Corporate Governance Report

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

Hexagon applies the Code, which is based on the principle
“comply or explain”. Hexagon does not report any devia-
tions from the Code for the 2019 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 annualreport.

Ownership structure and share information

At 31December 2019, Hexagon’s share capitalwas EUR
81,554,880, represented by 367,539,302 shares, of which
15,750,000 are of Class Awith ten votes each and 351,789,302
are of Class Bwith one vote each. Hexagon AB held no trea-
sury shares atyear-end.

Melker Schorling AB, the single largest shareholder in
Hexagon, held a total of 15,750,000 Class A shares and
70,035,920 Class B shares at year-end 2019, representing
44.8 per cent of the votes and 23.4 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. The Board
alsoisnotaware of any agreements that could lead toa change
in control of the company or that could prevent the transfer of
shares of the company.

Annual General Meeting

The General Meeting is Hexagon’s supreme decision-making
bodyinwhichall shareholders are entitled to participate. The
Articles of Association of the company contain no restrictions
regarding the number of votes that may be cast by a share-
holder at general meetings. At the Annual General Meeting
(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. To attend the AGM, a shareholder must be
recorded in the share register and notify the company of his/
herintention to attend the AGM within the time limits set
forthinthe Articles of Association. The AGM is held in Stock-
holm, Sweden, usually at the end of Aprilor in the beginning
of May. The AGM provides shareholders with an opportunity
toaddressanumber of issues, such as the adoption of the
income statementand balance sheet, the appropriation of
the company’s profit or loss according to the adopted balance
sheet, the discharge from liability to the company of the Board
members and the Presidentand CEO, the remuneration of
the Board and auditors, the principles for remuneration and

employment terms for the President and CEO and other senior
executives, the election of members and the Chairman of the
Board of Directors, the election of the auditor,and any amend-
ments to the Articles of Association.

Nomination Committee

The AGM has resolved that the Nomination Committee’s
assignment shall comprise the preparation and presentation

of proposals to the shareholders at the AGM on the election of
Board members, Chairman of the Board, Chairman of the AGM
and the company’s auditors. Inaddition, the Nomination Com-
mittee presents proposals regarding remuneration of the Board
of Directors (including for committee work) and the auditors.

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

Board of Directors

Inaccordance 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 Asso-
ciation of the company contain no special provisions regard-
ing the election and discharge of Board members or regarding
changesto the Articles of Association. The 2019 AGM elected
seven members, including the President and Chief Executive
Officer. The Chief Financial Officer and Executive Vice Pres-
ident, the General Counseland the Chief Strategy Officer
participate inthe Board meetings. Other Hexagon employees
participate in the Board meetings to make presentationson
particular mattersif requested.

The Nomination Committee’s conclusions regarding the board
members’independence in relation to the company, its man-
agementand major shareholdersis presented on page 28.
According to the requirements setoutin the Code, the major-
ity of the Board members elected by the AGM must be inde-
pendentin relation to the company and its managementand
atleast two of such Board members shallalso be independent
in relation to the company’s major shareholders. The criteria
setforthinthe Code and other relevant factors were consid-
eredin making determinations aboutindependence.

The Board of Directorsis responsible for determining
Hexagon’s overall objectives, developing and monitoring the
overall strategy, deciding on major acquisitions, divestments
and investments, and ongoing monitoring of operations. The
Boardis also responsible for ongoing evaluation of manage-
ment, as well as systems for monitoring internal controls and
the company’s financial position. The Board ensures that the
company’s externaldisclosure of informationis characterised
by opennessandthatitisaccurate, relevantand clear. Proce-
duralrulesandinstructions for the Board and the President
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and CEO governissues requiring Board approval and financial
information and other reporting to be submitted to the Board.

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

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

Audit Committee

The Audit Committee, which isa preparatory body in the
Board’s contacts with the company’s auditors, isappointed
annually by the Board and regularly submits reports to the
Board aboutits work. The Audit Committee follows written
instructionsandis, through its activities, to meet the require-
ments stipulated in the Swedish Companies Actandinthe
EU’s audit regulation. The Committee’s tasks include assisting
the Nomination Committee in drawing up proposals for AGM
resolutions on the election of auditors and remuneration to
auditors, monitoring that the auditor’s term of office does
notexceed applicable rules, procuring the auditand making a
recommendation inaccordance with the EU’s audit regulation.
Furthermore, the Audit Committee shall review and monitor
the auditors’impartiality and independence, paying particular
attention to whether the auditor provides the company with
other services than the audit. The Audit Committee shallalso
issue guidelines for services in addition to auditing services
provided by the auditors andin applicable cases approve these
servicesaccording to the issued guidelines. The Audit Com-
mittee shalltake partin planning auditing services and related
reporting and regularly meet with the externalauditors to stay
informed on the orientation and scope of the audit. The Audit
Committee shallalso 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 Committee’s
tasksalsoinclude submitting recommendations and proposals
to ensure thereliability of financial reporting and otherissues
that the Board assigns the Committee to consider. The Com-
mittee has not, other than pursuanttowritteninstructions
approved by the Board specifically for the Audit Committee,
been authorised to make any decisions on behalf of the Board.

Remuneration Committee

The Remuneration Committeeis appointed by the Board
annually and its taskis, on behalf of the Board, to consider
issues regarding remuneration of the Presidentand CEO and
executives thatreportdirectly to the Presidentand CEO and

Auditor

o

other similarissues that the Board assigns the Committee to
consider. The Committee shallalso follow and evaluate ongo-
ing programmes or programmes completed during the year for
variable remuneration to Group Management, aswellas the
application of the guidelines for remuneration to senior exec-
utives as resolved by the AGM. The Committee has not been
authorised to make any decisions on behalf of the Board.

External auditors

The AGM appoints the company’s auditors. On behalf of the
shareholders, the auditors’ taskis to examine the company’s
AnnualReportand accounting records and the administra-
tion by the Board of Directors and the Presidentand CEQ. 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
eachyear, atwhich the auditors report observations from the
examination of Hexagon'sinternal controls and the annual
financial statements. Moreover, the auditors reportto and
regularly meet with the Audit Committee. In addition, the audi-
tors participate in the AGM to present the auditors’ report,
which describes the audit work and observations made.

Internal control

The responsibility of the Board forinternal controlis reg-
ulatedin the Swedish Companies Actand in the Code. Itis
the duty of the Board to ascertain that the internal control
and formalised routines of the company ensure that the
principles for internal controland financial reporting are
adhered to and that the financial reports comply with the law
and other requirements applicable to listed companies. The
Board bears the overall responsibility forinternal control of
the financial reporting. The Board has established written
formalrules of procedure that clarify the Board’s responsi-
bilities and regulate the internal distribution of work between
the Board and its committees.

Presidentand CEO and Group Management

The Presidentand CEQis responsible for leading and con-
trolling Hexagon’s operations in accordance with the Swedish
Companies Act, other legislation and regulations, applicable
rules for listed companies, as well as the Code, the Articles of
Association and the instructions and strategies determined
by the Board. The Presidentand CEO shall ensure that the
Board is provided with objective, detailed and relevantinfor-
mation required in order for the Board to make well-informed
decisions. Furthermore, the Presidentand CEQ isresponsible
for keeping the Board informed of the company’s develop-
ment between Board meetings.
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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? ® 16/16 6/6 2/2
John Brandon 2017 Yes 16/16
Ulrika Francke 2010 Yes 16/16 6/6
Henrik Henriksson 2017 Yes 16/16
OlaRollén 2000 No?® 16/16
Marta Schorling Andreen 2017 No? 16/16
Sofia Schorling Hogberg 2017 No? O] 16/16 6/6 2/2
1) Acomplete presentation of the Board Members is included on pages 28-29.
2) Gun Nilsson, Mdrta Schérling Andreen and Sofia Schérling Hogberg are not deemed to be independent of the company’s major shareholders.
3) Ola Rollén is not deemed to be independent of the company as a result of his position as Hexagon’s President and CEO.
Board and committee meetings

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Board of Directors 0JOJO; ©OO ® ©O ® [OJOJO} [OJOJO]
Audit Committee ® ® ® ® ® ®
Remuneration Committee ® O

The Group Management, comprising the Presidentand
CEQ, presidents of application areas, heads of geographical
regions and certain specific Group staff functions, totals 13
persons. Group Managementis 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
andinturn, down to the individual company level.

Operations

Infinancial terms, Hexagon’s business operations are con-
trolled on the basis of the return on capitalemployed. 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.

ACTIVITIES DURING THEYEAR

2019 Annual General Meeting

The AGM, held on 8 April 2019 in Stockholm, Sweden, was
attended by shareholders representing 64 per cent of the
totalnumber of shares and 74 per cent of the total number
of votes. Gun Nilsson was elected Chairman of the AGM.

The following main resolutions were passed at the

2019 AGM:

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

» Re-election of Gun Nilsson as Chairman of the Board

+ Re-election of the accounting firm Ernst & Young AB
foraone-year period of mandate. Ernst & Young AB has
appointed the authorised public accountant Rickard
Andersson as auditor in charge

» Dividend of 0.59 EUR per share for 2018 as per the Board’s
proposal

« Principles for remuneration to Hexagon’s senior
executives

Nomination Committee

For the proposal for the AGM 2019, the Nomination Com-
mittee applied rule 4.1 of the Code as the diversity policy
related to the Committee’s nomination work. The Nomina-
tion Committee confirmed that the Board of Hexagon has
an equal gender balance and an appropriate composition
in general. Additional criteria, such as background, expe-
rience, previous leadership roles, relevantinsights into
Hexagon’s industries and other customary attributes were
considered when nominating the directors.

In respect of the 2020 AGM, the Nomination Committee
comprises:

» Mikael Ekdahl, Melker Schorling AB (Chairman)

« Jan Andersson, Swedbank Robur fonder

« Johan Strandberg, SEB Investment Management
« Ossian Ekdahl, Férsta AP-fonden

During 2019, the Nomination Committee held two minuted
meetings at which the Chairman gave an account of the
process of evaluation of the Board of Directors’ work. The
Committee discussed and decided on proposals to submit
tothe 2020 AGM concerning the election of Chairman of the
AGM, the election of Chairman and other Board Members,
remuneration to the Board, including remuneration for com-
mittee work, and fees to the auditors. Shareholders wishing
to submit proposals have been able to do so by contacting
the Nomination Committee via mail or email. Addresses
have been made available on Hexagon’s website.

Board of Directors’ activities

In 2019, the Board held 16 minuted meetings, including the
statutory Board meeting. At the Board meetings, the Pres-
identand CEQO presented the financial and market position
of Hexagon and important events affecting the company’s
operations. On different occasions, Hexagon senior exec-
utives presented their operations and business strategies
to the Board. In addition, items such as the approval of

the interim reports and the annualreportare part of the
Board’s work plan and the company’s auditors presented
areporton theirauditwork during the year. At the Board
meeting in December 2019, the Board approved the opera-
tional strategy and the financial plan for 2020.
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Evaluation of the board’s work

The Board continuously evaluatesits 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 discussions.
The evaluationis coordinated by the Chairman of the Board.
In 2019, the Chairman conducted a written survey with all of
the Board members. The result of the evaluation has been
reported to and discussed by the Board and the Nomination
Committee. The Board is also evaluated within the framework
of the Nomination Committee’s activities.

Audit Committee
During 2019 the Audit Committee comprised:

+ Gun Nilsson (Chairman) s Sofia Schorling Hogberg

« Ulrika Francke

In 2019, the Committee held six minuted meetings where
the financial reporting and risks of Hexagon were moni-
tored and discussed. The Committee dealt with relevant
accountingissues, audit work and reviews, new financing,
and testing forimpairment of goodwill.

Remuneration Committee
During 2019, the Remuneration Committee comprised:

« Gun Nilsson (Chairman) « Sofia Schorling Hogberg

In 2019, the Committee held two minuted meetings where
remuneration and other employment terms and conditions
for the Presidentand 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 2019 AGM reelected the accounting firm Ernst & Young
AB as auditor for a one-year period of mandate. Ernst & Young
AB has appointed authorised public accountant Rickard
Andersson as auditor in charge. In addition to Hexagon, he
conducts auditing assignments for such companies as Alimak
Group AB, Munters AB, Pricer AB, SSAB AB and Volati 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
Committee on five occasions during 2019.

The address of the auditorsis 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 2019 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 at up to 150 per
centinrelation to the basic remuneration, related to the earn-
ings trend which the relevantindividual may influence and
based onthe outcome inrelation toindividual targets.
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The Board annually considers whether a share or share-
based incentive programme shall be proposed to the AGM.

The notice period shall normally be six months when notice
of termination of employmentis delivered by the employee.
In case of notice of termination of employment delivered

by the company, the notice period and the period during
which severance paymentis paid shall, allin all, not exceed
24 months. Pension benefits shall, as a main rule, be defined
contribution. Deviation from this main rule may be permit-
ted when appointing new senior executives whose previous
employmentagreementincluded a defined-benefit pension
plan. The pension age for senior executives is individually
determined, although not less than 60 years of age.

The proposed guidelines for remuneration to senior execu-
tives that will be proposed to for the Annual General Meeting
2020 have been adjusted compared to the guidelines adopted
by the Annual General Meeting 2019. The adjustments have
been done asaresult of new legislation aimed to increase the
transparency of remunerationissues. The adjusted guidelines
will be published in the notice for the Annual General Meeting.

Remuneration of Group Management
Remuneration of the Presidentand CEO and other senior
executivesis presented in Note 29 on page 70.

There are no agreements between the company and its
directors or employees, other than as described in Note 29,
which stipulate the right to compensation if such person
voluntarily leaves the company, such person is dismissed
with cause orif such person’s employmentis terminated as
aresult of a public offer for shares in the company.

Incentive programmes
Details of the warrants programme are presented on page
77 (The Share section) and in Note 29 on page 70.

Remuneration of Board of Directors

Remuneration of the Board of Directorsis resolved by the
AGM upon proposal from the Nomination Committee. During
2019, the Chairman of the Board and other Board Members
received remuneration totaling KEUR (516.0). Remuneration
of the Board of Directors is presented in Note 29 on page 70.

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 auditorsis presented in Note
30 0onpage71.

For more details about principles practised »
» The Swedish Companies Act, regeringen.se

» The Swedish Code of Corporate Governance,
corporategovernanceboard.se

Moreinformationis available at hexagon.com->

« Articles of Association

+ Information from earlier Annual General Meetings

+ Information about the Nomination Committee

« Information ahead of the Annual General Meeting 2020



Internal control pertaining to financial

reporting

The Annual Accounts Act and the Code stipulate that the
Board of Directors must submita report on the key aspects
of the company’s systems for internal controls and risk
management regarding financial reports. Internal control
pertaining to financialreportingis a process that involves
the Board, company management and other personnel.
The process has been designed so thatit provides assur-
ance of the reliability of the externalreporting. According
toagenerally accepted framework that has been estab-
lished for this purpose, internal controlis 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
atthe businessarea or subsidiary level, while decisions
concerning strategies, acquisitions and company-wide
financial matters are taken by the company’s Board and
Group Management. The organisation is characterised by
well-defined allocation of responsibility and well-functioning
and well-established governance and control systems,
which apply to all Hexagon units. The basis for the internal
control pertaining to financial reporting is comprised of
anoverall controlenvironmentin which the organisation,
decision-making routes, authorities and responsibilities
have been documented and communicated in control
documents, such as Hexagon’s finance policy and report-
ing instructions and in accordance with the authorisation
arrangements established by the President and CEOQ.

Hexagon’s functions for financial control are integrated

by means of a group-wide reporting system. Hexagon’s
financial controlunitengages in close and well-functioning
cooperation with the subsidiaries’ controllersin terms of the
financial statements and the reporting process. The Board’s
monitoring of the company’s assessment of itsinternal con-
trolincludes contacts with the company’s auditor. Hexagon
has nointernalaudit function, since the functions described
above satisfy thisneed. All of Hexagon’s subsidiaries report
complete financial statements on a monthly basis. This
reporting provides the basis for Hexagon’s consolidated
financialreporting. Each legal entity has a controller respon-
sible for the financial controland for ensuring that the finan-
cialreportsare correct, complete and delivered in time for
consolidated financial reporting.

2.Risk assessment

The significantrisks affecting the internal control of
financial reporting are identified and managed at group,
business area, subsidiary and unit level. Within the Board,
the Audit Committee is responsible for ensuring that
significant financial risks and the risk of error in financial

reporting are identified and managed in a manner that
ensures correct financial reporting. Special priority has
been assigned to identifying processes that, to some
extent, give rise to a higher risk of significant error due to
the complexity of the process or of the contexts in which
major values are involved.

3.Control activities

Therisks identified with respect to the financial reporting
process are managed viathe company’s control activities.
The controlactivities are designed to prevent, uncover and
correct errors and non-conformities. Their management
is conducted by means of manual controlsin 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
evaluationinrelation 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 finan-
cialreporting, Hexagon has formulated information and
communication guidelines designed to ensure that rele-
vantand significantinformation is exchanged within the
business, within the particular unitand to and from man-
agementand the Board. Guidelines, handbooks and job
descriptions pertaining to the financial process are com-
municated between managementand personneland are
accessible electronically and/orin a printed format. The
Board receivesregular feedback in respect of the internal
control process from the Audit Committee. To ensure that
the external communication of information is correct and
complete, Hexagon complies with a Board approved infor-
mation policy that stipulates what may be communicated,
by whomand in what manner.

5. Monitoring activities

The efficiency of the process forrisk assessmentand the
implementation of control activities are reviewed contin-
uously. The follow-up pertains to both formaland informal
procedures used by the officersresponsible at each level.
The proceduresincorporate the review of financial results
inrelation to budget and plans, analyses and key figures.
The Board obtains currentand regular reports on Hexagon’s
financial position and performance. At each Board meeting,
the company’s financial position isaddressed and, on a
monthly basis, management analyses the company’s finan-
cialreporting at a detailed level. The Audit Committee fol-
lows up the financial reporting at its meetings and receives
reports from the auditors describing their observations.
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Auditor’sreportonthe
corporate governance
statement

To the general meeting of the shareholders of Hexagon AB (publ), corporate
identity number 556190-4771

Engagement and responsibility

Itisthe Board of Directors who is responsible for the corporate governance
statement for the year 2019 on pages 21-25 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 standard
RevU 16 The auditor’s examination of the corporate governance statement. This
means that our examination of the corporate governance statementis differ-
entand substantially less in scope than an audit conducted in accordance with
International Standards on Auditing and generally accepted auditing standards in
Sweden. We believe that the examination has provided us with sufficient basis for
our opinions.

Opinions

Acorporate governance statement has been prepared. Disclosuresin accor-
dance with chapter 6 section 6 the second paragraph points 2-6 the Annual
Accounts Actand chapter 7 section 31the second paragraph the same law are
consistentwith the annualaccounts and the consolidated accounts and are in
accordance with the Annual Accounts Act.

Stockholm 1 April 2020
Ernst & Young AB

Rickard Andersson
Authorised Public Accountant
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