CORPORATE

GOVERNANCE REPORT

Hexagon AB is a public company listed on Nasdag OMX
Stockholm. The corporate governance in Hexagon is based
on Swedish legislation, primarily the Swedish Companies
Act, Hexagon’s Articles of Association, the Board of Direc-
tors’ internal rules, Nasdag OMX Stockholm’s rules and reg-
ulations, the Swedish Code of Corporate Governance (“the
Code”) and regulations and recommendations issued by rel-
evantorganisations.

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 2016 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 2016, Hexagon’s share capital was EUR
79,980,283, represented by 360,443,142 shares, of which
15,750,000 are of Class Awith ten votes each and 344,693,142
areof Class Bwith onevote each. Hexagon AB held notreasury
shares at year-end. The 2016 Annual General Meeting autho-
rised the Board of Directors (“the Board”) to resolve on pur-
chases and transfers of own shares equal to no more than 10
per cent of the total number of issued shares in the company.

Melker Schorling AB, the single largest shareholder in
Hexagon, held a total of 15,750,000 Class A shares and
77,929,899 Class B shares at year-end 2016, representing
46.9 per cent of the votes and 26.0 per cent of the capital.
No other shareholder has any direct or indirect sharehold-
ingrepresenting more than 10 per cent of the total votes.

Tothe bestofthe Board’s knowledge there are no shareholder
agreements or similar agreements between the sharehold-
ers of Hexagon with the purpose of exercising joint control of
the company. Neither is the Board aware of any agreements
that could lead to a change of controlin the company.

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

ANNUAL GENERAL MEETING (AGM)

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

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 Meeting 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 to the members of the Nomination Committee.

BOARD OF DIRECTORS

In accordance with the Articles of Association, the Board of
Directors of Hexagon shall consist of no less than three and
not more than nine members, elected annually by the AGM
for the period until the end of the next AGM. The Articles of
Association of the company contain no special provisions
regarding the election and discharge of Board members or
regarding changes of the Articles of Association. The AGM
20716 elected sixmembers, includingthe Presidentand Chief
Executive Officer. The Chief Financial Officer and Executive
Vice President, Hexagon’s General Counsel and the Chief
Strategy Officer to 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 38.
Accordingtotherequirements setoutinthe Code, the majority
of the Board members elected by the General Meeting must
be independent in relation to the company and its manage-
ment, and at least two of such Board members shall also be
independentin relation to the company’s major shareholders.

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

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

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

AUDIT COMMITTEE

The Audit Committee, which is a deliberating body in the
contact 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 instructions and is, through its activities, to meet
the requirements stipulated in the Swedish Companies
Actand inthe EU’s audit regulation. The Committee’s tasks
include assisting the Nomination Committee in drawing up
proposals for General Meeting 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 particular atten-
tiontowhetherthe auditor provides the company with other
services than the audit. The Audit Committee shall also
issue guidelines for servicesin addition to auditing services
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 ser-
vices 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 mon-
itor the Group’s financial reporting, the activities of the
external auditors, the company’s internal controls, the cur-
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rent risk situation and the company’s financial information
to the market. The Audit Committee’s tasks also include
submitting recommendations and proposals to ensure the
reliability of financial reporting and other issues that the
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 autho-
rised to make any decisions on behalf of the Board.

REMUNERATION COMMITTEE

The Remuneration Committee is appointed by the Board
annually, and its task is, on behalf of the Board, to consider
issues regarding remuneration of the President and CEO and
executives that report directly to the President and CEO and
other similar issues that the Board assigns the Committee to
consider. The Committee shall also follow and evaluate 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.

EXTERNAL AUDITORS

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
isregulatedinthe Swedish CompaniesActandintheCode. Itis
the duty of the Board of Directorstoascertain thatthe 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 applicable to listed companies. The
Board of Directors bears the overall responsibility for internal
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control of the financial reporting. The Board of Directors has
established written formal rules of procedure that clarify the
Board of Directors’ 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,
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, presidents of application areas, heads of geographical
regions and certain specific Group staff functions, totals 12
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,
and inturn, down toindividual company level.

OPERATIONS

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

ACTIVITIESDURING THEYEAR

ANNUAL GENERAL MEETING (AGM)

The AGM, held on 10 May 2016 in Stockholm, Sweden, was
attended by shareholders representing 62 per cent of the
total number of sharesand 73 per cent of the total number of
votes. Melker Schorling was elected Chairman of the AGM.

KEY DATA FOR BOARD MEMBERS'

Committee membership

THE FOLLOWING MAIN RESOLUTIONS WERE PASSED:
* Re-election of Directors Melker Schorling, Ola Rollén,
Ulrika Francke, Gun Nilsson, Jill Smith and Ulrik Svensson

+ Re-election of Melker Schorling as Chairman of the Board

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

+ Dividend of 0.43 EUR per share for 2015 as per the Board’s
proposal

« Principles for remuneration to Hexagon’s senior
executives

« Authorisation of the Board to resolve on acquisition and
transfer of the company’s shares

NOMINATION COMMITTEE
In respect of the 2017 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 2016, the Nomination Committee held four 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
2017 AGM concerning the election of Chairman of the AGM,
the election of Chairman and other Board Members, remu-
neration forcommittee work and fees to the auditors. Share-
holders 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 2016, the Board held 12 minuted meetings, including the
statutory Board meeting. At the Board meetings, the Presi-
dent and CEO presented the financial and market position of
Hexagonand importantevents affectingthe company’s oper-
ations. On different occasions, Hexagon senior executives
presented their operations and business strategies to the

Meeting attendence

Remuneration Board of Remuneration

Board Member Elected Independent Audit Committee Committee Directors Audit Committee Committee
Melker Schorling 1999 No? ® 12/12 11
Ulrika Francke 2010 Yes 11/12
Gun Nilsson 2008 Yes ® O] 11/12 6/6 /1
Ola Rollén 2000 No*® 10/12
Jill Smith 2013 Yes ® 11/12 6/6
Ulrik Svensson 2010 No? ® 12/12 6/6
" A complete presentation of the Board Members is included on pages 38-39.
?Melker Schérling and Ulrik Svensson are not deemed to be independent of the company’s major shareholders.
30la Rollén is not deemed to be independent of the company as a result of his position as Hexagon’s President and CEO.
BOARD AND COMMITTEE MEETINGS

Jan Feb Mar Apr May June July Aug Sep Oct Nov Dec
Board of Directors (OJO) ® ® ® (CJO] 0O 006
Audit Committee ® ® (O]O] ® ®
Remuneration Committee C
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Board. In addition, items such as the approval of the interim
reports and the annual report are part of the Board’s work
plan and the company’s auditors presented a report on their
auditwork during the year. At the Board meeting in December
2016, the Board approved the operational strategy, the finan-
cial planfor 2017 and the financial targets for 2017-2021.

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 char-
acter of meetings stimulates open discussion and whether
each Board Member participates actively and contributes
to discussions. The evaluation is coordinated by the Chair-
man of the Board. The Board is also evaluated within the
framework of the Nomination Committee’s activities.

AUDIT COMMITTEE
During 2016 the Audit Committee comprised:

« Ulrik Svensson (Chairman)
« Gun Nilsson
« JillSmith

In 2016, the Committee held six minuted meetings where
the financial reporting and risks of Hexagon were moni-
tored and discussed. The Committee dealt with relevant
accounting issues, audit work and reviews, new financing
and testing forimpairment of goodwill.

REMUNERATION COMMITTEE

During 2016, the Remuneration Committee comprised:
« Melker Schorling (Chairman)
« Gun Nilsson

In 2016, the Committee held one minuted meeting where
remuneration and other employment terms and conditions
for the President and CEO and other Group Management
were discussed. The Remuneration Committee also mon-
itored and evaluated the ongoing programmes for variable
remuneration to senior executives as well as the application
of the guidelines for remuneration to senior managers and
the structure and levels of remuneration in the company.

EXTERNALAUDITORS

The 2016 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 accountant Rickard Andersson
as auditor in charge. In addition to Hexagon, he conducts audit-
ing assignments for such companies as Alimak Group AB, Autoliv
AB, NynasAB, Proact IT Group ABand Pricer AB.

Hexagon’s auditors attended the first Board meeting of the
year, at which they reported observations from their exam-
ination of Hexagon’s internal controls and the annual finan-
cial statements. The auditors met with the Audit Committee
onsixoccasionsduring 2016.

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 2016 AGM.
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Remuneration shall consist of a basic salary, variable
remuneration, pension and other benefits and all remuner-
ation shall be competitive and in accordance with market
practice. The variable remuneration shall be maximized
up to 150 per cent in relation to the basic remuneration,
related to the earnings trend which the relevant individual
may influence and based on the outcome in relation to indi-
vidual 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 sixmonths 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 2017 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 85.

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 shares in the company.

INCENTIVE PROGRAMMES
Details of the warrants programme are presented on page

28 (The Share section) and in Note 30 on page 86.

REMUNERATION OF BOARD OF DIRECTORS
Remuneration of the Board of Directors is resolved by the
AGM upon proposal from the Nomination Committee.
During 2016, the Chairman of the Board and other Board
Members received remuneration totalling 4271 KEUR
(400.3). Remuneration of the Board of Directors is pre-
sented in Note 30 on page 85.

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 on page 86.

For more details about principles practised:

« The Swedish Companies Act, www.regeringen.se

» The Swedish Code of Corporate Governance, www.corporate-
governanceboard.se

More information is available at hexagon.com
- Articles of Association

« Information from earlier Annual General Meetings
« Information about the Nomination Committee
« Information ahead of the Annual General Meeting 2017
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INTERNAL CONTROL PERTAINING TO

FINANCIAL REPORTING

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

1.CONTROL ENVIRONMENT

Hexagon’s organisation is designed to facilitate rapid deci-
sion making. Accordingly, operational decisions are taken
at the business area or subsidiary level, while decisions
concerning strategies, acquisitions and company-wide
financial matters are taken by the company’s Board and
Group Management. The organisation is characterised by
well-defined allocation of responsibility and well-function-
ing and well-established governance and control systems,
which apply to all Hexagon units. The basis for the internal
control pertaining to financial reporting is comprised of
an overall control environment in which the organisation,
decision-making routes, authorities and responsibili-
ties 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 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 REPORT

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

ENGAGEMENT AND RESPONSIBILITY

It is the Board of Directors who is responsible for the corporate governance
statement for the year 2016 on pages 31-35 and that it has been prepared in
accordance with the Annual Accounts Act.

THE SCOPE OF THE AUDIT

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

OPINION

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

Stockholm, Sweden, 28 March 2017
Ernst & Young AB

Rickard Andersson
Authorised Public Accountant
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