where the construction and Information Life Cycle Man-
agement solutions contributed to the growth.

W

CUSTOMER SEGMENT, %

GEOGRAPHY, %

<

WSurveying, 42 BEMEA, 43
M |nfrastructure & Construction, 26 HAmericas, 38
M Natural Resources, 10 Asia, 19

EPublic Safety, 9
Aerospace & defence, 8
Other, 5

INDUSTRIAL ENTERPRISE SOLUTIONS

NETSALES OPERATING MARGIN, %

1,941 27
1,764 25 25

1,537 1,570

1,261

14 15 16 17" 18 14 15 16 17 18
1) Adjusted according to IFRS 15 and refers to operating net sales.
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NET SALES

Operating net sales amounted to 3,760.7 MEUR (3,470.5).
Net sales including revenue adjustments amounted to
3,760.7 MEUR (3,448.1). Using fixed exchange rates and
a comparable group structure (organic growth), sales
increased by 8 per cent.

OPERATING EARNINGS

Operating earnings (EBITDA) increased by 8 per cent to
1,197.7 MEUR (1,107.0), corresponding to an operating mar-
gin (EBITDA margin) of 31.8 per cent (31.9). Operating earn-
ings, excluding non-recurring items (EBIT1), increased by
12 per cent to 929.0 MEUR (832.8), corresponding to an
operating margin (EBIT1 margin) of 24.7 per cent (24.0).
Operating earnings (EBIT1) for Geospatial Enterprise Solu-
tions increased to 459.2 MEUR (411.8), corresponding to an
operating margin of 25.2 per cent (24.1). Operating earnings
(EBIT1) for Industrial Enterprise Solutions increased to
495.2 MEUR (441.8), corresponding to an operating margin
of 26.5 percent (25.0).

SEGMENTS

Operating netsales Operating earnings (EBIT1)
MEUR 2018 2017 2018 2017
Geospatial
Enterprise
Solutions 1,820.2 1,706.3 459.2 411.8
Industrial Enter-
prise Solutions 1,940.5 1,764.2 495.2 441.8
Group cost = - -25.4 -20.8
Total 3,760.7 3,470.5 929.0 832.8

Operation netsalesin 2017 includes an adjustment for the acquired
deferred revenue relating to MSC Software. Net sales including the
acquired deferred revenue amounted to 3,448.1 MEUR.

GROSS EARNINGS
Gross earnings amounted to 2,336.9 MEUR (2,119.1). The
gross margin was 62.1 per cent (61.1).

FINANCIALINCOME AND EXPENSES
The financial netamounted to -22.8 MEUR (-22.7) in 2018.

NON-RECURRING ITEMS

During 2018 non-recurring items amounted to -3.9 MEUR
(-73.2), consisting of impairment of overlapping technolo-
gies, transaction costsandareductioninworkforcerelated
to the acquisition of AutonomouStuff, totaling -25.6 MEUR,
and divestments of shares in BIMobject which resulted in a
capital gain of 21.7 MEUR.

Hexagon Annual Report 2018

EARNINGS BEFORE TAX

Earnings before tax, excluding non-recurring items,
amounted to 906.2 MEUR (810.1). Including non-recurring
items, earnings before tax were 902.3 MEUR (736.9).

EFFECTIVETAXRATE

Hexagon’s tax expense for the year totaled -164.2 MEUR
(-65.7), corresponding to an effective tax rate of 18.2 per
cent (8.9). Hexagon had a one-off positive tax income of
72.4 MEUR in the fourth quarter of 2017, due to the changed
US tax legislation (Tax Cuts & Jobs Act), resulting in a reval-
uation of deferred tax liabilities on the balance sheet. The
tax rate, excluding non-recurring items, was 18.0 per cent
(18.0) for 2018.

NON-CONTROLLING INTEREST
The non-controlling interest’s share of net earnings was 8.1
MEUR (7.1).

NETEARNINGS

Net earnings, excluding non-recurring items, amounted to
743.1 MEUR (663.9) or 2.04 EUR per share (1.82). Net earn-
ings, including non-recurring items, amounted to 738.1
MEUR (671.2) or 2.02 EUR per share (1.84).

CASHFLOW

Cash flow from operations before changes in working cap-
ital and non-recurring items amounted to 1,004.8 MEUR
(879.7), corresponding to 2.78 EUR per share (2.44). Includ-
ing changes in working capital, but excluding non-recurring
items, cash flow from operations was 944.1 MEUR (907.2),
corresponding to 2.62 EUR per share (2.52). Cash flow from
otherinvestment activities was -438.2 MEUR (-928.9). Cash
flow after other investments amounted to 124.6 MEUR
(-325.9). The change in borrowings was 93.5 MEUR (549.9).
Cash dividends to the Parent Company shareholders
amounted to -191.0 MEUR (-173.0), corresponding to 0.53
EUR pershare (0.48).

PROFITABILITY

Capital employed, defined as total assets less non-interest
bearing liabilities, increased to 7,783.2 MEUR (6,951.5). Return
on average capital employed, excluding non-recurring items,
forthe last 12 months was 12.6 per cent (12.6). Return on aver-
age shareholders’ equity for the last 12 months was 15.0 per
cent (14.8). The capital turnover rate was 0.5 (0.5).

FINANCING AND FINANCIAL POSITION

Shareholders’ equity, including non-controlling interest,
increasedto5,319.2 MEUR (4,604.4). The equity ratioincreased
to54.9 percent (53.5).
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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 toissue bonds with ten-
ors of up to five years. On 31 December 2018, Hexagon had
issued bonds for atotalamount of 10,600 MSEK (10,850).

3) ASwedish commercial paper programme (CP) was estab-
lishedduring 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
2018, Hexagon had issued commercial paper for a total
amount of 8,815 MSEK (7,590) and 72 MEUR (32).

On 31 December 2018, cash and unutilised credit limits
totalled 1,684.2 MEUR (1,601.1). Hexagon’s net debt was
2,069.3 MEUR (2,034.9). The net indebtedness was 0.35
times (0.40). Interest coverage ratio was 31.9 times (27.0).

ACQUISITIONS 2018

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 390.8 MEUR (281.5) during 2018,
approximately 57 per cent (77) 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, China and USA, that results in prod-
ucts and services that are sold worldwide. The remaining
part of the current investments, approximately 43 per cent,
comprised mostly of investments in new facilities in Calgary
and Hongdao and in business equipment and machines. All
current investments during the year have been financed
by cash flow from operating activities. Investments corre-
sponded to 10 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. Depre-
ciation, amortisation and impairment during the year
amounted to -284.0 MEUR (-284.7).

W

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 2018, Hexagon acquired the

following companies:

GEOSPATIAL ENTERPRISE SOLUTIONS

Company Country Division Area

AGTEK United States Geosystems Software company specialising in planning and productivity solutions
for the heavy civil construction industry

Geosurf (acquired Japan Geosystems Software developer of a local machine control construction solution

partof business)
Guardvant

LSE Italy

AutonomouStuff United States Positioning Intelligence

United States Geosystems

Geosystems

Supplier of operator safety solutions for the mining industry
Provider of software solutions for the Geomatics market

Supplier of integrated autonomous vehicle solutions

INDUSTRIAL ENTERPRISE SOLUTIONS

Company Country Division Area
ProCAM Italy Manufacturing Distributor of CAD/CAM solutions and complementary software
Intelligence
NEXTSENSE Austria Manufacturing Company specialising in non-contact profile measurement and sur-
GmbH Intelligence face inspection solutions
External Array China Manufacturing Software company providing a local solution for CMM’s in the Chinese
Intelligence market
SPRING France Manufacturing Software provider specialising in integrated solutions for optimising
Technologies Intelligence the machining workflow
Bricsys Belgium PPM Developer of CAD software
READ ABOUT ACQUISITIONS ON PAGE 64
14
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INVESTMENTS

MEUR 2018 2017
Investmentsinintangible fixed assets 234.3 226.8
Investmentsin tangible fixed assets 156.5 54.7
Divestments of tangible fixed assets -1.7 -5.9
Totalordinary investments 389.1 275.6
Investmentsin subsidiaries 426.6  915.3
Divestments of subsidiaries -4.0 -
Investmentsin financial fixed assets 18.2 191
Divestments of financial fixed assets -2.6 -5.5
Total otherinvestments 438.2 928.9
Totalinvestments 827.3 1,204.5

INTANGIBLE FIXED ASSETS

As of 31 December 2018, Hexagon’s carrying value of intan-
gible fixed assets was 7,100.8 MEUR (6,408.3). Amortisa-
tion of intangible fixed assets was -203.7 MEUR (-193.4).
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 2018 and no impair-
ment requirement arose. Goodwill at 31 December 2018
amounted to 4,977.1 MEUR (4,412.3), corresponding to 51
per cent (51) of total assets.

GOODWILL

MEUR 2018 2017
Geospatial Enterprise Solutions 2,250.6 1,920.9
Industrial Enterprise Solutions 2,726.5 2,491.4
Total 4,977 4,412.3

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 2018 amounted to 449.1 MEUR
(415.8), corresponding to 12 per cent (12) of net sales. Devel-
opment expenses are capitalised only if they pertain to new
products, the costis significant and the product is believed
to have considerable earnings potential. The current level
of R&D costs is in line with other leading suppliers in the
industry.

R&D COST

MEUR 2018 2017
Capitalised 224.2 216.1
Expensed (excludingamortisation) 224.9 199.5
Total 4491 415.6
Amortisation 147.7 140.3

ENVIRONMENTAL IMPACT

Hexagon’s R&D team develops solutions that drive produc-
tivity and quality across geospatial and industrial land-
scapes. Hexagon’s solutions integrate sensors, software,
domain knowledge and customer workflows into intel-
ligent ecosystems that deliver actionable information.
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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
and assembles high-technology products under labora-
tory-like conditions. Hexagon has implemented ISO 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, 2018, Hexagon’s share capital was
80,530,925 EUR, represented by 362,924,692 shares. Total
shares outstanding was 15,750,000 Class A shares, each
carrying ten votes and 347,174,692 Class B shares, each
carrying one vote. On December 31, 2018, Melker Schorling
AB, the single largest shareholder in Hexagon, held a
total of 15,750,000 Class A shares and 73,758,099 Class B
shares, representing 45.8 per cent of the votes and 24.7 per
centof the capital.

SHARE REPURCHASES

The Annual General Meeting on 10 May 2016 authorised
Hexagon’s Board of Directors to acquire or sell the compa-
ny’sown shares for the purpose of,amongother things, pro-
viding the Board with the possibility to adapt the company’s
capitalstructure and toenable the financing of acquisitions
and the exercise of warrants. The authorisation to repur-
chase totals a maximum of 10 per cent of all outstanding
shares in the company. No (-) shares were repurchased in
2018. By year-end 2018 Hexagon held no treasury shares.

SIGNIFICANT AGREEMENTS

To the best of the Board’s knowledge, there are no share-
holder 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 agreementsthatcould lead to a change of controlof the
company.
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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 67,
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'sreported shareholders’equity, including non-con-
trolling interest, was 5,319.2 MEUR (4,604.4) at year-end.
Hexagon’s overall long-term objective is to increase earnings
per share by at least 15 per cent annually and to achieve a
return on capital employed of at least 15 per cent. Another
Group objective is to achieve an equity ratio of 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 never breached any covenants, not in
2018 norin prior years.

Thecompany’s strategy, as well as its 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 17-21. 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
its equity ratio objective.

The Board of Directors proposes a dividend of 0.59 EUR
per share, corresponding to 29 per cent of earnings per
share after tax and to 22 per cent of cash flow from oper-
ating activities per share. The dividend is expected to total
approximately 214.1 MEUR. The proposed dividend isin line
with the dividend policy. The proposed record date for divi-
dendis 10 April 2019.
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REMUNERATION OF SENIOR EXECUTIVES

The following guidelines for remuneration to senior execu-
tivesin Hexagon were adopted by the 2018 AGM. Remunera-
tion shall consist of a basic salary, avariable remuneration,
other benefits and pension and that all in all this remuner-
ation shall be competitive and in accordance with market
practice.

Thevariable remuneration shall be maximised 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-qualifyingincome.

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 ben-
efit pension plan. The pension age for senior executives is
individual, although not lower than 60 years.

The notice period shall normally be six months on the part
ofthe 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 2019 Annual General Meeting that cor-
responding guidelines apply as those adopted at the 2018
Annual General Meeting.

INCENTIVE PROGRAMMES
See Note 30 on page 67.

PARENT COMPANY

The Parent Company’s earnings before tax were 307.8
MEUR (31.7). The equity was 4,735.6 MEUR (4,553.0). The
equity ratio of the Parent Company was 54 per cent (55).
Liquid funds including unutilised credit limits were 1,277.4
MEUR (1,272.8).

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.

SUBSEQUENTEVENTS AFTERTHE FISCALYEAR

On 25 February, 2019, Hexagon signed an agreement to
acquire the US-based company Thermopylae Sciences
and Technology, a software provider primarily focused on
the U.S. government and defence market that specialises
in geospatial applications, mobile frameworks, and cloud
computing forenhanced location intelligence.
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CORPORATE

GOVERNANCE REPORT

Hexagon AB is a public company listed on Nasdag Stockholm.
The corporate governance in Hexagon is based on Swedish
legislation, primarily the Swedish Companies Act, Hexagon’s
Articles of Association, the Board of Directors’ internal rules,
Nasdag Stockholm’s rules and regulations, the Swedish Code
of Corporate Governance (“the Code”) and regulations and
recommendationsissued by relevantorganisations.

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 2018 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 2018, Hexagon’s share capital was EUR
80,530,925, represented by 362,924,692 shares, of
which 15,750,000 are of Class A with ten votes each and
347,174,692 are of Class B with one vote each. Hexagon AB
held notreasury shares at year-end.

Melker Schorling AB, the single largest shareholder in
Hexagon, held a total of 15,750,000 Class A shares and
73,758,099 Class B shares at year-end 2018, representing
45.8 per cent of the votes and 24.7 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 Meeting is Hexagon’s supreme executive body in
which all shareholders are entitled to participate. The Articles
of Association of the company contain no restrictions regard-
ing the number of votes that may be cast by a shareholder 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 at the end of April or in the begin-
ning of May. The AGM resolves on a number of issues, such as
the adoption of the income statement and balance sheet, the
allocation of the company’s profit and discharge from liability
tothe company for the Board members and the President and
CEOQ, 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 representa-
tives for major shareholders of the company elected by the
AGM. In case a shareholder, who a member of the Nomina-
tion Committee 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
amongthe major shareholderstoreplace suchamember. No
feesare paid tothe 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 2018
AGM elected eight members, including the President and
Chief Executive Officer. The Chief Financial Officer and
Executive 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 24.
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 Directorsis responsible for determining Hexagon’s
overall objectives, developing and monitoring the overall strat-
egy, deciding on major acquisitions, divestments and invest-
ments and ongoing monitoring of operations. The Board is also
responsible for ongoing evaluation of management, as well as
systems for monitoring the internal control and the company’s
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financial position. The Board ensures that the company’s exter-
nal disclosure of information is characterised by openness
and that itis accurate, relevant and clear. Procedural rules and
instructions for the Board and the President and CEO govern
issues requiring Board approval and financial information and
otherreporting 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 operationsis 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 financialinformation to the market. The Audit Com-
mittee’s tasks also include submitting recommendations and
proposals to ensure the reliability of financial reporting and
otherissuesthatthe Board assigns the Committee to consider.
The Committee has not, in addition to written instructions
approved by the Board specifically for the Audit Committee,
been authorised to make any decisions on behalf of the Board.

l AUDITOR
SHAREHOLDERS VIA
ANNUAL GENERAL BOARD OF DIRECTORS | —
MEETING
I NOMINATION

COMMITTEE
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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 ongo-
ing 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 meetwith 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.

PRESIDENT AND CEO AND GROUP MANAGEMENT

The President and CEO is responsible for leading and
controlling Hexagon’s operations in accordance with the
Swedish Companies Act, other legislation and regulations,
applicable rules for listed companies, as well as the Code,

W

AUDIT COMMITTEE

PRESIDENTAND CEO OPERATIONS

<+

REMUNERATION

COMMITTEE Elects/appoints

—Informs/reports
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KEY DATA FOR BOARD MEMBERS

Committee membership

Meeting attendance

Remuneration Board of Remuneration

Board Member’ Elected Independent Audit Committee Committee Directors Audit Committee Committee
Gun Nilsson 2008 No?® ® ® 11/1 6/6 2/2
Hans Vestberg? 2017 Yes 7/
John Brandon 2017 Yes 11/11
Ulrika Francke 2010 Yes ® 1M/11 6/6
Henrik Henriksson 2017 Yes 1M/1
Ola Rollén 2000 No* 11/1
Mérta Schorling Andreen 2017 No? 11/11
Sofia Schorling Hogberg 2017 No? © ) 10/11 5/6 2/2
1) Acomplete presentation of the Board Members is included on pages 24-25.
2) Hans Vestberg left his assignment as Board Member 1 August 2018.
3) Gun Nilsson, Mdrta Schérling Andreen and Sofia Schérling Hogberg are not deemed to be independent of the company’s major shareholders.
5) Ola Rollén is not deemed to be independent of the company as a result of his position as Hexagon’s President and CEQ.
BOARD AND COMMITTEE MEETINGS

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Board of Directors O] D) (0]O] (OJOJO) (0JOJO] ®
Audit Committee O] ® ® ® ® ®
Remuneration Committee ® ®

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
CEOQ, presidentsofapplicationareas, heads of geographical
regions and certain specific Group staff functions, totals 14
persons. Group Management is responsible for the overall
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
andin turn,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 4 May 2018 in Stockholm, Sweden, was
attended by shareholders representing 65 per cent of the
total number of shares and 75 per cent of the total number
of votes. Gun Nilsson was elected Chairman of the AGM.

THE FOLLOWING MAIN RESOLUTIONS WERE PASSED:

 Re-election of Directors Gun Nilsson, Hans Vestberg, John
Brandon, Ulrika Francke, Henrik Henriksson, Ola Rollén,
Marta Schorling Andreen and Sofia Schorling Hogberg

« Re-election of Gun Nilsson as Chairman of the Board and
of Hans Vestberg as Vice Chairman of the Board
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« 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 0.53 EUR per share for 2017 as per the Board’s
proposal

« Principles forremuneration to Hexagon’s senior executives

NOMINATION COMMITTEE

For the proposal for the AGM 2018, the Nomination Com-
mittee applied rule 4.1 of the Code as diversity policy in its
nomination work. The Nomination Committee confirmed
that the Board of Hexagon has an equal gender balance and
an appropriate composition in general.

In respect of the 2019 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 2018, the Nomination Committee held two 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 proposals to submit to the
2019 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 committee
work and fees to the auditors. Shareholders wishing to sub-
mit proposals have been able to do so by contacting the Nom-
ination Committee via mail or email. Addresses have been
made available on Hexagon’s website.

BOARD OF DIRECTORS’ ACTIVITIES

In 2018, the Board held 11 minuted meetings, including the stat-
utory Board meeting. At the Board meetings, the President and
CEO presented the financial and market position of Hexagon
and important events affecting the company’s operations. On
differentoccasions, Hexagon senior executives presented their
operations and business strategies to the Board. In addition,
itemssuchastheapproval of the interim reports and the annual
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report are part of the Board’s work plan and the company’s
auditors presented a report on their audit work during the year.
At the Board meeting in December 2018, the Board approved
the operational strategy and the financial plan for 2019.

EVALUATION OF THE BOARD’SWORK

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 character
of meetings stimulates open discussion and whether each
Board Member participates actively and contributes to dis-
cussions. The evaluation is coordinated by the Chairman of
the Board. In 2018, the chairman conducted awritten survey
with all the board members. The result of the evaluation has
been reported and discussed in the Board and the Nomi-
nation Committee. The Board is also evaluated within the
framework of the Nomination Committee’s activities.

AUDIT COMMITTEE
During 2018 the Audit Committee comprised:

« Gun Nilsson (Chairman)
« Sofia Schorling Hogberg
« Ulrika Francke

In 2018, 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 for impairment of goodwill.

REMUNERATION COMMITTEE

During 2018, the Remuneration Committee comprised:
« Gun Nilsson (Chairman)

« Sofia Schorling Hogberg

In 2018, the Committee held two minuted meetings 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.

EXTERNAL AUDITORS

The 2018 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 five occasions during 2018.

FOR MORE DETAILS ABOUT PRINCIPLES PRACTISED:
- The Swedish Companies Act, www.regeringen.se

» The Swedish Code of Corporate Governance,
www.corporategovernanceboard.se
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The address of the auditors is Ernst & Young AB, Box 7850,
SE-103 99, Stockholm, Sweden.

REMUNERATION PRINCIPLES
The following principles for remuneration to senior execu-
tivesin Hexagon were adopted by the 2018 AGM.

Remuneration shall consist of a basic salary, variable remu-
neration, pension and other benefits and all remuneration
shallbe competitive and in accordance with market practice.
The variable remuneration shall be maximised to up to 150
per centin 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 2019 Annual General Meetingtoresolve
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 67.

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
73 (The Share section) and in Note 30 on page 67.

REMUNERATION OF BOARD OF DIRECTORS
Remuneration of the Board of Directorsisresolved by the AGM
upon proposal from the Nomination Committee. During 2018,
the Chairman of the Board and other Board Members received
remuneration totaling 516.0 KEUR (593.8). Remuneration of
the Board of Directors is presented in Note 30 on page 67.

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 onpage 68.

MORE INFORMATION IS AVAILABLE ATHEXAGON.COM
- Articles of Association

« Information from earlier Annual General Meetings

« Information about the Nomination Committee

« Information ahead of the Annual General Meeting 2019
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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 con-
cerning strategies, acquisitions and company-wide financial
matters are taken by the company’s Board and Group Man-
agement. The organisation is characterised by well-defined
allocation of responsibility and well-functioning and well-es-
tablished 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 envi-
ronment in which the organisation, decision-making routes,
authorities and responsibilities have been documented and
communicated in control documents, such as Hexagon’s
finance policy and reporting instructions and in accordance
with the authorisation arrangements established by the
Presidentand CEO.

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-
cial reporting are identified and managed at group, busi-
ness area, subsidiary and unit level. Within the Board, the
Audit Committee is responsible for ensuring that signifi-
cant financial risks and the risk of error in financial report-
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ing are identified and managed in a manner that ensures
correct financial reporting. Special priority has been
assigned toidentifying processes that, to some extent, give
rise toahigherrisk of significanterror 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 unitand toand 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 responsible at
each level. The procedures incorporate the follow-up of
financial results in relation to budget and plans, analyses
and key figures. The Board obtains current and regular
reports on Hexagon’s financial position and performance.
At each Board meeting, the company’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
STATEMENT

To the annual meeting of the shareholders of Hexagon AB (publ), corporate iden-
tity number 556190-4771

ENGAGEMENT AND RESPONSIBILITY

It is the Board of Directors who is responsible for the corporate governance
statement for the year 2018 on pages 17-21 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-
cientbasis for our opinions.

OPINIONS

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
consistent with the annual accounts and the consolidated accounts.

Stockholm, Sweden, 15 March 2019
Ernst & Young AB

Rickard Andersson
Authorized Public Accountant
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“Our aim is to make
sure we can continually
build the company for a
sustainable future and

create shareholder value
in the long run.”

DEAR SHAREHOLDERS,

It is once again with joy | look back on another record year for
Hexagon. Ayear characterised by a continued transformative
journey towards becoming a solution-centric company that
facilitates solutions for many of the challenges of tomorrow.

In 2018, the world economy grew at its quickest pace in
several years. Meanwhile, geopolitical tensions through-
out the world added uncertainty to several markets. One
of the Board’s most important responsibilities is to ensure
Hexagon has a solid financial position which can with-
stand periods of uncertainty, leverage opportunities and
at the same time balance risks. Our aim is to make sure
we can continually build the company for a sustainable
future and create shareholder value in the long run, also
by making important investments in both good and worse
times. Hexagon’s strong financial performance gives us the
resources to continue to expand the businesses and deliver
upon our strategy and long-term financial objectives.

During the year, the Board has taken many decisions fuel-
ing further instrumental investments in Hexagon’s long-
term strategy — to deliver Smart X solutions that drive
quality and productivity improvements in the ecosystems
we touch. We acquired AutonomouStuff, a world leader in
integrated autonomous vehicle solutions which strength-
ens Hexagon’s domain expertise in autonomy. We also
acquired Agtek and Bricsys, which further enhance our
capabilities within Smart Construction, and Nextsense and
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Spring Technologies to strengthen our Smart Factory port-
folio. During the year we invested in two brand new state of
the art production and R&D centers, one in Calgary, Can-
ada which opened in September and one in Hongdao, China
which will be inaugurated in 2020. Along with our constant
focus on R&D, these are important investments that will
underpin Hexagon’s leadership for many years to come.

It is also the Board’s responsibility to ensure sound corpo-
rate governance, distinguished by clearly defined respon-
sibilities for management and control bodies, and by the
rigorous processes that exist in Hexagon’s internal sys-
tems. The Board has for many years implemented pro-
cesses to mitigate risks, whether they relate to the market,
operations or finance, and to ensure Hexagon is conducting
its businessin a sustainable way.

On behalf of the entire Board of Directors, | would like to
thank Hexagon’s over 20,000 employees who everyday do
their outmost to grow the businesses and the shareholders
foryour continued trust and support. Looking ahead, | have
great confidence in the future of Hexagon and look forward
toanotheryear of great achievements.

Stockholm, Sweden, March 2019

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 the Audit Committee and
the Remuneration Committee

Education: B.Sc. (Econ.)

Work experience: President of Melker
Schorling AB, CFO of IP-Only Group, Sanitec
Group and Nobia Group, CEO of Gambro Hold-
ing AB, Deputy CEO and CFO of Duni AB.

Other assignments: Board Member of Hexpol
AB, AAKAB, Loomis AB and Bonnier Group
AB. Member of The Swedish Corporate Gover-
nance Board.

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

Shareholding’: 10,666 shares of series B

Independentof thecompany and its
management.

JOHN BRANDON

Bornin 1956

Member of the Board since 2017
Education: B.A. (History)

Work experience: Advisor at Conductive Ven-
tures, Vice President International of Apple
Inc.,CEO Academic SystemsInc., Vice Presi-
dentand General Manager at North America
of Adobe Systems Inc.

Other assignments: Board Member of
Securitas AB, Winsome Truth, Inc. and
Pillar Vision Inc.

Previous assignments in the past five years: -
Shareholding’: 3,000 shares of series B

Independent of the company, its manage-
mentand major shareholders.

ULRIKAFRANCKE

Bornin 1956
Member of the Board since 2010
Member of the Audit Committee

Education: University studies

Work experience: Presidentand CEQ of
Tyréns AB, City Planning Director and Street
and Property Director at City of Stockholm
and CEO of SBCAB.
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Other assignments: Chairman of Vasakronan
and Knightec AB, Vice Chairman of Swedbank
ABand Swedish Standards Institute (SIS).
Board Member of Sven Tyréns stiftelse.

Previous assignments in the past five years:
Chairman of BIM Alliance Sweden and
Stockholm Stadsteater AB. Board Member
of Tyréns AB, Almega - the Employer’s Organ-
isation for the Swedish Service Sectorand
Wahlin Fastighets AB.

Shareholding’: 6,000 shares of series B

Independent of the company, its manage-
mentand major shareholders.

HENRIKHENRIKSSON

Bornin 1970

Member of the Board since 2017
Education: B.Sc. (Business Administration)

Work experience: Presidentand CEQ of
ScaniaAB, Executive Vice President of Sales
and Marketing Scania, Senior Vice President
of Scania Trucks, Export Director of Scania
South Africa.

Other assignments: Board Member of Scania
AB, the Association of Swedish Engineering
Industries and The Confederation of Swedish
Enterprise.

Previous assignments in the past five years: -
Shareholding’: 2,517 shares of series B.

Independent of the company, its manage-
mentand major shareholders.

OLAROLLEN

Bornin 1965

President and Chief Executive Officer since
2000

Member of the Board since 2000

Education: B.Sc. (Econ.)

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

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

Previous assignments in the past five years: -
Shareholding’: 586,900 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-
sultantat Pond Innovation & Design.

Other assignments: Board Member of Melker
Schorling AB, Hexpol AB, AAKAB and Abso-
lent Group.

Previous assignments in the past five years: -

Shareholding’: 15,750,000 shares of series
Aand 70,035,920 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 the Audit Committee and the
Remuneration Committee

Education: B.Sc. (Econ.)

Work experience: Trademark consultant at
EssenInternational.

Other assignments: Vice Chairman of Melker
Schorling AB, Board Member of Securitas AB
and AssaAbloy AB.

Previous assignments in the past five years: —
Shareholding’: 15,750,000 shares of series
Aand 70,035,920 shares of series Bthrough
Melker Schorling AB.

Independent of the company andits
management.

HANS VESTBERG

Vice Chairman of the Board May 2017-July
2018.

Hans Vestberg left Hexagon AB’s Board
of Directors as of 1 August 2018 due to his
new position as CEO of Verizon Communi-
cationsInc.

1) Shareholdings and warrant holdings based on
information per 14 March 2019 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
Materials Technology and Kanthal, Execu-
tive Vice President of Avesta-Sheffield
Other assignments: Board Member of
Greenbridge Investment Partners Ltd.
Previous assignments in the past five years: —
Shareholding’: 586,900 shares of series B

JOHNNY ANDERSSON

Bornin 1965. General Counsel. Retained
since 2011, employed since 2017.
Education: M.Sc. (Law)

Work experience: Partner at Mannheimer
Swartling Advokatbyré and Corporate
Counselat IKEA International, Law clerk at
District Court of Landskrona
Otherassignments: -

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

ROBERTBELKIC

Bornin 1970. Chief Financial Officer and
Executive Vice President. Employed since
2009.

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

Work experience: Group Treasurer at
Hexagon AB, Group Treasurer at EF Educa-
tion First Ltd and Assistant Group Treasurer
atAutolivinc.

Otherassignments: -

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 atInter-
graph, Solution 6 North America and other
software companies

Other assignments: -

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

STEVEN COST

Bornin 1967. President of Security & Infra-
structure. Employed since 2007.
Education: B.Sc., MBA (Accounting)

Work experience: Intergraph Chief
Accountant Officer/Controller/Treasurer
and Senior management positions with
Adtran, AVEX Electronics and Benchmark
Electronics

Otherassignments: -

Previous assignments in the past five years: -
Shareholding’: -
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JURGEN DOLD

Bornin 1962. President of Geosystems.
Employed since 1995.

Education: M.Sc., PhD (Engineering)

Work experience: Academic counsel at the
Technical University of Braunschweigin
Germany and various management posi-
tions within Leica Geosystems AG

Other assignments: Member of the Super-
visory Board of Basler & Hofmann AG
Previous assignments in the past five years: -
Shareholding’: 30,000 shares of series B

NORBERTHANKE

Bornin 1962. President of Manufacturing
Intelligence. Employed since 2001.
Education: Diploma of Business
Administration

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

Previous assignments in the past five years: -
Shareholding’: 44,529 shares of series B
and 15,000 warrants for Class Bsharesin
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 positions in the Chinese
manufacturing industry

Other assignments: -

Previous assignments in the past five years: -
Shareholding’: 120,000 shares of series B
and 200,000 warrants for Class Bsharesin
Hexagon AB.

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 at Intergraph. Vice
President of Human Resources at Solution
6 North America

Other assignments: -

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

MICHAELRITTER

Bornin 1963. President Positioning Intelli-
gence. Employed since 2009.

Education: M.Sc. (Engineering)

Work experience: Staff and management
positions at Schlumberger OQilfield Services
and Trimble Inc.

Other assignments: —

Previous assignments in the past five years: -
Shareholding’: 225,000 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 Americaand President of Hexagon
Metrology Asia-Pacific

Other assignments: -

Previous assignments in the pastfive 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 and
Vice President of Strategy and Communica-
tions at Hexagon AB, various Investor Rela-
tions positions at Teleca AB and Autoliv Inc.
Otherassignments: —

Previous assignments in the past five years: -
Shareholding’: 200,000 warrants for Class B
sharesin Hexagon AB

MLADENSTOJIC

Bornin 1970. Employed since 1996.
Education: B.Tech (Engineering), M.Sc
(Geography)

Work experience: Director of Product Man-
agementwithin Leica Geosystems GIS

& Mapping, Vice President of Geospatial

- Intergraph

Otherassignments: -

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

1) Shareholdings and warrant holdings based on
information per 14 March 2019 and also include
related-party holdings.
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MANAGING RISKS

Hexagon'sriskmanagementactivitiesaredesignedtoidentify, controland 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

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 synergies in whole or
in part fail to materialise. An acquisition of a company that
is not conducting its business in a sustainable way or com-
pliant with Hexagon’s Code of Conduct may have a negative
impact on Hexagon’s reputation.
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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 2018, Hexagon made more than 140 acqui-
sitions. Based on extensive experience of acquisitions
and integration and clear strategies and goals, Hexagon
is strongly positioned to successfully integrate acquired
companies into the Group. In Hexagon’s standard due dil-
igence process, a number of sustainability elements are
included, such as detailed consideration about the internal
controls of the target company, quality business practices,
environmental matters, employee matters, 1SO (Interna-
tional Organization for Standardization), LEED (Leader-
shipin Energy and Environmental Design) or other industry
certifications and anti-corruption/FCPA (Foreign Corrupt
Practices Act) and export controls. Hexagon also evalu-
ates whether target companies are following a robust code
of conduct and whether their own corporate responsibility
and sustainability programmes are effective.
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IMPACT OF THE ECONOMY

RISKMANAGEMENT

Hexagon engages in worldwide operations that are depen-
dent on general economic trends and conditions that are
unique for certain countries or regions. As in virtually all
businesses, general market conditions affect the inclina-
tion and the capabilities of Hexagon’s existing and potential
customers to invest in design, measurement and visual-
isation technologies. A weak economic trend in the whole
or part of the world may therefore result in lower market
growth that falls below expectations.

GEOPOLITICAL RISKS

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.

Understanding geopolitical risk, how geography and eco-
nomics influence politics and the relations between coun-
tries, isimportant in a world that has become more closely
intertwined thanks to the rise of globalisation.

Examples of current geopolitical risks are Great Britain’s
exit from the European Union (“Brexit”) and the escalating
tension between the US and China which could potentially
lead to a trade war. Understanding how these geopolitical
risks may affect Hexagon’s organisation, operating results
and strategies are of utmost importance. However, what
impact Brexit and/or a trade war between the US and China
will have on the global market over the coming years is
still fairly uncertain and will to some extent depend upon
whether or not agreements regarding access to the mar-
kets can be settled.

COMPETITION AND PRICE PRESSURE

Inorder to eliminate risks that may occur due to geopolitics,
such as disruption to international commerce or the global
economy, Hexagon is following the continued development
while evaluating different strategies in order to prepare for
and handle possible scenarios that may affect Hexagon’s
organisation and the ability to do business in different
parts of the world over the coming years.

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 to detect 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

Hexagon’s business activities are conducted in a large
number of markets with multiple customer categories. In
2018, Surveying was the single largest customer category
and accounted for 20 per cent of net sales. For Hexagon,
this customer category may involve certainrisks 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 Electronics and Manufac-
turing with 17 per cent, Infrastructure and Construction
with 13 per cent and Power and Energy with 12 per cent.

Hexagon may face risks if customers are misusing the com-
pany’s productsinways that negatively impacthumanrights.

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 compliance programme address all principles
contained in the Code of Conduct including export controls.
Hexagon is committed to complying with appropriate export
control. Hexagon’s Export Control compliance efforts aim
to safeguard peace and security by preventing the unlawful
trading of items (i.e. goods, software or technology) to desti-
nations that may use them forillegal purposes.

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
deliveries from third parties in accordance with agreed
requirements 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
canresultinreduced sales.

If there were to be unmanaged negative impacts following
a supplier's noncompliance of Hexagon’s code of conduct it
may entail reputational risks for Hexagon.
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Hexagon has a favourable risk diversification and depen-
dence of a single supplier is not decisive for the Group’s
performance. The largest supplier accounted for approx-
imately 1 per cent of Hexagon’s total net sales in 2018. To
minimise the risk of shortages in the supply or of excessive
price variations among suppliers, Hexagon works actively
to coordinate sourcing within the Group and to identify
alternative suppliers for strategic components. Supplier
risk surveys are performed (by Hexagon’s external partner)
in order to identify and mitigate risks associated with the
suppliers’ operations.

Hexagon has a compliance programme in place for suppli-
ers to manage social and ethical risks. Hexagon regularly
conducts supplier audits to ensure suppliers are compliant
with the code of conduct.
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HUMAN CAPITAL

The resignation of key employees or Hexagon’s failure to
attract skilled and diverse personnel to all different levels
within the organisation 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 to both potential and existing employees is
an important success factor for Hexagon. Group and busi-
ness area management jointly handle risks associated with
human capital. Hexagon works with a structured approach
to HR and market-based remuneration to ensure employee
satisfaction. Hexagon uses employee engagement as the
overall measure in the bi-annualemployee survey.

In order to attract skilled employees, Hexagon cooperates
with multiple universities and colleges around the world,
aiming at training and hiring students with industry-ready
skills.

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.

BUSINESS ETHICS AND CORRUPTION

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 has implemented
ISO 9001 at the majority of the largest production sites.

Corruption negatively impacts communities and overall global
economic development and erodes the trust necessary to
build a stable business environment. For Hexagon, anti-cor-
ruption compliance is of utmost importance, as it helps
Hexagon advance its financial interests and brand value.

CYBERRISKS AND DATA PROTECTION

Hexagon has a solid Code of Conduct and Anti-Corruption
Compliance Programme in place, covering the entire Group,
including policies, processes and training. The anti-corruption
compliance documents include policies in such areas as gifts
and entertainment (both to and from third parties), hiring can-
didates with governmentconnections and engagingand trans-
acting business with third parties.

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,
Hexagon’s tangible and intellectual property and, in some
cases, the intellectual property and operations of external
parties.

Incidents may also lead to data privacy infringements such
as unauthorised access, leakage or loss of data. Data secu-
rity and integrity are critical issues for the Hexagon Group.
Under the new GDPR and ePrivacy regulations, Hexagon
has firm legal requirements to protect against personal
information (PI) data breaches. The regulations extend to
all vendors that Hexagon uses to collect, store and process
Pl data onits behalf. In China, there is a similar law recently
released to protect various data types, including Pl data. It
is of utmost importance for Hexagon to protect and secure
all data as the costs of remediating from a serious breach
are high and can also be damaging to the reputation of the
organisation.
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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.

Hexagon has mandated that all divisions must implement
a recognised cybersecurity framework. Hexagon has set
the minimum standard of implementing the NIST-800171
framework as the entry-level approach. Divisions will
assesstheirneeds astheyrelatetocustomerrequirements
and may need to implement more stringent frameworks
such as1S027001/NIST-800-58.
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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 2018, total operating earnings, excluding non-recur-
ring items, from operations in currencies other than EUR
amounted to an equivalent of 612.8 MEUR (601.3). Of these
currencies, CHF, CNY and USD have the biggest impact on
Hexagon’s earnings and net assets. Currency risk is the risk
that currency exchange rate fluctuations will have an adverse
effectonincome statement, balance sheetor cash flow.

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

Translation exposure arises when the income statement
and balance sheets are translated into EUR. The balance
sheet translation exposure might substantially affect
other comprehensive income negatively. Furthermore,
the comparability 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 largest impact on
Hexagon’s earnings and net assets including the effect on
Hexagon’s operating earningsin 2018.

Netofincome

Movement’ and cost Profitimpact
CHF Weakened -4% Negative Positive
usbh Weakened -4% Positive Negative
CNY Weakened -2% Positive Negative
EBIT1, MEUR -33.2

1) Compared to EUR and 2017.

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 respective functional currency from the manufactur-
ing entities. According to the Group’s financial policy, trans-
action exposure should not be hedged. The rationale for
thisisthatthevast majority of transactions concernashort
period of time from order to payment. Moreover, a transac-
tion hedge of a flow only postpones the effect of achangein
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 2018 interest rate derivatives
were used to manage the interestrate risk.
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CREDIT

RISKMANAGEMENT

Credit risk, i.e., the risk that customers may be unable to
fulfiltheir paymentobligations, 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
cash invested 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 2018, cash and unuti-
lised credit limits totalled 1,684.2 MEUR (1,601.1).

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.

INSURABLERISK

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.

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 regulation.
Hexagon’s operations may be affected by regulatory changes,
changes to customs duties and other trading obstacles, pric-
ingand currencycontrols, aswellasother governmentlegisla-
tion and restrictions in the countries where Hexagon is active.
For example, more stringent regulations have been passed or
arebeingdevelopedinseveraljurisdictions, causingincreased
responsibilities for companies regarding the privacy and pro-
cessing of personal data. These changing requirements and
more stringent rules impose a risk of non-compliance with
these data protection regulations, which could result in sub-
stantial legal fees and damage to Hexagon’s reputation.

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.

Patentinfringementand 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 applications for registration
will be granted. Furthermore, there is a risk that new technol-
ogies and products are developed which circumvent or replace
Hexagon’s intellectual property rights. Infringement disputes
can, likedisputesin general, be costly and time consumingand
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
subject to such regulation.

TAX

Hexagon complies with all applicable laws and obligations
and obtains relevant approvals where needed. Hexagon
continuously monitors anticipated and implemented
changes in legislation in the countries in which it operates.
Hexagon has implemented ISO 14001 at the majority of the
largest production sites.

Hexagon operates through subsidiaries inanumber of jurisdic-
tions and all cross-border transactions are normally 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 taxauthorities 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 2018 2017
Net sales 3,5,24 3,760.7 3,448.1
Costof goods sold 6,12  -1,423.8 -1,329.0
Gross earnings 2,336.9 2,119.1
Sales expenses 6,12 -704.3 -656.3
Administration expenses 6,12 -309.3 -303.5
Research and development expenses 6,12 -406.5 -390.2
Otheroperatingincome 7,12 96.0 98.1
Otheroperating expenses 7,12 -88.3 -107.5
Share ofincome in associated companies 17 -0.1 -0.1
Capital gain/loss from sale of shares in group companies 9,27 0.7 -
Operating earnings’ 3,13, 22,25,29,30,31 925.1 759.6
Financialincome and expenses

Financialincome 10, 24 6.4 5.6
Financial expenses 10, 24 -29.2 -28.3
Earnings before tax 3 902.3 736.9
Taxon earnings for the year 1 -164.2 -65.7
Netearnings 738.1 671.2
Attributable to:

Parentcompany shareholders 730.0 664.1
Non-controlling interest 8.1 7.1
'Of whichnon-recurringitems 12 -3.9 -73.2
Earningsinclude depreciation, amortisation and impairment of -284.0 -284.7
- of which amortisation of surplus values -49.0 -44.9
Average number of shares, thousands 217 360,942 360,443
Average number of shares after dilution, thousands 21 362,301 361,589
Earnings per share, EUR 2.02 1.84
Earnings per share after dilution, EUR 2.01 1.84
MEUR Note 2018 2017
Netearnings 738.1 671.2
Othercomprehensive income:

Items that will not be reclassified toincome statement

Remeasurement of pensions 22 =258 47.4
Taxattributable toitems that will not be reclassified to income statement 11 2.9 -6.6
Totalitems that will not be reclassified to income statement, net of tax -22.4 40.8
Items that may be reclassified subsequently toincome statement

Exchange rate differences 117.5 -528.6
Tax attributable toitems that may be reclassified subsequently to income statement:

Tax attributable to effect of translation differences 11 -6.2 24.4
Totalitems that may be reclassified subsequently toincome statement, net of tax 111.3 -504.2
Othercomprehensive income, net of tax 88.9 -463.4
Totalcomprehensiveincome 827.0 207.8
Attributable to:

Parentcompany shareholders 819.0 201.5
Non-controlling interest 8.0 6.3
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CONSOLIDATED BALANCE SHEET

MEUR Note 2018-12-31 2017-12-31
ASSETS

Fixed assets

Intangible fixed assets 8,14 7,100.8 6,408.3
Tangible fixed assets 15 384.2 281.2
Sharesinassociated companies 16,17 0.0 0.1
Other long-term securities holdings 16, 24 1.0 4.2
Otherlong-termreceivables 16,18 52.9 36.1
Deferred tax assets 11 83.6 83.7
Total fixed assets 7,622.5 6,813.6
Currentassets

Inventories 19 463.0 431.8
Customerreceivables 5,18, 24 9591 895.5
Currenttaxreceivables 1K 37.9 29.7
Otherreceivables - interest bearing 24 1.5 1.5
Otherreceivables — non-interest bearing 18, 24 72.4 62.7
Prepaid expenses and accrued income 20, 24 133.1 69.2
Short-terminvestments 24 111.8 90.3
Cash and bankbalances 24 282.8 2191
Total current assets 2,061.6 1,799.8
TOTALASSETS 9,684.1 8,613.4
SHAREHOLDERS’ EQUITY AND LIABILITIES

Shareholders’ equity

Share capital 21 80.5 80.0
Other capital contributions 1,481.3 1,397.8
Revaluationreserve -4.8 -4.8
Translationreserve 180,5 69,2
Retained earnings 3,5667,8 3,050,3
Shareholders’ equity attributable to Parent company shareholders 5,305.3 4,592.5
Non-controllinginterest 13.9 11.9
Total shareholders’ equity 5,319.2 4,604.4
Long-term liabilities

Provisions for pensions 22 108.2 82.3
Other provisions 23 8.6 8.5
Deferred tax liabilities i 448.7 442.6
Long-term liabilities - interest bearing 24 1,813.9 1,960.2
Other long-term liabilities — non-interest bearing 24 154.3 48.6
Total long-term liabilities 2,533.7 2,542.2
Current liabilities

Accounts payable 24 251.1 189.3
Advance payments from customers 24 45.9 51.6
Current taxliabilities 1 110.7 84.7
Currentliabilities - interest bearing 24 541.8 301.8
Other liabilities = non-interest bearing 24 1231 119.0
Other provisions 23 21.5 28.1
Deferredincome 20, 24 405.0 369.6
Accrued expenses 20, 24 332.1 322.7
Total current liabilities 1,831.2 1,466.8
TOTALSHAREHOLDERS’ EQUITY AND LIABILITIES 9,684.1 8,613.4
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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, 2017-01-01 80.0 1,397.8 -4.8 573.4 2,530.4 4,576.8 14.0 4,590.8
Adjustment of opening
shareholders’ equity (IFRS 15) - - - - -17.8 -17.8 - -17.8
Adjusted opening
shareholders’ equity 80.0 1,397.8 -4.8 573.4 2,512.6 4,559.0 14.0 4,573.0
Totalcomprehensiveincome - - - -504,2 705,7 201.5 6.3 207.8
Dividend - - - - -178.0 -178.0 -8.4 -181.4
Effect of acquisitionsand
divestments of subsidiaries - - - - 5.0 5.0 - 5.0
Closing shareholders’
equity, 2017-12-31 80.0 1,397.8 -4.8 69.2 3,050.3 4,592.5 11.9 4,604.4
Totalcomprehensiveincome - - - 111,3 707,7 819.0 8.0 827.0
New share issue 0.5 82.5 = = = 83.0 = 83.0
New share issue in progress = 1.0 = = = 1.0 = 1.0
Dividend = = = - -191.0 -191.0 =30 -196.5
Effect of acquisitions and
divestments of subsidiaries = = = = 0.8 0.8 -0.5 0.3
Closing shareholders’
equity, 2018-12-31 80.5 1,481.3 -4.8 180.5 3,567.8 D305 13.9 5,319.2

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 measured at fair value through other comprehensive
income.

The translation reserve is the net of currency translation differences related to foreign subsidiaries and the effect after tax of the 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 remeasure-
ments of pensions posted in other comprehensive income.

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

MEUR Note 2018 2017
Cash flow from operating activities
Operating earnings 925.1 759.6
Adjustments foritems in operating earnings not affecting cash flow:
Depreciation, amortisation and impairment 284.0 284.7
Change in provisions -24.8 -60.7
Capital gain/loss on divestments of fixed assets -20.5 -1
Capital gain from sale of sharesin group companies -0.7 -
Earnings from shares in associated companies 0.1 0.1
Otheritems not affecting cash flow = 0.2
Proceeds from divestment of financialinvestments 24.8 -
Interestreceived 5.9 5.6
Interest paid -28.0 -22.4
Tax paid 1888 -114.8
Cash flow from operating activities before changes in working capital 1,012.6 851.2
Cash flow from changes in working capital
Changeininventories -19.0 -8.3
Changeincurrentreceivables -115.0 -96.2
Changeincurrent liabilities 73.3 131.9
Cash flow from changes in working capital -60.7 27.4
Cash flow from operating activities’ 951.9 878.6
Cash flow from ordinary investing activities
Investmentsinintangible fixed assets 14 -234.3 -226.8
Investmentsin tangible fixed assets 15 -156.5 -54.7
Divestments of tangible fixed assets 15 1.7 5.9
Cash flow from ordinary investing activities -389.1 -275.6
Operating cash flow 562.8 603.0
Cash flow from other investing activities
Investments in subsidiaries 27 -426.6 -9156.3
Divestments of subsidiaries 27 4.0 -
Investmentsin financial fixed assets 16 -18.2 -19.1
Divestments of financial fixed assets 16 2.6 5.5
Cash flow from otherinvesting activities -438.2 -928.9
Cash flow from financing activities
Borrowings 24 277.8 764.9
Repayment of debt -184.3 -215.0
New share issues, net of expenses 84.0 =
Dividend to Parent company shareholders -191.0 -173.0
Dividend to non-controllinginterests in subsidiaries -5.5 -8.4
Cash flow from financing activities -19.0 368.5
Cash flow for the year 105.6 42.6
Cash and cash equivalents, beginning of year? 309.4 284.0
Effect of translation differences on cash and cash equivalents -20.4 -17.2
Cash flow for the year 105.6 42.6
Cash and cash equivalents, end of year? 394.6 309.4
1) Of which non-recurring cash flow. 7.8 -28.6
2) Cash and cash equivalents include short-term investments and cash and bank balances.
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PARENT COMPANY INCOME STATEMENT

MEUR Note 2018 2017
Net sales 4 17.9 18.5
Administration expenses 4,6, 25,29,30,31 -24.9 -28.1
Operating earnings -7.0 -9.6

Financialincome and expense

Earnings from sharesin group companies 9 227.0 59.0
Financialincome 10 265.4 231.5
Financial expenses 10 -153.9 -271.9
Earnings before taxand appropriations 331.5 9.0

Appropriations

Group contribution, net -5.2 22.7
Change in profit equalization reserves SilIBA5 -
Earnings before tax 307.8 31.7
Taxon earnings for the year jX -18.2 5.6
Netearnings 289.6 37.3

PARENT COMPANY STATEMENT
OF COMPREHENSIVE INCOME

MEUR 2018 2017
Netearnings 289.6 37.3
Other comprehensive income = -
Totalcomprehensiveincome 289.6 37.3
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PARENT COMPANY BALANCE SHEET

MEUR Note 2018-12-31 2017-12-31
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 16 4,825.0 4,712.8
Receivables from group companies 16 2,761.4 2,656.3
Other financial fixed assets 16 0.6 0.4
Deferred taxassets 1" = 6.0
Total financial fixed assets 7,587.0 7,375.5
Total fixed assets 7,587.1 7,375.6
Currentassets

Currentreceivables

Receivables from group companies 1,091.0 947.9
Otherreceivables 0.4 1.2
Prepaid expenses and accrued income 20 0.3 0.3
Totalcurrentreceivables 1,091.7 949.4
Cash andbankbalances 195 0.7
Total current assets 1,107.2 950.1
TOTALASSETS 8,694.3 8,325.7
SHAREHOLDERS’ EQUITY AND LIABILITIES

Shareholders’ equity

Restricted equity

Share capital 21 80.5 80.0
Paid-in, non-registered share capital 0.0 -
Reserve for capitalised development expenses 0.1 -
Statutoryreserve 314.3 314.3
Total restricted equity 394.9 394.3
Non-restricted equity

Premium reserve 1,005.9 922.4
Retained earnings 3,334.8 3,236.3
Total non-restricted equity 4,340.7 4,158.7
Total shareholders’ equity 4,735.6 4,553.0
Untaxed reserves 18.5 -
Totaluntaxed reserves 18.5 -
Provisions

Other provisions 0.6 0.4
Total provisions 0.6 0.4
Long-term liabilities

Liabilities to creditinstitutions 24 1,806.7 1,954.8
Total long-term liabilities 1,806.7 1,954.8
Current liabilities

Liabilities to creditinstitutions 24 529.9 279.8
Accounts payable 0.6 0.4
Liabilities to group companies 1,5683.0 1,629.8
Currenttaxliabilities I 11.9 0.4
Other liabilities 0.2 0.4
Accrued expenses and deferred income 20 73 6.7
Total current liabilities 2,132.9 1,817.5
TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES 8,694.3 8,325.7
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PARENT COMPANY STATEMENT OF CHANGES IN EQUITY

Unrestricted shareholders’

Restricted shareholders’ equity equity
Reserve for
Paid-in, capitalised
non-registered development Statutory Premium Retained Totalshare-

MEUR Sharecapital sharecapital expenses reserve reserve earnings holders’ equity
Opening balance 2017-01-01 80.0 - - 314.3 922.4 3,372.0 4,688.7
Totalcomprehensive income - - - - - 37.3 37.3
Dividend - - - - - -173.0 -173.0
Closing balance 2017-12-31 80.0 - - 314.3 922.4 3,236.3 4,553.0
Totalcomprehensiveincome = = = = = 289.6 289.6
Capitalisation of development
expenses = = 0.1 = = -0.1 0.0
Dividend = = = = = -191.0 -191.0
New share issues 0.5 = = = 82.5 = 83.0
New share issuesin progress = 0.0 = = 1.0 = 1.0
Closing balance 2018-12-31 80.5 0.0 0.1 314.3 1,005.9 3,334.8 4,735.6
PARENT COMPANY STATEMENT OF CASHFLOWS
MEUR Note 2018 2017
Cash flow from operating activities
Operating earnings -7.0 -9.6
Adjustment for operating earnings items not affecting cash flow:

Depreciation, amortisation and impairment 0.1 0.0

Unrealised exchange rate gains and losses -27.6 92.9
Dividends received 236.4 -
Interestreceived 263.8 230.9
Interest paid -154.0 -269.8
Tax paid -0.7 -0.2
Cash flow from operating activities before changes in working capital 311.0 44.2
Cash flow from changes in working capital
Changeincurrentreceivables -145.9 -122.7
Changein current liabilities 53.9 -114.2
Cash flow from changes in working capital -92.0 -236.9
Cash flow from operating activities 219.0 -192.7
Cash flow from investing activities
Investmentsinintangible fixed assets 14 -0.1 -
Investments in financial fixed assets 16 -121.8 -393.4
Changein long-termreceivables, group companies -51.6 106.2
Cash flow from investing activities 785 -287.2
Cash flow from financing activities
Borrowings 277.2 766.0
Repayment of debt -175.8 =214
New shareissues, net of expenses 84.0 -
Provisions 0.2 0.0
Dividend to shareholders -191.0 -173.0
Cash flow from financing activities -5.4 378.9
Cash flow for the year 40.1 -101.0
Cash and bank balances, beginning of year’ 0.7 15.5
Effect of translationdifferences on cash and bank 258 86.2
Cash flow for the year 40.1 -101.0
Cash and bank balances, end of year' 15.5 0.7

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 Parent Company applies the Annual Accounts Act and the
recommendation RFR 2 Accounting for legal entities. The rec-
ommendation means that the Parent Company 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 inthe Parent Company below.

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

On 14 March 2019, the Board of Directors and the President and
CEO approved thisannualreport and consolidated accounts for
publication and they will be presented to the Annual General Meet-
ingon 8 April 2019 for adoption.

APPLICATION OF NEW AND CHANGED STANDARDS FROM 2018
The followingamendments inaccounting rules are applied for the
firsttimeinreporting periods starting on the 1st of January 2018:

IFRS 15 Revenue from contracts with customers, see note 5.
IFRS 9 Financial instruments, see note 24.

APPLICATION OF NEW STANDARDS FROM 2019

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 2019 or later.

IFRS 16 Leases — the standard replaces all former published stan-
dards andinterpretations about lease contracts. The former IAS

17 Leasesrequired the lessee to classify their lease contracts as
eitherfinance leases or operating leases, which were accounted for
differently. The operating leases did not require lessees torecog-
nise assets and liabilities (off balance sheet leases).

The new standard does not require the lessees to distinguish
between operating and finance lease contracts. The obligation

to pay lease fees must be recognised as a lease liability in the
balance sheetand the right to use the underlying assetduring the
leasetermisrecognised as an asset. Depreciation of the assetis
recognised inthe income statementasisan interest of the liability.
Paid lease fees arerecognised partly as a payment of the interest
and partly as arepayment of the liability. Achange in the lease con-
tract could lead toaremeasurement of the liability and an adjust-
mentof theright-of-use asset.

Lessoraccounting remains substantially unchanged from the
requirementsinIAS 17. Alessor will continue to classify lease con-
tracts asoperatingor finance leases. The group’s activitiesas a
lessorare not materialand hence, the group does not expectany
significantimpacton the financial statements. However, some
additionaldisclosures will be required from 2019.
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The standardis applied as of 1 January 2019. Hexagon has chosen
toapply the new principles for lease accounting on lease contracts
that were identified as contracts containing a lease also under
previous regulation. Hexagon will apply the practical expedient to
not separate non-lease components from lease componentsinthe
lease contracts butaccount forall components asone single lease
component. Furthermore, Hexagon has also chosen to exclude
lease contracts with alease period of less than 12 months and
leases of assets of low value. The transition to IFRS 16 will be imple-
mented according to the simplified method, according to which an
opening lease liability and an openingright-of-use assetarerec-
ognised tothe same amountonthe 1 of January 2019.

Hexagon has, during 2018, reviewed all lease contracts regarding
the new requirementsin IFRS 16. The total assets and total liabili-
tiesasof 1 of January 2019 have increased with approximately 240
MEUR because of the implementation of IFRS 16.

The future minimum lease payments regarding non-cancellable
lease contractsamounted to 269.1 MEUR on the 31 of December
2018.Thedifference between thatamount and the opening lease
liability as perthe 1 of January 2019 consists of effect from dis-
counting, exercise of prolongation options, lease contracts with a
lease period of less than 12 months and low value lease contract.

The Parent Company willapply the exception in RFR 2, which means
theregulation of IFRS 16 will not be applied in the legal entity.

For leasingdisclosures, see note 25 Leasing.

Otherchangesinstandardsand interpretations thatenterinto
force from 1 January 2019 are not expected to have any impact on
the financial statements of Hexagon.

LEASE ACCOUNTING PRINCIPLES FROM 2019

Hexagon as lessee

Hexagon has the role of lessee mainly in contracts regarding real
estate, vehicles and office equipment. The leases are recognised
asaright-of-use assetand acorresponding liability at the date at
which the leased asset is available for use. Lease payments are
allocated to interest payments and repayment of debt. The right-
of-use assetisdepreciated onalinear basis over the shorter of the
asset’s useful life and the lease period.

Assets and liabilities arising from lease contracts are measured on
apresentvalue basis. Lease liabilitiesinclude the net presentvalue
of fixed payments, variable payments based on an indexor arate,
amounts expected to be paid under residual value guarantees,
exercise price of purchase options that will reasonably certainly be
exercised and payments of penalties for terminating the lease, if
such option will be exercised.

The future payments are discounted using the implicit interest rate
inthe contract. If that rate could not be determined, the group’s
incremental borrowingrate is used.

Theright-of-use assetis measured and costand comprises,
besides the amountof the initial measurement of the lease liability,
of payments (less incentives received) made before the date of
commencement, initial indirect costs and restoration costs.

Payments of lease contracts with a lease period below 12 months
and lease contracts of low value assets are expensed straight-line
intheincome statement. Low value assets are mainly IT-equipment,
office furniture and other office equipment.

Hexagon as lessor

There are a few contracts in which Hexagon is the lessor. Those
contracts are classified as finance lease contracts and the revenue
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NOTE 1 Accounting policies, cont.

isallocated to sale of hard- and software and service. Revenue
from sale isrecognised at the commencement date. Revenue from
serviceisrecognised during the lease term.

BASIS OF REPORTING FORTHE PARENT

COMPANY AND THE GROUP

The functional currency of the Parent Company is EUR as is the
presentation currency for the Parent Company and the Group. The
financialreports are presented in EUR. Allamounts, unlessindicated
otherwise, are rounded off to 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. Estimates and assumptions are
reviewed continuously. Changes of estimates are recognised in the
period when the change is made if the change only affects current
period orinthat period when the change is made and coming peri-
odsifthe change affects both current 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 berealised or settled after twelve months
fromthe 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 operating cycle isassessed to be less than one year.

CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements consolidate the Parent
Companyandthe other companies in which the Parent Company
hasacontrollinginfluence, thatis, is exposed or has right to vari-
ablereturnsfromitsinvolvementand has the ability to affect those
returns through its involvement.

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
acquirestheassetsofthe businessand assumesits liabilities. The
Group’sacquisition costis determined through a purchase price
allocationin connection with the acquisition. The acquisition cost is
the sumofthefairvalue atthe acquisition date of whatis paid in cash,
assumed liabilities orissue of own shares.

Contingent considerations are often conditional by future goals on
sales or performance. Atacquisition date, an estimation of the fulfil-
mentof the goals is made. The contingent consideration is measured
atfairvalueandincluded in the acquisition costand recognised as
afinancial liability inaccordance with IFRS. Long-term contingent
considerations are discounted to presentvalue. The measurement to
fairvalueisinitially based on the expected outcome of the acquired
company’s sales or performance. Contingent considerations are
subsequently measured at fair value and essential effects of remea-
surements are recognised in the income statementinaccordance
with IFRS. If arevenueis recognised as aconsequence of achange
inestimation, the surplus values from the acquisition will be tested
forimpairment. If the impairment test results inanimpairment, the
expense will meet the revenue fromthe remeasurement of the con-
tingent consideration. Transaction costs are expensed intheincome
statementwhenincurred.

44

Identifiable assets acquired and liabilities assumed are recognised
initially at their fair values at the acquisition date. Exceptions are
made foracquired tax assets and liabilities, employee benefits,
stock-based compensation and assets held for sale, valued in
accordance with the principles described for each iteminineach
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. For goodwill disclo-
sures, see note 14 Intangible fixed assets. Non-controlling
interests are recognised at the acquisition date, either atits fair
value oratits proportionate share of the carrying value of the
acquires identifiable assets and liabilities. Acquisition of non-
controllinginterestisreported as transactions between share-
holders, i.e. within equity.

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, remaining
shares areinitially reported at fair value. The gain or loss from
remeasurementis recorded in the income statement.

TRANSLATION OF FINANCIAL REPORTSTO 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-
lationdifferencesrelated to the divested operation are reclassified
from equity to income statement at the time of recognition of capi-
tal gainor 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

Transactionsin non-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
ontheclosingday at the exchange rate then in effect. Exchange
rate differences that arise through these translations are rec-
ognised intheincome 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.

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.
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NOTE 1 Accounting policies, cont.

ACCOUNTING POLICIES IN THE PARENT COMPANY

The Parent Company applies the same accounting policies as the
Group with the following exceptions:

» The Parent Company does not apply IFRS 9.

 Inthe Parent Company, all leases are treated as operational
leases.

« Inthe Parent Company, the shares in subsidiaries are recognised
atacquisitionvalue less any impairment.

« Acquisitionvalue of shares in subsidiariesincludes transaction
costsand contingent consideration.

« Non-monetary assets acquiredin other currencies than EUR
are recognised at the historical exchange rate. Other assetsand
liabilities are recognised at the exchange rate prevailingon 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 Parent Company’s and the consolidated financial statements
will be presented to the Annual General Meeting for adoption on 8
April 2019.

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
toareasthataresignificant 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.

CUSTOMERCONTRACTS

Parts of Hexagon’s sales derive from major and complex cus-
tomer contracts. In order to establish the amounts that are to be
recognised asincome and whether any loss provision should be
posted, company management makes estimates of completed
performanceinrelationtothe contractualterms and conditions,
the estimated total contractual costs and the proportion of the
contractthat has been completed.

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

INTANGIBLEASSETS

Intangible assets within Hexagon concern essentially pertain to
goodwill, trademarks and other assets as a result of acquisition,
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suchas customer relationships and technology. Goodwilland other
acquired intangible assets with anindefinite life are not subject to
annualamortisation, while other intangible assets are amortised.
Insofarasthe underlying operations develop negatively, an impair-
mentrequirement may arise. Such intangible assets are subjectto
annualimpairment testing, whichis essentially based onthe value
inuse, making assumptions about the sales trend, the Group’s profit
margins, on-going investments, changes in working capitaland dis-
countinterestrate. Company managementconsidersthe assump-
tions applied to be compatible with the data received from external
sources of information or from previous experience. Hexagon’s
goodwill at 31 December amounted to 4,977.1 MEUR (4,412.3). Other
intangible assets not subject toamortisation amount to 998.2 (945.2)
MEUR as of this date. Performed impairment tests demonstrate that
reported values are defendable.

TAXASSETS AND LIABILITIES

The Board of Directors and Company Management continuously
assessthe carryingamount 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 toongoingtax processes, forexample. Accordingly, the value
of deferred tax assets and liabilities may deviate from these esti-
mates duetoachangeinfuture earning capacity, changed tax
regulations or the outcome of examinations by authorities or tax
courtsof issued ornotyetissued taxreturns. When assessing the
value of deferred tax assets and liabilities, Hexagon has to form
anopinion of the taxrate that will apply at the time of the reversal
of the temporary differences. Hexagon recognised deferred tax
liabilities, netin an amount of 365.1 MEUR (358.9), net, at the end

of 2018. At the same date, the Group had tax-loss carry-forwards
withavalue of 43.5 MEUR (35.1) that were not recognised as assets.
These assets could not be capitalised based on assessments of the
opportunity to utilise the tax deficits. In comparison with the final
outcome, the estimates made concerning both deferred tax assets
and liabilities could have either a positive or a negative impact on
earnings.

PENSION OBLIGATIONS

Within Hexagon, there are defined-benefit pension schemes based
onsignificantassumptions concerning future benefits pertaining
toeitherthe currentor prior workforce. When calculating the pen-
sion liability, anumber of actuarial assumptions are of major signif-
icance tothe outcome of the calculation. The most critical pertain
tothediscountinterestrate onthe obligation and the anticipated
returnonthe plan assets. Other significant assumptionsinclude
therate 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 acquire companies on a continuous 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 whichis based on the
outcome of the acquired company earnings for a predetermined
period. The fair value of contingent considerations recognised as a
liability is reviewed 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.
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NOTE 3 SEGMENTREPORTING

Hexagon’s Board of Directorsis 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 Presidentisresponsible for leading and controlling Hexagon’s

operationsinaccordance with the strategy determined by the Board.

The Presidentistherefore the Group’s chief operating decision
maker (CODM) and is the function that internally within the Hexagon
Group allocates resources and evaluates results. The Group’s chief
operating decision maker assesses the performance in the operat-
ing segments based on earnings before financialitems and non-re-
curringitems. Financial items and taxes are reported for the Group
asawhole.

Hexagon’s operations are organised, governed and reported based
onthetwooperating segments Geospatial Enterprise Solutions
and Industrial Enterprise solutions. The operating segment Geo-
spatial Enterprise Solutions has sensors for capturing data from
land and airas 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 marginal
sales between the two operating segments. Both segmentsare
applying the same accounting principles as the Group. Hexagon’s
internal reporting, representing the base for detailed review and
analysis, isdesigned in alignment with the described division into
operating segments. Sales within each operating segment are addi-
tionally analysed geographically.

Group expenses
2018 IES GES  Totalsegments andeliminations Group
Net sales 1,940.5 1,820.2 3,760.7 = 3,760.7
Operating expenses -1,445.3 -1,361.0 -2,806.3 -25.4 -2,831.7
Operating earnings (EBIT1)! 495.2 459.2 954.4 -25.4 929.0
Non-recurringitems -11.4 -13.8 -25.2 21.3 =3.9
Operating earnings (EBIT) 483.8 445.4 929.2 -4.1 925.1
Net interestincome/expenses -22.8 -22.8
Earnings before tax -26.9 902.3
Operating assets 4,796.2 4,522.0 9,318.2 -204.8 9,113.3
Operatingliabilities -757.7 -697.3 =1,8/56.0 213.4 -1,141.6
Netoperating assets 4,038.5 3,924.7 7,963.2 8.6 7,971.7
"Of which share in associated companies earnings 0.0 -0.1 -0.1 = -0.1
Sharesinassociated companies 0.0 0.0 0.0 = 0.0
Investments in fixed assets 131.4 2573 388.7 2.1 390.8
Average number of employees 10,741 8,428 19,169 80 19,249
Number of employees atyear-end 1,174 8,795 19,969 79 20,048
Depreciation, amortisation and impairment -124.5 -158.6 -283.1 -0.9 -284.0
Group expenses
2017 IES GES  Totalsegments andeliminations Group
Net sales 1,764.2 1,706.3 3,470.5 -22.4 3,448.1
Operating expenses -1,322.4 -1,294.5 -2,616.9 1.6 -2,615.3
Operating earnings (EBIT1)! 441.8 411.8 853.6 -20.8 832.8
Non-recurringitems -66.7 -16.7 -72.4 -0.8 -73.2
Operating earnings (EBIT) 386.1 395.1 781.2 -21.6 759.6
Net interestincome/expenses -22.7 -22.7
Earnings before tax -44.3 736.9
Operating assets 5,213.3 3,734.7 8,948.0 -798.0 8,150.0
Operatingliabilities -701.0 -1,141.9 -1,842.9 805.5 -1,037.4
Netoperating assets 4,512.3 2,592.8 7,051 7.5 7,112.6
"Of which share in associated companies earnings 0.0 -0.1 -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 Segment reporting, cont.
Geographical markets

Operating Assets’

Tangible andintangible

Netsales by country?® Assets Liabilities Net fixed assets

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
EMEA? 1,415.0 1,303.1 4176.7 44417 -573.6 -1,138.0 38,603.1 3,303.7 3,246.9 3,094.1
Americas 1,239.6 1163.4  4,925.2 4,305.3 -571.8 -468.1  4,353.4  3,837.2 4,005 3,475.9
Asia 1,106.1 1,004.0 606.9 547.8 -591.7 -576.1 15.2 -28.3 137.6 119.5
Elimination of Intra-Group
items /Adjustments = -22.4 -595.5 -1,144.8 595.5 1,144.8 = - = -
Group 3,760.7  3,448.1 9,113.3  8,150.0 -1,141.6 -1,037.4  7,971.7 7112.6  7,485.0 6,689.5

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 77.1 MEUR (78.1) and tangible and intangible fixed assets of 27.8 MEUR (29.5).
3) Relates to the country where the customer has its residence. No single customer represented more than 2.3 per cent (2.4) of net sales.

NOTE 4 PARENT COMPANY INTRA-GROUP
PURCHASES AND SALES

Other Group companies account for 100 per cent (100) of the Par-
ent Company’s sales and 80 per cent (83) of the Parent Company’s
purchases.

NOTE S REVENUE FROM CONTRACTS WITH
CUSTOMERS

SALE OF GOODS

Revenue isrecognised 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
financing componentin the contract as the credit do 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 OTHER ASSIGNMENTS
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 in the period when the services are per-
formed. Licenses are classified either asalicense that givesright
tousetheunderlyingimmaterial assetas itis constituted at the
issuing of the license (right-to-use) or as a license that gives right
toaccesstheunderlyingintangible 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 licensesisrecognised 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 completionis
determined by comparing the expenditure that has arisenin rela-
tiontothe 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 as revenue, but only 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 revenue, the prob-
able lossisaccounted immediately and fully, as an expense.
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Some contracts contain several performance obligations. A perfor-
mance obligation that does not contain an integration service with
the other obligationsinthe contract, does not lead to a significant
modification or adaptation of the other obligationsin 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
has knowledge of the circumstances causing the change.

Infixed 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 ser-
vices, acontract liability will be recognised.

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

Main part of recognised revenue reflects performance obligations
fulfilled during currentyear. The performance obligations are
usually fulfilled within 12 months, why disclosure about transac-
tion price allocated to the remaining performance obligations is
exempted.

CONTRACTCOSTS

Additional coststoobtainacontractarerecognised as anasset if
the Group expectsto recover those 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 a conse-
qguence of this, the Group does not adjust transaction prices for
time value of money.
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NOTE 5 Revenue from contracts with customers, cont.
DISAGREGGATION OF REVENUE FROM CONTRACTS WITH CUSTOMERS
No other revenue than revenue from contracts with customersisrecognisedin Net sales. The Group derives revenue from the transfer of

goods and services in the following operating and customer segment.

Power Infrastructure Automo- Public  Electronics & Aerospace Natural
2018 Surveying & Energy & Construction tive Safety Manufacturing &Defence Resources  Other Group
Industrial Enterprise
Solutions (IES) 0.6 457.9 141  426.8 1.6 620.1 252.2 3.8 163.4 1,940.5
Geospatial Enterprise
Solutions (GES) 767.2 = 471.4 28.3  148.2 5.1 138.3 180.3 81.4 1,820.2
Total 767.8 457.9 485.5 455.1 149.8 625.2 390.5 1841 244.8 3,760.7
Power Infrastructure Automo-  Public Electronics&  Aerospace Natural
2017 Surveying &Energy &Construction Safety Manufacturing & Defence Resources Other Group
Industrial Enterprise
Solutions (IES) 0.3 380.8 68.3 3511 10.5 465.6 154.0 2.6 308.6  1,741.8
Geospatial Enterprise
Solutions (GES) 724.9 - 359.3 257.5 7.9 134.0 154,9 62.0 1,706.3
Total 725.2 380.8 427.6  356.9 268.0 473.5 288.0 157.5 370.6  3,448.1
Contractbalances Forimpairment losses, see Note 18.
Group 2018-12-31 2017-12-31"  2017-01-01' ) ) .
- Contractassets include accrued income from fulfilling perfor-
Customer receivables 959.1 895.5 /874 mance obligations over time. Contract liabilities include advance
Contract a.ssl.eﬁs_ 52.9 29.0 251 paymentsand deferred income. Deferred income relates to reve-
Contract liabilities 450.9 422.9 305.5  nuefromservice, installation and training. Main portion of contract
1) Restated according to IFRS 15. :izgﬂiiggtof;egbegmmng of theyear has been recognised as reve-
NOTE 6 OPERATING EXPENSES NOTE 7 OTHEROPERATING INCOME/EXPENSES
Group Parent Company Other operatingincome and operating expenses consist of
2018 o7 EEEE 2017 exchange rate gains and exchange rate losses of an operating
nature. In addition, items that do not belong to the primary busi-
Cost of goods sold nessarereported in this function.
Costofgoods 705.5 6971 = -
Personnel cost 402.3 3751 = - Group 2018 2017
Depreciationand amortisation 271 25.4 = "~ Otheroperating income
Other & 2314 — —  Capital gain on divestment of fixed assets 0.5 1.7
Total 1,423.8 1,329.0 - " Gainondivestmentof financial assets 21.7 -
Exchangerate gains 49.2 36.4
Sales expenses Government grants 4.3 2.7
Person.ne'l cost o 484.7 4470 B " Fairvalue adjustments 16.7 53.7
Depreciationand amortisation 16.9 13.6 = ~ Rentalincome 17 10
Other 202.7  195.7 - ~ Other 05 26
Total 704.3  656.3 = © Total 96.0 981
Generaland administrative cost Other operating expenses
Person.ne_lcost o 208.1 181.9 7.3 7.0 Capital loss ondivestment of fixed assets -0.5 -0.4
Depreciation and amortisation 22.6 20.9 0.1 0.0 Exchange rate losses 488 455
Other /8.6 100.7 17.5 21.1 Rental related expenses -1.6 -1.5
Total 309.3 303.5 249 2841 Impairment 25.9 475
Acquisition related expenses -4.7 -7.5
Research and Other 6.8 51
development cost - ;
T -88. -107.
Personnel cost 2045  162.9 = - otal 88.3 07:5
Depreciationand amortisation 185.6 180.2 = -
Other 16.4 471 = -
Total 406.5 390.2 = -
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NOTE 8 IMPAIRMENT

CASH-GENERATING UNITS

Goodwilland otherintangible assets with indefinite lives acquired
through business combinations has been allocated to the five (five)
cash generating units (CGU) below, which complies with the Group’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

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Goodwill 1,196.3 1,106.2 1,176.5 1,118.2 593.2 333.1 4611 481.6 1,550.0 1,373.2 4,9771 4,412.3
Otherintangible assets
with indefinite useful
lives' 432.2 427.2 154.7 145.0 28.6 14.1 79.2 76.3 303.5 282.6 998.2 945.2
Intangible assets sub-
jecttoamortisation? 336.8 321.3 392.6 359.0 96.2 75.6 120.4 123.6 179.6 171.3 1,125.5 1,050.8
Total 1,965.3 1,854.7 1,723.8 1,622.2 718.0 422.8 660.7 681.5 2,033.1 1,827.1 7,100.8 6,408.3

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
2018. Hexagon tests if the carrying value of the CGU’s exceed their
recoverable value. The recoverable value is the higher of the CGUs
netrealisable value and the value in use, meaning the discounted
value of future cash flows.

GEOSYSTEMS

The recoverable 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 7.5 per cent (7.3). The growth rate used to extrapolate the
cash flows beyond the five-year period was 2.0 per cent (2.0). This
growth rateis assessed on aconservative basisand is setequalto
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
isalsodetermined based onavaluein use calculation using cash
flow projections from financial budgets approved by senior man-
agement covering a five year period. The pre-taxdiscount rate
appliedtothe cash flow projections 9.0 per cent (8.5). The growth
rate used to extrapolate the cash flows beyond the five-year period
was approximately 2.0 per cent (2.0). This growth rate is assessed
onaconservative basisand is set equal to the expected inflation.
As aresultof the impairment test performed, managementdid not
identify animpairment for this CGU.

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 afiveyear period. The pre-taxdiscountrate applied to the
cash flow projections 9.5 per cent (9.1). 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 a result 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-taxdiscountrate applied to the
cash flow projections 10.2 per cent (9.3). 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 aresult of
the impairment test performed, managementdid not identify an
impairment for this CGU.
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PPM

Therecoverable amount of the PPM CGU is also determined based
onavalueinuse calculation using cash flow projections from finan-
cialbudgets approved by senior management covering a five year
period. The pre-taxdiscountrate applied to the cash flow projec-
tions 10.2 per cent (9.3). The growth rate was used to extrapolate
the cash flows beyond the five-year period was approximately 2.0
percent (2.0). This growth rate is assessed on a conservative basis
and is setequaltothe expected inflation. Asaresult of the impair-
menttest performed, managementdid notidentify animpairment
forthis CGU.

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

- Forecasts, including operating margins and sales growth
« Discountrates

« Growthrates used to extrapolate cash flow beyond the forecast
period

Forecasts

The forecasted cash flows, thatisapproved by senior manage-
ment, are based on a 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
onan analysis of how the competition situationis judged to develop
over time.

Discountrates

Discountratesrepresent the current market assessment of the
risks specifictoeach CGU, takinginto consideration the timevalue
of moneyas wellasindividual risks. 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 debtand equity. The cost of equity is derived from
the expected return oninvestment by the group investors. The cost
of debtis based ontheinterest bearing borrowings. Specificrisks 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 term rate
used to extrapolate the budgetis assessed as conservative as this
issetequaltothe expected longterminflation rate.
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NOTE 8 Impairment, cont.

Sensitivity to changes inassumptions

Asensitivity analysisincluding all key assumptionsis 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 evenifthe discountrate isincreased with one
percentage pointorifthe 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 analysisand no reasonable changes in these
would cause a need of impairment.

NOTE 9 EARNINGS FROM SHARES IN GROUP

COMPANIES
Group Parent Company

2018 2017 2018 2017
Earnings from shares
in group companies
Dividend from subsidiaries = - 236.4 70.2
Impairment loss of sharesin
Group companies = - -9.4 -11.2
Capital gain/loss from sale of
sharesin group companies 0.7 - = -
Total 0.7 - 2270 59.0

NOTE 10 FINANCIALINCOME AND EXPENSES

Group
2018

Parent Company

2017 2018 2017

Financialincome
Interestincome 5.8 5.2 0.3 0.2
Interestincome,

intercompany receivables = - 117.5 105.2
Other financialincome 0.6 0.4 147.6 126.1
Total 6.4 5.6 265.4 2315
Financial expenses

Interest expenses -17.2 -17.5 -14.6 -14.3
Interest expenses,

intercompany liabilities = - -14.4 -10.2
Netintereston pensions 1.3 -1.6 = -
Other financial expenses -10.7 -9.2" 1249 -247.4
Total -29.2 -28.3 -153.9 -271.9

1) Mainly bank costs.
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NOTE 11 INCOMETAXES

Income taxes comprise of:

« 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.

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

GROUP
Taxonearnings fortheyear
2018 2017

Currenttax -172.0 -145.4
Deferred tax 7.8 79.7
Totaltax on earnings for the year -164.2 -65.7
Specification of deferred tax

2018-12-31 2017-12-31
Deferred tax assets (liabilities) comprise:
Fixed assets -462.1 -466.9
Inventories 14.4 101
Receivables 12.6 28.2
Provisions 9.6 7.5
Other 48.4 34.4
Unutilised loss carry-forwards and
similar deductions 555 62.9
Less items not satisfying criteria for being
recognised as assets -43.5 -35.1
Total -365.1 -358.9
According tothe balance sheet:
Deferred taxassets 83.6 83.7
Deferred taxliabilities -448.7 -442.6
Total, net -365.1 -358.9

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 historicaland
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.
Certain potential taxondividends and divestments remain within
the Group.
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NOTE 11 Income taxes, cont.

Reconciliation of the year’s change in current and deferred

taxassets/liabilities

PARENT COMPANY
Taxonearnings fortheyear

Deferred tax 2018 2017 2018 2017
Opening balance, net -358.9 -417.7  Currenttax =12.2 -0.4
Adjustment of opening deferred tax liabilities Deferred tax -6.0 6.0
(IFRS 15) = 6.1  Totaltaxonearningsfortheyear -18.2 5.6
Change viaincome statement L .
Deferred tax on earnings 10 204 Reconciliation oftheyear.’s c.h.apge incurrent
. ) o and deferred tax assets/liabilities
Change inreserve for deductions not satisfying
criteria for being recognised as assets 1.6 -0.5 2018 2017
Changeintaxrates 8.2 75.0  Deferredtax
Iltems pertainingto prioryears -3.0 25.6  Openingbalance, net 6.0 0.0
Total 7.8 79.7  Changeviaincome statement
Deferred taxonearnings -6.0 6.0
Change via other comprehensive income Total -6.0 6.0
Deferred taxon other comprehensive income RORS 17.8
Total -3.3 17.8  Closingbalance, net 0.0 6.0
Change viaacquisitions and divestments -0.7 -75.4
Change via acquisitions (equity) IFRS 15 - -2.3  Currenttax
Reclassification -4.5 - Openingbalance, net -0.4 -0.2
Translationdifference =59 32.9
Closing balance, net -365.1 -358.9 Changeviaincome statement
Currenttaxonearnings -12.2 -0.4
Total -12.2 -0.4
Current tax 2018 2017
Opening balance, net -55.0  -11.4  Payments, net 0.7 0.2
Closing balance, net -11.9 -0.4
(C)E?rr;iiL/;i?:gzr:;t;tement 1613 -149.3 The Parent Company has no unutilised loss carry-forwards (27.1).
Items pertainingto prioryears -10.7 3.9
Total -172.0 -145.4
NOTE 12 NON-RECURRING ITEMS
Change viaacquisitions and divestments -2.1 -13.5
Payments, net 153.3  114.8  Group 2018 2017
Reclassification 4.5 - Acquireddeferred revenue = -22.4
Translation difference =1 0.5  Costnature
Closing balance, net -72.8 -55.0  Personnelcosts -6.9 -36.2
. o Transaction costs -0.5 -2.0
TheGro.up’s unutilised loss carry-forwards and similar Impairments 16.0 105
deductions mature as follows:
Otherexpenses 2.2 -2.1
2018-12-31  Gain on divestment of financial assets 21.7 -
2019 1.8 Totalcostnature =Sl -50.8
2020 1.9  Totalnon-recurringitems -39  -73.2
2021 2.2
2022 34.7  Netsales = -22.4
2028 and later 38.0  Function
Indefinitely 160.7  Costofgoodssold -0.8 -3.0
Total 239.3  Salesexpenses -2.4  -15.0
The difference between nominal Swedish taxrate and édmmstratlon penses 20 137
effective taxrate arises as follows: esearch anc_j dgvelopment expenses 2 17
Otheroperatingincome 21.7 -
2018 2017 Other operating expenses -18.7 -2.0
Earnings before tax 902.3 736.9 Totalfunction 30 -50.8
Tax pursuant to Swedish nominal taxrate 22% -198.5  -162.1  Totalnon-recurringitems -3.9 -73.2
Differenceintax rates between Swedish and
foreign tax rate 247 14.2 Non-recurringitems relate toimpairment of overlapping technolo-
Revaluation of loss carry-forwards, etc. 1.6 _0.6 gies,transaction costs and reductioninworkforce. The investment
Income not subject for tax 9.9 101 in BIMobjethisdivesteq atnirisuhedtin alcapitalgain.ln 2017O,|the
. non-recurring items consisted of a cost savings programme an
EEZigzeis ?ao; :::e(i?dUCtlble _12:; 3;3 also acquiredgdeferred revenue relaﬁngtothegacpquiition of MSC.
Items notincluded inthe booked result 170 -69.0  pyring 2017, the new US tax legislation (Tax Cuts & Jobs Act) led to
Items pertaining to prior years -13.7 33.9  arevaluation of deferred tax liabilities, which had a positive impact
Tax, income statement -164.2 -65.7  ontaxincomeof 72.4 MEUR.

1) Mainly related to revaluation of deferred tax due to tax cut in USA in 2017.
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NOTE 13 GOVERNMENT GRANTS

During the year some of the subsidiaries within the Group have
received government grants. The government grants relate primar-
ily toeducation of employees and R&D funding. The table below
shows how the grants are allocated to functions.

NOTE 14 INTANGIBLE FIXED ASSETS

Intangible fixed assets could be acquired separately, as partof a
business combination orinternally generated. The Group’s intangi-
ble fixed assetsinclude mainly capitalised development expenses,
patents, trademarks and goodwill. Goodwill, brands, patents and
customer relations are often acquired as part of a business com-
bination, while capitalised development expenses are internally
generated.

See Note 8 for disclosures aboutimpairment.

CAPITALISED DEVELOPMENT EXPENSES

Aninternally generated intangible asset that will generate
expected future economic benefitand whose cost could be deter-
mined reliably must, according to IAS 38, be recognised as an asset
inthe balance sheet. To assessifthose criteria are fulfilled, the
generation of the assetis classified into aresearch phaseanda
development phase. The research phase includes activities such
asobtaining new knowledge, new products, systems, methods

or materials. Atacertain pointin time, the activities change and
include design, construction and testing of chosen alternatives.
This pointintime differs between different projects and consti-
tutestheinflection point between research phase and develop-
ment phase. Hexagon expenses expenditure on research in the
income statement and expenditures arising in the development
phase mustbe recognised as an intangible assetin the balance
sheet. Ifthe research phase could not be distinguished from

the development phase, all expenditures will be expensesin the
income statement.

Capitalised development expenses are measured at cost less
accumulated depreciations and impairment. Depreciation is
accounted for linearly based on estimated useful life and expensed

Intangible fixed assets

Group 2018 2017
Function

Costofgoods sold = 0.1
Research and development expenses 0.6 0.6
Otheroperatingincome 4.3 2.7
Total 4.9 3.4

as aresearch and developmentexpense. Useful life for capitalised
developmentexpensesis 2-6years.

PATENT AND TRADEMARKS

Separately acquired patentand trademarks are measured at cost.
Patentsand trademarks acquired as part of a business combina-
tionare measured at fairvalue at acquisition date. In cases where
the assets have a limited useful life, amortisationis estimated to
5years. If the trademark can be used without any time limitations,
itisnotsubjecttoamortisation accordingto plan. Therighttouse
the name Leica derives from a contractual useful life underan
agreementthatexpiresin 85years’time. The agreement contains
clauses stipulating extension opportunities. Since Hexagon is of
the opinion thatthereisreasonto believe thatit will be possible to
extend the agreement without considerable expenditure, the value
oftherighttouse the name Leicais not subject toamortisation.

GOODWILL

Goodwillcomprises the difference between the acquisition cost
and fair value of the Group’s share of acquired business’identifi-
able netassets onthe date of acquisition. Goodwill is recognised at
acquisitionvalue less accumulated impairment losses.

OTHERINTANGIBLE ASSETS

Both acquisition-related and separately acquired intangible assets
arereported atacquisitionvalue less accumulated amortisation and
impairment losses, if any. Otherintangible assets consist of cus-
tomer bases and technology identified upon acquisitions. Deprecia-
tionand amortisation are calculated on the original acquisition value
and based onthe asset’s estimated usefullife. For other intangible
assets, the estimated useful life varies between 2 and 20 years.

Capitalised Otherintangible
Group 2018 development expenses Patents Trademarks Goodwill fixed assets Total
Acquisitionvalue, opening balance 1,432.2 128.8 945.2 4,412.3 694.1 7,612.6
Investments 224.2 1.0 - - 9.1 234.3
Investments/divestments of business -5.4 -5.9 36.7 440.5 69.8 8387
Sales/disposals -7.4 = = = -1.6 -9.0
Reclassification 6.9 3.1 -1.4 = -21.9 =188
Translation differences 10.4 0.9 19.0 124.3 8.3 162.9
Acquisition value, closing balance 1,660.9 127.9 999.5 4,977.1 757.8 8,623.2
Amortisation, opening balance -713.7 -81.0 - - -258.5 -1,053.2
Amortisation for the year -147.7 SAS) = = -48.5 -203.7
Investments/divestments of business 2.3 - - - -0.9 1.4
Sales/disposals 3.6 = = = 1.5 B
Reclassification -8.5 -2.9 = = 7.7 =87
Translation differences =B.7 -0.7 = = =88 -9.7
Amortisation, closing balance -869.7 -92.1 - - -302.0 -1,263.8
Impairments, opening balance -118.2 = = = -32.9 -151.1
Impairment for the year -20.0 = =18 = -3.8 2.1
Sales/Disposals 3.0 = = = = 3.0
Reclassification 4.1 - - - 12.9 17.0
Translation differences -2.6 - 0.0 - 0.2 -2.4
Impairments, closing balance -133.7 = =13 = -23.6 -158.6
Carryingvalue 657.5 35.8 998.2 4,977.1 432.2 7,100.8
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NOTE 14 Intangible fixed assets, cont.

Capitalised Otherintangible
Group 2017 development expenses Patents Trademarks Goodwill fixed assets Total
Acquisition value, opening balance 1,278.4 125.5 918.3 4,0271 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 -5.3 0.0 - - -3.1 -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 5.3 - - - 3.1 8.4
Reclassification 11.8 -0.7 - - -2.3 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
Translation differences 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

Amortisation of intangible fixed assets allocated by function:

Group 2018 2017
Costofgoods sold -4.0 -1.6
Sales expenses -10.8 -9.7
Administration expenses -6.0 -3.7
Research and development expenses -180.1  -175.4
Other operatingexpenses G248 -3.0
Total -203.7 -193.4
Otherintangible fixed assets

Parent Company 2018 2017
Acquisition value, opening balance 0.3 0.3
Investments 0.1 0.0
Acquisition value, closing balance 0.4 0.3
Amortisation, opening balance -0.2 -0.2
Amortisation for the year -0.1 0.0
Amortisation, closing balance -0.3 -0.2
Carryingvalue 0.1 0.1
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NOTE 15 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 and lossesonthe divestmentof atangible fixed assetare
recognised inthe income statement as other operatingincome or
expenses and comprise the difference between the sales revenue
andthe carryingamount. Amounts that can be depreciated com-
prise acquisition value less estimated residual value. The assets’
carryingvalue and useful life are impairment tested on every
balancesheetdate 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:

- Computers 3-8years
» Machinery and equipment 3-15years
- Office buildings 20-50years
« Industrial buildings 20-50vyears
» Land improvements 5-25years
See Note 8 for disclosures about impairment.
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NOTE 15 Tangible fixed assets, cont.
Tangible fixed assets

Constructionin

Machinery and Equipment, progressand

Land and other othertechnical toolsand advancesto
Group 2018 Buildings real estate plants installation suppliers Total
Acquisition value, opening balance 213.2 28.4 296.9 207.5 7.0 753.0
Investments 74.8 138.3 29.8 29.5 9.1 156.5
Investments/divestments of business 1.0 0.2 0.7 3.0 0.6 5.8
Sales/disposals -4.0 -5.2 -5.6 -14.4 -0.1 -29.3
Reclassification 0.6 0.0 0.8 1.4 -2.2 0.6
Translation differences 3.0 -0.8 2.1 3.0 0.0 7.3
Acquisition value, closing balance 288.6 35.9 324.7 230.0 14.4 893.6
Depreciation, opening balance -92.5 -5.2 -215.3 -154.7 -4.1 -471.8
Depreciation for the year 9.2 -0.7 -20.2 =27k -0.4 -55:2
Investments/divestments of business -0.5 = -0.3 -2.1 -0.5 -3.4
Sales/disposals 3.8 5.0 5.1 13.5 0.1 27.5
Reclassification 0.0 = -1.4 -0.8 1.7 -0.5
Translation differences -2.2 = =18} 2.5 0.0 -6.0
Depreciation, closing balance -102.6 -0.9 -233.4 -169.3 -3.2 -509.4
Carryingvalue 186.0 35.0 91.3 60.7 11.2 384.2

Constructionin

Machinery and Equipment, progress and

Land and other othertechnical toolsand advancesto
Group 2017 Buildings realestate plants installation suppliers Total
Acquisitionvalue, 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
Translation differences -10.1 -1.5 -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 -10.5 -0.9 -18.6 -21.7 -0.4 -52.1
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
Translationdifferences 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

Depreciation of tangible fixed assets allocated by function: Equipment

Group 2018 2017 ParentCompany 2018 2017
Costofgoods sold =234 -23.8  Acquisitionvalue, opening balance 0.0 0.0
Sales expenses -6.1 -3.9  Acquisitionvalue, closing balance 0.0 0.0
Administration expenses -16.6 -17.2  Depreciation, opening balance 0.0 0.0
Research and development expenses =30 -4.8  Depreciation for the year 0.0 0.0
Other operating expenses -3.9 -2.4  Depreciation, closing balance 0.0 0.0
Total =572 -52.1  Carryingvalue 0.0 0.0
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NOTE 16 FINANCIALFIXED ASSETS

Sharesinassociated companies

Otherlong-term securities holdings

Otherlong-termreceivables

Group 2018 2017 2018 2017 2018 2017
Opening balance 0.1 1.4 4.2 4.3 36.1 15.4
Investments = - = - 18.4 191
Acquired as subsidiary = - = - = 9.2
Earnings participations, etc. = -0.1 = - = -
Capitalgains/losses = -0.9 21.7 - = -
Sales -0.1 -0.2 -24.8 - -2.6 -4.6
Reclassification = - = - -0.6 -1.6
Translation differences -0.1 -0.1 -0.1 1.6 -1.4
Closing balance 0.0 0.1 1.0 4.2 52.9 36.1

Sharesin Group Companies

Receivables from Group Companies

Otherfinancial fixed assets

Parent Company 2018 2017 2018 2017 2018 2017
Opening balance 4,712.8 4,330.6 2,656.3 2,872.6 0.4 0.4
Shareholders contribution 121.6 393.4 = = - -
Impairment -9.4 -11.2 = - = -
Increase/decrease inreceivables = - 1051 -216.3 0.2 0.0
Closing balance 4,825.0 4,712.8 2,761.4 2,656.3 0.6 0.4
Other long-term securities holdings

Group 2018-12-31 2017-12-31

BIMobject AB = 3.2

Euclideon PTY 1.0 1.0

Other 0.0 0.0

Total 1.0 4.2

Subsidiaries of Hexagon AB

Carryingamount

Portion of share capital

CorpID. No. Reg. Office/ Country No.of shares andvotingrights,% 2018-12-31 2017-12-31
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 - Great Britain 1 100 0.0 0.0
Hexagon Forvaltning AB 556016-3049 Stockholm, Sweden 200,000 100 21.0 231
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 1,129.1
Hexagon Positioning Intelligence Ltd - Great Britain 3 100 261.0 154.6
Hexagon Solutions AB 556083-1124  Stockholm, Sweden 100,000 100 1.6 1.6
Hexagon Technology Center GmbH' - Switzerland 583 80 2,388.0 2,388.0
Intergraph Holding Company - United States 1 100 1,022.7 1,007.5
Johnson Industries AB 556099-2967 Stockholm, Sweden 100,000 100 0.0 7.3
Roomned AB 556394-3678 Stockholm, Sweden 1,439,200 100 0.0 0.0
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 4,825.0 4,712.8
1) The remaining part of share capital and voting rights in the company are owned by wholly owned subsidiaries in the Group.
HexagonAnnual Report 2018 55



NOTE 17 SHARES IN ASSOCIATED COMPANIES

Share ofincome inassociated companies

Portion of, % Carryingamount Group Beforetax Tax Beforetax Tax
Number of Share V—oting Portion of share-

shares capital rights holders’equity 2018-12-31 2017-12-31 2018 2018 2017 2017
Aircraft Concept GmbH - - - - - 0.1 0.0 0.0 0.0 0.0
Alberta Ltd - - - - = - = = 0.0 0.0
Applied Thermal Fluid
Analysis Center Ltd 252,000 45 45 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Contravolts Infotech PvtLtd 392,000 49 49 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Esteq Engineering
Proprietary Ltd 20,000 20 20 0.0 0.0 0.0 0.0 0.0 - 0.0
H&S Serverand Laser - - - - = - = = 0.0 0.0
Navgeocom Severo-Zapad - - - - = - = = -0.1 0.0
Navgeocom Yug - - - - = 0.0 0.0 0.0 0.0 0.0
Sistem Solutions 7,182 25 25 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 0.0 0.0 0.1 0.1 0.0 -0.1 0.0
Aircraft Concept GmbH has its registered office in Germany. Was divested during 2018.
Alberta Ltd has itsregistered 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.
EsteqEngineering Proprietary Ltd has its registered office in South Africa.
H&S Serverand Laser hasits registered office in USA. Was divested during 2017.
Navgeocom Severo-Zapad has its registered office in Russia. Was divested during 2017.
Navgeocom Yug has its registered office in Russia. Was divested during 2018.
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 2018, net of impairment losses
Otherlong-termreceivables 46.3 5.6 = 0.0 0.0 1.0 52.9
Customerreceivables 711.3 96.7 41.5 25.0 15.7 68.9 959.1
Otherreceivables — non-interest bearing 66.7 1.1 0.1 0.5 0.0 4.0 72.4
Total 824.3 103.4 41.6 2085) 15.7 73.9 1,084.4
Aging analysis of receivables,
31 December 2017, net ofimpairment losses
Otherlong-termreceivables 34.8 0.5 - 0.0 0.0 0.8 36.1
Customerreceivables 666.7 971 35.7 23.3 13.2 59.5 895.5
Otherreceivables — non-interest bearing 57.4 2.7 0.3 0.0 0.1 2.2 62.7
Total 758.9 100.3 36.0 23.3 13.3 62.5 994.3

The Group applies the simplified approach to measuring expected
credit losses. The method uses a lifetime expected loss allowance
foralltradereceivables.

To measure the expected credit losses, trade receivables have
been grouped based onshared creditrisk characteristics and the
days pastdue. The expected loss rates fortrade receivables are a
reasonable approximation of the loss rates for the contract assets
too, asthe contract assets have substantially the samerisk char-

acteristics asthe tradereceivables for the same types of contracts.

The expected loss rates are based on the payments profiles of
sales and the corresponding historical credit losses. The histori-
callossrates are adjusted toreflect current and forward-looking
information on macroeconomic factors affecting the ability of the
consumersto settle the receivables.

Trade receivables are written off whenthere isnoreasonable
expectation of recovery. Impairment losses are presented within
operating profit. Any recoveries of amounts previously written off
are credited against the same line item.
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The closing loss allowances for trade receivables reconcile to the
opening loss allowances as follows:

Reserve fordoubtful receivables

Group 2018-12-31 2017-12-31
Opening balance 28.8 25.0
Reserve for anticipated losses 10.1 13.5
Adjustment for actual losses -2.8 -4.3
Reversal of unutilised amounts -6.7 -4.7
Increase through acquisition = 0.2
Translation differences -1.0 -0.9
Closing balance 28.4 28.8
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NOTE 19 INVENTORIES Group 2018-12-31 2017-12-31
Inventories are accounted according to the FIFO (first-in first-out) Raw materials and supplies 189.7 176.1
principle. Raw materials and purchased finished and semi-finished =~ Workin progress 32.8 44.7
goods are recognised at the lower of cost and net realisable value. Finished goods and goods for sale 240.5 211.0
Manufactured finished and semi-finished goods are recognised Total 463.0 431.8
atthe lower of manufacturing cost (including a reasonable portion

of indirect manufacturing costs)_and fairvalue. Marketter_ms are Value adjustment reserve includes

applied for Intra-Group transactions. The necessary provisions provisions for obsolescence etc of 718 621

and eliminations are made for obsolescence and Intra-Group
gains respectively.

NOTE 20 PREPAID EXPENSES AND ACCRUED INCOME/ACCRUED EXPENSES AND DEFERRED INCOME
PREPAID EXPENSES AND ACCRUED INCOME

Group ParentCompany
2018-12-31 2017-12-31 2018-12-31 2017-12-31
Accrued invoicing 23.0 8.5 = -
Accrued interestincome 0.7 0.2 = -
Workin progress 29.9 20.5 = -
Prepaid maintenance costs 6.0 5.7 = -
Prepaid license costs 12.9 5.2 = -
Prepaid products and services 39.7 101 = -
Prepaid rent 4.0 3.7 0.1 0.1
Prepaidinsurance 2.5 4.0 0.1 0.1
Otheritems 14.4 11.3 0.1 0.1
Total 133.1 69.2 0.3 0.3
ACCRUED EXPENSES AND DEFERRED INCOME
Group ParentCompany
2018-12-31 2017-12-31 2018-12-31 2017-12-31
Accrued personnel-related expenses 209.7 186.2 2.0 1.4
Accrued sales commission 238 23.8 = -
Accrued installation and training expenses 0.6 0.0 = -
Accrued R&D expenses 2.7 2.0 = -
Accrued fees 6.3 7.6 0.1 0.1
Accrued royalties 4.5 4.7 = -
Accrued interest expenses 4.5 6.6 4.5 4.7
Work in progress 28.4 291 = -
Prepaid revenue 405.0 369.6 = -
Otheritems 52.1 62.7 0.7 0.5
Total 7371 692.3 7.3 6.7
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 2017 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
New share issues
—exercise of warrants 0.22 - 2,481,550 2,481,550 - 2,481,550 2,481,550 0.5
Closing balance 2018 0.22 15,750,000 347,174,692 362,924,692 15,750,000 347,174,692 362,924,692 80.5

Warrants exercised until 2018-12-31 incurred a new share issue in progress as per 2018-12-31 of 30,300 new shares of series B. The new

share issue will be finalised in the first quarter of 2019.

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 2018 regarding the financial year of 2017 amounted to EUR 0.53 (0.48).

Average number of shares before and after dilution, thousands

2018 2017
Average number of shares before dilution 360,942 360,443
Estimated average number of potential shares pertaining to warrants plans 1,359 1,146
Average number of shares after dilution 362,301 361,589
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NOTE 22 PENSION PROVISIONS

Within the Group there are defined contribution plans as well as
defined benefit plans.

Forthe defined contribution plans, Hexagon pays a fixed amount.
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 theiremploymentduringthe current and prior peri-
ods. This benefitisdiscounted 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
benefit obligationinanother currency than functional currency
and experience based adjustmentare reported in other compre-
hensive income. Pension expense for the year consists of pensions
earnedinthecurrent 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 netinthe balance sheetasa provision, meaning aftera
deduction 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. This only existin limited extentin
Sweden.

GROUP
Provisions — Defined-benefit plans

2018-12-31 2017-12-31
Pension obligations 659.5 630.7
Fairvalue of plan assets -556.1 -553.1
Pension obligations less plan assets 103.4 77.6
Unrecognised assets = -
Pension provision, net 103.4 77.6
Pension expenses - Defined-benefit plans

2018 2017

Current service cost 271 24.6
Interest expense 6.3 6.1
Calculated interestincome -5.0 -4.5
Changeintermsand conditions -0.8 -14.9
Employees’ own contribution -11.6 -10.7
Total 16.0 0.6

Total pension expensesimpactontheincome statement

2018 2017
Operating expenses
- defined-benefitplans 14.7 -1.0
Operating expenses
—defined contribution plans 50.9 52.8
Operating earnings impact 65.6 51.8

Netinterest expenses
—defined-benefitplans 1.3 1.6

Earnings before taximpact 66.9 53.4
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Defined-benefit obligations

Pension
2018-12-31 Planassets obligations Net
Switzerland 498.6 =55514 -56.8
Other countries 57.5 -104.1 -46.6
Total (fair/present value) 556.1 -659.5 -103.4
Pensions provisions, net -103.4
Of which:
Reported as asset (other
non-current receivables) 4.8
Reported as liability -108.2
Pension
2017-12-31 Planassets obligations Net
Switzerland 496.8 -529.2 -32.4
Other countries 56.3 -101.5 -45.2
Total (fair/present value) 553.1 -630.7 -77.6
Pensions provisions, net -77.6
Of which:
Reported as asset (other
non-currentreceivables) 4.7
Reported as liability -82.3
Three year summary
2018-12-31 2017-12-31 2016-12-31

Fairvalue of plan assets 556.1 5531 548.5
Pension obligations -659.5 -630.7 -679.8
Net -103.4 -77.6 -131.3
Unrecognised assets = -0.1
Book-value -103.4 -77.6 -131.4
Pensionobligations

2018 2017
Opening balance 630.7 679.8
Changeinterms and conditions -0.4 -13.6
Currentservice cost 271 24.6
Interest expense 6.3 6.1
Benefits paid =218 -30.7
Acquired/divested subsidiaries 0.1 18.6
Settlement of pension obligations -0.2 -1.3
Actuarial gains/losses
- Financialassumptions 101 -40.3
Actuarial gains/losses
- Demographic assumptions =63 -1.5
Actuarial gains/losses
- Experience adjustments 8.0 1.8
Currency translation differences 4.4 -12.8
Closing balance 659.5 630.7
Planassets

2018 2017
Opening balance 553.1 548.5

Calculatedinterestincome 5.0 4.5

Contributions —employer 17.2 14.8
Contributions —employee 11.6 10.7
Benefits paid -21.7 -26.6

Acquired/divested subsidiaries = 3.6
Returnonplan assets excluding calculated

interestincome as above =125 7.4
Currency translation differences 3.4 -9.8
Closing balance 556.1 553.1
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NOTE 22 Pension provisions, cont.
Fairvalue of plan assets

2018-12-31 2017-12-31
Equities and similar financialinstruments 2091 205.8
Interest bearing securities, etc. 179.3 176.6
Real estate 167.7 170.7
Total 556.1 553.1

For 2019, the contributions to defined benefit plans are estimated
at 31,4 MEUR, of which employer’s contribution 12,9 MEUR.

Characteristics of the pension obligations

The following applies for the Swiss plans which represent 84 per
centofthe 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-
vidual savings account. The plan defines a retirement credit in per
centofinsured salarydepending of the age of the plan member and
itguarantees aninterestrate, which isannually determined by the
Pension Fund. The minimum legal rate as fixed by the Swiss govern-
ment has to be credited to the minimum savings account. The inter-
estisnotallowed to negative, eveniftheactual returnon assetsis
negative (capital protection). The other kind of plans in Switzerland
are of similar nature.

Shortfallinthe schemesin Switzerland must be covered by the
employer, while surpluses can only become due to the beneficia-
ries. The value of plan assets has been reduced accordingly.

Remaining durationisinaverage 20 year.

NOTE 23 OTHERPROVISIONS

Aprovisionisrecognised in the balance sheet when the Group has

alegalorconstructive obligation as aresultof a pasteventanditis
probable that an outflow of resources will be required to settle the
obligationand 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 or services are sold. The provision is based on historical

Actuarialassumptions for the defined-benefit pension schemes

(weighted average, where applicable) 2018 2017
Discountinterestrate, % 1.1 1.0
Inflation, % 0.7 0.7
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.

Changein Effect, Changein Effect,

assumption, % MEUR assumption, % MEUR

Discountrate -0.3 25.8 +0.3 -22.2

Salaryincrease -0.5 -1.8 +0.5 2.6

Employee turnover -1.0 3.9 +1.0 -3.5
Changein Changein

assumption, Effect, assumption, Effect,

no.of years MEUR no.of years MEUR

Life expectancy -1.0 -22.7 +1.0 22.7

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.

ONEROUS CONTRACTS

Aprovision for onerous contractsis recognised when the expected
benefits to be derived by the Group are lower than the unavoidable
costof meetingits obligations under the contract.

GROUP

Restructuring provisions Warranty provisions Other provisions Total
Opening balance 2017-01-01 2.7 14.6 7.3 24.6
Provision for the 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 -1.3 -0.7 -3.4
Translationdifference -0.8 -0.5 -0.8 -2.1
Closing balance 2017-12-31 13.5 15.1 8.0 36.6
Provision for the year 8.8 133 1.0 23.1
Increase through acquisition of businesses = = 0.1 0.1
Utilisation -16.4 =111 -0.7 -28.2
Reversal of unutilised amounts -1.0 -0.7 -0.1 -1.8
Translation difference 0.1 0.0 0.2 0.3
Closing balance 2018-12-31 5.0 16.6 8.5 30.1

Restructuring provisions

Restructuring provisions primarily relates to a cost savings pro-
gramme thatwas introduced inthe firstquarterof 2017 and a
reduction in work force in the third quarter of 2018. The remaining
partof 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-
ticaldataand arevaluated on aregular basis. Since the warranty
provisions are based on historical statistical data, the provided
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amount has alow uncertainty regarding the amount and timing of
outflow. The majority of warranty provisions run over a period of 1-3
years. Estimated costs for product warranties are recognised when
the products are sold.

Other provisions

Other provisions primarily consists of provisions for buildings,
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

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

CLASSIFICATION
The Group classifies financial assets in 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 onthe
contractual cash flows the Group will obtain from the financial asset.

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

Subsequent measurement of debt instruments dependsonthe
Group’s business model and the cash flows generated by the finan-
cialasset. Financialinstruments are classified in three different
measurement categories:

« Amortised cost: assets held for obtaining contractual cash flows
and those cash flows consist of compensation for capital and
interest, are measured at amortised cost. Gains or losses when
debtinstrumentsare derecognised orimpaired are recognised
inprofitor 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 isrecognised 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 are recognised as other operating
income or other operating cost and any impairment is recognised
as otheroperating cost.

Fairvalue through profitor loss: assets that do not meet the criteria
for being measured at cost or fair value through other comprehen-
sive incomeis measured at fair value through profit or loss. Gain or
loss from a debtinstrument measured at fair value through profit
orlossisrecognisedintheincome statementat netvalue, together
with other profits and lossesin the period they arise.

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

IMPAIRMENT

The Group estimates on a forward-looking basis expected loss from
debtinstruments measured atamortised costand fairvalue through
othercomprehensive income. The applied methodology forimpair-
mentdependsonifthereisasignificantincreasein creditrisk.

Forcustomerreceivables, the Group applies the simplified meth-

odology accordingto IFRS 9, which requires an initial provision for
expected losses.
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RISK MANAGEMENT

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

Currencyriskistherisk that exchange rate fluctuations will have an
adverse effectonincome statement, balance sheetand 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 currency is
EURforthe Group. The change decreases the currency exposure in
both theincome statement and balance sheetas wellas in 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 oper-
ating entities, i.e. transaction exposure and from translation of
earnings and net assetsinto EUR upon consolidation of the Group,
translation exposure.

Transaction Exposure

Salesand 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. Thisis
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 net assets are translated into
EUR upon consolidation. Translation differences from net assets
inothercurrencies than EURreported in other comprehensive
income during 2018 were 117.5 MEUR (-528.6).

Netexposure per currency

2018-12-31 Hedgingrate
usD 3,887.3 0%
CNY 379.2 -
GBP 354.2 1%
CAD 341.5 1%
BRL 127.3 0%
CHF -107.7 -5%
INR 83.4 15%
Other 214.2 1%
Total 5,279.4 1%

Translation Exposure —Income Statement

The consolidated operatingincome and expense is mainly gener-
atedin subsidiaries outside the Euro-area. Changes in exchange
rates therefore have a significantimpact on the Group’s earnings
when the income statements are translated into EUR. Translation
exposure related to actualand forecasted earnings is not hedged.
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NOTE 24 Financialinstruments, cont.
Net sales percurrency

2018 2017
usb 1,395.4 1,296.1
EUR 884.0 786.8
CNY 4717 4191
GBP 157.0 1443
JPY 146.1 1111
CHF 88.5  106.6
Other 618.0 5841
Total 3,760.7 3,448.1

INTEREST RATE RISK
Theinterestrateriskistheriskthatchangesininterestrates will
adversely affect the Group’s net interest expense and/or cash flow
negatively. Interest rate exposure arises primarily from the external
interest bearing debt. In accordance with the Group Treasury Policy
the average interest rate duration for the external debt should be in
arange from 6 monthsto 3years.

During 2018 interest rate derivatives were used in order to manage
theinterestrate risk.

Financialincome and expenses

2018 2017
Interestincome 5.8 5.2
Interest expense -18.5 -19.1
Other financialincome and expense -10.1 -8.8
Net -22.8 -22.7

CREDITRISK

Creditriskistheriskthat counterparts may be unable to fulfil their
paymentobligations. Financial creditrisk arises when investing
cash andcashequivalents and when tradingin financial instru-
ments. Toreduce the Group’s financial credit risk, surplus cash is
only invested with a limited number by the company approved banks
and derivative transactions are only conducted with counterparts
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 keptas low as possible.

Creditriskalsoincludes therisk that customers will not pay receiv-
ables that the company has invoiced orintends to invoice. Through
acombination of geographical and 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 the risk of not being able to meet the Group’s pay-
mentobligationsin fullas 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
totalliquidity reserves should at all times be at least 10 per cent of
the Group’s forecasted annual net sales.

On 31 December 2018, cash and unutilised credit limits totalled
1,684.2 MEUR (1,601.1).

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 flowin foreign currencyis translated to EUR using the exchange rate at year-end.

2019 2020-2021 2022 and later Total

Capital Interest Capital Interest Capital Interest Capital Interest
Liabilities to creditinstitutions
Revolving Credit - - - - - - - -
Termloan - 0.1 50.0 0.2 - - 50.0 0.3
Bond loans 425.8 11.0 445.2 11.0 391.7 2.1 1,262.7 241
Commercial paper’ - 2.1 919.8 3.9 - - 919.8 6.0
Other lenders 114.9 1.3 1.7 0.0 0.2 0.0 116.8 1.3
Total liabilities to credit institutions 540.7 14.5 1,416.7 151 391.9 2.1 2,349.3 31.7
Otherinterest bearing liabilities 1.1 0.3 1.3 0.5 4.0 0.7 6.4 1.5
Totalinterest bearing liabilities 541.8 14.8 1,418.0 15.6 395.9 2.8 2,355.7% 33.2

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, 2,336.6 MEUR.

There were interestrate derivatives pertaining to borrowing at 31
December 2018. The agreement governing the Revolving Credit Facility
include afinancial covenant for Net debt/EBITDA to be fulfilled to avoid
additional financingcosts.

Currency composition pertaining to interest bearing liabilities

2018-12-31 2017-12-31
EUR 98% 98%
usD 1% 1%
SEK 0% 0%
INR 0% 0%
Other 1% 1%
Total 100% 100%

REFINANCING RISK

Refinancingrisk refers to 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 creditatagiven pointintime. 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
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Group’s gross debt, including unutilised credit facilities, is allowed
to mature within the next 12 months without replacing facilities
agreed.

Following arefinancingin 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
bonds uptoatotalamount of 15,000 MSEK. On 31 December
2018, Hexagon had issued bonds of a total amount of 10,600
MSEK (10,850).

3) ASwedish Commercial Paper Program (CP) established during
2012.The CP programme enables Hexagon to issue commercial
paper up toatotalamount of 15,000 MSEK. Commercial paper
with tenorup to 12 months can beissued under the programme.
On 31 December 2018, Hexagon had issued commercial paper of
atotalamount of 8,815 MSEK (7,590) and 72 MEUR (32). 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 1,500 MSEK with a tenor of 6 years.
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NOTE 24 Financialinstruments, cont.
Atwoyearterm loan of 150 MEUR was established during Q4 2018,
of which 50 MEUR was utilised as per 31 December, 2018.

Group’s capital structure

2018-12-31 2017-12-31
Interest bearing liabilities and provisions 2,463.9 2,344.3
Cash, bank and short-terminvestments -394.6 -309.4
Net Debt 2,069.3 2,034.9
Shareholders’ equity 5,319.2  4,604.4

SENSITIVITY ANALYSIS

The Group’s earnings are affected by changes in certain key factors,
asdescribed below. The calculations proceed from the conditions
prevailingin 2018 and the effects are expressed on an annualised
basis. Earnings in non-EUR subsidiaries are converted into EUR
based on average exchange rates for the period when the earnings
arise.

Duringtheyearthere 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.
Compared to 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
effect onequity of 262.0 MEUR (231.9) net and vice versa, after the
impact of hedging.

During 2018, total operating earnings, excluding non-recurring items,
from operationsin other currencies than EUR amounted to an equiva-
lentof 612.8 MEUR (601.3). Anisolated change in the exchange rate for
EUR by b percentagainstall other currencies would have a net effect
onoperating earnings of approximately 30.6 MEUR (30.1).

The average interest fixing period in the Group’s total loan portfolio
as of year-end 2018 was more than one year. Asimultaneous 1 per-
centage pointchangeininterest ratesin all of Hexagon’s funding
currencies would entail a pre-taximpact of about 11.5 MEUR (10.3)
inthe coming 12 months earnings.

FINANCIAL INSTRUMENTS - FAIRVALUE

2018-12-31 2017-12-31

Carrying Fair Carrying Fair
Assets amount value amount value
Available-for-sale
financial assets
Otherlong-term
securities holdings 1.0 1.0 4.2 4.2
Loanreceivables and
accountreceivables
Long-termreceivables 52.9 52.9 36.1 36.1
Accounts receivable 959.1 959.1 895.5 895.5
Othercurrentreceivables 73.9 73.9 64.2 64.2
Accruedincome 52.9 52.9 29.0 29.0

Accrued interest 0.7 0.7 0.2 0.2

Short-term investments 111.8 111.8 90.3 90.3
Cash and bank balances 282.8 282.8 219.1 2191
Total 1,5635.1 1,535.1 1,338.6 1,338.6
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2018-12-31 2017-12-31

Carrying Fair Carrying Fair
Liabilities amount value amount value
Financial liabilities valued
at fairvalue through
income statement
Estimated supplementary
payments foracquired
companies 165.3 165.3 59.4 59.4
Derivative instruments
Currency forward and swap
contracts — shortterm -34.9 -34.9 -8.9 -8.9
Currency forward and swap
contracts - longterm -356.8 -35.8 -59.4  -59.4
Financial liabilities
valued ataccrued
acquisition value
Long-term liabilities
—interest bearing’ 1,849.7 1,854.0 2,019.6 2,029.8
Other long-term liabilities
—-non-interestbearing 11.8 11.8 16.5 16.5
Currentliabilities
—interest bearing' 576.6 576.6 307.9 308.4
Accounts payable 2511 2511 189.3 189.3
Othercurrentnon-interest
bearing liabilities 146.3  146.3 146.1 146.1
Accrued expenses 327.6 327.6 318.0 318.0

Accrued interest 4.5 4.5 6.6 6.6
Total 3,262.2 3,266.5 2,995.1 3,005.8

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 sheetincluded in currentand long-term interest bearing liabilities.

FINANCIALINSTRUMENTS VALUED AT FAIRVALUE

2018-12-31 2017-12-31
Level2 Level3

Level1 Level1 Level2 Level3

- Currency for-
ward and swap
contracts =
- Estimated
supplementary
payments
foracquired
companies =
- Otherlong-
term securities
holdings = 1.0 0.0 - 4.2 0.0
Total - -69.7 -165.3 - -64.1 -59.4

-70.7 = - -68.3 -

- -165.3 - - -59.4

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 for identical
assetsor liabilities

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

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

For furtherinformation about estimated supplementary payments
foracquired companies see below.

Duringthereporting period ending 31 December 2018, there were
notransfers between levels.
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NOTE 24 Financialinstruments, cont.
ESTIMATED SUPPLEMENTARY PAYMENTS
FORACQUIRED COMPANIES

2018 2017

Opening balance 59.4 118.4
Presentvalue adjustment 0.6 0.4

Increase through acquisition of businesses 1281 1741
Payment of supplementary acquisition

considerations -9.5 -13.8
Reversal of unutilised amounts -16.7 -53.7
Reclassification -0.2 -

Translation difference 3.6 -9.0

Closing balance 165.3 59.4

The fair value 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 foracquired
companies have been discounted to presentvalue using aninter-
estratethatisjudgedtobeinline with the marketrate atthetime
of acquisition. Adjustments for changes in market interest rates
arenot made on aregular basis, as this effectis considered to be
immaterial.

Thevaluation method is unchanged compared to the pervious
period. In connection with the valuation of contingent consider-
ationsthe assets acquired and liabilities assumed in the purchase
price allocation are reviewed. Any indication of impairmentdue

to therevaluation of contingent considerationsis considered and
adjustments are made to off-set the impact from revaluation.

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
Translations differences -4.7 -1.1
Closing balance 2017-12-31 2,262.0 2,234.6
Cash flow 93.5 101.4
Translations differences 0.2 0.6
Closing balance 2018-12-31 2,355.7 2,336.6

NOTE 25 LEASING

The Group has as alessee entered into financial as well as oper-
ationalleases. The agreements are classified in accordance with
their financialimplication when they were entered into. Financial
leases are not material and primarily relate to vehicles. For opera-
tional leases, the lease payments are expensed straight-line over
the shorter of the asset’s useful life and the lease term. For finan-
cialleasesthe leased assetiscarried on the balance sheet witha
corresponding liability for future lease payments. The leased asset
isdepreciated over the same period as for assets of the same kind
owned by the Group. The liability for future lease paymentsisinter-
estbearing.

As manufacturer lessor, the Hexagon group has entered financial
lease contracts. Recognition of those takes place at the inception of
the contract. Assetsincluded in the contractis derecognised from
the balance sheet. Instead, areceivable is recognised. The economic
substanceofafinancial leaseis equalto selling, why income and cost
of goods sold is recognised when the contractisentered.

From 2019 IFRS 16 Leases will be applied. See note 1 for further
information.

Hexagon Annual Report 2018

LEASING AGREEMENTS OF AN OPERATIONAL NATURE

Group Parent Company
Machinery, Machinery,
2018-12-31 equipmentetc. Premises equipmentetc. Premises
Expenses due for paymentin
2019 16.1 54.0 0.0 0.4
2020-2023 21.0 125.1 0.0 0.3
2024 or later 1.5 51.1
Total 38.6 230.2 0.0 0.7
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

Theamounts are non-discounted minimum undertakings pursuant
tocontract. Costs for leasing/rents for the financial year were 69.5
MEUR (59.6). There are noindividual leasing agreements of material
importance.

LEASING AGREEMENTS OF AFINANCIAL NATURE

Machinery,

Group 2018-12-31 equipmentetc.

Expenses due for paymentin

2019 0.1
2020-2023 0.2
2024 or later 0.0
Total 0.3

Machinery,

Group 2017-12-31 equipmentetc.

Expenses due for paymentin

2018 1.4
2019-2022 1.0
2023 or later 0.1
Total 2.5

The amounts are non-discounted minimum undertakings pursuant
tocontract. There are noindividual leasing agreements of material
importance. Nor are there any individual sale/leaseback agree-
ments of materialimportance.

AGREEMENTS WHERE AGROUPENTITY ISLESSOR

Machinery,

Group 2018-12-31 equipmentetc.

Expenses due for paymentin

2019 17.5
2020-2023 8.2
2024 or later 0.0
Total 25.7

Machinery,

Group 2017-12-31
Expenses due for paymentin

equipmentetc.

2018 16.0
2019-2022 9.2
2023 or later 0.0
Total 25.2
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NOTE 26 ASSETSPLEDGED AND CONTINGENT
LIABILITIES

PLEDGED ASSETS TO CREDITINSTITUTIONS FOR
LOANS, BANK OVERDRAFTS AND GUARANTEES

Group Parent Company
December 31 2018 2017 2018 2017
Pledged assets 0.5 1.2 = -
Total 0.5 1.2 = -
CONTINGENT LIABILITIES

Group ParentCompany
December 31 2018 2017 2018 2017
Guarantees in favour of
Group companies = - 32.8 41.8
Other contingent liabilities 2.2 2.9 0.1 0,1
Total 2.2 2.9 32.9 41.9

NOTE 27 NETASSETSIN ACQUIRED AND
DIVESTED BUSINESSES

Thefairvalues of assets and liabilities in businesses acquired and
total cash flow from acquisitionsis divided as follows:

Auton-
omouS-

tuff  Other 2018 2017
Intangible fixed assets 32.2 67.8 100.0 268.3
Tangible fixed assets 0.3 1.7 2.0 7.6
Other fixed assets - 1.6 1.6 25.2
Total fixed assets 325 711 103.6 3011
Currentreceivables,
inventories, etc. 8.0 19.6 276 823
Cash and cash equivalents -1.6 11.5 9.9 379
Totalcurrent assets 6.4 311 37.5 120.2
Total assets 38.9 102.2 1411 421.3
Provisions - 2.3 2.3 110.2
Long-term liabilities - 2.3 2.3 143
Total long-term liabilities - 4.6 4.6 124.5
Current liabilities, etc. 6.3 157 22.0 134.7
Total liabilities 6.3 20.3 26.6 259.2
Identifiable netassetsatfairvalue 32.6 81.9 114.5 162.1
Non-controlling interestin equity
inacquired companies - -03 -03 -
Goodwill 256.3 184.2 4405 7919
Total purchase consideration
transferred 288.9 265.8 554.7 954.0
Lesscashand cashequivalentsin
acquired Group companies 1.6 -11.5  -99 -379
Less unpaid acquisition price -83.5 -43.9 -127.4 -19.3
Plus payment of unpaid portion of
acquisition price from prior years - 9.2 9.2 185
Cash flow from acquisitions
of Group companies, net 207.0 219.6 426.6 915.3
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During 2018, Hexagon acquired the following companies:

« AGTEK, a US based software company specialisingin plan-
ning and productivity solutions for the heavy civil construction
industry

» Acquired business from Geosurf Corporation, aJapanese software
developerofalocal machine control construction solution

« ProCAM, an Italian distributor of CAD CAM solutions and comple-
mentary software

« NEXTSENSE GmbH, an Austrian based company specialising
in non-contact profile measurement and surface inspection
solutions

« External Array, a Chinese software company providing a local
solution for CMM’s in the Chinese market

» Guardvant, aUS based supplier of operator safety solutions for
the miningindustry

« LSE, anltalian provider of software solutions for the Geomatics
market

« SPRING Technologies, a French software provider specialisingin
integrated solutions for optimising the machining workflow

» AutonomouStuff, a US based supplier of integrated autonomous
vehicle solutions

« Bricsys, a Belgian based developer of CAD (computer-aided
design) software

Furtherinformation related to the acquisitions of NEXTSENSE
GmbH, AutonomouStuffand Bricsys, is presented below. The other
acquisitions are individually assessed as immaterial froma group
perspective which why only aggregated informationis presented.
The analysis of the acquired net assetsis preliminary and the fair
value might be subject to change. Contingent considerations are
recognised to fair value (level 3 according to definitionin IFRS 13)
eachreporting period and based onthe latest relevant forecast for
the acquired company. The valuation method is unchanged com-
pared tothe previous period. The estimated liability for contingent
considerations amounted to 165.3 MEUR as of 31 December (59.4),
whereof the fairvalue adjustmentin 2018 amounted to 16.7 MEUR.
In connection with the valuation of contingent considerations the
assetsacquired, and liabilities assumed in the purchase price allo-
cation are reviewed. Any indication of impairment due to the reval-
uation of contingent considerationsis considered and adjustments
are made to off-set the impact from revaluation.

ACQUISITIONS ANALYSIS

Acquisition of NEXTSENSE

InMay 2018, Hexagon acquired NEXTSENSE GmbH, an Austrian
based company specialised in non-contract profile measurement
and surface inspection solutions. In 2017 NEXTSENSE generated
salesof 12 MEUR.

Background and reasons for the transaction

NEXTSENSE’s advanced manual, inline and automated solutions,
with the ability to automatically compensate for tilts and rotations
during scanning, complement Hexagon’s approach to enabling the
smartfactoryvision. Additionally, the acquisition extends Hexa-
gon’s breadth of capabilities in automotive fitand finish as well as
industries such asrailand steel, where Hexagon has acompara-
tively small footprint today. Together, the combination of sensors,
software, and advanced analytics from both portfolios will bring
addedvalue toall customers while extending the global reach of
NEXTSENSE’s solutions to new markets and regions.

From the date of acquisition, NEXTSENSE has contributed 11.5
MEUR of net sales in 2018. If the acquisition had taken place at the
beginning of the year, the contribution to net sales would have been
16.0 MEUR. The contribution to the earnings has been larger than
the Group operating margin.
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NOTE 27 Net assets in acquired and divested businesses, cont.

Acquisition of AutonomouStuff

In September 2018, Hexagon completed the acquisition of US
based AutonomouStuff, one of the world’s leading suppliers of
integrated autonomous vehicle solutions. In 2017 AutonomouStuff
generated sales of 45 MUSD.

Background and reasons for the transaction
AutonomouStuff’tturn-key platforms, which utilise arobust port-
folioof technologies, are deployed in pilot programs worldwide

- representing more than 2,500 customers in the automotive and
technology sectors across Silicon Valley, rest of America, Europe and
Asia. When combined with Hexagon’s positioningintelligence, map-
ping, simulation and sensing technology leadership, this acquisition
creates anexus of domain expertise and accelerate Hexagon’s ability
tobealeaderinautonomous connected ecosystems (ACE).

From the date of consolidation of the acquisition, AutonomouStuff
has contributed 19.4 MEUR of net sales in 2018. If the acquisition
hadtaken place atthe beginning of the year, the contribution to net
sales would have been 51.2 MEUR. The contribution to the earnings
hasbeen largerthanthe Group operating margin.

Acquisition of Bricsys

In October 2018, Hexagon acquired Bricsys, a developer of CAD
(computer-aided design) software providing open, collaborative
construction technology solutions. In 2017 Bricsys generated sales
of 13 MEUR.

Background and reasons for the transaction

Bricsy’s CAD platform, BricsCAD, supports 2D/3D general,
mechanical and sheet metal design and building information
modelling (BIM) in one system. Hexagon has long been a leader in
structuraland process piping design and the acquisition extends
Hexagon’s domain expertise into building design. By combining the
product portfolios, Hexagon can now provide the AEC market with
and end-to-end platform - with conceptual design, CAD design,
BIM software and collaboration tools, project and cost controls,
in-field construction execution tools (work packages) and progress
documentation (reality capture).

From the date of consolidation of the acquisition, Bricsys has con-
tributed 3.9 MEUR of net sales in 2018. If the acquisition had taken
place atthe beginning of the year, the contribution to net sales
would have been 16.1 MEUR. The contribution to the earnings has
been larger than the Group operating margin.

ACQUISITIONS ANALYSIS 2017

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 pro-
cessdevelopment. MSC has over 1,200 employees in 20 countries.
Its strong brand and reputation inindustries such as automotive,
aerospace and electronics spans more than 50 years. In 2016 MSC
generated proformasales of 230 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.
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Purchase price of MSC amounted to 834 MUSD ona cash and debt
free basis (Enterprise Value). The goodwill comprises expected syn-
ergies arising from the acquisition and the assembled workforce,
whichis 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 technologies
to develop new customer solutions.

From the date of acquisition, MSC has contributed 148.0 MEUR of
netsalesin 2017.f the acquisition had taken place at the beginning
ofthe 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 specialisingin 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 net
salesin 2017.Ifthe acquisition had taken place at the beginning of
theyear, the contribution to net sales would have been 21.3 MEUR.
The contribution to the earnings has been larger than the Group
operating margin.

BOOK-VALUE OF DIVESTED ASSETS AND LIABILITIES

2018 2017
Intangible fixed assets 3.4 -
Total fixed assets 3.4 -
Current assets 0.1 -
Total assets 36 -
Current liabilities 0.1 -
Total liabilities 0.1 -
Book-value of divested assets, net 3.4 -
Capitalgain 0.7
Total purchase consideration transferred 4.1 -
Lesscash and cash equivalentsin divested
Group companies -0.1 -
Cash flow from divestments of
companies/businesses 4.0 -
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NOTE 28 AVERAGE NUMBER OF EMPLOYEES

2018 2017
Men Women Total Men Women Total
Parent Company 5 10 15 5 10 15
Subsidiaries 14,861 4,373 19,234 13,581 3,947 17,528
Total, Group 14,866 4,383 19,249 13,586 3,957 17,543
Average number
of employees
by country
Nordic region 526 155 681 499 134 633
Rest of Europe 5,662 1,441 7,103 5175 1,251 6,426
Total, Europe 6,188 1,596 7,784 5,674 1,385 7,059
North America 3,637 1,202 4,739 3,346 1,102 4,448
South America 564 129 693 531 118 649
Africa 28 9 37 14 5 19
Australiaand
New Zealand 268 72 340 229 93 322
Asia 4,281 1,375 5,656 3,792 1,254 5,046
Total, Group 14,866 4,383 19,249 13,586 3,957 17,543
NOTE 29 EMPLOYEE BENEFITS
SALARIES AND REMUNERATION
Board, CEO and other
Senior Executives Otheremployees
2018 2017 2018 2017
Parent Company 7.9 6.2 1.6 1.4
(of which performance
related pay and bonus) (2.9) (2.1) (0.3) (0.2)
Subsidiaries 236 23.8 1,162.2 1,066.0
(of which performance
related pay and bonus) (6.0) (6.1)  (127.1)  (104.3)
Total, Group 31.4 30.0 1,163.8 1,067.4
SOCIAL SECURITY EXPENSES
Allemployees
2018 2017
Parent Company 2.6 2.7
(of which pension expenses) (1.3) (1.2)
Subsidiaries 204.6 185.2
(of which pension expenses) (64.8) (50.6)
Total, Group 207.2 187.9
(of which pension expenses) (66.1) (51.8)

Pension expenses for Boards of Directors and Chief Executive
Officersinthe Group amounted to 3.0 MEUR (3.1). Pension commit-
ments to Boards of Directors and Chief Executive Officersin the
Group were 6.0 MEUR (4.5).

Atyear-end, four Board members were women and three were men
in Hexagon AB. The President and Chief Executive Officer and other
senior executives consists of 13 men and one woman.

Of allthe Group’s Board members, Presidents and other senior
executives, 13 were women and 65 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 516.0 KEUR (5983.8). The Chairman of the Board received
143.8 KEUR, the Vice Chairman of the Board received 21.7 KEUR
and other Board members 56.1 KEUR each. The President of
Hexagon ABdid notreceive any director fees. In addition to ordi-
nary director fees, remuneration is paid for work on committees.
The Chairman of the Remuneration Committee received 8.3 KEUR
and each member received 5.8 KEUR. The Chairman of the Audit
Committeereceived 21.9 KEUR and each member received 17.0
KEUR. No Board member received any remuneration in addition to
director fees or remuneration forcommittee work. Remuneration
tothe President and Chief Executive Officer, as well as other senior
executives, comprises basic salary, variable remuneration, other
benefits and pension. The President and Chief Executive Officer
total remunerationis recognised in Note 29 in Parent Company.
Ola Rollén hasreceived remuneration as President of the Parent
Company and as Chief Executive Officer of the Group accordingto 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 Simao, 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, Pres-
ident Safety & Infrastructure, Mattias Stenberg, President PPM,
Michael Ritter, President Positioning Intelligence and Mladen
Stojic, President Geospatial.

Variable remunerationis 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
schemes and is the expense affecting earnings for the year. The
President’'sand CEO’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
pensionable 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 Presidentand CEO is six months. Upon ter-
mination by the Company or in case of change of principal ownership
the Presidentand CEQ is entitled 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 salaryisthe only sever-
ance 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 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Gun Nilsson, Chairman of the Board 174.0 177.5 = - = - = - 174.0 177.5
Hans Vestberg, Vice Chairman of the
Board? 21.7 88.2 = - = - = - 21.7 88.2
John Brandon 56.1 571 = - = - = - 56.1 571
Ulrika Francke 73.1 75.3 = - = - = - 731 75.3
Henrik Henriksson 56.1 571 = - = - = - 56.1 571
Marta Schorling Andreen 56.1 571 = - = - = - 56.1 57.1
Sofia Schorling Hogberg 78.9 81.5 = - = - = - 78.9 81.5
Ola Rollén, President and Chief Executive
Officer 2,978.3 2,418.3 1,489.2 1,209.2 = - 595.7  483.7 5,063.2 4,111.2
Other senior executives (thirteen people)®  6,784.5 5,979.3 5,364.8 5,882.7 143.9 168.3 1,320.7 595.3 13,613.9 12,625.6
Total 10,278.8 8,991.4 6,854.0 7,091.9 143.9 168.3 1,916.4 1,079.0 19,193.1 17,330.6

1) Other benefits comprise company car, housing rent and insurance (excluding pension insurance).

2) Resigned 2018-08-01.

3) Including costs for part of the year for senior executives who acceded their positions 1 August 2018.

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 forone 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.

Tobe paid/paid in cash per

Number of shares subscribed Hexagon share,
Exercise period, until Number of warrants qualified for subscription SEK
Closing balance 2017 2019-12-31 7,107,660 7,107,660 347.80
Exercise warrants of shares 2019-12-31 -2,516.850 -2,516.850 347.80
Closing balance 2018 2019-12-31 4,590,810 4,590,810 347.80
WARRANTS PROGRAMME 2015/2019, HEXAGON AB
Acquisition
2018-12-31 Number price, SEK
Presidentand Chief Executive
Officer = =
Other senior executives
(ten people) 1,535,000 38,375,000
Otheremployees 3,055,810 76,395,250
Total 4,590,810 114,770,250
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NOTE 31 REMUNERATION OF THE GROUP’S

AUDITORS
Group Parent Company

2018 2017 2018 2017
Audit, Ernst & Young 4.5 4.4 0.4 0.4
Audit, Others 0.6 0.7 = -
Audit related 0.4 0.6 = -
Tax, Ernst & Young 0.4 0.6 -
Total 5.9 6.3 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 are immaterial. There were no signifi-

canttransactions between Hexagon andits associated companies.

Similarly, there were no significant transactions between Hexagon
and Melker Schorling AB.

NOTE 33 SUBSEQUENTEVENTS AFTERTHE
FINANCIAL YEAR’S END

On 25 February, 2019, Hexagon signed an agreement to acquire
the US-based company Thermopylae Sciences and Technology,
asoftware provider primarily focused on the U.S. government
and defence market that specialises in geospatial applications,
mobile frameworks, and cloud computing for enhanced location
intelligence.

NOTE 34 APPROPRIATION OF EARNINGS

THE FOLLOWING EARNINGS IN THE PARENT COMPANY ARE AT
THE DISPOSAL OF THE ANNUAL GENERAL MEETING (KEUR):

Premium reserve 1,005,877
Retained earnings 3,045,109
Netearnings 289,635
Total 4,340,621

THE BOARD OF THE DIRECTORS PROPOSES THAT THESE FUNDS
AREALLOCATED AS FOLLOWS:

NOTE 35 TRANSITION TO IFRS 15 REVENUE
FROM CONTRACTS WITH CUSTOMERS

From 1 January 2018, IFRS 15 Revenue from contracts with cus-
tomersisapplied. Hexagon applies the standard retrospectively.
The following practical expedients have been applied at transition:
a) Norestatement has been done of contracts that are completed
contractsat 1January 2017 b) For completed contracts with vari-
able consideration, Hexagon has chosen to use the transaction
price at completion of contract rather than estimating variable con-
sideration ¢) Contract modifications before 1 January 2018 have
not been recalculated. d) For reporting periods presented before
the date of initial application, no disclosure will be presented about
the amount of the transaction price allocated to remaining perfor-
mance obligations.

Inthe financial reports for periods beginning after 1 January 2018,
the comparative figures for 2017 have been restated. The transition
toIFRS 15implies 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 when it
iscompleted have affected the timing of the Group’s revenue rec-
ognition. Capitalisation of sales commissions has also led to minor
adjustmentsinthetransitionto IFRS 15. The impact on earnings
for 2017 amountsto -2.6 MEUR. The total effect of the transition
has been adjusted in opening equity for 2017 and amounts to-17.8
MEUR.

Cash dividend to shareholders of 0.59 EUR per share 214,126"
Balance remaininginthe premium reserve 1,005,877
Balanceremainingin retained earnings 3,120,618
Total 4,340,621

1)The amount is based on the number of shares issued and outstanding on 31
December 2018, namely 362,924,692.
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Effecton

opening
MEUR balance 2017 Q1 Q2 Q3 Q4 2017
Assets
Deferred taxassets 1.4 -06 -14 083 01 -0.2
Current assets -176 16 -1.7 0.0 21 -15.6
Total assets -16.2 1.0 -3.1 0.3 2.2 -15.8
Equity
Retained earnings -178 1.3 50 0.2 0.2 -111
Income statement
Net sales 11 1.7 16 19 -03
Costofgoods sold 09 -08 05 -24 -18
Sales expenses -01 0.0 0.0 -0.3 -0.4
Earnings before tax 19 -25 -11 -0.8 -2.5
Tax -0.3 06 0.4 -08 -01
Netearnings 1.6 -1.9 -0.7 -1.6 -2.6
Total equity -178 29 31 -0.5 -1.4 -13.7
Liabilities
Deferred taxliability -47 01 01 -01 0.7 -89
Current liabilities 6.3 -20 -6.3 09 29 1.8
Total liabilities 1.6 -19 -6.2 0.8 3.6 -21
Total equity and
liabilities -16.2 1.0 -31 0.3 2.2 -15.8
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SIGNING OF THE ANNUAL REPORT

The undersigned certify that the consolidated accounts and the the Group and the Company and that the Board of Directors’
annualreporthave been preparedinaccordance with International ~ Report for the Group and the Company give a fair review of the
Financial Reporting Standards (IFRS), as adopted by the European development of the operations, financial position and earnings of
Union and generally accepted accounting principles, respectively the Group and the Company and describes substantial risks and
and give atrue and fairview of the financial positionand earningsof ~ uncertainties that the Group companies face.
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Stockholm, Sweden 14 March 2019

Gun Nilsson
Chairman
John Brandon Ulrika Francke Henrik Henriksson
Member of the Board Member of the Board Member of the Board
OlaRollén Marta Schorling Andreen Sofia Schorling Hogberg
Member of the Board Member of the Board Member of the Board

President and Chief Executive Officer

Our Audit Report was submitted on 15 March 2019

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-
rateidentity number 556190-4771

REPORTON THE ANNUALACCOUNTSAND

CONSOLIDATED ACCOUNTS

Opinions

We have audited the annual accounts and consolidated accounts of
Hexagon AB (publ) for the year 2018. The annual accounts and con-
solidated accounts of the Company are included on pages 10-16
and 28-69 in thisdocument.

Inour opinion, the annual accounts have been prepared in accor-
dance with the Annual Accounts Act and present fairly, in all mate-
rial respects, the financial position of the Parent Company as of 31
December 2018 and its financial performance and cash flow for the
yearthenended in accordance with the Annual Accounts Act. The
consolidated accounts have been prepared inaccordance with the
Annual Accounts Act and present fairly, in all material respects,
the financial position of the Group as of 31 December 2018 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 reportand the corporate governance state-
mentare consistent with the other parts of the annualaccounts
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.

Ouropinionsinthisreportonthe annualaccounts 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 auditinaccordance with International Stan-
dards on Auditing (ISA) and generally accepted auditing standards
in Sweden. Our responsibilities under those standards are further
describedinthe Auditor’s Responsibilities section. We are inde-
pendent of the Parent Company and the Group in accordance with
professional ethics foraccountants in Sweden and have other-
wise fulfilled our ethical responsibilities in accordance with these
requirements. Thisincludes that, based on the best of our knowl-
edge and belief, no prohibited services referred to in the Audit
Regulation (537/2014) Article 5.1 have been provided to the audited
company or, where applicable, its Parent Company orits controlled
companies withinthe 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
formingouropinion thereon, the annualaccounts and consolidated
accountsasawhole, butwe 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, includinginrelation to these matters. Accordingly, our
auditincluded the performance of procedures designed to respond
toourassessment of the risks of material misstatement of the
financial statements. The results of our audit procedures, including
the procedures performed to address the matters below, provide
the basis for our audit opinion on the accompanying financial
statements.
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Revenuerecognition

Description

Asdescribed in Note 1 the Company has as perJanuary 1,2018
adopted IFRS 15 Revenue from Contracts with Customers. IFRS 15
establishes acomprehensive framework for determining how much
and when revenue should be recognised. The Company adopted
IFRS 15 using the full retrospective method of adoption and the
impactonearnings for 2017 amounted to -2.6 MEUR.

The Company enters into contract arrangements with customers
that contain multiple performance obligations, such as transfer

of hardware, software, and/or services. For these arrangements,
management judgmentis applied toallocate revenue to each perfor-
mance obligation as these obligations are fulfilled at different points
intime and/or over time. The Company also has fixed-price projects
where performance obligations are fulfilled over time and the com-
pletionratiois primarily determined comparingtheincurred cost to
estimated total cost. Managementjudgmentisinvolved in estimat-
ingthe costtocomplete including the assessment of the remaining
contingencies for projects until final delivery and acceptance.

Duetothedegree of managementjudgmentinarrangements con-
taining multiple performance obligations and fixed-price projects,
thesetypesofarrangements have been a key audit matterin our audit.
Accounting principles for revenue recognition are included in Note
5and key assumptions and judgments used for customer arrange-
mentsareincludedin Note 2.

How our audit addressed this key audit matter
Our audit proceduresinorderto address thisarea, included,
amongstothers;

« Evaluated the application of IFRS 15 overall and at the contract
level by performing substantive analytical testing and test of
details for significant contracts containing multiple performance
obligations.

- Evaluated the Company’s established accounting principles for
IFRS 15 Revenue from Contracts with Customers.

« Audited the contract arrangements that contained multiple
performance obligations, in order to test when the revenue was
recognised for each performance obligation and if it was in accor-
dance with IFRS 15.

« Examined revenue recognition timing for revenue recognised over
time and tested that any deferred revenue was recognised as rev-
enueinthecorrect period.

- Evaluated significant judgments made by management.

« We also assessed whether the information disclosed is
appropriate.

Impairment test of goodwill and trademarks

Description

As per December 31, 2018 goodwillamounts to EUR 4 977.1 million
and trademarks with indefinite life amounts to EUR 998.2 million in
the consolidated balance sheet. Impairment tests are carried out
annually orwhenthereisanindication of impairment. As described
in Note 8, Goodwill and trademarks acquired through business
combinations are allocated to cash generating units (CGUs),

and whenthe carrying value exceeds the estimated recoverable
amount, the assetis written down to the recoverable amount. The
recoverable amountis the higher of the CGUs net realisable value
and thevalueinuse, meaning the discounted value of future cash
flows. The cash flow projections derive from next year’s budget and
forecasts foranother 4 years approved by senior management. As
stated in Note 2, these cash projectionsinclude making assump-
tions 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
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 matterin the audit.
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How our audit addressed this key audit matter
Our audit proceduresinordertoaddress thisarea, included,
amongst others;

« We have e valuated 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 monitors its business.

» We have involved valuation specialists to assist us in the eval-
uation of the Company’s valuation and calculation methods,
assessmentof reasonableness in used assumptions, sensitivity
analysis, comparisons with historical results and the accuracy
in previous forecasts. Each CGUs discount rate and long-term
growth have been evaluated through comparisons with other
companies withinthe same industry.

« We also assessed whether the information disclosed is
appropriate.

Business combinations

Description

The Company acquires companies on a continuous basis. As stated
in Note 1, the Company’s acquisition cost is determined through a
purchase price allocation in connection with the acquisition. Contin-
gent considerations are included in the acquisition costand carried
attheir fairvalue at the acquisition date and subsequently reval-
uations of contingent considerations are recorded in the income
statement. Identifiable assets acquired and liabilities assumed are
recognised initially at their fair values at the acquisition date.

As described in Note 2, the fair value determinations of assets
acquired and liabilities assumed require management to make esti-
mates and assumptions, especially with respect toidentification and
valuation of acquired intangible assets and accounting for contingent
consideration. In some instances contingent purchase considerations
are based ontheacquiree’s performance over a predetermined period
oftime. The fair value determinations related to business combina-
tions, including the valuation of contingent considerations, involves a
high degree of managementjudgmentasitis based onthe Company’s
own assumptions and consequently a key audit matter in our audit.

The fair value determinations of the Company’s acquisitions are
disclosedin Note 27. The closing balance for contingent purchase
consideration liability amounts to EUR 165.3 million as per Decem-
ber 31,2018 and isdisclosed in Note 24. Key assumptions usedin
fairvalue determinations are included in Note 2.

How our audit addressed this key audit matter
Ouraudit 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 usin the evaluation
of the Company’svaluation and calculation methods, assessment
and used assumptions.

« We also assessed whether the information disclosed is
appropriate.

Other Information than the annual accounts

and consolidated accounts

Thisdocument also contains other information than the annual
accounts and consolidated accounts and is found on pages 1-9,
17-27 and 73-80. The Board of Directors and the Managing Director
areresponsible for this otherinformation.

Ouropinion onthe annualaccounts and consolidated accounts

doesnot cover this otherinformation and we do not express any
formof assurance conclusion regarding this other information.
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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 annualaccounts and consolidated accounts.
Inthis procedure we also take into account our knowledge other-
wise obtained inthe auditand assess whether the information
otherwise appears to be materially misstated.

Ifwe, 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 responsible for
the preparation of the annual accounts and consolidated accounts
andthatthey give a fair presentation in accordance with the Annual
Accounts Actand, concerningthe consolidated accounts, inaccor-
dancewith IFRS as adopted by the EU. The Board of Directors and
the Managing Director are also responsible for such internal control
astheydetermineis necessarytoenable the preparation of annual
accounts and consolidated accounts that are free from material
misstatement, whetherdueto fraud orerror.

In preparing the annual accounts and consolidated accounts,

The Board of Directors and the Managing Director are responsible
forthe assessmentofthe Company’s and the Group’s ability to
continue as a going concern. Theydisclose, as applicable, mat-
tersrelated 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’sreportthatincludesour opinions. Reason-
able assuranceis a high level of assurance, butis notaguarantee
thatanauditconducted in accordance 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 errorand 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 skepticism 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 thatis 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’s internal control rel-
evanttoourauditinordertodesignaudit procedures thatare
appropriate inthe circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s
internal control.

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 auditevidence
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obtained, astowhetherany 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 our auditor’sreporttothe 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 acom-
pany and 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 annual accounts and consolidated
accountsrepresentthe underlyingtransactionsand eventsina
manner that achieves fair presentation.

« Obtain sufficientand appropriate audit evidence regarding the
financialinformation of the entities or business activities within
the Group to express an opinion onthe consolidated accounts. We
are responsible 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
deficienciesininternal control that we identified.

We mustalso provide the Board of Directors with a statement that
we have complied with relevant ethical requirements regarding
independence, and tocommunicate 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
oftheannualaccountsand consolidated accounts, including the
mostimportant assessed risks for material misstatement, and

are therefore the key audit matters. We describe these mattersin
the auditor’sreportunless law or regulation precludes disclosure
aboutthe matter.

REPORTON OTHERLEGAL AND REGULATORY REQUIREMENTS
Opinions

Inaddition to our audit of the annualaccounts 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 2018 and the proposed appropriations of the Company’s profit
orloss.

We recommend to the general meeting of shareholders that the
profitbe appropriated (loss be dealt with) in accordance with the
proposalinthe statutory administration reportand thatthe mem-
bersof 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 for accountantsin 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.

Responsibilities of the Board of Directors

and the Managing Director

The Board of Directorsis responsible for the proposal for appropri-
ations of the Company’s profit or loss. At the proposal of adividend,
thisincludes an assessment of whether the dividend is justifi-
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able 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 require-
ments, liquidity and position in general.

The Board of Directors is responsible for the Company’s organisa-
tion and the administration of the Company’s affairs. This includes
among other things continuous assessment of the Company’s and
the Group’s financial situation and ensuring that the Company’s
organisation is designed so that the accounting, management of
assetsandthe Company’s financial affairs otherwise are con-
trolled inareassuringmanner. The Managing Director shall man-
age the ongoing administration according to the Board of Directors’
guidelines and instructions and among other matters take mea-
sures thatare necessary to fulfilthe Company’s accountingin
accordance with law and handle the managementofassetsina
reassuring manner.

Auditor’s responsibility

Ourobjective concerning the audit of the administration, and
thereby our opinion about discharge from liability, is to obtain audit
evidence toassess with areasonable degree of assurance whether
any member of the Board of Directors or the Managing Directorin
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 AccountsActor 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 with the Companies Act.

Reasonable assuranceisa high level of assurance, butisnota
guarantee thatan auditconducted 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 not
inaccordance with the Companies Act.

As partofanauditinaccordance with generally accepted audit-
ing standards in Sweden, we exercise professional judgment and
maintain professional skepticism 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.
This means that 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 for decisions, actions taken and other circumstances that
arerelevanttoouropinionconcerningdischarge from liability. As
abasis forour opinion onthe 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
evidence inordertobe able to assess whether the proposalisin
accordance with the CompaniesAct.

Ernst & Young AB, Box 7850, 103 99 Stockholm, was appointed
auditor of Hexagon AB by the general meeting of the shareholders
onthe 4 May 2018 and has been the Company’s auditor since 1994.
Stockholm, Sweden 15 March 2019

Ernst & Young AB

Rickard Andersson
Authorized Public Accountant
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THE SHARE

SHARE PRICE DEVELOPMENT AND TRADING

In 2018, the Hexagon share price decreased by -0.7 per cent to
408.0 SEKas of 31 December. The share price reached the 52-week
high of 548.6 SEK on 3 September and the 52-week low on 27
Decemberat 399.3 SEK.

Hexagon’s total market capitalisation as of 31 December 2018 was
141,647.3 MSEK. During the year, 229 million (219) Hexagon shares
were traded on the Nasdaq OMX Stockholm, BATS, Burgundy, Chi-X
and Turquoise. The turnover rate, i.e. the degree of liquidity, was

86 percent (64).

OWNERSHIP STRUCTURE

Atyear-end 2018, Hexagon had 29,306 registered shareholders
(27,226). Shareholders in the USA accounted for the largest foreign
holding, representing 25 per cent (19) of total shares followed by
the UK, representing 12 percent (12). The ten largest owners held
50.5 per cent (45.8) of the share capital and 64.4 per cent (61.1) of
thevotes.

SHARE CAPITAL

Atyear-end 2018, Hexagon’s share capital amounted to 80,530,925
EUR, represented by 362,924,692 shares, of which 15,750,000 are
of Class Awith tenvotes each and 347,174,692 are of Class B with
onevote each. Each share hasa quotavalue of 0.22 EUR. Hexagon
ABheld notreasury shares as of 31 December 2018.

Hexagon’s Annual General Meeting in 2018 authorised the Board

of Directors toresolve on the acquisition and transfer of Class B
shares forthe purpose of giving the Board the opportunity to adjust
the company’s capital structure and to enable the financing of
acquisitions and the exercise of warrants. The authorisation covers
amaximum of 10 per cent of all Hexagon shares.

GEOGRAPHIC
DISTRIBUTION OF
SHAREHOLDINGS, %

&I Sweden

— @)
/‘ 0
SHARE PRICE IN SEK, 2018

ISIN SE0000103699
NASDAQ OMXSTOCKHOLM
HEXAB

REUTERS HEXAB.ST
BLOOMBERG HEXABSS
SECTOR TECHNOLOGY
SEGMENT LARGE CAP

ﬁ 50.6
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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 the issue of 10,000,000 sub-
scription warrants that entitle the holder to the same number of
new Class B shares in Hexagon AB. The subscription warrants were
issued to Hexagon Forvaltning 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 employees in the Group purchased
7,107,660 warrants ata price of 256 SEK per warrantin 2015.
Remaining subscription warrants have been reserved for future
senior managers and recruitments of persons within the above
eligible categoriesin the Group. The programme is expected to
lead toanincreased interestin the company’s developmentand 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 warrants were
valued by anindependentinstitute in accordance with the Black-
Scholes modeland were acquired by the participants at market
value. The warrants may be exercised during 1 June 2018 - 31
December 2019.

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 paymentis administered by Euroclear Sweden.

The Board of Directors proposes a dividend of 0.59 EUR (0.53) per
share for 2018. The proposed dividend amounts to 29 per cent of
theyear’s earnings per share after taxand is thusinline with the
dividend policy.

w

NUMBEROF CASH DIVIDEND PER
SHAREHOLDERS SHARE, EUR
30,020 59306 0.59'
27,226 0.53
0.48
0.43
20,265

17,920 0.35

14 15 16 17 18 14 15 16 17 18

1) According to the Board of
Directors’proposal.
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== B shares M Total number of shares == B shares M Total number of shares
== OMX Stockholm_PI traded in thousands == 0OMX Stockholm_PI traded in thousands
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160 60,000
15,000 . Au P 50,000
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10,000 ‘ 30,000
'H 10,000
0 0 20 | 0
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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 4.3 31.2
Bshares 347,174,692 347,174,692 95.7 68.8
Total 362,924,692 504,674,692 100.0 100.0
LARGEST SHAREHOLDERS
Owner/manager/deposit bank Ashares Bshares % of capital % of votes
Melker Schorling AB 15,750,000 73,758,099 24.7 45.8
State Street Bank & Trust COM., Boston - 27,772,694 7.6 5.5
Swedbank Robur fonder - 14,745,587 4.1 2.9
JPM Chase NA - 13,307,526 3.7 2.6
Ramsbury Invest AB - 13,000,000 3.6 2.6
BNY Mellon NA - 9,810,720 2.7 1.9
CBNY-Norges Bank - 7,791,522 2.2 1.5
BNY Mellon SA/NV - 6,867,643 1.9 1.4
State Street Bank & Trust COM., Boston - 5,691,199 1.6 1.1
State Street Bank & Trust COM., Boston - 5,255,511 1.4 1.0
SEBInvestment Management - 4,695,698 1.3 0.9
JP Morgan Chase Bank N.A. - 4,267,000 1.2 0.8
Handelsbanken fonder - 4,229,652 1.2 0.8
Sumitomo Mitsui Trust Bank - 4,207,998 1.2 0.8
Forsta AP-Fonden - 3,760,274 1.0 0.8
Citibank ADR - 3,608,424 1.0 0.7
CBNY-WCM Focused INTLGRTH FND - 3,508,370 1.0 0.7
AMF - Férsakring och Fonder - 3,422,318 0.9 0.7
Folksam - 3,272,489 0.9 0.6
Brown Brothers Harriman & CO., W9 - 3,188,727 0.9 0.6
Subtotal, 20 largest shareholders’ 15,750,000 216,161,451 64.1 74.0
Summary, others - 131,013,241 35.9 26.0
Total number of outstanding shares 15,750,000 347,174,692 100.0 100.0
Totalissued number of shares 15,750,000 347,174,692 100.0 100.0

1) The concentration corresponds to the 20 largest shareholders presented in the list.
Source: Euroclear Sweden AB as of 28 December 2018 (with some adjustments).
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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 Rightsissue 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 Rights issue 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 11,812,600 253,537,485 530,699,970
2008 New issue, warrants exercised? 2 169,785 11,812,500 253,707,270 531,039,540
2008 Repurchase of shares 2 -1,311,442 11,812,500 252,395,828 531,039,540
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
2018 New issue, warrants exercised 0.22 694,750 15,750,000 345,387,892 80,134,444
2018 New issue, warrants exercised 0.22 1,786,800 15,750,000 347,174,692 80,530,925
Total number of issued and outstanding shares 15,750,000 347,174,692 80,530,925

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 22,901 - 2,672,625  ABGSundalCollier Olof Cederholm
501-1,000 2,469 - 1,905,583  Bankof America Mark Troman
1,001-2,000 1,692 - 2,401,643  Barclays Gerardus Vos
2,001-5,000 1,101 - 3,564,896  Berenberg GalMunda
5,001-10,000 454 - 3,326,309  Carnegie Mikael Laséen
10,001-20,000 265 - 3,819,883  Danske Bank Max Frydén
20,001-50,000 187 - 5,682,488  Deutsche Bank Alex Tout
50,001-100,000 97 - 6,653,439  DNB Mattias Holmberg
100,001-500,000 140 - 32,445,787  Exane BNP Paribas Antoine Hucher
500,001-1,000,000 44 - 31,473,877  Goldman Sachs Mohammed Moawalla
1,000,001-5,000,000 47 - 90,073,248  Handelsbanken Daniel Djurberg
5,000,001-10,000,000 5 - 35,416,595  J.P.Morgan Stacy Pollard
10,000,001~ 4 15,750,000 127,838,319  Kepler Cheuvreux Markus Almerud
Total 29,306 15,750,000 347,174,692 Morgan Stanley Adam Wood
Source: Euroclear Sweden AB as of 28 December 2018. Nordea Agm_es;kgVHeLa

RBC Wasi Rizvi
KEY DATA PER SHARE SEB Equities Erik Golrang
2018 2017 2016 2015 2014 UBSInvestmentResearch Guillermo Peigneux

Shareholder’s
equity, EUR 14.62 12.74 12.70 11.36 9.68
Netearnings, EUR 2.02 1.84 1.59 1.39 1.13
Cash flow, EUR 2.62 2.52 217 2.01 1.58
Cashdividend, EUR 0.59' 0.53 0.48 0.43 0.35
Pay-outratio, % 29.2 28.6 30.2 31.0 31.0
Share price, EUR 39.79 41.74  34.07  34.26 25.76
P/E ratio? 20 23 21 25 23

1) According to the Board of Directors’ proposal.

2) Based on the share price at 31 December and calendar year earnings.
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QUARTERLY INCOME STATEMENTS

2018 2017°
MEUR Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4 Year
Net sales 834.7 936.9 946.1 1,043.0 3,760.7 779.2 863.2 850.8 954.9 3,448.1
Gross earnings 517.6 583.9 586.8 648.6 2,336.9 477.0 5317 517.9 592.5 2,119.1
Sales expenses -159.5 1774 -177.8 -189.6 -704.3 -166.9 -166.4 -161.9 -1711 -656.3
Administration expenses -66.9 -77.2 -76.9 -88.3 -309.3 -82.1 -70.3 -65.7 -85.4 -303.5
Research and development expenses -94.0 -104.6 -106.0 -101.9 -406.5 -109.5 -93.9 -90.6 -96.2 -390.2
Earnings from shares inassociated
companies 0.0 = = -0.1 -01 0.0 - - -0.1 -0.1
Capital gain/loss from sale of sharesin
group companies 0.7 = = = 0.7 - - - - -
Otherincome and expenses, net 0.4 3.5 1.8 2.0 7.7 -2.9 -4.6 -2.2 0.3 -9.4
Operating earnings’ 198.3  228.2 2279 270.7 925.1 125.6  196.5 1975  240.0 759.6
Financialincome/expenses net -6.0 -5.4 -6.1 =58 -22.8 -6 -6.3 -5.6 -6.7 -22.7
Earnings before tax 192.3 222.8 221.8 265.4 902.3 120.5 191.2 191.9 233.3 736.9
Tax -34.6 -40.1 -41.7 -47.8  -164.2 -22.7 -35.7 -35.7 28.4 -65.7
Net earnings? 157.7  182.7 180.1 217.6  738.1 97.8 155.5 156.2 2617 671.2
"of which non-recurringitems = = -3.9 = -3.9 -50.8 -8.8 -7.3 -6.3 -73.2
2of which non-controlling interest 1.5 2.3 2.5 1.8 8.1 1.4 1.9 2.0 1.8 7.1
Earningsinclude depreciation/
amortisation and impairments of -61.2  -65.0 -79.8 -78.0 -284.0 -87.1 -61.3 -72.7  -63.6 -284.7
Earnings per share, EUR 0.43 0.50 0.49 0.60 2.02 0.27 0.43 0.43 0.72 1.84
Earnings per share after dilution, EUR 0.43 0.50 0.49 0.60 2.01 0.27 0.42 0.43 0.72 1.84
Earnings per share excluding
non-recurring items, EUR 0.43 0.50 0.51 0.60 2.04 0.39 0.45 0.45 0.54 1.82

Average number of shares (thousands) 360,443 360,443 360,851 362,031 360,942 360,443 360,443 360,443 360,443 360,443
Average number of shares
after dilution (thousands) 362,624 361,697 362,333 362,551 362,301 361,206 361,752 361,697 361,702 361,589

3)Adjusted accordingto IFRS 15.
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10-YEAR SUMMARY

MEUR 2009 2010 2011 2012 2012 2013 2014 2015 2016 2017 2017° 2018
Income statement

Net sales 1,112.0 1,481.83 2,169.1 2,380.0 2,380.0 2,429.7 2,622.4 3,043.8 3,149.2 3,448.4 3,448.1 3,760.7
Operating earnings (EBITDA) 238.9 362.4 5424 610.3 6057 642.2 7435 912.3 970.0 1,709.5 1,107.0 1,197.7
Operating earnings (EBIT1) 168.0 2729 439.8 4895 4849 5077 5781 6927 7361 8353 8328 929.0
Operating earnings 150.6  151.7 431.3 489.5 4849 4928 5421 6561 7361 7621 759.6 925.1
Earnings before tax 135.8  110.9 3724 441.3 434.2 458.9 5085 629.6 7143 739.4 736.9 902.3
—-of whichnon-recurringitems -17.4  -136.6 -8.5 - - -149 -36.0 -36.6 - -73.2 -73.2 -3.9
Netearnings 118.1 91.7 2974 3574 3511 371.2 406.2 5051 5786 673.8 671.2 7381
- of which non-controllinginterest 0.8 1.8 2.2 2.9 2.9 3.3 3.4 5.2 5.3 71 71 8.1
Balance sheet

Current assets 645.4 1,0562.4 1,125.0 1,135.9 1,135.9 1,193.3 1,410.7 1,492.7 1,672.4 1,815.4 1,799.8 2,061.6
Fixed assets 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 6,813.8 7,622.5
Non-interest bearing

liabilities and provisions 305.0 797.8 9147 9201 9156.3 962.6 1,216.5 1,360.7 1,474.5 1,666.8 1,664.7 1,901.0
Interest bearing liabilities

and provisions 957.4 2,036.5 1,903.2 1,742.6 1,769.5 1,664.7 2,125.3 1,969.1 1,848.8 2,344.3 2,344.6 2,463.9
Shareholders’ equity 1,217.7 2,172.3 2,625.8 2,772.6 2,749.1 2,846.3 3,470.2 4,102.3 4,590.8 4,618.1 4,604.4 5,319.2
Totalassets 2,480.1 5,006.6 5,343.7 5,435.3 5,433.9 5,473.6 6,812.0 7,432.1 7,914.1 8,629.2 8,613.4 9,684.1
Key ratios

Operating margin, % 15 18 20 21 20 21 22 23 23 24 24 25
Returnon capital

employed, % 8 10 1 il 11 i 12 12 12 13 13 13
Return onequity, % 10 6 13 13 13 13 13 13 14 15 15 15
Investments 77.3 872 1359 171.8 171.8 216.3 2325 230.3 2576 2756 2756 389.1
Equity ratio, % 49 43 47 51 51 52 51 55 58 54 54 55
Share of risk-bearing

capital, % 51 48 52 56 56 57 56 61 64 59 59 60
Interest coverage ratio (times) 9.5 3.6 7.0 9.3 8.8 12.7 14.3 20.3 27.9 271 27.0 31.9
Netindebtedness (times) 0.66 0.82 0.66 0.54 0.56 0.49 0.50 0.38 0.30 0,40 0.40 0.35
Cash flow before changesin

working capital and excluding

non-recurringitems EUR 1891 2941 3972 4944 4944 538.0 619.2 7499 83271 8823 879.7 1,004.8
Cash flow after changes

inworking capitaland excluding

non-recurringitems EUR 2474  260.4 369.0 4973 4973 506.8 563.4 722.6 7821 9072 907.2 9441
Earnings per share, EUR 0.39 0.30 0.84 1.01 0.99 1.04 113 1.39 1.59 1.85 1.84 2.02
Earnings per share after

dilution, EUR 0.39 0.30 0.84 1.00 0.99 1.03 113 1.39 1.59 1.84 1.84 2.01
Cash flow per share before

changes in working capital

and excluding non-

recurringitems, EUR 0.63 0.97 113 1.40 1.40 1.52 1.74 2.09 2.31 2.45 2.44 2.78
Cash flow per share after

changes in working capital

and excluding non-

recurringitems, EUR 0.82 0.86 1.05 1.41 1.41 1.43 1.58 2.01 217 2.52 2.52 2.62
Equity per share, EUR 4.02 6.15 7.15 7.84 7.77 8.00 9.68 11.36 1270 1278 12.74 14.62
Closing share price, SEK 93 144 103 163 163 203 242 315 326 411 411 408
Cashdividend pershare, EUR 0.10 0.15 0.17 0.28 0.28 0.31 0.35 0.43 0.48 0.53 0.563  0.59?
Average number of shares

(thousands) 301,509 303,655 352,484 352,499 352,499 353,226 355,764 359,387 360,433 360,443 360,443 360,942
Average number of shares after

dilution (thousands) 301,768 303,677 352,546 353,494 353,494 355,482 357,225 359,817 360,879 361,589 361,589 362,301
Number of shares, closing

balance (thousands) 301,580 352,150 352,490 352,675 352,675 354,997 357,389 360,337 360,443 360,443 360,443 362,925
Average number of employees 7549 8179 12,475 13,203 13,203 13,931 14,865 15891 16,460 17543 17543 19,249
1) Restated - IAS 19.

2) As proposed by the Board of Directors.

3) Restated - IFRS 15.

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 1 to 365 days.

EARNINGS PER SHARE
Netearnings 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 currentreceiv-
ablesandliquid assets divided by shareholders’ equity excluding
non-controllinginterests.
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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 as a percentage of earnings per share.

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
businessday fortheyear.

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

ACE
Autonomous Connected Ecosystem

Al
Artificial Intelligence, simulation of human intelligence by
machines

AMERICAS
North America, South America and Central America

ASIA
Asia (excluding Middle East), Australia and New Zealand

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

EMEA
Europe, Middle East and Africa

EMERGING MARKETS

Eastern Europe, Middle East, South America, Africa and Asia
excluding Australia, New Zealand, Japan and Korea

CURRENCY CODES

GDPR
General Data Protection Regulation

GES
Hexagon’s operating segment Geospatial Enterprise Solutions

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 system that usesalaser

NAFTA
North American Free Trade Agreement

OECD
Organisation of Economic Cooperation and Development

PI
Personal Information

R&D
Research and development

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 2019

The Annual General Meeting will be held on Monday 8 April 2019
at 13:00 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 Tuesday 2 April 2019. To be eligible to participate,
shareholders with nominee-registered holdings should tempo-
rarily have their shares registered in their own names through the
agency of theirnominees so that they are recorded in the share
register well before 2 April 2019.

- 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 0.59 EUR per
share be declared for the financial year 2018.

Asrecord day forright to receive dividend, the Board of Directors
proposes Wednesday 10 April 2019. If the Annual General Meeting
resolvesinaccordance with the proposal, the dividend is expected
to be paid through Euroclear Sweden AB starting on Wednesday
17 April 2019.

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 2019
Hexagon willissue financial information concerning the business
year 2019 on the following dates:

Q1 Interim Report 7 May 2019
Q2 Interim Report 26 July 2019
Q3 Interim Report 30 October 2019
Year-End Report 5 February 2020

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

E-mail: info@hexagon.com
Website: hexagon.com
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