FAGERHULT

2018

ANNUAL REPORT

Business | Sustainability | Financials




CONTENTS

BUSINESS
This is Fagerhult Fold-out

The year in figures 2
Key events per quarter 3
Comments from the CEO 4
Brands 6
Acquisition 8
Business environment and drivers 10
Strategy 12
Product areas 14
Indoor 18
Retail 20
Outdoor 22
Case study - connected security 24

SUSTAINABILITY
Stakeholder dialogue and materiality analysis 28

Value creation 30
Climate-smart products and solutions 32
Safe products and working environments 34
Responsible enterprise 35
Responsible employer 39
Governance of sustainability efforts 44
Sustainability report 46
Limited assurance report 47
FINANCIALS

The Fagerhult share 48
Five-year overview 50
Administration report il
Corporate governance report 55
Board of Directors 62
Senior management 64
The Group’s annual accounts 66
The Parent company’s annual accounts 71
Accounting policies 76
Notes 84
Signatures 105
Audit report 106
Shareholder information 110
Financial definitions 111
Industry glossary 112
Addresses Inside cover

The official Annual Report which has been examined
by the company’s auditors comprises pages 48-105.

Together, Fagerhult’s Annual Report and Sustain-
ability Report should be viewed as the company’s
summary for 2018. The Sustainability Report, pages
26-45, with the accompanying GRI appendix at
www.fagerhultgroup.com, has been prepared in
accordance with the GRI Standards; Core option and
has been externally reviewed.
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HIS IS FAGERHULT

Fagerhult is one of Europe’s leading lighting companies with a total of 3,384

employees in 25 countries.
Fagerhult develops, manufactures and markets innovative and energy-
efficient lighting solutions for professional indoor and outdoor environments
offering a wide range of products and solutions developed using expertise and
insight into the positive impact of light on people in a variety of application areas.
Over the years, Fagerhult has added many strong brands through acquisi-

tions. Fagerhult’s share is listed on Nasdaq Stockholm.

INDOOR

Interior lighting for
offices, schools, health-
care, hospitality and
other demanding indoor
environments such as
industrial manufacturing
and transport sectors.

Share of sale

00 %

FAGERHULT ateljélyktan

LTS

LOVE TO SHINE

BMLIGHTING
B INNOVATIONS

THREE PRODUCT AREAS

RETAIL

Lighting solutions for retail
and hospitality concepts
and commercial environ-
ments which strengthen and
develop the brand whilst
enhancing the lit space and
it's merchandise.

Share of sales

19%

OUTDOOR

Outdoor lighting that contributes
to safe and secure urban environ-
ments with a primary focus on
streets, parks, footpaths and
cycle paths, as well as lighting
for prestigious buildings and
architectural effects.

Share of sale

Zl%

TWELVE STRONG BRANDS

Whitecroft |
lighting

desmnplan

LIGHTING

lighting solufions

Hvawo

eagle australia

JdRLIGHT @

\/EKD

LIGHTSYSTEMS



THIS IS FAGERHULT

INTERNATIONAL BUSINESS

Fagerhultis one of Europe’s leading lighting companies. With subsidiaries in more than 25 countries, the interna-
The Group’s largest markets are Sweden, the UK, Germany,  tional business is divided into four geographical business
Australia and France. The Group also has strong positions areas. Marketing and sales activities are primarily per-
in the Netherlands, Norway, Spain and Finland. The recent formed locally through subsidiaries and also via agents
acquisitions of LED Linear (2016), WE-EF (2017) and Veko and distributors, thus giving Fagerhult access to more
(2018) continue to expand and strengthen the international ~ than 40 markets. Production and R&D units are located
business with the Western & Southern Europe business in Sweden, Finland, the UK, Germany, Australia, Turkey,
area being the Group’s largest reporting segment. South Africa, China, Thailand and the Netherlands.
SALES SHARE NET SALES OPERATING PROFIT
PER BUSINESS AREA, 2018 PER BUSINESS AREA, MSEK PER BUSINESS AREA, MSEK
2,500 400
11%
2,000 200
33% 1,500
200
3% 1,000
100
500 I
0 0
19% 2018: 2,113 1,131 2,123 704 2018: 312 125 247 65
2017: 2,048 1211 1671 692 2017: 266 185 181 93
Thestrategy continuesto deliver With the exception of the Brexit affected UK and Services, products and solutions provided to
amorediversified and balanced Ireland business area steady improvementis deliv- aloyal customer base facilitate improved overall
geographicalfootprint. eredinall otherareas with Western and Southern Group profitability. Specific business area
Europe growth cominglargely from acquisitions. challenges of course remain.

GEOGRAPHICAL BUSINESS AREAS:

-

Ca

W NorthernEurope M UKandlreland B Westernand Southern Europe I Africa, Asia and the Pacific

A HISTORY ROOTED IN
VASTERGOTLAND, SWEDEN

Fagerhult was founded in 1945 by Bertil Svensson and achieved sales of SEK 13,000 in
its first year. A few years later, the first factory was built in Fagerhult, at that time with
six employees and sales amounting to SEK 53,000. This factory, which has now been
joined by the Group’s other manufacturing units, currently has around 600 employees.

TRENDS FOR SALES AND OPERATING PROFIT, MSEK DIVIDEND YIELD, %
6,000 800 3
L/~
600
4,000 ' 2
- . - - ' 400
2,000 1
200
0 ' 0 0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
M Sales 2,436 2,506 3,023 3,085 3,095 3,736 3,909 4,491 5,170 5,621 2.2 2.2 1.9 2.0 2.6
Operatingprofit 104 153 317 251 277 379 396 524 678 706



HE YEAR IN FIGURES

2013

Highlights of the year

> Order intake amounted to MSEK 5,692 (5,238), correspond-
ing to an overall year-on-year growth of 8.7 per cent.

> Netsales amounted to MSEK 5,621 (5,170), up 8.7 per cent.

> Operating profit at MSEK 705.8 (677.8) records an all-time
high achievement with an operating margin of 12.6%

> Significant Life Cycle Analysis initiative launched for the
three main product lines in the Fagerhult brand.

> The acquisition of Veko in the second quarter and the signing
of the share purchase agreement to acquire iGuzzini late in the
year clearly demonstrate the Group’s ongoing M&A strategy.

OPERATING PROFIT, MSEK

YR 2014 2015 2016 2017 2018
379 396 524 678 706

OPERATING MARGIN, %

YR 2014 2015 2016 2017 2018
10.1 10.1 117 13.1 126

CASH FLOW PER SHARE, SEK

YR 2014 2015 2016 2017 2018
3.44 391 3.41 596 3.30

EARNINGS PER SHARE, SEK

YR 2014 2015 2016 2017 2018
2.30 2.54 3.35 4.32 4.39

Venus True Color,

Incheon International Airport, South Korea.

AWARD HIGHLIGHTS

LED Linear — Venus True Color

Unbeatable design and efficient light technology — so began the
jury’s description of LED Linear’s flexible LED luminaire VarioLED
Flex VENUS True Color in the 2018 Red Dot Product Design award.

Fagerhult — Skywalker

Fagerhult also earned the 2018 Red Dot Product Design award.
Skywalker takes the minimalist concept to new levels with its
optimised technology packaged in an elegant vertical form.
Innovative design brings forth innovative optics. The newly devel-
oped Beta Opti Nano louvre provides high lighting efficiency and
optimal lighting comfort without multiple shadows.

ateljé Lyktan — Snghetta

Snghetta’s and ateljé Lyktan’s experimental collection was
awarded the Luminaire of the Year Award by Form magazine. The
prototypes included, among other concepts, a lamp with a plant.

KEY PERFORMANCE INDICATORS

2018 2017
Net sales, MSEK 5,621 5,170
Operating profit, MSEK 706 678
Profit after financial items, MSEK 667 653
Earnings per share, SEK 4.39 4.32
Sales growth, % 8.7 15.1
Operating margin, % 12.6 131
Net debt/EBITDA ratio 2.0 2.2
Equity/assets ratio, % 32 31
Return on capital employed, % 14.8 16.8
Return on equity, % 25.0 28.1
Net debt, MSEK 2,073 1,830
Net investments in non-current assets, MSEK 123 177

FAGERHULT ANNUAL REPORT 2018



Q1

Operating profit
Q1,2014-2018, MSEK Q12017

Q12015

Q12016 Q12018

Q12014

> Anoperating profit of MSEK 138,6 delivers yet
another high performance in the quarter.

> Operating profit is approximately 44 per cent
ahead of four year average

Q3

> Consistent delivery of healthy operating margins,
both for the third quarter and for the full year.

> The Western & Southern Europe business area
becomes the Group’s largest region, de-risking
dependence on Northern Europe and the UK.

Operating margin
Q3,2014-2018, %

Q3 Full year

13.5

12.6 12.5 14.5 14.7
10.1 10.1 11.7 13.1 12.6
Q32014 Q32015 Q32016 Q32017 Q32018

FAGERHULT ANNUAL REPORT 2018

KEY EVENTS PER QUARTER

Q2

A > 2018isan alltime high at MSEK

1,531.1,+10,4 per cent over Q2 2017.
ORDER INTAKE

Q22018

1 0.4%

Order intake
Q2, 2014-2018, MSEK

> The acquisition of Veko was
completed on 20 April and brings
significant Group opportunities
in the industrial sector.

969 1,091 1,208

Q22014 Q22015 Q22016 Q22017 Q22018
Net sales
Q4,2014-2018, MSEK Q42017

Q42015

|

Q42018

Q42016
Q42014

A

> 2018isan all time high at MSEK

1,488.1,+12.7 per cent over Q4 2017. N(E)-;. %\ngS
> Fagerhult signed an agreement
to acquire 100% of the shares of
iGuzzini illuminazione S.p.A., a com- 0/
pany based in Recanati, Italy. (] 0



S FROM THE CEO

“We want to drive development
within the lighting industry”

Tell us about your first impression of the Fagerhult
Group. What led you here?

- |saw an exciting industry and a company with
incredible experience and know-how in lighting!

- The lighting industry is also going through an
interesting technological development with internet-
connected luminaires, which creates new business as
well as collaborations with other industries. With my
background and knowledge in the Internet of Things,

I look forward to participating in developing this
business.

- The strong culture of Fagerhult was another good
impression. There’s an openness and an inclination
toward change here, which is a prerequisite in today’s
quickly changing world!

- | see a fantastic opportunity for us to be a driving
force in the European lighting industry and to make the
world a little more beautiful with the help of light.

2018 was an eventful year for the Group.

How would you summarise the year as whole?

- We’re continuing to follow our strategy, and during
the year we've made further acquisitions that strengthen
our offering and geographic presence. We’re now one of
Europe’s largest and leading lighting solution suppliers.

- The acquisition of Veko Lightsystems at the start of
the year strengthened the industrial segment, helping
our presence in the markets in the Netherlands, Ger-
many, Belgium and the UK.

- In December, we signed an agreement to acquire
iGuzzini — our most significant acquisition to date. The
Italian firm iGuzzini has sales of around 240 million euro
and a very strong brand within the premium segment
worldwide. For years now, they’ve focused on close
collaboration with architects. I'm quite proud that
they’re going to be part of the Fagerhult Group.

- If you look back on 2018, you can see that we've
become a serious European player. We’re now larger
in Western and Southern Europe than in Northern
Europe, which has traditionally been our largest busi-
ness area. When it comes to organic growth during the
year, we have more to do. A contributing factor in our

development is the uncertainty in the UK market.

To support our organic growth, we've opened several
new offices - in Barcelona, Paris and Istanbul - and
invested in exhibition rooms. Contributions from all
these initiatives are in line with our strategy of be-
coming an even better partner for architects, lighting
designers and electrical consultants in the local
markets.

Acquisitions play an increasingly important

role in the Group’s growth strategy. How quickly
can a company grow, and how are the acquired
companies integrated?

- With our decentralised business model and brand
strategy based on strong local brands, acquired com-
panies have freedom to independently develop in their
respective businesses within the framework of the
Group’s strategy. With us, they have access to new
markets and longevity with strong owners.

- Integration is primarily about finding shared
business opportunities and new collaborations for
organic growth. Together, we also have an enormous
knowledge base that helps us develop new offerings,
for example within internet-connected lighting
solutions.

- The challenge isin creating a common view. It's
important to be attentive, to build a culture based on a
respect for entrepreneurs and people, and to build trust.
Fagerhultis an entrepreneur-driven company, a value
that I'm passionate about. It’s my responsibility to work
together with employees and managers in companies
to strengthen our shared culture.

The lighting industry is going through major change,
driven by digitalisation and development, not least
within the Internet of Things. What is your view of
the Fagerhult Group’s role in this development?

- We want to drive development in the lighting industry
and be at the forefront of moving to LED, which repre-
sents almost 100 per cent of sales today. While the shift
to LED was a technological shift, today’s smart lighting
environments are creating an entirely new game plan

FAGERHULT ANNUAL REPORT 2018



with opportunities to develop new services. With our
offering within Controls & Connectivity, we’re well
positioned to capture a leading role in this trend.

- Partnership with other players around new busi-
ness opportunities is an important part of Fagerhult’s
strategy. Among other projects, we've initiated a collab-
oration with Securitas and Axis to research possible
applications where internet-connected lighting solu-
tions can contribute to new and improved security
solutions (read more on p. 24).

Sustainability is on every company’s agenda these
days. How does sustainability help strengthen your
business?

- Sustainability is a major topic, not just in Sweden
butin Europe and the world over. For the younger
generation, it’s self-evident. For us, it’s an important
part of our total value creation. Our exemplary and
quick conversion to LED has helped lower energy con-
sumption during the use phase. Additionally, our solu-
tions help increase security and safety by optimising
lighting where and when it’s needed. Further value is
created through internet-connected lighting environ-

FAGERHULT ANNUAL REPORT 2018

ments, where data that’s collected via sensors can
contribute to the development of new, smart services.

What will be your primary focus in 20192
- A continued focus on internationalisation, with the goal
of creating organic growth by increasingly working with
sales synergy between companies. Successfully welcom-
ing iGuzzini to Fagerhult will also be one of my focus areas.
- It's been an intensive period since | started, and my
firstimpression of the Fagerhult family has only strength-
ened - there is enormous know-how here regarding
lighting, and our performance in 2018 has made us even
stronger moving forward. I'd like to extend my sincere
thanks to our employees for their outstanding contri-
butions during the past year and for the warm welcome
I've received as the new CEO. I look forward to develop-
ing the Fagerhult Group together, toward our vision of
becoming a leading global provider of lighting solutions.

Habo, January 2019

Bodil Sonesson
President and Group CEO



FAGERHULT

Head office: Fagerhult, Sweden
Productareas:
Indoor, Retail, Outdoor

Fagerhultaccountsforthe
largest part of the Group’s total
sales. Strongest position in the
North European markets.

A common characteristic of Fagerhult’s portfolio of

twelve brands is the strong position they each hold in the

market, often this is the domestic market, sometimes it

is the international market. They all play a central role in

the growth of our product areas, reaching broader market

coverage and increasing the Group’s market shares.

Whitecroft "
lighting I|

Head office: Manchester, UK
Productareas:
Indoor, Retail, Outdoor

The Group’s second largest brand
interms of total sales. Also the
second largest luminaire manu-
facturerinthe UK market.

LTS

LOVE TO SHINE

Head office: Tettnang, Germany
Product areas: Indoor, Retail

With its quality focus, LTS occupies
astrong position, primarilyin

the German market, with lighting
solutionsfor retail concepts.

1945

1974 2005

ateljéLyktan
Head office: Ahus, Sweden
Productareas: Indoor, Outdoor

Adesign-focused brand with
a premium position offering

Swedish design for public places.

Strongest position remainsin
Sweden, butwith a growing
international presence.

2007 2010
eagle australia
Head office:

Melbourne, Australia
Productareas:

Indoor, Retail, Outdoor

Oneofthe majorbrandsin

the Australianand New Zealand
markets. The offering also
includes products from Fagerhult,
Designplanand LED Linear.

20Mm

designplan

LIGHTING

Head office: Sutton, UK
Productareas: Indoor,
Outdoor

With lighting solutions for
secure environmentsand the
transportation sector, Design-
plan hasaniche position
primarily in the UK market and
agrowingexport business.

FAGERHULT ANNUAL REPORT 2018



BRANDS

Fagerhult, WE-EF,
Padel Arena, Schierker
Jénkoping, Feuerstein
Sweden. Arena,
Germany.
LED Linear,
Gammel
Hellerup High Designplan,
School, Lighting Innovations, Business Connexion, London Bridge
Denmark. Centurion, South Africa. Station, UK.

BLIGHTING m
EVALO B INNOVATIONS

Head office: littala, Finland Head office: Hgafi office:
Product areas: Indoor, Outdoor Port Elizabeth, South Africa Bispingen, Germany
Strongbrand in lighting solu- Product areas: Indoor Productareas: Outdoor

tions fordemandingindustrial
environments, with a leading
position in the Finnish market.

WE-EF designs and manufactures
high-end outdoor luminaires,
with a global presence and sales.
The WE-EF brand isinternationally
recognised among designers,
specifiersand architects.

Lighting Innovations occupies
astrong position in the South
African market, with a growing
presencein the dynamic sub-
Saharanregion.

2013 2014 2015 2016 2017 2018

ORUIGHT @ VEKD

lighting solutions
Head office: Ankara, Turkey
Product areas: Indoor, Retail Head office: Head office: Schagen,
) . Neukirchen-Vluyn, Germany the Netherlands

Arlight has a strong position Productareas: Indoor, Productareas: Indoor

inthe Turkish market for Retail. Outdoor With sl o

indoor lighting and a growing , ithitslinear LED lighting solu-

international dimension. LED Lineardevelops and tions, consisting of LED modules
manufactures world-class linear and luminaires with integrated
LED luminaires for professional or separate control systems,
environments, with an established Veko has created a strong posi-
global sales network. tionintheindustrial segment.

Read more next page

FAGERHULT ANNUAL REPORT 2018 7
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LIGHTSYSTEMS

The latest acquisition
opens the door to a growing
industrial segment

The acquisition of Veko Lightsystems International B.V. strengthens

Fagerhult’s position in the international market and grants access to a broad

offering of supplementary lighting solutions for the industrial segment.

VEKO IN SHORT:
» Net sales 2017: approx. MEUR 37
» Number of employees in December 2017: 134

» Local presence: Headquarters with production
facilities in Schagen, the Netherlands. Sales offices
in the Netherlands, UK and Germany. Represented
by various agencies in Belgium, France, Spain,
Slovakia, the Czech Republic, Ukraine and United
Arab Emirates.

Veko Lightsystems International B.V. (Veko) designs
and manufactures linear LED lighting solutions for the
industrial segment. Its solutions are used in warehouses
and distribution centres, where demand has grown due
toincreased e-commerce. Moreover, the products are
suitable for data centres, workshops, training centres
and sport facilities.

The lighting solutions consist of LED modules and
luminaires with integrated or separate control systems.
Veko’s business model makes it easy to provide the
specifications for complex systems, from design to
manufacture and installation.

Veko is based in the Netherlands, with its head
office and production unit located in Schagen. The
sales offices are located in Breda (the Netherlands),
Birmingham (the UK) and Duisburg (Germany). Since
its beginning in 1975, Veko has established a strong
presence in the markets in the Netherlands, Germany,
Belgium and the UK as well as many other areas.

FAGERHULT ANNUAL REPORT 2018

The acquisition is strategically important for Fagerhult,
since it opens the door to a new industry segment
and further strengthens the company’s position inter-
nationally, especially in Europe. The combination of
Veko’s broad portfolio of luminaires, control systems
and connected solutions also means that the product
area Indoor is additionally strengthening its offering
inintelligent lighting.

The acquisition of 100 per cent of the shares in Veko
was concluded in April 2018 and was consolidated into
the Group as of May 2018.

Since its beginning in 1975, Veko
has established a strong presence
in the markets in the Netherlands,
Germany, Belgium and the UK as
well as many other areas.




BUSINESS E

10

IRONMENT AND DRIVERS

Trends, drivers
and stakeholders

High quality lighting, digitalisation and sustainability are all
examples of drivers in designing today’s lighting solutions. Customers
and other stakeholders have a part in influencing this trend.

DEMAND FOR HIGH QUALITY LIGHTING

As the transition to LED nears completion, the focus today is
more on quality in lighting solutions. This regards how LED tech-
nology can be optimised, as well as how better work environ-
ments and well-being are created through proper planning of
lighting — for example, having the right light in the right place
and a high level of visual comfort through high quality dimming.
Collaboration from specifier level to end customer is an impor-
tant success factorin creating these high quality lighting
environments.

DIGITALISATION CONTINUES TO SET THE PACE
Digitalisation affects all sectors of society, including the lighting
sector. Sensor-equipped luminaires, access to advanced control
systems and connections to the internet create untold oppor-
tunities to add new value for customers, even in ecosystems
with other players. The market is undergoing a major change, in
which the understanding and definition of sustainable business
models is developing and interest in innovative solutions is
growing. See, for example, Fagerhult’s pilot project in partner-
ship with Securitas, p. 24.

SUSTAINABILITY IN ALL STAGES

Sustainability is an issue on the agenda for both businesses
and society. Today’s LED-based lighting environments provide
several advantages linked to sustainability, for example, longer
service life and reduced energy consumption. But going for-
ward, the issues are also the long-term impact on people, the
environment and society and designing future-proof solutions.
Sustainability is an increasingly important factor in customers’
lighting choices.

FAGERHULT ANNUAL REPORT 2018



FAGERHULT’S RESPONSE

Through its twelve brands, Fagerhult
has a broad offering of both luminaires
and intelligent solutions. The Group’s
decentralised business model results
in a strong position for the local
brands and the opportunity to build
close relationships at customer and
specifier levels.

FAGERHULT’S RESPONSE

Over the last few years, Fagerhult has
systematically increased its Controls
and Connectivity technology area to
strengthen its offering of smart lighting
solutions. Several strategic acquisitions
and investments have been carried out,
and the Indoor, Outdoor and Retail
product areas have the capacity to
meet customers’ changing needs.

FAGERHULT’S RESPONSE
Sustainability is an integral part of
Fagerhult’s business model. Being
active across the entire value chain,
from supply chain and manufacture

in our own plants to sales and installa-
tions for customers, creates the pre-
conditions for understanding and
managing risks and possibilities in
sustainability.

FAGERHULT ANNUAL REPORT 2018

BUSINESS ENVIRONMENT AND DRIVERS

STAKEHOLDERS’ VOICES GIVE FOCUS TO THE WORK

The Fagerhult Group is surrounded by numerous stakeholders who
influence and are influenced by our operations to differing extents.
Conducting dialogues with them is central; this occurs with the aim
of balancing the various interests, expectations and needs. The
hope s that, in the same way, the dialogues can lead to increased
awareness of the Fagerhult Group and how our lighting solutions
can contribute to sustainable value creation.

Dialogue with our stakeholders
Based on the Group’s operations,
the following stakeholder groups Interest
have been identified: groups

Customers

« Customers
« Employees Local

« Owners communities Employees
« Investors Megatrends
« Suppliers and and sector

business partners trends

« Decision makers
« Local communities

« Interest groups Suppliers/
business Investors
Stakeholder dialogues with each partners

of these groups, in which the dialogue
formats and scope are adapted to the
respective stakeholder group’s needs and

wishes, are held continuously throughout the year.

For more information on stakeholder collaboration in 2018 and
which issues were in focus, see p. 28-29 and the GRI appendix at
www.fagerhultgroup.com

11
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Consistent strategy
to 2020 continues to deliver

The implementation of the strategy to 2020 continued during the year.
Intelligent lighting plays an increasingly important role in Fagerhult’s
offering. The acquisition of Veko Lightsystems opens the door to a new

and growing sector in indoor lighting.

In line with the vision of becoming a leading global
provider of lighting solutions, the ambition for 2020 is
to continue delivering innovative solutions — both
luminaires and connected solutions — and to achieve
increased global presence. The importance of intelli-
gent lighting has increased, and the trend has been

a positive one.

STRATEGY

2018 marks the halfway point of the current strategy
period, in which several important steps have been
taken. Focus remains on profitable growth, organically
and through acquisitions.

Since this strategy was launched in 2016, the acqui-
sition of Veko Lightsystems International B.V. (Veko)
was one of the strategic milestones. Veko designs and
manufactures linear LED lighting solutions for ware-
house and industrial environments. Its product
portfolio covers a range of smart solutions.

Connected lighting plays an increasingly important
role in the Group’s offering. There is demand in all prod-
uct areas — Indoor, Outdoor and Retail.

STRATEGIC ACQUISITIONS:

2017

STRATEGIC FOUNDATIONS AND STRENGTHS

One of Fagerhult’s strengths is the company’s master
brand strategy, which is supplemented by twelve strong
brands in their respective local markets and geographic
regions — positions that have systematically been built
up through customised product portfolios, a strong
customer-centric approach and a capacity to act locally
and globally. With its own business, market and product
strategies, each subsidiary bears its own responsibility
for relating to the Group strategy. An additional strength
in Fagerhult is the aggregate knowledge and experience
in lighting that has been built up over the Group’s 74-year
history. Today, the company is a knowledge leader in
lighting solutions. Local manufacturing in all major
markets also promotes strong delivery capacity.

The 2020 strategy is integrated into Fagerhult’s
decentralised business model, which together with the
above makes realising the Group’s economies of scale
possible. Thereis a shared forum for research and
development, controls, purchasing and manufacturing.

Sustainability is a key component for long-term
success and an integral part of daily operations at
Fagerhult. The focus is on prioritised issues based on
impact in the value chain.

2018 2020

WE-EF — the focus
is on designing
and manufacturing
high-end outdoor
luminaires

@ organic response

Organic Response

— acquisition of intel-
lectual property rights
for wireless lighting

seNeCco

Seneco — acquisi-
tion of 20 per cent,
an industry leaderin
controlling street
lighting

\/EKD

LIGHTSYSTENS )

Veko Lightsystems —
designer, manufacturer
and supplier of linear LED
lighting solutions for the
industrial segment

FAGERHULT ANNUAL REPORT 2018
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FAGERHULT 2020 i !

The Group’s strategic framework

VISION

Fagerhultisto becomealeading
global lighting solutions provider.

STRATEGIC GOALS

Increased profitable growth, an increased global operational footprint,
and strengthening the Group’s offer for intelligent lighting controls solutions.

FAGERHULT’S FOUR STRATEGIC INITIATIVES 2020
The four strategic initiatives provide the framework for continuing to manage and
grow the Group’s strong brand positions through until 2020.

INDOOR OUTDOOR RETAIL
Leverage strong Indoor position Build Fagerhult to a top player Profitable growth in Retail with
for further profitable growth. in Outdoor. focus on defined segments.

CONTROLS AND CONNECTIVITY
Develop a broad controls offering, compatible with standards and solutions in the market.

Leverage M&Ato become atruly global player and to strengthen position in existing markets.

STRATEGIC IMPERATIVES

Lighting Broad productrange Delivery precision through Good product
expertise. and customization. strong supply chain. service quality.

STRATEGIC ENABLERS

Entrepreneurial ‘can do’ Leverage Group scale Attract, grow and retain
cultures driving core values. and knowledge. the best people.
MISSION

To create a globally knitted together, customerinsight driven company that leverages the Group’s size
and competencies while preserving the entrepreneurial culture in our local organisations.






OUR PRODUCT AREAS

With twelve strong brands and 3,384 employees in 25 countries,
the Fagerhult Group is well positioned to act as a global supplier of
luminaires, control systems and smart lighting solutions. In 2018, several
installations were carried out that will help customers create modern,
innovative lighting environments for indoor and outdoor use.
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Eleven of the Group’s brands develop
and market lighting solutions for indoor
use. This makes Indoor Fagerhult’s largest
product area. The largest application is
lighting for offices, where solutions with
smart and connected control systems
are an important part of the offering.
Fagerhult also offers luminaires adapted
to environments with special require-
ments such as schools, hospitals and
other institutional environments.

Lighting plays a major role in retail
environments, both for stimulating
buying behaviour and for building the
brand. The Retail product area offers
lighting solutions for fashion and food
retail chains, café and hotel environ-
ments, and car showrooms. In certain
cases, special luminaires are also devel-
oped for unique customer concepts.
Smart control systems enable lighting,
and thereby the retail experience, to be
customised in order to create the right
feeling in interactions with customers.

Outdoor has a complete offering of lumi-
naires for public outdoor environments.
There are products for footpaths, park-
ing garages, streets and larger roads, as
well as for lighting unique environments
such as squares, monuments, and archi-
tecturally advanced and prestigious
buildings. Smart, connected control sys-
tems make installation easier and more
cost-efficient, which results in energy
savings and creates new possibilities

for remote control of lighting.
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DEVELOPMENTS
IN 2018:

During 2018, Indoor sales amounted

to MSEK 3,344 with good growth in
Sweden, Finland, Ireland, Germany and
South Africa. The shift to LED has been
completed in Indoor and the attention
turns to connected solutions.

DEVELOPMENTS
IN 2018:

Net sales for 2018 were MSEK 1,082.
The largest growth regions were seen
in France, Estonia and the UK clothing
sub-sector. During the year the Group
consolidated it’s Fagerhult Retail oper-
ation into the Habo factory to provide
improved customer service and a more
competitive position.

DEVELOPMENTS
IN 2018:

Outdoorincreased its net sales by
MSEK 140 to MSEK 1,195 compared
with 2017. MSEK 89 of the increase is
due to the full year effect of WE-EF
with the remainder being organic
growth across the Group’s other
brands addressing this segment.
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CONTROLS AND
CONNECTIVITY:

In pace with the change in technology

to LED, interest has focused more on
intelligent, connected control systems
for lighting. Fagerhult offers a number of
different solutions, for example Organic
Response, which with its sensor-equipped
luminaires optimises lighting control and
energy savings. Connected solutions also
create new possibilities where movement
data can create value in other contexts.
See Fagerhult’s pilot project in partner-
ship with Securitas and Axis, p. 24.

CONTROLS AND
CONNECTIVITY:

Today, lighting is equally as important
as decor and design. By using intelligent,
wireless control systems, it is possible
to create various lighting scenarios for
different environments and customers
easily and cost-efficiently. It could be an
issue of optimising light levels and colour
temperature to create the right mood in
the store. Fagerhult offers a number of
different solutions, and works closely
with the customer to find the best solu-
tion in every situation.

CONTROLS AND
CONNECTIVITY:

Wireless control of outdoor lighting yields
major advantages in efforts to create
attractive outdoor environments. One
example is Seneco’s connected solution
for proximity sensor control of streets and
roads. In addition to simple wireless in-
stallation, the solution enables optimised
lighting control and energy savings. Using
a web-based platform, itis also possible
to program lighting and to monitor
function remotely.

PRODUCT AREA OVERVIEW

NET SALES
PER BUSINESS AREA:

17%

39%
17%

27%

M Northern Europe, 39%

W UKand Ireland, 27%

W Western and Southern Europe, 17%
W Africa, Asia and the Pacific, 17%

NET SALES
PER BUSINESS AREA:

3%

20%

13%

64 %

B Northern Europe, 20%

W UKand Ireland, 13%

W Western and Southern Europe, 64 %
W Africa, Asia and the Pacific,3%

NET SALES
PER BUSINESS AREA:

3%

27%

3%

67%

M Northern Europe, 27%

W UKand Ireland, 3%

W Western and Southern Europe, 67%
W Africa, Asia and the Pacific,3%
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1. Nationalmuseu
Stockholm, Sweden.




2. Lésev Health Care, A;kam,

4. Gemeentehuis Bodegraven/City Hall Bodegraven, Netherlands.

INDOOR

INDOOR

1. HISTORY IN NEW LIGHT

After five years of moving, renovating and recon-
structing, Nationalmuseum, Sweden’s museum of
art and design, re-opened in 2018. ateljé Lyktan is
proud to have two specially designed luminaires
installed; Satellite and Mela. Satellite is a pendant
luminaire inspired by the orbiting satellites in space.
Mela is based from the shape of an apple - the fruit
of knowledge. It originated as a table luminaire but
has developed to a ceiling/pendant luminaire.

2. HOSPITAL, HOTEL AND SCHOOL

— ALL IN ONE

LOSEV is a Turkish foundation built for treatment
and support of kids who suffer from leukemia. LOSEV
Town is a campus project with three main buildings;
oncology hospital section with 400 bed capacity,
hotel section with the 93 rooms, and school with
38 classrooms. Arlight has been a proud partner to
complete the architectural lighting design of the
project for more than two years; both with lighting
design support and luminaires with standard and
customised product range.

3. LET THERE BE LIGHT

The St. Romain church located in Ayent, Switzerland,
is a historic monument built in the 19th century and
inaugurated in 1867. The bell tower dates back to
1514. For the 150th anniversary, restoration and
modernization work was undertaken. The aim of the
lighting project was to enrich the sacred aspects by
highlighting the historical and social values of the
building. The imposing vault was staged by linear
lighting with XOOLUM HYDRA 36 from LED Linear.

4. A SUSTAINABLE CITY HALL

The main goal for renovating the city hall of Bode-
graven was to do this in a sustainable way while
maintaining the current ceiling. The installation of
400 e-Sense Organic luminaires was realized in only
one weekend and the result was smart LED lighting.
Lighting control in stairwells offer huge potential for
reducing energy consumption in a building without
additional wiring. Discovery Evo with e-Sense Move
was the perfect solution for the stairs, supplied by
Fagerhult.
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1. FAGERHULT GOES MAD

Norwegian denim giant Carlings opened their

first concept store MAD (Music, Art and Denim) in
Stockholm in March 2018. Together with the client,
Fagerhult created a totally new lighting concept,
supporting the purpose of selling clothes as well
as displaying young artists through art exhibitions,
record signings and concerts. With app solution
Casambi, the staff can personalize the lighting
through a device. The RGBW LED can produce any
colour desired, and creates suitable atmospheres
for art exhibitions, DJ-shows or events.

2. THE GRID IS LIT

Gallerian is a shopping centre in central Stockholm
with over 18 million customers annually. The inner
roof was refurbished and the customer, AMF Fastig-
heter, wanted an illuminated entrance roof. Fager-
hult was involved early in the project and produced
a specific project luminaire. Being involved from
the start when developing the roofs construction,
and worked closely with all the involved persons,
enabled us with a qualify solution.

3. MODERN HERITAGE

When celebrating its 50-year anniversary, the Finnish
department store Aleksi 13 made an elegant make-
over of its first floor. Fagerhult’s Touch-spotlights
were installed to give a flexible and sustainable solu-
tion, while highlighting the products and providing
comfortable and soft contrasts to the shop. Xootube
light installation from LED Linear personalized the
whole inspiration area. The bright light spreads
through the display windows, creating an attractive
and tempting look to the flagship of Aleksi 13.

4. ACUSTOMIZED SOLUTION

The project at Hallarna in Halmstad, Sweden, is an
example of a great crossover co-operation between
the Retail and Indoor segments of Fagerhult, aiming
to create a new up-to-date shopping mall. In collab-
oration with Fagerhult a customized solution was
produced. With high-end finishes and customized
materials the requirements were met both aestheti-
cally and in terms of light comfort. Among other
luminaires, 96 Special Freedom luminaires were
installed in open areas, giving the space an artistic
and interesting feel.
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2. Incheon Airport, South Korea.

3. Canberra’s Grand Boulevard, Australia.

4, Stadshusbron, Stockholm, Sweden.

OUTDOOR

OUTDOOR

1. ATTRACTION ALONG RYFYLKE

The rest area at Ostasteidn emerges on the west
side of Sandsfjorden, immediately after the Sands-
fjord Bridge. With the help of products from LED
Linear, visitors are guided from the parking to the
service building and back through lines of light,
creating a navigable effect together with the lit
doors. Awalkway leads to seating facilities facing
north with a beautiful view of Sandsfjorden, or to
a bench by the rock, offering natural shelter from
northwestern winds.

2. LIGHT IS IN THE AIR

Incheon Airport is the largest airport in South
Korea and one of the largest in Asia. It is located on
Incheon Island of Yeongjongdo in the Yellow Sea,
52 kilometers west of Seoul. The terminal design

is based on the concept of Bonghwang (Korean
Phoenix), a Korean mythological beast symbolizing
authority, longevity, strength and balance. VarioLED
Flex VENUS RGB IP67 from LED Linear are installed
at the roof to underline this Korean design pattern.

3. CANBERRA’S BOULEVARD

— EVEN GRANDER

The Constitution Avenue in Canberra is one of
three sides making up the boundary of the
Parliamentary Triangle. To improve the pedestrian
journey and driving experience, the lighting scheme
was redesigned. The requirement was compliance
with exterior lighting standards, as well as energy
efficiency, and the ability to control and dim the
luminaires using remote monitoring wherever pos-
sible. The award-winning project used a solution
from WE-EF.

4. CLASSIC CANDELABRA CITYLIGHTS
Stadshusbron in Stockholm, leading between the
city hall and the government quarters, needed a
more appealing lighting environment. ateljé Lyktan
was assigned the task of enhancing Stockholm’s
cityscape with classic candelabras. A total of

28 luminaires were produced in black and brass.
Although a classic and slim design, the luminaires
are robust, reliable and optically advanced. In this
case, the surroundings with all its existing archi-
tecture needed to co-exist with the luminaire in

an obvious manner.
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Intelligent lighting control
with motion sensing
creates new possibilities

Connected luminaires enable the creation of new services. In partnership

with Securitas and Axis, Fagerhult has investigated potential lighting

partnerships as an integrated part of various security solutions.

Initiated in early 2017, the partnership between Securitas,
Axis and Fagerhult aims to investigate potential appli-
cations in which lighting solutions can enable new and
improved security solutions. One of the applications
identified was using motion information from Fagerhult’s
luminaires to improve and supplement Securitas’s other
offerings of security services.

Motion data is collected from Organic Response
sensors that are integrated into Fagerhult’s luminaires.
Since the sensors are found in all the luminaires, a fine-
mesh network of sensors is created that makes it possible
to identify, with high precision, and to transfer information
about people’s movements in real time — all based on
wireless communication. A major advantage is that
Fagerhult’s sensors can also be used in sensitive environ-
ments where cameras are not normally permitted.

Motion data is compiled and visualised in a cloud-
based portal where any presence in the premises can
be viewed in real time. The information in the portal
can then be used remotely by Securitas operators in
Securitas Operation Centres (SOCs) to help them obtain
a better picture of where people are located in a prem-
ises being monitored (e.g. during evacuations, break-
ins, etc.)

PILOT PROJECT AT MEDICON VILLAGE IN LUND

As an initial step, a pilot project has been installed at
the Medicon Village Science Park in Lund. The solution
consists of Fagerhult’s luminaires equipped with sensors
from Organic Response as well as cameras and speakers
from Axis, and linked to a Securitas SOC. This pilot
project will test how control and motion detection

from Fagerhult’s luminaires can facilitate evacuations.

In the event of an evacuation, illumination along
evacuation routes is automatically strengthened while
other illumination is dimmed somewhat so as to provide
quick, intuitive guidance towards the nearest emergency
exit. In parallel, Securitas SOC operators can follow the
course of events in real time via the portal, which makes
it easier to understand where people are located in the
premises and to ensure that the evacuation proceeds
according to plan.

If someone appears to be lagging behind, the oper-
ator can make use of the cameras from Axis to obtain
more information about the course of events, and issue
a customised call as necessary. With more, and clearer,
information about people’s presence and behaviour in
the premises, measures that could be crucially impor-
tant can be taken.

COLLABORATION AROUND NEW BUSINESS
OPPORTUNITIES IS AN IMPORTANT PART OF
FAGERHULT’S STRATEGY

Security Lighting is a good example of how, in partner-
ship with players in other industries, Fagerhult’s new
connected lighting solutions create new applications
and business opportunities. In this case, the partner-
ship strengthens Securitas’s security services while
creating added value for the customer beyond lighting
control. This isin line with Fagerhult’s strategic ambi-
tion to broaden applications for our connected lighting
solutions. Fagerhult is well positioned to take a leading
role in the growth of new innovative solutions together
with selected partners.

FAGERHULT ANNUAL REPORT 2018



“Security Lighting is a good example of how,
in partnership with players in other industries,
Fagerhult’s new connected lighting solutions create
new applications and business opportunities.”

Motion data is compiled and
visualised in a cloud-based
portal where any presence in
the premises can be viewed
in real time. The information
can then be used remotely by
Securitas operators in SOCs
(Securitas Operation Center).
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FAGERHULT’S SUSTAINABILITY REPORT

Fagerhult’s Sustainability Reportis prepared in accordance with the GRI
Standards: Core option. This covers pages 4-5,11,26-45 and the GRI Index
available at www.fagerhultgroup.com

The Sustainability Report also covers the statutory sustainability report
in accordance with Chapter 6, Section 11 of the Swedish Annual Accounts Act.

Thereportis published once each year and the most recent sustainability
report was published in March 2018. Fagerhult’s sustainability report has
been subjected to a limited assurance review by a third party, PwC.




SUSTAINABILITY

Fagerhult develops, manufactures and markets innovative and energy-efficient
lighting solutions for professional indoor and outdoor environments. Offering
more energy-efficient lighting systems and luminaires is Fagerhult’s greatest
contribution to a more sustainable development. We thereby help our customers
to reduce their environmental impact and contribute to creating economic value

by reducing the energy consumption of the luminaires. Fagerhult’s lighting
solutions are also developed using expertise and insight into the positive impact
of light on people in a variety of environments and situations.
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\LOGUE AND MATERIALITY ANALYSIS

Sustainability is a business
possibility in today’s world

The most material sustainability topics for Fagerhult to address

and communicate on have been identified based on the impact

of the Group’s operations on the economy, society, people

and the environment along the value chain.

The benefits and thereby the value of Fagerhult’s light-
ing solutions are created during their use, through their
contribution to lowered energy consumption and their
ability to fulfil functions that improve outdoor and
indoor environments. We take a broader perspective,
however, as the starting point for our sustainability
efforts, and include the operation’s entire value chain
in our continual work to minimise the negative and
maximise the positive effects we have on it.

THE GROUP’S SUSTAINABILITY EFFORTS
SUMMARISED IN FOUR AREAS
A materiality analysis weighs the topics relevant to the
Group, given the companies’ operations: The impact
the operations have as regards the economy, society,
people and the environment; and the topics that
influence the stakeholders’ decision-making and their
expectations. To balance various interests, expecta-
tions and needs, it is vital for us to conduct active
dialogues with the many stakeholders who, to differing
extents, influence and are influenced by the Group’s
operations. Read more about our dialogue with
stakeholders on page 11 and in the GRI Appendix on
www.fagerhultgroup.com

The materiality analysis conducted in 2015 identified
and gathered the topics that are the most important

for us to address and communicate on. It included an
analysis of our business environment and benchmarking
against competitors, together with workshops and a
number of in-depth interviews with investors, owners,
and customers. Thereafter, internal efforts were begun
to prioritise topics and validate the selection through
dialogues with our stakeholders. Finally, the topics
were adopted by Fagerhult’s Group management. Our
assessment is that the topics that have been identified
remain the most relevant for our sustainability effort.

In summary, the topics that are to be regarded as the
most important for the Fagerhult Group to address and
communicate on have been gathered into the following
four areas: Climate-smart products and solutions, Safe
products and working environments, Responsible
enterprise and Responsible employer.

TOWARDS AGENDA 2030

The 17 Sustainable Development Goals (SDG) inform
countries’ commitments to establish a plan for the work
that needs to be done by 2030 in order to achieve long-
term sustainable development.

The SDGs that Fagerhult is considered to have the
greatest opportunity to influence are SDGs 7, 11, 12 and
13. Onwards, the ambition is also to link the SDGs to
existing targets and activities within Fagerhult.
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STAKEHOLDER DIALOGUE AND MATERIALITY ANALYSIS

FAGERHULT’S CORE STAKEHOLDERS AND MATERIAL TOPICS

0 Climate-smart products and solutions
» Lifecycle perspective in R&D
»Sustainable products
> Climate-smart solutions
» Energy efficiency (products)
»Carbon emissions from transportation

Interest
Customers

groups e Safe products and working environments
» Occupational health and safety

» Health and well-being/safety (products)

» Product responsibility/safe products

Employees

communities
e Responsible employer
> Career development/training
»Work conditions

isi Equality and diversit
Decision Owners > q' Y ‘ Y
makers > Anti-corruption

o Responsible enterprise
Suppliers/ » Business ethics

business Investors » Choice of materials

partners > Collaborationin the value chain
»Societal commitment (new markets)
»Internal energy savings
» Systematicinternal environmental work
> Supplier reviews
> Duediligence process (third party)
> Human rights
> Anti-corruption
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VALUE CREATION

A Value Creation Business Model

Fagerhult’s value creation model, illustrated with the help of the input resources required
for driving operations together with the decentralised business model that significantly
contributes to the amount of value created for the stakeholders.

INPUT RESOURCES

» Motivated and
competent employees

» Strong local and
niche brands

» Adapted sales models
for local markets

» Manufacturing facilities

» Financial means

BUSINESS MODEL

» Group-wide functions, support and resources

» Twelve brands that generate value through entrepreneurship,

local decision-making and execution.

VALUE CHAIN
Suppliers Product Indoor
PP development Retail
Partners X
Manufacturing =~ Outdoor
4 2|3][4 3 4

Locally
Controls and adapted Customer
Connectivity marketing segments
and sales
124 1][2] 4

The business model — an illustration of the value chain

The sections of the business model also
illustrate the Group’s value chain — from the
purchase of input materials from suppliers
to manufacturing at Fagerhult’s brands and
out to delivery to customers and end users.
To address both possibilities and risks along
the value chain, the Fagerhult Group needs
to allocate responsibilities and commit-
ments as follows:

30

Climate-smart products and solutions

» to meet and exceed customer expectationsin
terms of quality, service and value creation.

»to realise business opportunities and energy
savings brought about by energy-efficient LED
technology.

Safe products and working environments
» to meet expectations in terms of quality,
service and value creation.

> to ensure that all products and services adhere
to accepted standards and are safe to use.

Responsible employer

> to ensure our employees’ health, safety and
rights and show environmental consideration.

> to ensure diversity, equal opportunity and
human rights.

» to promote constructive dialogue and
collaboration between Group companies.
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VALUE CREATION

OUTPUT VALUE

» Safer and more secure public places » Creates good work and study environ-  » Offers skills development and
and outdoor environments. ments by contributing to improved innovation strength among
performance and concentration. employees and subcontractors.

» Energy efficiency that reduces both
environmental impact and costs. » Builds brands, influences buying » Financial value in the form of
behaviour, and drives sales in shops, dividends to owners, taxes and

» Contributes to health and well-being . . )
hotels, restaurants and cafés. reinvestments in the business.

in indoor environments, at the office
and in healthcare. » Generates employment in the local

community, as well as salaries and
benefits for employees.

B Responsible enterprise
» that all companies conduct business according

The negative effects of our operations along the value chain consist mainly of:

) » Indirect CO, emissions energy mix purchased » Direct CO, emissions
to current laws and regulations. ) . L
) from the transportation for manufacturing and from service journeys,
» that the Code of Conduct forms the basis . ]
, of purchased input premises. for example between
for everything we do and how we act. ) ) o
materials to plants. » Indirect CO, emissions plants or for purchases
» that due dlllger?c_e_ls conducted for every s The indirect effect of from purchased transpor-  from suppliers and
company acquisition. emissions from the tation from plantsoutto ~ delivery to customers.

the customer.
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*RODUCTS AND SOLUTIONS

A development in technology
that creates sustainable values

OBJECTIVES IN CLIMATE-SMART PRODUCTS
AND SOLUTIONS:

» to meet and exceed customer expectations in terms
of quality, service and value creation.

» to realise business opportunities and energy savings
brought about by energy-efficient LED technology.

100 PER CENT LED A REALITY

The LED share of Fagerhult’s net sales is currently stable
at over 97 per cent, and in some markets we are nearing
100 per cent. In many ways, today’s LED market can be
described as mature — efficiency is being maintained
and fine-tuned further, while costs and prices are stabi-
lising at lower levels. In other words, we can declare the
technology shift to LED complete; our work is now
focused on continued technological development to
increase the value and application sectors that the
technology enables.

LED TECHNOLOGY DEVELOPMENT CONTINUES...
Fagerhult’s ability to deliver increased LED sales is an
effect of the continuous investments in product devel-
opment, manufacturing and marketing of LED lumi-
naires in the companies. Demand is primarily driven by
new builds and renovations together with the need to
change existing lighting to LED.

LED technology’s main strength is its long lifespan,
low power consumption and low heat generation. A
large part of the development in recent years has
focused on the possibility to create more energy-effi-
cient diodes with a maintained effect and to develop
the Constant Light Output (CLO) technology®. The latter
means that the right light can be ensured throughout
the luminaire’s entire lifespan. The luminaire is
equipped with a driver that compensates for the
decrease in light over time, which mitigates the
overinstallation of lighting that was previously neces-
sary. Alongside enabling further energy conservation,
technology also has the ability to create even lighting in

aspace. CLO is now a part of even more product
families in the Group’s companies, for example LTS has,
with the help of efficient linear LED modules, developed
luminaires that reduce energy use by 20 per cent with
lumens retained?.

...INCREASINGLY OFTEN IN COMBINATION WITH
SMART CONTROL SYSTEMS

When LED technology is combined with smart control
systems, even more value can be generated. The lumi-
naire is equipped with sensors or processors to signal a
need for maintenance or to collect specific informa-
tion. The technology is already applied today for day-
light and proximity sensor-controlled lighting that
automatically regulates lighting according to the time
of day and presence in a space or in an outdoor envi-
ronment.

A good example of the development opportunities
when these two technologies are combined is the
Fagerhult brand light control system e-Sense Motion,
which can be programmed according to light need in
environments like illuminated trails, bike paths and
parks. With the help of motion sensing, a determined
number of luminaires can be adjusted to a pre-deter-
mined level of light. They brighten ahead of a moving
person and remain illuminated for a pre-set time
period after the person has passed, providing a sense
of security®. During 2018, this solution was comple-
mented with functions that register faults as well as
information on energy use in installed luminaires via
theinternet and that can remotely control the light
installation. This indirectly contributes to more efficient
maintenance work, as maintenance no longer requires
driving throughout an entire city network — instead, it
can be directed to a specific luminaire based on
automatically generated information. Internet-con-
nected luminaires also contribute valuable information
within Retail. For example, about how customers move
within the store space, where they stand and where
they decide to just pass by. This provides input about
how décor and signs can be changed and moved to
maximise sales.
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CLIMATE-SMART

PRODUCTS AND SOLUTIONS

Operations with a primarily indirect environmental impact

Fagerhult has two primary indirect
impacts on the environment:
emissions from the transportation
of input materials to plants and
transportation of products out to
customers, and the energy used at
plants and for other activities.

All transportation is carried out by
external carriers. When the Swedish
section of the Group procures trans-
portation, the purchase is coordi-
nated centrally. In the procurement,
questions are asked regarding obser-
vance of laws and rules, environmen-
tal policy, and vehicle and fuel type.
In the latest summation from 2017
the responses shows that the per-
centage of transportation carried out
by vehicles with the lowest environ-
mental class, Euro 5, is 72 per cent for
the transportation in question. Our
ambition is to carry out a new evalu-

ation with focus on environmentally
classified vehicles during 2019.

Generally, monitoring and
measuring emissions in order to
calculate indirect emissions remains
challenging, as available data from
the carriers is insufficient. The Swed-
ish companies’ joint pilot project
during 2017, which gathered emis-
sions information from a majority
of carriers, showed large variations
in quality. As a result, the only emis-
sions we could monitor in 2018
were from vehicles that we owned
or leased, which are intended for
transporting people, and for busi-
ness trips by plane.

Dialogue with the carriers is on-
going, and there is consensus that
there is room for improvement, not
least in terms of data quality. As
part of finding new ways to reduce

the operations’ indirect emissions,
anew initiative was taken during
the year to move certain shipments
from air to rail, primarily between
Suzhou in China and Habo in
Sweden, with the aim of finding a
favourable balance between lead
times, costs and lower environmen-
tal impact from freight. In 2018,
this resulted in around 1,800 m?®

of goods being shipped by rail
between the two destinations.

Energy efficiency and the best
possible energy mix make tools
The task of making production more
energy efficient is continuously in
progress in all the companies, while
simultaneously increasing the share
of renewable energy. In accordance
with the Act on Energy Audits in
Large Companies, a detailed audit

was conducted of energy use at
the Swedish plants. In the future,
an effort will be made to prioritise
energy-saving investments that
lead to the largest benefits, for
example regulating ventilation to
save energy.

As the range of renewable energy
increases, the Group will endeavour
to gradually attain CO,-neutral
production. One challenge on the
way lies in handling the energy mix
thatis available in each country in
the best possible way. For example,
all plants in Sweden use renewable
hydroelectric power that has a
guarantee of origin“. Green electric-
ity accounts for almost half of the
energy used at plants in the UK and
Germany. In China and Australia,
the range of renewable energy
sources is markedly worse.

LUMINAIRES’ ENVIRONMENTAL IMPACT
DURING THEIR WORKING LIFE
Fagerhult aims to limit the environmental impact of its
luminaires throughout their life cycle, from develop-
ment, manufacturing and use to recycling. The LED pro-
vides the most significant value in the user stage,
through reduced energy use. Data sheets about the
luminaire’s environmental impact are produced depend-
ing on the local market’s requirements and regulations.
Environmental data sheets produced for the majority of
luminaires manufactured by Swedish companies show
that the selected materials meet the requirements indi-
cated in BASTA, Byggvarubeddémningen, and SundaHus.
To share knowledge about the luminaire’s environ-
mental impact during its life cycle, Fagerhults Belysning
conducted life cycle analyses for three product families:
Notor 65, Multilume Slim and Evolume 2. A summary of
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these analyses shows that the products’ environmental
impact arises primarily from the energy consumption in
the user phase and, to a lesser extent, comprises the
metals and electronics that form part of the luminaires.

In terms of recycling the Swedish operations are
affiliated with El-kretsen and FTl and thus are part of
the national collection system for WEEE.

1. In a luminaire with CLO, the light that remains after a given working life is indicated
as L100. Under the EN 62717 standard, the expected working life of an LED
luminaire with L and B ratings is reported, followed by a fixed period of time
indicated in hours. The L rating describes how much luminous flux (in percentage
of the new value) is expected to be generated after this period of time. The B value
shows the percentage of expected shortfall during the same period of time.
Examples: L90 B10 50 000h = after 50,000 hours, the luminaire produces a luminous
flux equivalent to 90 per cent of the new value, with the risk that 10 per cent of the
LEDs produce a lower luminous flux.

N

. The luminous flux that the LED lamp emits is expressed in lumens (Im).

w

The solution enables energy savings of up to 50 per cent, according to KTH in 2015:
Bromma Research Project.
4. According to Fagerhult’s supplier www.bixia.se
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SAFE PRODUCTS AND WORKING ENVIRONMENTS
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A passion for light

OBJECTIVES FOR SAFE PRODUCTS
AND WORKING ENVIRONMENTS:

» to meet expectations in terms of quality, service and
value creation.

» to ensure that all products and services adhere to
accepted standards and are safe to use.

LIGHT CONDITIONS SUITED FOR YOUR TASK

Tests and safety assessments are carried out in each
company respectively on all luminaires according to
applicable industry requirements. Since the regulations
around safety testing in many areas are standardised,
the same requirements apply regardless of country,
generally speaking. TeknikCentrum, the well-equipped

The Energy Agency in
Eskilstuna, Sweden.

laboratory in Habo, Sweden, is an example of how
safety inspections and approval of our own products
takes place. Safety testing for luminaires from the
Fagerhult brand and ateljé Lyktan takes electrical risks,
mechanical risks, thermal risks, exposure to electro-
magnetic fields and photobiological safety into con-
sideration. The last item means that the different
wavelengths and energy are safeguarded so as to not
injure human eyes.

Based on the risks mentioned above, luminaires are
certified against harmonised standards that concern
safety, normally EN 60598-1 and associated supple-
mentary sections. Every manufactured luminaire also
undergoes final testing in production according to set
rules and procedures. The luminaires are also certified
in line with the EMC, ErP and RoHS directives. Safety
testing documentation conforms to the EU directives
required for CE marking of luminaries. Another example
can be taken from Eagle Lighting in Australia, where
a special work group (the OHS Group) is tasked with
conducting risk assessments at an early stage to take
care of any safety risks with the luminaire.

LIGHT CHARACTER CREATED BY

COLOUR TEMPERATURE

Our lighting needs can be viewed from several perspec-
tives. Lighting not only plays a key role in creating safety
and security, it can also have a majorimpact on our well-
being. An office environment or lecture hall with correctly
adapted lighting can help us both to perform and to feel
better. Other occupational groups, such as health care
personnel, need flexible work lighting that shines brightly
without blinding either patient or doctor for examinations,
treatments and surgery at all hours of the day.

Based on the latest research findings and in close
collaboration with care providers and scientists, much
is being done to design innovative lighting solutions for
patients and staff. For example, light’s colour tempera-
tures can create warm light that has a soothing effect
and helps us to relax, or cold light that energises and
activates us. In concrete terms, this means customising
lighting to follow our biological daily rhythm.
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RESPONSIBLE ENTERPRISE

Actively working
to ensure our responsibility

OBJECTIVES IN
RESPONSIBLE ENTERPRISE:

» that all companies conduct business according
to current laws and regulations.

» that the Code of Conduct forms the basis for
everything we do and how we act.

» that due diligence is conducted for every
company acquisition.

CLEAR GUIDELINES FOR ETHICAL

AND SUSTAINABLE ACTION

The Fagerhult Group’s Code of Conduct provides clear
guidelines for responsible enterprise by summarising
the Group’s opinion about issues such as human rights,
labour practices, business ethics and anti-corruption, in
addition to environmental considerations. The Code is
implemented by each company individually; everyone
who works within Fagerhult, from the Board of Directors
and Group management to individual companies’
management and employees must act in accordance
with it. An individual company is responsible for ensur-
ing that the content of the Code is easily accessible for
employees, for example via their intranet.

Group-wide internal training in the Code and
anti-corruption policy is mandatory for all employees
who work with purchasing and sales, and members
of the management of the respective companies.

The objective for 2019 is to introduce an updated
online course containing films and dilemmas to help
employees understand how the regulations apply in
everyday work.

In total, 653 (840) managers and employees have
gone through the online training, which is 78 (76) per
cent of the above prioritised occupational categories.
In general, in the event of new hires at the companies,
the immediate supervisor is responsible for ensuring
that the employee is acquainted with the Code of
Conduct.
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INDIVIDUAL INITIATIVES STRENGTHEN
APPLICATION OF THE CODE

A number of individual initiatives have also been taken
in operations to strengthen the Code’s guidelines even
further. For example, WE-EF and Whitecroft Lighting
have complemented the Code with their own hand-
books for employees as additional guidance for the
applicable regulations and policies. Throughout the
year, Arlight has conducted workshops focused on the
Code’s content to ensure that all employees have
understood its meaning and use.

DECENTRALISED RESPONSIBILITY
FOR THE SUPPLY CHAIN
Altogether, the companies of the Fagerhult Group have
a broad supplier base of over 1,000 suppliers, which to
avarying extent deliver everything from input materials
and transportation to consulting and other services.
Input materials mainly consist of electronic components,
metal and plastic for the manufacturing of luminaires.
Efforts to identify and monitor input materials must
therefore be ongoing, not least in light of shifting legal
demands and the forthcoming new substances and
components brought about by a shift in technology.
The synergies created by the size of the Group exist
mainly with regard to the purchase of diodes and stan-
dard electronic components. In some cases, moulded
aluminium details can also be relevant for shared
purchases. Generally, joint procurements occur via the
Group’sjoint forum.

AN IMPORTANT DIALOGUE

FOR A RESPONSIBLE SUPPLY CHAIN

Each of the Group’s companies owns and is responsible
forits own supply chain. Regardless of number, which
varies significantly among the companies from three

to four people to hundreds, the procurement function
acquires knowledge of and ensures that the contracted
supplier lives up to the international guidelines for human
rights, freedom of association, right to collective agree-
ments, anti-corruption, environmental impact and
efforts to combat child and forced labour. The general
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Verdi Aitio Business
Park in Helsinki,
Finland.
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assessment is that risk exposure for the Group’s purchases
are low since a large portion of the procurement is done
with well-established global companies with quality-
assured supply chains. Otherwise purchases are made
from suppliers within the company’s near environment,
which provides good opportunities to perform supplier
assessments in the form of dialogues and workplace
visits. The purchases of assembled electronics compo-
nents containing earth metals, albeit in small quantities,
are purchased from well-established global companies.
The Group has very limited insight into their extraction.

A SUMMARY OF THE YEAR’S ACTIVITIES

In 2018, supplier assessments were performed by
Designplan, which performed ten supplier assessments
(of which two were new suppliers), and by Eagle Lighting,

which assessed a total of 22 suppliers. Whitecroft Light-
ing performed around 160 assessments of its suppliers
using questionnaires that were updated throughout the
year with statements on the UK Modern Slavery Act
(UKMSA). Fagerhult’s Chinese plant always performs a
thorough review of the Code of Conduct (translated to
Chinese) when signing new suppliers.

The minimum requirements for suppliers to the
Swedish companies are that they agree to follow the
Code. Suppliers are reviewed annually to assess their
adherence to Reach and RoHS, and any suppliers who
are remiss in this are frozen for continued purchases
until further notice. Last year, Fagerhults Belysning
implemented a version of the Code adapted to their
supply chains. Our suppliers are encouraged to confirm
in writing that they have read the contents and that
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they commit to adhering to the Code. The objective

is for all suppliers to sign and that by the end of 2018
the number of Fagerhults Belysning’s suppliers that
have signed the Code will represent a purchase value
of over 90 per cent of total purchases. For the last few
years, the objective among the Swedish companies
has also been to allow the suppliers to perform self-
assessments, known as a Supplier Questionnaire. The
questionnaire contains questions about the supplier’s
financial status, quality agenda, environmental consid-
erations, societal responsibility and any certifications.
The answers are reviewed by responsible category
leaders and the supplier for approval. The objective is
for every new supplier to perform a self-assessment prior
to starting the collaboration, and that the questions
are posed to existing suppliers on a five-year basis. At
the end of 2018, 13 of the suppliers for Swedish com-
panies had performed the self-assessment, of which
four were new suppliers. In total, 489 new suppliers
joined Fagerhult Group in 2018. Of these, 61 suppliers,
corresponding to 12.5 percent, were screened using
environmental criteria.

CHALLENGES FOR GLOBAL OPERATIONS

All Fagerhult employees are to enjoy freedom of associ-
ation and the right to collective agreements. No corrup-
tion, risk of overtime work beyond that prescribed by
law, child labour or forced labour may occur. In other
words, there is zero tolerance surrounding these issues,
also established in the Group’s Code of Conduct, which
appliesin full alongside other policies. In cases where,
for example, the risk of corruption exists, no business
transactions will be entered into and no agreements
signed.

Some of the Group’s operations are conducted in
countries with varying levels of risk exposure regarding
corruption, freedom of association, the right to collective
agreements, overtime work, child labour and forced
labour, and political risks. Countries where Fagerhult
conducts operations and that are assessed as having the
largest risk exposure in these issues include South Africa,
China, Russia, the United Arab Emirates and Turkey.

FAGERHULT ANNUAL REPORT 2018

RESPONSIBLE ENTERPRISE

“During the year, the DD- process
has been further refined to better
secure an acquisition candidate’s
business-critical functions and
competence.”

A SUMMARY OF COMMITMENTS
IN CHALLENGING COUNTRIES
Operations in China are conducted in Suzhou Industrial
Park. The Group judges that working conditions corre-
spond to an operation on par with the West. The China
operations have a Swedish site manager who monitors
whether the working conditions are consistent with
Fagerhult’s agreements, values, and other commitments.
Working hours and other conditions follow the directives
of the industrial park. Furthermore, operations must
comply with the local government authorities’ require-
ments to comply with local laws and regulations govern-
ing forced labour and human rights. The Group’s Code
of Conduct has been translated into Chinese, and all
employees — current and new — are introduced to its
contents. As a way of reducing personal dependence
and thus exposure to corruption, there is continual job
rotation among vulnerable positions.

The Group’s presence in the United Arab Emirates
comprises a small sales company under the control of
a Regional Director, who is a member of Group manage-
ment and in charge of ensuring compliance with policies
and regulations.

The Russian operations comprise sales offices in
St. Petersburg and Moscow and are under the control
of the Regional Director who is a member of Group
management. As a matter of routine, employees sign a
statement that they have studied the Code of Conduct.

The South African market is considered a high-risk
market when it comes to exposure to corruption. Our
Code of Conduct has clear guidelines about Fagerhult’s
zero-tolerance policy regarding corruption. To ensure
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"ONSIBLE ENTERPRISE

that the Code is followed and that any risk exposure is
met with relevant measures, there is close collaboration
between the Group management and Lighting Inno-
vation’s management.

Apolitical risk — and thus a business risk — has
developed around operations in Turkey in the years
following the acquisition of Arlight. The Board of
Directors and Group management believe that close
and continual contact with company management
is therefore of the greatest importance in order to
monitor this development and ensure that it is met
with relevant measures.

THE DD PROCESS IS BEING FURTHER
REFINED WITH A FOCUS ON HR
Upon acquisition of companies, Group management
always initiates a due diligence process (DD) — an
inspection of the company. To an extent, the inspection
is adapted based on each suitable candidate for acqui-
sition, with the possibility of broadening the analysis
and adding questions, for example depending on the
type of operation or the countries in which operations
are conducted or there is a presence. During the year,
the DD process has been further refined to better secure
an acquisition candidate’s business-critical functions and
competence. A clear analysis structure guides the effort
to assess the directors’ competence and experience
together with an analysis of the risks associated with
succession management. In addition, the acquisition
candidate’s Code of Conduct is scrutinized to get an
image of how it is applied during operations, as well as
how well developed the management’s cooperation is
with trade union organisations.

An overall description of the company’s inspection
process and contents can be performed in a number
of steps:

An exploration of the acquisition in question, to get
an image of how it can supplement the Group and con-
tribute to the growth of business. This takes place in the
form of a review of the operations’ size, profitability,
geographic location/global distribution, and product and
technical areas. The business climate in the country or

region is also evaluated at this stage, which for example
includes political risks and risks of corruption. Historically,
this has led to the Group taking decisions to terminate
acquisition intentions.

Contacts are established and relations are built
between Fagerhult Group management and the manage-
ment of the candidate for acquisition through meetings
and site visits. With the decentralised organisation the
Group is built on, fundamental trust in the person(s) who
will lead the company in a potential acquisition is com-
pletely crucial for continuing the DD process.

An “indicative bid” is submitted to the company. This
is a non-binding agreement on acquisition, which gener-
ates exclusivity in the event of continued negotiation.

In parallel, the actual company inspection is put into
motion. External resources/expertise are now involved
in order to produce documentation for information and
data collection, which the candidate for acquisition is
given a number of months to compile.

The data and information collected is categorised
and analysed as follows:

» Financial inspection.

» Legal and tax inspection.

» CSRinspection that, alongside the environmental topics
of the operations, includes labour conditions, health
and safety, freedom of association, and human rights.
Commercial inspection that contains topics such as a
macro assessment of the general economic conditions
in the country as basis for an evaluation of opportuni-
ties for growth. The competitiveness of the operations,
given the product area and market position in relation
to the field of competitors, is additionally analysed.
Human Relations inspection focusing on an analysis
of the organisation, the management’s and existing
employees’ skills and functions, succession planning
and soon.

~

~

In the end of 2018, the DD process was initiated pursuant
to the above steps for the Italian company iGuzzini, who
designs, manufactures and markets indoor and outdoor
lighting solutions.
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A work place where the local
and the global are intertwined

OBJECTIVES IN RESPONSIBLE EMPLOYER:

» to ensure our employees’ health, safety and rights
and show environmental consideration.

» to ensure diversity, equal opportunity and human
rights.

» to endeavour to have a constructive dialogue and
collaboration between Group companies.

UNDERLYING UNITING VALUES

Striving for workplaces characterised by participation,
commitment and well-being is a key success factor for
giving every employee good preconditions to develop.
Our core values, which should be present in all pro-
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cesses and daily routines, unite and guide all employees
and are an integral part of all processes and daily work.
With the year’s acquisition of Veko Lightsystems Inter-
national B.V, domiciled in Schagen, the Netherlands,
the Group increased by a further 134 employees. That
makes the number of employees at year end a total of
3,384 individuals.

DIVERSITY, EQUAL OPPORTUNITY AND

EQUAL CONDITIONS ARE ALWAYS IN FOCUS

The Group’s Code of Conduct has established that
everybody, irrespective of gender, age, religion, sexual
orientation, or ethnic background, is to be given the same
opportunities for development and advancement as well
as equal pay for equal work. This is also reflected in the
obvious fact that it is the nature of the work, performance
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and competence that influence an individual’s pay,
regardless of gender, age or ethnic background.

Appreciating people’s differences and various skills is
self-evident in achieving increased diversity and better
gender parity. Something that in turnis an important
contribution to creating a more innovative company
culture. Recruitment and assembling work teams are
good occasions for strengthening both diversity and
gender parity. Even if competence is always the primary
organising factor, the objective is to have at least one
female candidate in cases where women are under-
represented, for example.

Work against discrimination and for equal condi-
tions has become more intense in the wake of #metoo.
The Swedish operation, for example, has enacted a
new policy against discriminatory treatment, which is
complemented by a training packet that will be rolled
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= v
=
-

—

e S—

outin 2019, in the form of workshops with questions to
prompt discussion and reflection.

MANY WAYS TO SECURE THE SKILLS SUPPLY
Employees are Fagerhult’s most important resource.
Efforts to secure a supply of competence begin with
ensuring that every company lays the foundation for
good internal circumstances and inclusive operations,
including good chances for development and attractive
career paths, locally as well as globally.

With a Group-wide perspective regarding the need
for competence and experience, today and in the
future, a talent review of employees at all companies
is performed every other year. The next review will
bein spring of 2019, and an important part of it will
be to future-proof operations by identifying existing
competences and ones that we will need more of in
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the future. This way, directed measures can be taken
to minimise any gaps.

The skill supply challenge must also be met through
a long-term effort to attract more young talent to the
lighting industry by attending labour markets and job
fairs, and conducting continual dialogues with students
at universities and colleges. For example, the Fagerhult
brand has entered into strategic agreements with
Jonkdéping University for a knowledge exchange
regarding the direction of course programs and thesis
projects that meet the industry’s needs.

The Bright Prospects trainee programme is an
essential part of the Fagerhult Group’s skill supply
and a way to bring young talent to the Group. A third
round of the programme started in the autumn of 2018,
with Fagerhults Belysning, ateljé Lyktan, LTS and LED
Linear taking on four trainees. The programme lasts
for 18 months and includes three project periods of
six months at one of the Group’s companies, alternating
with shorter periods for basic knowledge training. After
a completed trainee period, all participants are offered
a position in one of the Group’s companies. The second
round of the programme will be running parallel to this,
and will conclude in the spring of 2019. In addition, local
trainee programmes are regularly carried out at Fager-
hult’s operations in Dubai, Designplan, and Whitecroft
Lighting, and the German companies LTS and LED
Linear offer an apprenticeship programme.

Given that the majority of companies within the
group have their operations outside major cities, we

MEMBERS OF THE BOARD AND
SENIOR MANAGEMENT BY GENDER
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RESPONSIBLE EMPLOYER

also need to work with what
we call Sustainable Talent
Development — becoming
better at identifying and
training existing employees
across all levels of the group,
and training internal individu-
als who have the right drive,
motivation and social compe-
tence, so that we can reduce
our dependence on external
recruiting for skills growth.
Afew good examples are given
on page 43.

SUSTAINABLE COLLAB-
ORATION AND GOOD
LEADERSHIP GO TOGETHER
The Fagerhult Group’s
leadership model is to provide
guidance and governance for
all managers in the Group. At the Group level, the Bright
Leaders leadership programme, specifically designed
for our decentralised business model and focused on
developing leadership and cooperation, has been
running for several years. It is also an important tool for
the inter-company integration handled by the people
who run the day-to-day operations. In total, some 50 of
the Group’s mangers have completed the programme
and the objective is for a new round to finish in 2019.

PERCENTAGE OF EMPLOYEES
PER GEOGRAPHICAL MARKET

15% Africa, Asia
and the Pacific

34 % Western
and Southern
Europe

Uche Nwankwo,
one of our young
talents in the

Bright Prospects
trainee program.

32%
Northern
Europe

19% UK and Ireland
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“Recruitment and assembling work teams
are good occasions for strengthening both
diversity and gender parity.”

Employee competence is developed primarily through a
number of directed training activities around the com-
panies. One example is the Swedish operation’s leader-
ship programme, Chefsettan. The goal of the 18-month
programme is to build stronger, more secure leadership,
and to increase collaboration and networking among
the companies.

IMPORTANT DIALOGUE WITH EMPLOYEES

The Group management’s recommendation is that

all employees should have at least one development dia-
logue with their immediate supervisor every year. Varia-
tion between companies is comparatively large, and
during 2018 52 (55) per cent of the Group’s employees
engaged in some kind of development dialogue. There

is an established uniform approach for the Swedish
companies regarding the content, conduct and purpose
of development dialogues, where an important part
includes clarifying the link between performance and
salary. For example, at LTS, I-Valo, WE-EF and Fagerhult’s
operations in Russia, at least one annual performance
review is conducted per year, focused on performance
and personal development. This year at Eagle Lighting,
the formal dialogue has been replaced with a number of
less formal meetings, “Check-Ins.” With at least four meet-
ings per year, these meetings should be used to reconcile
individual performance to the stated goals and evaluate
the need for further support to reach these goals.
Different forms of employee surveys are conducted
around the Group. For example, the employee survey
FOCUS is carried out every other year at the Swedish
companies to measure employee engagement, well-
being and leadership. In the survey, that was conducted
for the first time in 2017, the need to develop leadership
and improve feedback culture was noted, which led
to continued work with developing inclusive work
environments with engaged and motivated employees.
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SUSTAINABLE TALENT DEVELOPMENT

An internal journey
everyone benefits from

The strong entrepreneurial spirit that characterises our Group companies’ corporate
culture is also reflected in our work with developing our people and their skills. Here as
well, it is a matter of innovative thinking and identifying new ways to capture and develop
all the talent already present within our existing organisations. The internal journey for
three of our employees in Lighting Innovations is a shining example of just that.

Entrepreneurship is dis-
tinguished by creativity, the
power of initiative, and the
desire to experiment alongside
a clear idea of what one wants
to achieve. Making thisidea

a reality requires not just the
ability to recruit the right skills
but also to see the opportunities
in allowing employees already
in the organization to grow and
take on more responsibility.

- In addition to working in
a niche industry, the com-
panies’ geographical locations
are often outside the major
metropolitan regions. This means we have to think in
terms of sustainable talent development and be particu-
larly good at identifying, utilising and investing in existing
employees who show a desire and potential to grow and
develop their talents with us, says Jenny Evelius, Fagerhult
Group HR Director.

Tenielle, Zanele and Thandeka have been working for
several years at Lighting Innovations in Port Elizabeth,
South Africa. Their common denominator is that all three
of them were given the opportunity to make the move
from the shop floor, or purely administrative assignments,
to more advanced roles in the company.

- Above all, it’s a matter of trying to do the best job
possible every day. Getting a positive response from
management when | displayed some curiosity and showed
that | wanted to learn more meant that | didn’t hesitate
when the opportunity for new challenges turned up, says
Tenielle, who has been with Lighting Innovations since
2013 and currently works in purchasing.
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The common denominator for Thandeka, Tenielle and Zanele is
that all three of them were given the opportunity to make the
move from the shop floor, or purely administrative assignments,
to more advanced roles at Lighting Innovations.

Zanele, who went from
temporary employment to

a permanentjobin Lighting
Innovations, says that experi-
ences from other parts of
the operation are a positive
factor and that they have
strengthened herin her
current responsibilities as
Stock Administrator. These
are experiences that will be of
great benefit now, especially
since they provide a better
understanding of how the
entire production chain is
connected.

-1 gained a large part of my skills development through
my daily work, in pace with increasingly advanced work
tasks. Learning by doing is important, but looking forward
I'think it would be a good investment of time for both the
company and myself to supplement it with external training
that will help me take the next step and make my work
even better.

Thandeka, who has been with Lighting Innovations
since 2013 and currently works as a Photometric Tester,
agrees, adding:

- Both parties have to dare to invest. As an employee,

I have to work hard every day to enhance my skills. My
employer has to ensure that the conditions are right for
me to manage the day’s tasks, as well as offer the oppor-
tunity to prepare myself for future challenges. Over the
short term, it will cost both time and money, but in the
long run the company will gain skilled and committed
employees who make the company even more competi-
tive: a win-win situation!
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Waterfront promenade at Svartan in Orebro, Sweden.

Management of Fagerhult
Group’s Sustainability efforts

The Fagerhult Group’s global presence and decentralised
organisation require that the Group, the companies, and
our employees take responsibility for the impact of our
operations on the environment, people and society.

A core component of the Fagerhult Group’s strategy is
that each company is given substantial autonomy and
scope to address theirimpact alongside their own
strong power to make decisions. Our common corpo-
rate culture rests on the core values of Customer Focus,
Performance Culture and Innovative Mindset, and is
well-rooted in all of the companies.

In this light, Fagerhult has chosen to express objectives,
instead of quantifiable goals, for the four focus areas that
comprise the most pressing sustainability issues for our
operations, and thus all our companies.

SUSTAINABILITY GOVERNANCE

AND RESPONSIBILITY — THE GROUP

The overall strategic direction for Fagerhult’s work with
sustainability is determined by Group management.
The Group’s CEO has ultimate responsibility for sustain-

ability issues. Governance is based on all parts of the
Group following the respective country’s laws and
regulations, such as competition rules, environmental
legislation, labour laws and collective agreements that
impact our operations. Fagerhult respects international
conventions on human rights, which act as guiding
instruments for all our own operations. All employees
have the right to choose whether they wish to be repre-
sented by a trade union. A total of 35 (34) per cent of the
Group’s companies have collective agreements. Child
labour, or labour performed through coercion or threat
of violence, will not be tolerated under any circum-
stances. In all contexts, zero tolerance applies to all
cases of bribery and corruption.

SUSTAINABILITY GOVERNANCE

AND RESPONSIBILITY — THE COMPANIES

Inthe same manner, the CEOs at respective companies
have the ultimate responsibility for implementing the
Group’s regulations and guidelines at the local level and
for abiding by the relevant national laws and regulations
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as well as competition rules, environmental legislation,
labour laws and collective agreements. Each of the
Group’s companies owns and is responsible for its own
supply chain. Input materials mainly consist of electronic
components, metal and plastic for the manufacturing of
luminaires. Efforts to identify and monitor input materials
must therefore be ongoing, not least in light of shifting
legal demands and the forthcoming new substances
and components brought on by a shift in technology.
Respective companies are also responsible for providing
a safe and healthy workplace and working environment,
along with a proactive effort to ensure an acceptable
level of employee turnover and work-related illnesses.
They are also responsible for ensuring ongoing compe-
tence development, primarily in the form of training
activities that are based on local and individual needs.

CODE OF CONDUCT AS

GOVERNANCE INSTRUMENT

The Fagerhult Group’s Code of Conduct applies across
the Group and to all employees. The Code of Conduct
states the Group’s views on human rights, labour con-
ditions, diversity and equal opportunities as well as
environmental responsibility. Managers within the com-
pany are responsible for communicating the content
and importance of the Code of Conduct to their own
part of the organisation, and for ensuring that business
partners are also aware of it.

For several years, Fagerhult Belysning has used a
supplier version of the Code to clarify the central parts
of the Code of Conduct and expectations concerning
suppliers’ compliance with laws and regulations.

The Group’s whistleblower function enables employ-
ees and others to anonymously report any incidents
or actions in breach of our Code of Conduct. In 2018,
no incidents related to sustainability or ethics were
submitted. The Fagerhult Group’s general approach in
terms of the Precautionary approach is described in the
Code of Conduct and the anti-corruption policy; see
www.fagerhultgroup.com.

CLEAR SOCIETAL AND
ENVIRONMENTAL GUIDELINES
Equal opportunities and treatment apply for all of the
Group’s employees irrespective of gender, marital status,
sexual orientation, ethnic or national background, etc.
Diversity is encouraged at all levels in the Group.

The companies also supplement the Group’s overall
umbrella of the Code of Conduct, the anti-corruption
policy, and the environmental policy with more of their
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GOVERNANCE O

MEMBERSHIP IN ASSOCIATIONS

International

- International Commission on Illumination (CIE).

- Federation of National Manufacturers Associations for
Luminaires and Electrotechnical Components (CELMA).
18 national industry associations from 12 EU countries.

- Swedish Standards Institute (SIS).

National

- Belysningsbranschen (Swedish trade association).

- Sustainable Innovation AB (SUST).

- The Swedish Chemicals Group at Swerea IVF.

- Natverket for miljoanpassad produktutveckling
(Swerea IVF) (network for environmentally adapted
development).

- SEK Svensk Elstandard (organisation for standardi-
sation in the field of electricity), TK 34 Ljusarmatur
med tillbehor (luminaries and accessories).

PRODUCTION UNITS UNDER CERTIFICATION

I1ISO I1ISO OHSAS
9001 14001 18001:2007
Ahus Production [ X]
Fagerhult Habo [ X] [ X]
Eagle Lighting (Australia) [X] [ X]
Designplan (Sutton) [ x| [ x|
LTS
Suzhou (China) [ x] [ x]
Whitecroft (Manchester) [ x] [ x|
I-Valo (Finland)
Arlight
South Afrika
LED Linear [X]
VEKO [ X [ X
WE-EF (Germany) [ x|
WE-EF (Thailand) [ x|

own policies. Examples are the drug and alcohol policy,
the policy for a safe and healthy workplace, the
discrimination policy, and the recycling policy.

The environmental efforts of the Fagerhult group
must in all aspects seek to meet or exceed the require-
ments in applicable legislation. An overall ambition of
the environmental policy (see www.fagerhultgroup.com)
is to limit the environmental impact of the luminaire
during its working life — from development, manufacture
and use to recycling. The environmental management
system constitutes a key tool.

SUSTAINABILITY

El
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Y REPORT

AB Fagerhult’s sustainability report in accordance
with the Swedish Annual Accounts Act

Fagerhult’s sustainability reportis submitted in the form of a
Sustainability Report prepared pursuant to the GRI Standards
framework. Reports regarding the Fagerhult Group’s most
important areas of sustainability, business model, policies
and performanceindicators can be found on pages 26-45;
the GRI Appendixatwww.fagerhultgroup.com andin note 36
/risk/ on pages 102-104.

The Board of Directors estimates that the sustainability
information is sufficient to obtain an understanding of the
Group’sdevelopment, position, and earnings, as well as the
consequences of its operations. The Sustainability Report
indicates that stakeholder engagementis a central part of the

work on defining materiality from a sustainability perspective.
Amateriality analysis weighs the topics relevant to the Group,
giventhe companies’ operations: theimpact the operations
have as regards the economy, society, people and the environ-
ment; and the topics thatinfluence the stakeholders’ decision-
makingand their expectations. Thisincludes the environment,
societal conditions, personnel, respect for human rights and
counteracting corruption as well as the Group’s business
model, the risks that can be linked to the areas, the allocation
of responsibilities, and policies/guidelines for governing
important areas of sustainability as well as central perfor-
manceindicators of relevance to the operations.
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Independent Auditor’s Limited Assurance Report
on AB Fagerhult’s Sustainability Report and Opinion
on the Statutory Sustainability Report

This is a translation of the original report in Swedish

To AB Fagerhult, org.nr 556110-6203

Introduction

We have been engaged by the Group Management of

AB Fagerhult to undertake a limited assurance of AB Fager-
hult’s Sustainability Report for the year 2018. The company
has defined the scope of the sustainability report on page
26-45in Fagerhult’s Annual Report 2018 and the separate
GRlappendix, which is published on the company’s webpage.
The statutory sustainability reportis defined on page 46.

Responsibilities of the Board and Group Management
forthe Sustainability Report

The Board of Directors and Group Management are respon-
sible for preparing the Sustainability Report, including the
Statutory Sustainability Report, in accordance with applica-
ble criteriaand the Annual Accounts Act. The criteria are
described on page 26 of the Sustainability Report, and con-
sist of the parts of the framework for sustainability reports
published by GRI (Global Reporting Initiative) that are appli-
cable to the sustainability report, as well as the accounting
and calculation principles that AB Fagerhult has developed.
This responsibility also includes the internal control which is
deemed necessary to establish a sustainability report that
does not contain material misstatement, whether due to
fraud orerror.

Responsibilities of the Auditor

Ourresponsibility is to express a conclusion on the sustaina-
bility report based on o the limited assurance procedures we
have performed and to provide an opinion on the statutory
sustainability report. Our assignmentis limited to the histori-
calinformation thatis presented and thus does notinclude
future-oriented information.

We conducted our limited assurance engagementin
accordance with ISAE 3000 Assurance Engagements Other
than Audits or Reviews of Historical Financial Information.
Alimited assurance engagement consists of making inquiries,
primarily of persons responsible for the preparation of the
Sustainability Report,and applying analytical and other limited

assurance procedures. We have conducted our review regard-
ing the statutory sustainability reportin accordance with FAR’s
recommendation RevR 12, the Auditor’s Opinion on the Statu-
tory Sustainability Report. A limited assurance engagement
and areview according to RevR 12 have a different focus and a
considerably smaller scope compared to the focus and scope
ofan auditin accordance with International Standards on
Auditing and generally accepted auditing standards.

The audit firm applies ISQC 1 (International Standard on
Quality Control) and accordingly maintains a comprehensive
system of quality controlincluding documented policies and
procedures regarding compliance with ethical requirements,
professional standards and applicable legal and regulatory
requirements. We areindependentin relation to AB Fagerhult
accordingto generally accepted auditing standards in Swe-
den and have fulfilled our professional ethics responsibility
accordingtothese requirements.

The procedures performed in alimited assurance engage-
ment and review according to RevR 12 do not allow us to obtain
such assurance that we become aware of all significant mat-
tersthat could have beenidentified if an audit was performed.
The stated conclusion based on a limited assurance and
review in accordance with RevR 12, therefore, does not have
the security that a stated conclusion based on an audit has.

Our procedures are based on the criteria defined by the
Board of Directors and the Group Management as described
above. We consider these criteria as suitable for the prepara-
tion of the Sustainability Report.

We believe that the evidence we have obtained is sufficient
and appropriate to provide a basis for our conclusion below.

Conclusion

Based on the limited assurance procedures we have per-

formed, nothing has come to our attention that causes us

to believe that the Sustainability Reportis not, in all material

respects, prepared in accordance with the criteria defined

by the Board of Directors and Group Management.
Astatutory sustainability report has been prepared.

Jonkoping, 15th of March 2019

Ohrlings PricewaterhouseCoopers AB

Peter Nyllinge
Authorised Public Accountant

FAGERHULT ANNUAL REPORT 2018

Isabelle Hammarstrom
Expert Member of FAR
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The Fagerhult share

Fagerhult’s share was listed in May 1997 and is traded
on the Mid Cap list of the Nasdag, Stockholm.
Market capitalisation at year end totalled about SEK 9 billion.

Salesandtrading

The share symbolis FAG and its ISIN code is SE0010048884.
Onetrading lot corresponds to one share. In 2018, total turn-
over forthe share on Nasdagq in Stockholm was 14.2 million
shares, ata combined value of MSEK 1,188, which corre-
sponded to approximately 100 per cent of share turnover.
Average share turnover pertrading day was about 56,828,
representing avalue of SEK4,752,000. An average of approxi-
mately 175 trades were made pertrading day.

Liquidity guarantee

In 2015, an agreement, under the framework of Nasdag OMX
Stockholm’s liquidity guarantee system, was signed with ABG
Sundal Collier Norge ASA aimed atincreasing turnoverin
Fagerhult’s share.

Share price trend
At 31 December2018, the closing price for Fagerhult’s share was
SEK76.10 per share, corresponding to a market capitalisation of
approximately SEK 8.8 billion. The price of the Fagerhult share
declined 26 percentin 2018. Over the same period, the Nasdaq
Stockholm Plrose 8 per cent. The highest closing price of SEK
111.00 was noted on 13 April and the lowest on 12 December at
SEK67.70. The average share price for the yearwas SEK 86.
Total shareholder return for the Fagerhult share, defined
asthe price trendincluding reinvestment of the dividend of
SEK2.00,was -24 per cent.

Share capital

Atyearend, Fagerhult’s share capital amounted to MSEK 65.5
(65.5), allocated over 115,650,000 shares with a quotient value
of SEK0.57 pershare. All shares have equal voting rights and
an equal participation inthe company’s earnings and capital.
Atthe Annual General Meeting (AGM) on 23 April 2018, it was
resolved that the company be permitted to buy backits own
shares. This option was not exercised in 2018. In connection
with the allocation of shares tied to the Group’s share-savings
plan (see Note 2), treasury shares were used. The number of
treasury shares totalled 1,149,708 (1,157,778) after allocation
and the number of shares outstanding was 114,500,292. The
percentage of shares held as treasury shares was 1.0 per cent.
The Board of Directors proposes that the AGM resolve to grant
the Board the continued right to buy back the company’s
shares until the next General Meeting.

Ownership structure
Atyearend, Fagerhulthad 5,774 (5,559) shareholders. The
largest single shareholder was Investment AB Latour, in which

the Douglas family are the main shareholders, with combined
holdings of 48.3 per cent (48.8) of the share capitaland votesin
the company, based onthe number of shares outstanding. The
ten largest shareholders accounted for 84.6 per cent (84.1) of
the share capital and voting rights of the shares outstanding.

The proportion held by shareholders outside of Sweden
was 13.6 per cent (14.7).

Dividend
Overthe long-term, Fagerhultintends to distribute 30-50 per
centof consolidated net profit. At this dividend level, the
Board is of the opinion that thereis sufficient cash flow to
finance expected future investments.

The Board proposes to the AGM a dividend of SEK2.00
(2.00) pershare, representing a dividend yield of 2.6 per cent
(2.0) based on the share price on 31 December2018.

Extraordinary general meeting

Thefollowing was resolved at the Extraordinary General
Meeting at AB Fagerhult (publ) (“Fagerhult” or “the Company”)
on 7 February2019.

The meeting passed a resolution to amend Fagerhult’s
Articles of Association as they concern the company’s share
capital (Section 4 inthe Articles of Association) and the number
of sharesinthe company (Section 5inthe Articles of Associa-
tion). Theresolution entails that Section 4 of the Articles of
Association now reads “The share capital shall be no less than
SEK sixty-five million (65,000,000) and no more than SEK two
hundred and sixty million (260,000,000),” while Section 5in the
Articles of Association now reads “The number of shares shall
benolessthanone hundred and ten million (110,000,000) and
no more than four hundred and forty million (440,000,000).”

The meeting passed aresolution to authorise the Board
to, on one or more occasions prior to the next AGM, resolve
toapprove anew issue of sharesin Fagerhult to be issued
as apartoftheacquisition price of iGuzzini llluminazione
S.p.A. (“Non-cashissue”). The owners of iGuzzini llluminazi-
oneS.p.A., FimagS.p.A.and Tip-Pre IPO S.p.A., will alone
be entitled to subscribe for the new shares in the Non-cash
issue by transferring shares in iGuzzini llluminazione S.p.A.
to Fagerhult.

The meeting also passed a resolution to authorise the
Board to, on one or more occasions, before the next AGM,
resolve to approve a new issue of shares against cash pay-
mentwith pre-emption rights for shareholders to raise
approximately SEK 2.2 billion for Fagerhult, to replace credit
facilities that were used by Fagerhultin the acquisition of
iGuzzini llluminazione S.p.A.
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OWNERSHIP STRUCTURE (AT 31 DEC 2018)
Shareholder

No. of shares

THE SHARE

Share capital and voting rights, %

Investment AB Latour 55,861,200 48.3
Lannebo Fonder 8,161,202 7.1
The Svensson family, foundation and company 7,885,199 6.8
FMR, Fidelity (US) 7,323,923 6.3
Swedbank Funds 5,651,121 4.9
Nordea Funds 3,440,831 3.0
JP Morgan 3,078,508 2.7
The Palmstierna family 3,018,600 2.6
Small business funds, Nordic (Fl) 2,101,110 1.8
SEBFunds 1,374,444 1.2
Handelsbanken Funds 972,596 0.8
Spiltan Fonder 934,725 0.8
Otherownerswith more than 20,000 shares (112 owners) 7,852,812 6.8
Otherowners with 10,001-20,000 shares (92 owners) 1,292,513 1.1
Otherownerswith 1,001-10,000 shares (1,450 owners) 4,254,662 3.7
Otherownerswith up to 1,000 shares (4,107 owners) 1,296,846 1.1
AB Fagerhult, treasury shares 1,149,708 1.0
Number of shares at year end 115,650,000 100.0
SHARE TURNOVER

Year 2014 2015 2016 2017 2018
Volume of shares traded, millions 6.9 5.7 5.6 9.1 14.2
Value of traded shares, MSEK 373 275 373 954 1,188
Average volume of shares traded/trading day 27,765 22,821 22,269 36,092 56,828
Average value pertrading day, SEK thousand 1,505 1,098 1,474 3,803 4,752
Turnoverrate, % 6.0 4.9 4.9 7.9 12.3
Highest price paid during the year, SEK 50.50 56.00 92.83 136.67 111.00*
Lowest price paid during the year, SEK 23.83 42.83 44,75 76.67 67.70%
1) Paid 13 April 2018 2)Paid 12 December2018

DATA PER SHARE

Year 2014 2015 2016 2017 2018
Earnings pershare before dilution, SEK 2.30 2.54 3.35 4.32 4.39
Dividend pershare, SEK 1.00 1.17 1.50 2.00 2.00*
Share price 31 Dec, SEK 46.00 52.50 77.83 100.50 76.10
Dividendyield, % 2.2 2.2 1.9 2.0 2.6
Equity pershare, before dilution, SEK 11.71 12.66 12.66 16.51 18.60
Cash flow per share, before dilution, SEK? 3.44 3.91 3.91 5.96 3.30
1) Proposed dividend 2) Cash flow from operatingactivities.

OWNERSHIP

FIVE-YEAR SHARE PRICE TREND DISTRIBUTION
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VE-YEAR OVERVIEW

Five-year overview

Income Statements (MSEK) 2014 2015 2016 2017 2018
Netsales 3,736 3,909 4,491 5,170 5,621
Costofgoodssold -2,524 -2,612 -2,917 -3,246 -3,474
e profitw ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 1’212 1’297 1’574 1’9242’147
Selling expenses -636 -678 -783 -919 -1,036
Administrative expenses -220 -246 -316 -385 -467
Otheroperatingincome 23 23 49 58 201
Otheroperating costs s e O e o < B
Operating profit 379 396 524 678 706
Financialincome 2 5 17 15 10
Financial expenses -33 -24 -26 -40 -49
Profit after net financialitems 348 377 515 653 667

Balance-sheetitems (MSEK)

Intangible assets 1,448 1,466 2,069 2,709 3,160
Property, plantand equipment 387 392 448 686 703
Financial assets 26 35 34 54 52
Inventories 574 602 685 761 858
Tradereceivables 676 678 761 838 925
Othercurrent assets 68 94 86 99 115
Cash and cash equivalents 353 472 731 950 808
Total assets 3,532 3,739 4,814 6,097 6,621
Equity 1,329 1,437 1,627 1,890 2,129
Pension liabilities 66 66 68 90 93
Deferred tax liabilities 65 63 131 283 335
Othernon-currentinterest-bearing liabilities 1,267 1,341 1,752 2,685 2,372
Othernon-current non-interest-bearing liabilities 37 53 239 162 249
Currentinterest-bearing liabilities 60 1 133 5 416
Currentnon-interest-bearing liabilities 708 778 864 982 1,027
Total equity and liabilities 3,532 3,739 4,814 6,097 6,621

Key performance indicators and data per share

Sales growth, % 20.7 4.6 14.9 15.1 8.7
Increase/decrease in operating profit, % 36.5 4.6 324 29.3 4.1
Increase/decreasein operating profit after financial items, % 40.9 8.4 36.5 26.8 2.2
Operating margin, % 10.1 10.1 11.7 13.1 12.6
Profit margin, % 9.3 9.6 11.5 12.6 11.9
Liquid ratio, % 46 61 73 96 56
Netdebt/EBITDA 2.2 1.9 1.9 2.2 2.0
Equity/assets ratio, % 38 38 34 31 32
Capitalemployed, MSEK 2,723 2,846 3,581 4,670 5,010
Return on capital employed, % 15.6 14.4 16.8 16.8 14.8
Return on equity, % 22.1 20.9 24.9 28.1 25.0
Netdebt, MSEK 1,040 937 1,222 1,830 2,073
Netinvestmentsin non-currentassets, MSEK 110 118 169 177 123
Depreciation/amortisation of non-current assets, MSEK 95 107 121 158 320
Number of employees 2,370 2,451 2,787 3,241 3,384
Equity pershare, SEK 11.71 12.65 14.30 16.51 18.60
Earnings pershare, SEK 2.30 2.54 3.35 4.32 4.39
Dividend pershare, SEK 1.00 1.17 1.50 2.00 2.00!
Cash flow pershare, SEK? 3.44 3.91 3.41 5.96 3.30
Number of shares outstanding, thousands 113,508 113,589 113,818 114,492 114,500
Average number of shares outstanding, thousands 113,508 113,589 113,761 114,318 114,497

1) Proposed dividend 2) Cash flow from operating activities.

FAGERHULT ANNUAL REPORT 2018



ADMINISTRATION

Administration report

The Board of Directors and CEO of AB Fagerhult (publ.),
Corporate Identity Number 556110-6203, hereby present the
Annual Report for the Group and the Parent Company for the
year 2018.

Operations
The Fagerhult Group is one of Europe’s leading lighting
groups. We develop, manufacture, and market professional
lighting solutions for public environments with a focus on
design, function, flexibility and energy-efficient solutions.
The Group has sales companiesin more than 25 countries
with 10 manufacturing facilities in Europe and factories
alsoin China, Australia, Turkey, South Africa, and Thailand.
Fagerhult’'s shares are listed on the Nasdag, Nordic
Exchange, Mid Cap listin Stockholm.

Changesinthe Group

In April 2018, Fagerhult completed the acquisition of 100 per
centof the shares of Veko based in Schagen, the Netherlands.
The Veko group companiesincluded in the transaction are;
Veko Lightsystems International B.V. based in the Netherlands,
Veko Lightsystems GmbH based in Germany and the dormant
company Veko Lightsystems S.L. based in Spain, which was
soldin December2018. The results of the Veko companies have
been consolidated in the Fagerhult Group from 1 May 2018 and
included in the business area Western and Southern Europe.
The addition of Veko to the Fagerhult Group has created a
strong opportunity in the professional logistics, distribution
centre, warehousing, data centres and light engineering indoor
sub-sectors and significant synergies from this, new to the
Group, lighting application area are anticipated.

In December 2018, Fagerhult signed an agreement to acquire
100 per cent of the shares of iGuzziniilluminazione S.p.A. based
in Recanati, Italy. The agreement was subject to competition
authority approvalsin German and Russia, which were both
received in thefirst quarter 2019. The agreement was also
subjectto the necessary resolutions relating to the Issue in
Kind, which were resolved at the EGM on the 7 February 2019.
Closingof the dealis expected to take place in thefirst quarter
0f2019. There are a total of 19 legal entities, 4 branch offices
and 3representative offices included in the iGuzzini group of
companies with the holding entity being iGuzziniilluminazione
S.p.A. Referto www.iguzzini.com for further details on legal
entity names and locations. Itis anticipated that the results of
the iGuzzini companies will be consolidated in the Fagerhult
Group fromthefirst quarterin 2019 and included in the
business area Western and Southern Europe. The addition of
iGuzzinito the Fagerhult Group will significantly strengthen the
Group’s position in the global professional market forindoor,
outdoorand retail lighting. The acquisition was completed on
the 7March 2019 and will be consolidated from the 1 March.

Duringthe second half of the year the Group transitioned
successfully through the CEO change with Johan Hjertonsson
leavingon 31 August and Bodil Sonesson joining on 8 October.
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Salesand earnings

Activity levels in several of the Group’s main markets demon-
strated a positive picture for the year whilst some demon-
strated aflat situation and the Group experienced a declinein
the Brexit challenged UK. Forourlarger markets,andona
consistent currency basis, growth has been good in Sweden
and Finland, with some growth being delivered in many of the
remaining markets. Theimpact of the recently acquired Veko
and WE-EF group of companies have both been positive to
the Group overall and domestically our businessin Turkey
has performed well. We experience Brexit affecting the per-
formance of the UK based businesses whereas Ireland is in
strong recovery mode. Political situations continue to existin
Russia, Turkey and South Africa with the Arabian Gulf region
experiencing a liquidity crisis.

Fagerhult performed well and delivered strong results
for2018, with many countries, regions and businesses
increasing sales and profitability. In overall financial terms,
2018 has been Fagerhult’s best year to date, beating the
previous best of 2017 for order intake, net sales and operat-
ing profit. Operating cash flow for 2018 was in line with the
longterm trend.

The Group’s order intake totalled MSEK 5,692 (5,238),
adjusted for currency effects of MSEK -169 and acquisitions of
MSEK-421, orderintake declined 2.6 per centyear-on-year.
Netsales totalled MSEK 5,621 (5,170), which is a decrease of
2.5 percentadjusted for currency effects of MSEK -172 and
acquisitions of MSEK -407. In the fourth quarter a 148.5 MSEK
one off M&A related transaction credit and a 138.9 MSEK
impairment of goodwill charge have been included in the
Western & Southern Europe business area.

Operating profit recorded a year-on-yearincrease of
MSEK 27.9to MSEK 705.8 (677.9).

Financialitems amounted to a negative MSEK 39.1 (nega-
tive 25.4). The increase of MSEK 13.7 was attributableto a
higherinterest charges onincreased borrowings and reduced
currency gains.

Earnings persharefor 2018 was SEK4.39 (4.32).

Ourdecentralised business model, combined with a high
degree of cross Group collaboration, and a leading LED
product offer with integrated lighting controls solutions have
been the prime reasons behind the Group’s positive develop-
ment. Capital investment across the operational footprint
remains ata high level and supports the design, marketing
and sales activities in the business areas. Sales of LED prod-
uctsincreased again during the year to in excess of 97 (91)
per cent of the total sales. We consider that the transition to
LED has been successfully completed and whilst the atten-
tion will remain on this topic, the focus turns to connected
solutions.

Sales forIndoor Lighting decreased 1.1 (increased 1.0) per
cent,salesin Retail Lighting decreased 9.4 (increased 1.1) per
centand Outdoor Lightingincreased 0.9 (42) per cent, all
changes are adjusted for currency effects and acquisitions.
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BUSINESS AREAS

Fagerhult has chosen to divideits operations into four busi-
ness areas based on geographical regions and one business
area covering other activities: Northern Europe, UK and
Ireland, Western and Southern Europe, Africa, Asia and the
Pacific,and Other.

In accordance with IFRS 15, the external reporting has been
adapted so thatsegment reportingreflects the Group’s opera-
tive leadership structure. The reporting procedure also includes
disclosures regarding the development of the previous busi-
nessareas: Indoor, Retail and Outdoor Lighting segments.

Northern Europe

The business area comprises the Group’s operationsin the
Nordics, the Baltics, Russia and Poland. The Group’s factoryin
China, including manufacturing, product developmentand
purchasing, is also part of the business area. Development,
manufacturingand sales are conducted in Sweden and Fin-
land, while operationsin other markets, with the exception of
China,engageonlyin sales.

Net sales were MSEK 2,113.0, up from MSEK 2,048.0 last year,
adjusted for currency effects net salesincreased 1.6 per cent
compared with 2017. The operating profit for the period was
MSEK312.5(266.2) and the operating margin 14.8 (13.0) per
cent. Theincrease in operating profit was mainly as a result of
improved gross margins and efficiency improvements.

Duringthefinal quarterthe real estate at Bollebygd was sold
forasum of29.5 MSEK and had a book value of 16.8 MSEK. The
surplus of 12.7 MSEK has been allocated to the business area NE.
Thesales proceeds have been included in the cash flow state-
mentunderInvesting activities and Revenue from sold property.

UKand Ireland
The business area comprises our companiesin the UKand
Ireland. The significant unitis Whitecroft Lighting and both
Whitecroft and Designplan engage in the development,
manufacture and sale of lighting systems, while the Fagerhult
branded businessesinthe UKand Ireland engage onlyin sales.
Netsalesin 2018 were MSEK 1130.6 compared with
MSEK 1,211.1in 2017, adjusted for currency effects, this repre-
sentsadecline of 11.4 per cent. Brexit has created uncertainty
and areduction in business confidence, which combined had
anincreasing effect during the year. The operating profit for
the period was MSEK 125.0 (184.9) and the operating margin
11.1(15.3) per cent. The decline was due to reduced volumes
inthelndoorand Retail segments.

OPERATING PROFIT, MSEK SALES, MSEK

800 6,000

=3

Western and Southern Europe
This business area comprises the operationsin Germany, the
Netherlands, Belgium, France and Spain. In Germany the
Group’s business unitsare LTS Licht & Leuchten, LED Linear
and the WE-EF group of companies, with all three engaging in
the development, manufacture and sales of lighting systems
with LED Linear having a 100 per cent focus in LED systems
and WE-EF a 100 per cent focusin the outdoor segment. LED
Linear UK has been consolidated from September2017. The
results of WE-EF have been consolidated from March 2017.
The results of Veko, acquired in April 2018 have been consoli-
dated from May 2018 and contribute MSEK 304 in net sales.
Cumulative netsalesfor the year were MSEK 2,113.4, up from
MSEK 1,670.7 the year earlier. The operating profit for the same
period was MSEK 246.9 (181.0), where the increase was mainly
attributable to the acquisition of Veko and a continued strong
resultin Spain.Inthe fourth quarter a 148.5 MSEK one off M&A
related transaction creditand a 138.9 MSEK impairment of
goodwill charge have beenincluded in this business area.

Africa, Asia and the Pacific

This business area comprises our operationsin Australia, the
United Arab Emirates, Turkey, South Africa and New Zealand.
From April 2017, the results of the newly established OR Tech-
nologies Pty Ltd have been consolidated into this business
area. The operationsin Australia (including the specialist
lighting controls company OR Technologies), South Africa
and Turkey develop, manufacture and sell lighting systems
while the operations in the UAE and New Zealand conduct
onlysales. Netsales for the period were MSEK 703.9, com-
pared with MSEK692.5in the preceding year.

Adjusted for currency effects and acquisitions, sales grew
by 7.1 per cent, which was mainly attributable to Australia,
New Zealand, South Africa and Turkey. The political situation
in South Africarestricted the continued increase in perfor-
mancein thisregion and the liquidity situation in the Arabian
Gulf stunted growth for our Middle East business.

The operating profitwas MSEK 65.0 (92.7) and the operat-
ingmargin 9.2 (13.4) per cent.

Financial position
The Group’s equity/assets ratio at the end of the year was
32 (31) percent. Cash and bank balances at year end
amounted to MSEK 808.4 (949.9) and consolidated equity
totalled MSEK 2,129.2 (1,890.5).

Net debt amounted to MSEK 2,073 (1,830).

OPERATING MARGIN, MSEK
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Cash flow from operating activities for the year totalled
MSEK 378 (681). The decrease of MSEK 303 being due to
MSEK 159 working capital increase (prioryeara MSEK 86
decrease) plusincreased taxes of MSEK 47 compared to last
year. Pledged assets and contingent liabilities were

MSEK 46.4 (47.2) and MSEK 1.4 (1.5), respectively.

Employees
In 2018, the average number of employeesincreased by 143 to
3,384 (3,241). Adjusted for acquired units, the average number
ofemployeesincreased by 52 people, or 1.6 per cent. The num-
ber of employeesin the Group’s foreign companies amounted
t02,649 (2,486), which corresponded to 78 (77) per cent of the
total number of employees. The proportion of women during
theyearamounted to 32 (31) per cent of all employees. To
furtherstrengthen the Group’s knowledge capital, the estab-
lished goals forindividual and organisational development
haveincreased asapriority so too hasthe investmentin devel-
opingtalented individuals, both new and existing employees.
The graduate trainee programmeis a good example of this.
The company’s health care initiatives have focused on
preventative measures and healthy living to reduce absence
duetoillness. Forinformation on salaries and remuneration;
referto Note 2.

Guidelines for remuneration to senior management
Remuneration to the CEO and other senior management
consists of basic salary, variable remuneration, company
car benefits and pensions. Annual variable remuneration is
based onachieved goals and is maximised at 30-50 per cent
ofthe basic salary.

These guidelines are also proposed for future years.

In2012, along-termincentive scheme was introduced in the
form of a performance-based share-savings plan for senior
management. The first schemewasin place between 2012
and 2015. The AGMs in 2013 to 2018 inclusive also resolved to
approve additional share-savings plans that each extended
overthreeyears.

Foradditional information; see Note 2.

Investments
The Group’s gross investmentsin property, plant and equip-
mentamounted to MSEK 126 (120), and primarily pertained to
machinery and equipment.

Investments in subsidiariesamounted to SEK307 million (829).
Atyearend, currentinvestments amounted to MSEK 34 (50).

EQUITY/ASSETS RATIO, %
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Grossinvestmentsinintangible assetsamounted to MSEK 33
(57), excluding acquisitions of subsidiaries. Current invest-
ments amounted to MSEK 0 (0).

Depreciation/amortisation for the yearamounted to MSEK
320(158), of which property, plantand equipment accounted
for MSEK 129 (108) and the goodwill write down in Western &
Southern Europe accounted for MSEK 139 (0). Amortisation of
intangibles accounted for MSEK 52 (50).

Product development

Continuous product developmentis undertaken within the
Fagerhult Group across each of the 12 brands. The aimis to
improve existing products, as well as developing new prod-
ucts. Abasic principleis that development efforts should be
carried out close to the markets and in collaboration with
customers and end users. From an international perspective,
Fagerhult holds a prominent position within the lighting
designand technology field. Collaboration with the leading
manufacturers of controls technologies, light sources and
componentsisessential. Fagerhult’s engineering centre,
TeknikCentrum, includes one of Northern Europe’s best
equipped laboratories, where we can test the safety and
performance of and approve our own products. Avitality
index measures the share of net sales from products which
areunder3yearsold.

Development costs of MSEK 16 (11) were capitalised in
the balance sheet for the year. Other costs are expensed as
they arise.

Foradditional information; see Notes 11 and 29.

Sustainability reportin accordance

with the Swedish Annual Accounts Act

In accordance with Chapter 6, Section 11 of the Swedish Annual
Accounts Act, AB Fagerhult has chosen to prepare its sustaina-

bility report separately fromitsannual report. The scope of the
sustainability reportisindicated on page 46 of this document.

Share buybacks

The AGM on 23 April 2018 authorised the Board to buy back the
company’sown shares. No shares were bought back during
theyear. In connection with the allocation of shares tied to the
expiring Group’s share savings plan, 8,070 treasury shares
were used. The number of treasury shares totalled 1,149,708
(1,157,778) afterthe allocation and the number of shares out-
standing was 114,500,292 (114,492,222). The percentage of
shares held as treasury shareswas 1.0 (1.0) per cent.

CASH FLOW FROM OPERATING
ACTIVITIES PER SHARE, SEK
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The Board of Directors proposes that the AGM resolve to
grantthe Board continued authorisation, until the next AGM,
to buy backthe company’s own shares. Astreasury shares are
not entitled to dividends, they are excluded from the total
number of sharesin the proposed appropriation of profits
stated below.

Risks
Areview of potential risks, including the mannerin which
these are managed, is found in Note 36.

The Fagerhult share

There are no limitations on the transferability of shares
(pre-emption clause). Nor are there any limitations as to the
number of votes which each shareholder can exercise at gen-
eral meetings. The company is not aware of any agreements
between shareholders which could involve limitations on the
right to transfer shares.

Extraordinary General Meeting

Asaresultof the signing of the SPAto acquire 100 per cent of
the shares of iGuzzini the shareholders of AB Fagerhult held
an Extraordinary General Meeting (EGM) of shareholders on
7 February2019in the company’s offices in Habo, Sweden.
The EGM resolved to;

- Amend the Articles of Association of AB Fagerhult regarding
the company’s share capital and the number of shares out-
standingin the company, and

- Authorise the board to decide on anewissue of sharesin
AB Fagerhultto beissued as part of the purchase price for
the acquisition of iGuzziniilluminazione S.p.A., and

- Authorise the board to decide on a new issue of shares for
cash payment with preferential rights for the shareholders
with the aim of raising approximately 2.2 BSEK to replace
credit facilities taken by AB Fagerhult for the acquisition of
iGuzziniilluminazione S.p.A.

Referto Note 37 on page 104 for further details.

Appointment and removal of Board members

There are no separate provisions in the Articles of Associa-
tion regarding the appointment or removal of Board mem-
bers.

Parent Company

AB Fagerhult’s operations comprise Group Management,
financing and the coordination of marketing, production,
business and strategy development. The company’s net sales
amounted to MSEK 15.1 (14.2) for the period. The loss after
financial items was MSEK 3,8 (profit 106.5). The number of
employees during the period was seven (six).

Outlook for 2019

Duringthe last threeyears, organic and acquisitive growth
has led to a strong positive sales and earnings trend for the
Groupin all business and product areas and for the majority
of this time many of the Group’s main markets have displayed
steady growth.

The Group has taken advantage of these positive trends and
used the good momentum to continue to invest in its master
brand strategy, product design and development of lumi-
naires and lighting controls and exploited the synergies from
acquisitions. Expansion of operational capability in machin-
ingand electronics has also played a key role.

The Group’s medium-to-long term strategy continues to
include furtheracquisitions, both geographically and tech-
nology led acquisitions.

The Group has established and remainsin a strong posi-
tionin all of its main markets and product areasandas a
result hasincreased its market share during this period.

The organic growth that we have seenin some of the
Group’s main markets has been flatin the most recent quar-
tersand so there will be an increased focus on organic growth
which will be driven by the investments in growth activities
initiated from mid-2016 as well asincreased collaboration
and a refocusingin one or two segments.

Management believes that with the operational footprint
of the Group, the strong position in many markets, the level of
recentand current growth investments and the differentiated
business model the Groupisin a good position to execute
thisfocusonincreasing market shares throughout 2019.

Proposed appropriation of profits
The Group’s retained earnings according to the consolidated
balance sheetamountto MSEK 2,096.9 (1,818.7).

The following profits are at the disposal of the AGM:

Profit brought forward 250.1 MSEK
Net profit for the year 219.0 MSEK
Profit carried forward 469.1 MSEK

The total number of dividend-bearing shares on 14 March
2019 amounted to 125,745,097. The Board of Directors
proposes that the profit be appropriated as follows:

To be distributed as dividends to shareholders:

SEK2.00 pershare 251.5 MSEK
To be carried forward 217.6 MSEK
Total 469.1 MSEK

Board of Directors’ statement regarding

the proposed dividend

Itisthe opinion of the Board of Directors that the proposed
dividend will not prevent the company from fulfilling its short
orlong-term obligations, nor will it prevent the company from
making the necessary investments. Accordingly, the pro-
poseddividend can bejustified pursuant to the provisions of
the Swedish Companies Act, Chapter 17, Section 3, para-
graphs2-3.

Considering that the operations of the Company continue
to be profitable, the equity/assets ratiois at a satisfactory
level. Itisthe Company’s assessment that liquidity can be
maintained at a similarly satisfactory level.
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CORPORATE GOVERNANCE

Corporate Governance

Decentralised governance and decision making is one of Fagerhult’s
strengths, and permeates the entire organisation. The objective of
corporate governance is to ensure that thisis conducted in a clear, effective,
reliable and business oriented manner. Corporate governance is designed
to support the company’s long-term strategies, market presence and
competitiveness. At the same time, it should help maintain confidence in
the Fagerhult Group among stakeholders, such as; shareholders,
customers, suppliers, capital markets, society and employees.

Shareholders
LNl Annual GeneralMeeting |[Kuueell Nomination Committee
Audit Committee —_— Board of Directors el Remuneration Committee

Managing Director
and CEO

Group Management

Local boards for the
respective subsidiaries

Subsidiaries (total 48)

KEY EXTERNAL REGULATIONS KEY INTERNAL REGULATIONS

« Swedish Companies Act « Articles of Association

« Nasdaq Stockholm’s Issuer Rules « Formal work plan for the Board of Directors and

« Swedish Corporate Governance Code (the Code) terms of reference for the CEO

« Accounting rules and regulations + Guidelines for remuneration to senior management

« Various policy documents and instructions
(such as the Group’s Code of Conduct, Financial Policy
Guidelines and Internal Control Document)
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Shareholders and general meetings of shareholders
The shareholders’ rights to decide on Fagerhult’s affairs are
exercised atthe Annual General Meeting (AGM), or if appropri-
ate, the Extraordinary General Meeting (EGM), which is the
company’s highest decision making body. The AGM is to be
held no later than six months after the end of the financial
yearand is usually held in late April to early May. At the AGM,
the shareholders elect the company’s Board of Directors and
appointexternal auditors and decide on their fees. Further-
more, the AGM resolves on whetherto adopt the income
statements and balance sheets, to approve the appropriation
ofthe company’s profit and to discharge the Board and CEO
from liability. The AGM also resolves on the composition of
the Nomination Committee and its work, and makes deci-
sions on principles for remuneration and other terms of
employment forthe CEO and other senior management.

The number of shareholders at year end was 5,774 (5,559).
The largestindividual shareholderis Investment AB Latour, in
which the Douglas family are the main shareholders and hold
atotalof48.3 percent (48.3). For more information on the
ownership structure, share capital, share price development,
etc., please referto the section on the Fagerhult share on
pages48-49 and to Note 34.

2018 Annual General Meeting

The 2018 AGM was held on 23 April in Habo. A total of

104 shareholders were present at the meeting, representing

69.7 per cent of the votes. Minutes from the AGM can be found

on Fagerhult’s website. All resolutions were passed with the

required majority. Below is a selection of the resolutions
passed atthe meeting:

- Resolution on the distribution of a dividend of SEK2.00
(1.50) pershare.

- Eric Douglas, Cecilia Fasth, Catherina Fored, Morten Falken-
berg, Fredrik Palmstierna, Johan Hjertonsson and Jan
Svensson were re-elected to the Board of Directors.

- Jan Svensson was re-elected Chairman.

- Jan Svensson was co-opted (“adjungerad”) to the Nomina-
tion Committee and he was also granted the authority to
appointfouradditional members, one each representing
the four largest shareholders and for the details of this to be
published no later than in connection with the Company’s
third quarter report.

-The AGM resolved to introduce a performance-based
share-savings plan for senior management, “The Perfor-
mance Based Share Program 2018”.

-The AGM resolved to grant the Board of Directors authorisa-
tion to buy backthe company’s own shares, corresponding
toa maximum of 10 per cent of total share capital, for the
period until the date of the next AGM.

Nomination Committee
The Nomination Committeeis to be formed after the Chair-
man of the Board has identified the four largest shareholders

inthe Companyin terms of the number of votes that are to
make up the Nomination Committee along with the Chair-
man whois cop-opted (“adjungerad”). The identity of these
shareholdersisto be based on the shareholders’ register and
list of nominees maintained by Euroclear Sweden AB and
refer to those shareholders registered under their own
names oras members of an owner group as per 31 August
2018. It shall not be necessary to change the composition
of the Nomination Committee if only marginal changesin
the ownership of shares occur after this date. The mandate
forthe Nomination Committeeis untila new Nomination
Committeeis appointed.

LARGEST SHAREHOLDERS AS PER 31 AUGUST 2018
Share capitaland

Name No.ofshares votingrights, %
Investment AB Latour 55,861,200 48.3
SSBCLOmnibusAC, USA 9,950,863 8.6
The Svensson, family,

foundation and company 7,943,727 6.9
Lannebo Fonder 7,489,285 6.5
Swedbank Funds 5,474,856 4.7
The Palmstierna family 3,018,600 2.6
Nordea Funds 2,668,284 2.3

The Nomination Committee consists of the following individ-
ualstogetherwith the names of the shareholders that they
represent; Jan Svensson as Chairman of the Board of AB
Fagerhult co-opted not entitled to vote, Eric Douglas repre-
senting Investment AB Latour, Johan Stahl (Chairman of the
Nomination Committee) representing Lannebo Fonder, Evert
Carlsson representing Swedbank Funds and Jan Sarlvik rep-
resenting Nordea Funds. The Nomination Committee for the
2019AGM s also described on page 57.

The Committee’s representatives have broad and exten-
sive experience of Board work and work on Nomination Com-
mittees.

The work of the Nomination Committee takes place during
the end of the financial yearand at the start of the new finan-
cialyear. Priorto an AGM at which auditorsareto be
appointed, the Nomination Committee collaborates with the
Audit Committee, which works with the evaluation of the work
of the auditors. The Nomination Committee is to observe the
guidelinesthat apply to independent Board members under
the Swedish Corporate Governance Code when making nomi-
nationsto the AGM. Shareholders have the opportunity to
submitwritten proposals to the Nomination Committee.

Externalauditors

The company’s auditor, elected at the AGM, examines

AB Fagerhult’s annual report and consolidated accounts,
the administration of the company by the Board of Directors
and the CEQ, and the annual accounts of subsidiaries, and
submitsan auditreport.
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THE NOMINATION COMMITTEE AHEAD OF 2019 AGM COMPRISES:

Member of the Nomination Committee Representing

Member of the Nomination

Participation/votes, % Committee since

Jan Svensson (not entitled to vote) Investment AB Latour 48.3 2008
Eric Douglas Investment AB Latour 48.3 2015
Johan Stahl-Chairman Lannebo Fonder 6.5 2004
Evert Carlsson Swedbank Funds 4.7 2017
Jan Sarlvik Nordea Funds 2.3 2017

Independent Independent Number of
Board of Directors Numberof inrelationto inrelationto meetings -
elected by the AGM Elected Born Fee shares/votes  theowners theCompany participatedin Comments
Chairman, Jan Svensson 2007 1956 650,000 55,888,200! No Yes 8
Vice Chairman, Eric Douglas 1993 1968 450,000 360,000 No Yes 8
Board Member, Cecilia Fasth 2014 1973 300,000 5,325 Yes Yes 7
Board Member, Catherina Fored 2013 1964 300,000 9,000 Yes Yes 8
Board Member, Fredrik Palmstierna 1992 1946 300,000 3,018,600* Yes Yes 8
Board Member, Morten Falkenberg 2017 1958 300,000 29,529 Yes Yes 7
Total 2,300,000 59,310,654 4 6 8

(51.8%) (67 %) (100 %)

1) Sumtotal of directly and indirectly held shares and shares representing other owners.

The auditis conducted in accordance with the Swedish
CompaniesAct, International Standards on Auditing (ISA)
and generally accepted auditing standards in Sweden.

Atthe 2018 AGM, Ohrlings PricewaterhouseCoopers were
re-appointed as auditors, with Peter Nyllinge as the Auditor-
in-Charge. Among his major auditing assignments, Peter
Nyllinge also has Sandvik and SEB.

The auditor participated at the Board and Audit Committee
meetingin February 2018 and then reported on the 2017 audit.

Auditing of the Group’s companies around the globe is
coordinated by Ohrlings PricewaterhouseCoopers. All of the
activities of companies with a significant scope of operations
are audited by PricewaterhouseCoopersin the respective
country with the exceptions of the LED Linear, WE-EF and
Veko groups who have a full scope audit by other auditors. For
anumber of smaller companies, the auditis performed by
otheraccounting firms.

THE BOARD OF DIRECTORS

Board members

The Board of Directors determines issues concerning the
Group’s strategic focus, finances, investments, acquisitions,
sales, organisational matters and rules and policies. The
Board of Directors is kept abreast of the company’s opera-
tions through monthly reports provided by Group Manage-
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ment. The Board of Directors currently consists of six mem-
berselected by the general meeting, as well as two Board
members and two deputy members elected by the trade
unions. Three (three) of the Board members represent owner-
ship participations equivalent to 52 per cent (51) of the com-
pany’sshare capital and votes. The trade union representa-
tives are the only Board members employed by the Company.
The CEO participatesin all Board meetings and on occasion,
othercompany employees participate in Board meetingsin a
reporting capacity. The company’s Chief Financial Officer
serves asthe Board’s secretary.

Forfurtherinformation concerning the Board members
elected atthe company’s general meeting, refer to the section
concerning the Board of Directors on pages 62-63 of this
annual report.

The Board’s work is regulated by the Swedish Companies
Act, the Articles of Association and the formal work plan
adopted by the Board.

Among other things, the Board’s work plan contains rules
stipulating the number of Board meetings to be held each
financial year, theissues to be addressed at the meetings, and
the division of duties between the Board of Directors and the
CEO. The CEO’sterms of reference set out the CEO’s duties and
obligation toreport to the Board.

Normally, five Board meetings are held each yearand one
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statutory Board meeting. Four of these meetings address
quarterly reports and the year-end report. At least one of the
Board meetings takes place in conjunction with avisit to, and
anin-depth review of, one of the Group’s companies. One
Board meeting peryearis assigned additional time, and at this
meeting a specific focusis placed on strategicissues. The
auditor of the company is present at Board meetings when
needed, normally once ayear. Notices and supporting docu-
ments are sentto the Board one weekin advance of the Board
meetings. When issues are to be decided upon, the Board
usually receives supporting documents concerning these
issueswellinadvance.

The Board appoints two different committees annually; the
Audit Committee and the Remuneration Committee. The aim
of these committeesis to enhance and facilitate the Board’s
work, and to address mattersrelated to each area.

Board of Directors’ independence

Fagerhult’s Board meetsthe stipulationin the Code thata
majority of the elected members areindependent of the
company and its management, and that at least two of the
members areindependentin relation to major shareholders
(thatis, ownership exceeding 10 per cent). See the table on
page57. The Chairman of the Board, Jan Svensson is not con-
sidered independent, as he represents the company’s main
shareholderin theirroles as CEO and major shareholderin
Investment AB Latour, respectively. Eric Douglas represents
the Douglas family. With the exception of the union repre-
sentatives no members of the Board are employed by the
Group. The Nomination Committee’s assessment regarding
whether each proposed member meets the independence
requirementsisannounced in connection with the Commit-
tee’s proposal.

The work of the Board in 2018
The Board met eighttimes during the year, with one of these
meetings being the statutory Board meeting. Five of the eight
meetings were fully attended by the Board. One meeting plus
the statutory meeting had the same member absentand one
board meeting had three members absent. The company’s
auditor was present at one of the Board and Audit Committee
meetings. Thiswas the Board and Audit Committee meeting
thataddressed theannual accounts and, during which, the
auditor submitted his findings.

Important matters dealt with during the year included,
amongst otherthings:
- Long-term operational goals
- Thestrategic focus of the operations
- Business plans, financial plans and forecasts
-Majorinvestments
- Decisionsonlong-term financing
- Policiesand instructions
- Review of the Group’s risk management
- Interimreports and annual accounts

- Reports by the Board’s committees
- Review of the Group’s CSR position and developments
- Follow-up of the external audit

Evaluation of the work of the Board
The Board will ensure that its work is continuously evaluated
through a systematic and structured process. This evalua-
tionisinitiated by the Chairman of the Board. Among other
things, the processincludes an on-line questionnaire in
which Board members have the opportunity to express their
opinion of the Board’s work and to propose ways to improve
it. The results of the evaluation are disclosed to the Board,
followed by discussions and decisions regarding changes in
working methods.

The Board continuously evaluates the work of the CEO and
Group Management.

The Audit Committee
The main duty of the Audit Committee is to audit the Group’s
accountingand financial reporting, as well as to remainin con-
tinuous contact with the auditors and review theirwork plan
and fees. Furthermore, the Committeeis to assist the Nomina-
tion Committeeinits choice of auditors and their fees prior to
those AGMs at which the appointment of auditors takes place.
In 2018, the Audit Committee comprised the entire Board
with the exception of the CEO. During the year, the Audit
Committee had one fully attended meeting at which the
company’s auditor was also present.

The Remuneration Committee

The work of the Remuneration Committee is, on behalf of the
Board, to prepare and negotiate issues concerning the salary
and other remuneration to the CEO, and to approve the CEQ’s
proposals for salaries and remuneration for the other mem-
bers of senior management.

Its duties also include examining the fees to Board mem-
bersinthe eventthatthey are engaged as consultants by the
company’s management. The Committee also addresses any
Group-wide bonus system and option programmes.

Decisions concerning remuneration for the CEO are deter-
mined by the Board.

The Remuneration Committee consists of Jan Svensson
(Chairman of the Board) and Eric Douglas (Vice Chairman of
the Board). The Committee has had two meetings during the
year, at which both members were present.

CEO and Group Management

Fagerhult’s President and CEQ is responsible for leading and
developing operating activities pursuant to the guidelines
andinstructionsissued by the Board. The framework is pro-
vided by the terms of reference issued to the CEO, which are
determined annually by the Board. During the third quarter
(on 31 August) of the year the then current CEO of Fagerhult
departed from the company and during the fourth quarter
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(on8October) the successor CEO took office. The company’s
CFO assumed the role of Interim CEO from 1 September until
7October.

The CEQis assisted by Group Management, consisting of
the heads of business areas and staff units. In consultation
with the Chairman, the CEO compiles the necessary informa-
tion and documentation which provides the basis for the
Board’s work and for the Board to make informed decisions.
The CEQisresponsible for bringing matters to the attention of
the Board and for motivating proposed decisions. The CEOis
responsible forand reports on an ongoing basis to the Board
onthe company’s development. In addition, the CEO leads
the work of the Group Management and makes decisions in
consultation with other members of management.

The CEO owns 3,188 sharesin the company and thisis
stated in the presentation of the management on pages
64-65. The holdingis not classified as significant and the CEO
hasno partnership in companies that have significant busi-
ness relationships with companies in the Fagerhult Group.

During the year, the Group Management comprised the
CEO, the CFO, three managers with responsibility for the
regional business areas, two managers with functional
responsibility for human resources and sustainable develop-
ment, and production and logistics.

Group Management has had six meetings during the year
where it followed up operations, discussed matters affecting
the Group and drafted proposals for strategic plans and
budgets, which the CEO presented to the Board for decision.
Onelonger meeting peryearis held, during which the opera-
tions and strategy are planned and discussed in more detail.

Management of subsidiaries

Fagerhult’s operations are organised into four business
areas. These include 48 subsidiaries. The operations of
therespective subsidiaries are controlled by their Boards.
The Boards of the subsidiaries consist of, among others, the
managing director of the subsidiary, at least one business
area manager and, in most cases, the Group’s CEO and
Group’s CFO. Aformal work planis established annually for
each subsidiary, in which responsibilities and authorities are
clearly delegated and where the work of the subsidiary’s
Boardis governed.

Fagerhult has a decentralised structure, with a strong
focus on responsibility and performance, which combines
with clear, Group-wide processes to realise synergies. The
Company’s senior managers and specialists meet continuously
toreachabroad consensusonimportantissues.

Fagerhult’s Code of Conduct and Fagerhult’s global pres-
ence demand that ouremployees and business partners
take responsibility - for themselves and for each other. The
Code clarifies Fagerhult’s position on issues related to human
rights, labour conditions, the environment, business ethics
and communication. The Code applies to all Fagerhult
employeesregardless of their position. The Board and Group
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CODE OF CONDUCT

Our global presence demands that our employees
and business partners take responsibility for
themselves and for each other. Therefore, we have
created a regulatory framework, our Code of
Conduct.

Our Code of Conduct should be followed by everyone
included in our Group, employees as well as the
Board and Management. We also communicate our
Code of Conduct to our business partners, with the
expectation that it is complied with.

Our Code of Conduct states, amongst other things,
that we will act as a reliable and honest Group that
lives up to its commitments. We believe in long-term
business relationships in which we, together with our
business partners, create a basis for strong financial
results, concern for the environment and social
commitment.

Management have a particular responsibility to promote the
application of the Code of Conduct. The Code is also commu-
nicated to all of Fagerhult’s business partners with the expec-
tation thatitis complied with. Fagerhultacts as areliable and
honest Group that lives up to its commitments.

Fagerhult believesin long-term business relationshipsin
which we, together with our business partners, create a basis
forstrongfinancial results, concern for the environment and
social commitment.

The Code of Conductis availableinits entirety at:
www.fagerhultgroup.com/en/sustainability

REMUNERATION TO

THE MANAGEMENT AND BOARD
Guidelines for remuneration

Remuneration to the CEO and other senior management
consists of basic salary, variable remuneration, other benefits
and pensions. The balance between basic salary and variable
remunerationisto bein proportion to the employee’s
responsibilities and authority.

Forthe CEO, annual variable remuneration is capped at six
month’ssalary. Thevariable salary isbased on the Group’s
earnings pershare. The CEO also has a share option scheme.
Forothersenior management, annualvariable remuneration
iscapped at 30-40 per cent of basic salary. Variable remuner-
ationistypically based onimprovement, compared to the
previous year, in terms of each individual’s respective respon-
sibility for operating profit, the Group’s earnings per share
and the outcome of individual activity plans. These guide-
lines are also proposed forthe coming year.

GOVERNANCE
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Long-term incentive scheme
In 2012, along-term incentive scheme was introduced in the
form of a performance-based share-savings plan for senior
management. Thefirst plan was approved by the 2012 AGM
and runs from 2012 t0 2015. The AGMs in 2013 to 2018 inclu-
sive also resolved to approve additional share-savings plans
thateach extended overthree years.
Forfurtherinformation on guidelines for remuneration,
please refer to the material enclosed with the notice of the
AGM. For additional information; see Note 2.

Remuneration to the Board

Fees payable to Board members are determined annually

by the AGM. Board members who are also employees of the
company receive no Board fees. No separate fees are payable
forwork on the committees other than the standard Board
fee.In 2018, remuneration was paid in accordance with the
tableon page57.

Remuneration to the auditors
In 2018, remuneration was paid in accordance with Note 27
on page 100.

INTERNAL CONTROL OF FINANCIAL REPORTING
Internal controlaims to ensure accurate and reliable financial
reportingand accountingin line with applicable laws and
regulations, accounting standards and other requirements
forlisted companies.

Controlenvironment

The control environment comprises the values and ethics
which the Board of Directors, Audit Committee, the CEO and
Group Management communicate and operate under. The
basis of internal control for financial reporting consists of the
control environment together with the organisation, deci-
sion-making paths, authorities and responsibilities which are
documented and communicated in governing documents.
One exampleis thedivision of responsibilities between the
Board and the CEO and instructions regarding the delegation
of authority, as well as instructions applying to the account-
ingand reporting. Importantinternal controlinstruments
include Fagerhult’s Code of Conduct and values. The Code

includes principles governing how business is to be conducted.

Thesevaluesrepresentalong-term commitmentand a
shared base connected to the business concept and strate-
gies guiding employees in daily operations.

Fagerhultis characterised by a decentralised organisation
based on goal-oriented management, where good perfor-
mances are rewarded.

Financialreporting to the Board

The CEQisresponsible forensuring that the Board receives
the reports required forits ongoing assessment of the com-
pany’sand the Group’s financial positions. Fagerhult’s Board

receives monthly financial reports and the Group’s financial
situation is addressed at each Board meeting.

Risk assessment

Regarding financial risk assessment, the risks are assessed as
mainly relating to the potential for material misstatementin
the reporting of the company’s financial position and perfor-
mance. To minimise these risks, governing documents have
been established foraccounting, for procedures forannual
reporting and for follow-up of reported annual accounts.
Fagerhult’s Board regularly assesses reporting from a risk
perspective. As a support for these assessments, profit/loss
items and balance-sheetitems are compared with previous
reports aswell as budgets and forecasts. The risks identified
inthefinancial reporting are managed through the Group’s
control structure.

Inaddition to assessing the risks in the financial reporting,
the Board and managementwork continuously to identify
and manage significant risks affecting Fagerhult’s business
from an operational and financial perspective. Read more
aboutrisks on pages 102-104.

Control activities and follow-up
Control activitiesinvolve all levels of the organisation and
concern the measures selected to manage the Group’s risks.
To ensure completeness and accuracy in the financial report-
ing, instructions and guidelines are in place that have been
communicated to the relevant personnel. The activities also
limit risk from the identified risks. The Group’s central control
function analyses and monitors budget deviations, prepares
forecasts, monitors significant variations between periods,
and reportsthese to others within the organisation, thereby
minimising therisk of errorsin the reporting. Control activi-
tiesalsoinclude follow-up and comparisons of earnings
trends orsignificant individual items, account reconciliations
and balances, and the approval of all proxy and attestation
instructions, as well as accounting and valuation principles.
Monitoring of the effectiveness and compliance with these
control activities takes place through programmed controls
and throughindividually established procedures. The Group
has ashared reporting systeminwhich all reporting s carried
out. Financial follow-up is carried out by Group Management
in conjunction with regularvisits to the subsidiaries, in
parallel with development of the control function.

Information and communication

Fagerhult continuously provides information about the
Group’s performance and financial position to the market.

The quality of external financial reportingis ensured through
various activities and procedures. The CEO is responsible for
the accuracy and high quality of all information provided, for
example, financial press releases and presentation materials
forvarious meetings with the media, shareholders and inves-
tors. Aninformation policy applies for external communication
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that provides guidelines to the presentation of such infor-
mation. The policyisintended to ensure that Fagerhult’s
information requirements are metin an accurate and com-
plete manner. The mostimportant governing documents,
inthe form of policies and instructions, are kept up-to-date
and are communicated via the appropriate channels, mainly
electronically.

Internal information and communication is about creating
awareness among the Group’s employees about external and
internal governinginstruments, including authorities and
responsibilities. During the year the CFO reminded therele-
vant personnelregarding the Financial Internal Guidelines
documentwhich complements the 2015 issued Minimum
Internal Control Requirements and the reissue in 2017. Fager-
hult’s whistle-blower policy means that each employee has
therightto report suspected breaches of laws or regulations
without fear of reprisal.

Evaluation of the need for a separate audit function
The Board and management have determined that a sepa-
rate internal audit function will not be established in the
Fagerhult Group. The Group’s Finance department continu-
ally monitors compliance with the company’s governance
model, reporting principles and policies. In addition, the
Finance department conducts ongoing analyses of the com-
pany’s reporting and financial results to gain assurance
regarding the trend.

Together with the controlsimplemented by the Group’s
management and the different business areas’ existing control
functions, discussions with the company’s external auditors
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concerning the audit approach, as well as the auditing firm’s
extensive organisation are assessed as providing a satisfac-
tory level of assurance. This means that a separate internal
auditfunctionis not considered necessary.

Activitiesin 2018

During the year, the focus has been onfurtherintegrating
the recently acquired companies of LED Linear, WE-EF and
Veko and also developing the OR Technologies business in
Australia. Extracting synergies has been and will remain an
increased elementto theintegration of acquired businesses.
Thefocusinthe technology space has been on controls and
connectivity solutions where a new Group wide approach is
being considered.

Activities also covered the Group’sinternal controls and on
inventory valuation and inventory control linked to the shift
to LED technology. Focus and priority has also been given to
various senior level recruitments, particularly within the local
managing and finance functions. Following the re-issue of the
Minimum Control Requirements and theinitialissue of the
Financial Internal Guidelines, follow up work has been per-
formed locally, at subsidiary board meetings and with the
company’s auditor to improve the internal controlin many
businesses with the process and results being discussed by
the auditor and the CFO. This work continues with further
internal controlimprovements. The Minimum Control
Requirement documentand processis based on the COSO
framework and the follow-up of internal control pursuant to
these guidelines has become an integrated part of Group gov-
ernance. Activities alsoincluded managing the CEO change.

GOVERNANCE
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The Board of Directors

1. JAN SVENSSON

Chairman

Born: 1956

Mechanical Engineerand M.Sc.in
Business Administration.

Managing Director and Board Member
of Investment AB Latour.

Chairman of Alimak AB, Nederman
Holding ABand Tomra Systems ASA
and Troax Nordic AB.

Board Member of Loomis AB,
AssaAbloy AB,and Oxeon AB.

Board Member of Fagerhult since 2007.
Sharesin AB Fagerhult: 55,888,200
(including Investment AB Latour, of
which own shares 27,000)

4. CATHERINA FORED

Born: 1964

Architect MSA.

CEO of HSB Norra Stor-Stockholm.
Board Member of Brunnberg & Forshed
Arkitektkontor, Reomti Bygg AB and
HSB Bostad.

Board Member of Fagerhult since 2013.
Sharesin AB Fagerhult: 9,000

7. MAGNUS NELL

Born: 1964

Employee Representative
Sharesin AB Fagerhult: 0

10. RASMUS NILSSON

Born: 1987

Deputy Employee Representative
Sharesin AB Fagerhult: 0

(Picture missing)
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2.ERICDOUGLAS

Vice Chairman

Born: 1968

Certified Economist at high school level
and 3years of studies at Lund University
within “Economics for Entrepreneurs.”
Self-employed since 1992.

Chairman of the Board of Pod Invest-
mentAB and Sparbdssan Fastigheter
AB. Board Member of, amongst others,
Investment AB Latour.

Board Member of Fagerhult since 1993.
Sharesin AB Fagerhult: 360,000

5. FREDRIK PALMSTIERNA

Born: 1946

M.Sc.in Business Administration, MBA.
Board Member of Nobia ABand The
Viktor Rydbergs Schools Foundation.
Board Member of Fagerhult since 1992.
Sharesin AB Fagerhult: 3,018,600 (incl.
family and companies)

8. LARS-AKE JOHANSSON
Born: 1961

Employee Representative
Sharesin AB Fagerhult: 2,580

3. CECILIAFASTH

Born: 1973

M.Sc. Engineering

CEO of Stena Fastigheter AB.

Board Member of Fagerhult since 2014.

Sharesin AB Fagerhult: 5,325

6. MORTEN FALKENBERG
Born: 1958

M.Sc. in Business Administration.
Presidentand CEQ of Nobia AB.
Board Member of Nobia AB and
Velux Group.

Board Member of Fagerhult since 2017.

Sharesin AB Fagerhult: 29,529

9. PATRIK PALM

Born: 1984

Deputy Employee Representative
Sharesin AB Fagerhult: 0

DIRECTORS
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Senior management

1. BODIL SONESSON
Presidentand CEO
Born: 1968

M.Sc. in Business Administration, MBA.

Employed since: 2018
Sharesin Fagerhult: 3,188

4. JENNY EVELIUS
Head of Human Resources

Born: 1969

M.Sc.in Business Administration
Employed since: 2013

Sharesin Fagerhult: 18,769

7.GEERT VAN DER MEER
Regional Managing Director
Born: 1965

PhD in Physics

Employed since: 2017
Sharesin Fagerhult: 2,003
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2. FRANKAUGUSTSSON
Regional Managing Director

Born: 1965

Technical College Graduate
Employed since: 1986-2001, 2004
Sharesin Fagerhult: 24,931

5.MICHAELWOOD

Chief Financial Officer

Born: 1964

Chartered Accountant ACMA
Employed since: 2005
Sharesin Fagerhult: 5,442

8. ANDREA SASSO
CEOQiGuzziniilluminazione

Born: 1965

Education: M. Sc.in Business
Administration

Employed since: March 2019
Sharesin Fagerhult31 Dec2018:0

3.ANDERS FRANSSON
Managing Director
Fagerhults Belysning AB
Born: 1969

M.Sc. Engineering
Employed since: 2005
Sharesin Fagerhult: 21,495

6. MICHAEL KRAMER
Regional Managing Director
Born: 1966

Dr.-Ing

Employed since: 2016
Sharesin Fagerhult: 0
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Consolidated income statement

MSEK Note 2018 2017
Netsales 1 5,621.0 5,170.3
Costofgoodssold -3,474.2 -3,245.7
Gross profit 2,146.8 1,924.6
Selling expenses -1,035.9 -919.4
Administrative expenses -467.0 -384.9
Otheroperatingincome 22 200.8 57.6
Otheroperating costs 11 -138.9 -
Operating profit 705.8 677.9
Financialincome 3 10.1 15.0
Financial expenses 4 -49.2 -40.4

Totalfinancialitems - net

Profit before tax
Income tax 9,10 -163.6 -158.1
Net profit forthe year 503.1 494.4

503.1

Net profit for the year attributable to shareholders of the Parent Company

Earnings per share, based on earnings attributable to

shareholders of the Parent Company during the year:

Earnings pershare before dilution, SEK 4.39 4.32
Earnings per share after dilution, SEK 4.39 4.32
Average number of shares outstanding before dilution, thousands 114,497 114,318
Average number of shares outstanding after dilution, thousands 114,497 114,318
Number of shares outstanding, thousands 114,500 114,492
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Net profit for the year 503.1 494.4
Other comprehensiveincome:

Items that will not be reclassified to profit or loss:

Remeasurements of pension plans, net after tax 21 -0.7 -2.2
Items that may be reclassified to profit or loss:

Translation differences, net after tax 36 -39.5 -105.7
Other comprehensive income for the year, net after tax -40.2 -107.9
Total comprehensiveincome for the year 462.9 386.5
Total comprehensiveincome for the year attributable to shareholders of the Parent Company 462.9 386.5
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Consolidated balance sheet

MSEK Note 2018 2017
ASSETS
Non-currentassets
Intangible assets 11
Goodwill 2,099.9 1,831.0
Brands 889.3 699.2
Otherintangible assets 170.7 179.2
Constructioninprogress ... I 01
3,159.9 2,709.5
Property, plantand equipment 12
Land and buildings 265.2 261.2
Plantand machinery 258.3 236.5
Equipment, fixtures and fittings 145.1 137.5
Construction n progress T T 504
703.1 685.6
Financial assets
Other shares and participations 13 18.7 18.3
Deferred tax assets 10 29.2 31.9
Othernon-currentreceivables B 92 . 39
52.1 54.1
Totalnon-current assets 3,915.1 3,449.2
Currentassets
Inventories 16
Raw materials and consumables 393.7 350.6
Workin progress 71.4 53.6
Finished products and goods for resale 374.4 319.8
L LT 1o
857.4 761.5
Currentreceivables
Tradereceivables 6 925.0 837.7
Currenttaxassets 21.7 7.2
Otherreceivables 32.1 27.1
Prepaidexpensesandaccruedincome 15 615 o 643
1,040.3 936.3
Cash and cash equivalents 808.4 949.9
Total currentassets 2,706.1 2,647.7
TOTAL ASSETS 6,621.2 6,096.9
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Consolidated balance sheet

MSEK Note 2018 2017

EQUITY

Capitaland reserves attributable to shareholders of the Parent Company

Share capital 33 65.5 65.5

Other contributed capital 205.0 205.0

Reserves -238.2 -198.7

Retained earningsincl. netprofitfortheyear 20969 18187
2,129.2 1,890.5

LIABILITIES

Non-current liabilities

Borrowings 17 2,371.6 2,684.6

Provisions for pensions and similar commitments 21 93.5 90.2

Othernon-current liabilities 22 249.3 162.0

Deferred taxliability S I AR .-
3,049.1 3,219.7

Current liabilities

Borrowings 17 416.1 4.8
Advance payments from customers 13.8 10.5
Trade payables 351.2 412.2
Currenttax liabilities 61.2 77.2
Other liabilities 22 237.6 110.2
Accrued expenses and deferred income 18 363.0 371.8

1,442.9 986.7
Total liabilities 4,492.0 4,206.4
TOTALEQUITYAND LIABILITIES 6,621.2 6,096.9
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Changesin equity

Retained
Other earningsincl.

Share contributed net profit Total

Note capital capital Reserves fortheyear equity

Equity at1January 2017 65.5 159.4 -93.0 1,495.2 1,627.1
Net profit for the year 494.4 494.4
Netinvestment hedges 30 -1.7 -1.7
Deferred tax on netinvestment hedges 0.3 0.3
Remeasurements of pension plans -2.8 -2.8
Deferred tax on remeasurements of pension plans 0.6 0.6
Translation differences -104.3 -104.3
Total comprehensiveincome for the year -105.7 492.2 386.5
Performance-based share-savings plan 2 2.7 2.7
Sale of treasury shares 45.6 45.6
Dividend, SEK 1.50 pershare 35 -171.4 -171.4
Equity at 31 December 2017 65.5 205.0 -198.7 1,818.7 1,890.5
Net profit for the year 503.1 503.1
Netinvestmenthedges 30 -4.3 -4.3
Deferred tax on netinvestment hedges 0.8 0.8
Remeasurements of pension plans -0.8 -0.8
Deferred tax on remeasurements of pension plans 0.1 0.1
Translation differences -36.0 -36.0
Total comprehensiveincome for the year -39.5 502.4 462.9
Performance-based share-savings plan 2 4.8 4.8
Dividend, SEK2.00 per share 35 -229.0 -229.0
Equity at31 December2018 65.5 205.0 -238.2 2,096.9 2,129.2
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Consolidated cash-flow statement

MSEK Note 2018 2017
Operating profit 705.8 677.9
Adjustments for non-cash items:
Depreciation/amortisation 320.3 158.2
Reversal of lliabilities for earnout payments 22 -148.5 -
Profit/loss on the sale of property, plantand equipment -12.7 1.0
Itemsin equity 4.1 0.3
Translationdifferences LTS TS0
771.4 780.4
Interest received 10.1 3.7
Interest paid -49.2 -41.4
INCOMETAXPAIA s ) LA
Cash flow from operating activities before changes in working capital 537.4 594.8
Changes in working capital
Changesininventories -69.6 46.5
Changesin currentreceivables 23.2 34.2
Changesincurrentliabilites Lo 58
Cash flow from operating activities 378.1 681.1
Investing activities
Investments in subsidiaries 31 -306.6 -828.9
Investmentsinintangible assets 11 -33.0 -57.2
Investmentsin property, plantand equipment 12 -126.0 -119.9
Revenue from the sale of property, plantand equipment 35.7 -
Changesin constructionin progress 12 15.9 =217
Increaseinnon-currentreceivables 13 )
Cash flow from investing activities -414.6 -1,039.9
Financing activities
Repayment of loans 17 - -133.0
Borrowings 17 104.9 841.8
Sale of treasury shares - 45.6
DIVIdeNdspaid L2290 o
Cash flow from financing activities -124.1 583.0
Changein cash and cash equivalents -160.6 224.2
Cashand cash equivalents atbeginning of the year 949.9 731.6
Translation differencesin cash and cash equivalents 19.1 -5.9
Cash, cash equivalents at end of the year 808.4 949.9
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Parent Company income statements

MSEK Note 2018 2017
Netsales 24 15.1 14.2
Gross profit 15.1 14.2
Selling expenses - -0.4
Administrative expenses -50.5 -47.2
Operating profit/loss -35.4 -33.4
Financialincome and expenses

Income from sharesin subsidiaries 7 58.8 143.3
Interestincome and similar profit/loss items 3 40.0 40.2
Interest expenses and similar profit/lossitems 4 -67.2 -43.6
Total financialitems 31.6 139.9
Profit before appropriations and tax -3.8 106.5
Changeintaxallocationreserve 8.6 -
Group contributions received 260.0 237.0
Taxon profit for the year 9,10 -45.8 -42.6
Net profit for the year/Total comprehensive income 219.0 300.9
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Parent Company balance sheet

MSEK Note 2018 2017

ASSETS

Non-currentassets

Financial assets

Shares and participationsin subsidiaries 14,31 616.6 616.6

Receivables from subsidiaries 3,179.8 2,838.8
3,796.4 3,455.4

Total non-current assets 3,796.4 3,455.4

Currentassets

Currentreceivables

Otherreceivables 0.3 1.3

Receivables from subsidiaries 35.1 22.1

Prepaid expensesand accrued income 15 11.5 21.5

46.9 449

Cash and cash equivalents/Cash and bank balances 328.7 547.9

Totalcurrent assets 375.6 592.8

TOTAL ASSETS 4,172.0 4,048.2
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Parent Company balance sheet

MSEK Note 2018 2017

EQUITY

Restricted equity

Share capital 33 65.5 65.5

B 189 1504
224.9 2249

Non-restricted equity

Retained earnings 250.1 174.5

Net profit for the year 219.0 300.9

e e 4691 . I 4754

Total equity 694.0 700.3

Untaxed reserves

Transfertotax allocation reserve - 8.6

LIABILITIES

Non-current liabilities

Borrowings 17 2,706.8 2,660.2

Liabilities to subsidiaries 1.7 1.7

T e 2,7085 .. I 2,6619

Current liabilities

Borrowings 17 411.0 -

Currenttax liabilities 15.7 24.1

Other liabilities - 0,4

Liabilities to subsidiaries 329.6 637.1

Accruedexpenses and deferredincome | . oo 18 i
769.5 677.4

Total liabilities 3,478.0 3,339.3

TOTALEQUITYAND LIABILITIES 4,172.0 4,048.2

FAGERHULT ANNUAL REPORT 2018

73



74

Changes in equity, Parent Company

Retained

earnings
Share Statutory incl. net profit Total
Note capital reserve fortheyear equity
Equity at1January 2017 65.5 159.4 344.3 569.2
Net profit for the year/Total comprehensiveincome 300.9 300.9
Performance-based share-savings plan 2 1.6 1.6
Dividend, SEK 1.50 per share 35 -171.4 -171.4
Equity at 31 December 2017 65.5 159.4 475.4 700.3
Net profit for the year/Total comprehensiveincome 219.0 219.0
Performance-based share-savings plan 2 3.7 3.7
Dividend, SEK2.00 pershare 35 -229.0 -229.0
Equity at 31 December 2018 65.5 159.4 469.1 694.0

FAGERHULT ANNUAL REPORT 2018



Parent Company cash-flow statement

MSEK Note 2018 2017
Operating profit -35.4 -33.4
Adjustments for non-cash items:
Itemsin equity 3.7 1.6
Translationdifferences = S
-55.9 -40.7
Interest received 40.0 40.2
Interest paid -43.0 -34.7
Incometaxpaid A2 T8
Cash flow from operating activities before changes in working capital -113.1 -65.0
Changes in working capital
Changesin current receivables -2.0 8.0
Changesincurrentliabilities - @& 355
Cash flow from operating activities -425.6 294.5
Investing activities
Increasein non-currentreceivables 13 -341.0 -925.2
Group contributions and dividends received 318.8 380.3
Cashflowfrominvestingactivites 222 54409
Financing activities
Repayment of loans 17 - -133.0
Borrowings 17 457.6 917.9
Dividendspaid L2290 nia
Cash flow from financing activities 228.6 613.5
Changein cash and cash equivalents -219.2 363.1
Cash and cash equivalents at beginning of the year 547.9 184.8
Cash, cash equivalents at end of the year 328.7 547.9
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Accounting policies

The limited liability company’s consolidated accounts have
been preparedinaccordance with International Financial
Reporting Standards (IFRS), as adopted by the EU, the
Swedish Annual Accounts Act and the Swedish Financial
Reporting Board’s recommendation RFR1.

The Parent Company applies the same accounting policies
asthe Group, exceptintheinstances stated below in the sec-
tion Parent Company’s Accounting Policies. The deviations
arisingbetween the Parent Company’s and the Group’s
accounting policies result from limitations in the possibility
of applying IFRS in the Parent Company primarily due to the
stipulations of the Swedish Annual Accounts Act. The policies
applied are unchanged compared with the preceding year.

Allamounts are reported in millions of Swedish kronor
(MSEK), unless stated otherwise. Assets and liabilities are
valued at cost, unless stated otherwise. The amounts
reported for financial assets and liabilities comprise an
approximation of their fair value.

CONSOLIDATED ACCOUNTS

Subsidiaries

The consolidated accountsincluded subsidiaries over which
the Group has control, thatis when the Group is exposed to
orhastherighttovariable returns fromits holdingsin the
company and can affect returns through its control.

Companies acquired during the year are fully consolidated
from the date on which controlis transferred to the Group.
Companies are de-consolidated from the date that control
ceases.

The Group applies the acquisition method to recognise
the Group’s business combinations. The acquisition price
paid forasubsidiary is the fair values of the assets trans-
ferred, the liabilitiesincurred and the sharesissued by the
Group. The consideration transferred includes the fair value
ofany asset or liability resulting from an earnout arrange-
ment. Acquisition-related costs are expensed as incurred
and areincluded under the item Administrative expenses.
Identifiable assets acquired and liabilities assumed in a
business combination are measured initially at their fair
values at the acquisition date. For each acquisition, the
Group determines whether all non-controlling interests in
the acquired company are recognized at fairvalue or at the
proportionate share of the acquired company’s net assets.
The amount by which the consideration, any non-controlling
interest and fairvalue at the acquisition dates of previous
shareholdings exceeds the fair value of the Group’s share of
identifiable net assets acquired is recorded as goodwill. If
the consideration transferred is less than the fairvalue of the
acquired subsidiary’s net assets, the difference is recognised
directlyin profit orloss.

Inter-company gains on transactions between Group
companies are eliminated in their entirety. There are no
non-controlling interests within the Group.

TRANSLATION OF FOREIGN CURRENCIES
Functional currency and presentation currency
ltemsincluded in the financial statements of each of the
Group’s entities are measured using the currency of the
primary economic environment in which the entity operates
(thefunctional currency). The consolidated accounts are
presented in SEK, whichis the Parent Company’s functional
and presentation currency.

Transactions and balance-sheetitems

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the trans-
action dates. Foreign exchange-rate differences attributable
to operating activities are recognised in operating profit,
while exchange-rate differences attributable to the Group’s
financing are recognised under financialincome and
expenses. Exceptions to thisinclude hedging transactions
that meet the requirements for the hedge accounting of net
investments, for which exchange-rate differences are recog-
nised in other comprehensive income.

Subsidiaries

Theresults and financial position of all subsidiaries (none of
which has the currency of a hyper-inflationary economy) that
have afunctional currency different from the presentation
currency are translated into the Group’s presentation
currency as follows:

- assets and liabilities for each balance sheet are translated
attheclosing rate of exchange;

-incomeand expenses foreach income statementaretrans-
lated at the respective average exchange rate (unless the
average exchange rateis not a reasonable approximation
of the cumulative effect of the rates prevailing on the
transaction dates, in which caseincome and expenses are
translated atthe transaction-date rates); and

- allresulting exchange-rate differences are recognised as a
separate component of other comprehensive income.

Goodwill and fairvalue adjustments arising on the acquisition
of aforeign entity are treated as assets and liabilities of the
foreign entity and are translated at the closing rate.

INCOME TAX
Reportedincome taxincludestaxwhichis to be paid or
received for the current year and adjustments pertaining to
previous years’ current taxes and changes in deferred tax.
The measurement of allincome tax liabilities and assetsis
performed at nominal amounts, applying the tax rates and
provisions that have been enacted, or substantially enacted,
and which are expected to apply when the related deferred
taxassetisrealised or the deferred tax liability is settled.
Inthe case of items recognised in profit or loss, related
tax effects are also recognised in profit or loss. The tax
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effects of items that are recognised in other comprehensive
income ordirectly in equity are also recognised directly
againstthesame.

Deferred taxis calculated using the balance-sheet method
on alltemporary differences arising between the tax bases
of assets and liabilities and their carryingamounts. These
temporary differences have primarily arisen through consoli-
dation adjustments and transfers to tax allocation reserves.

Deferred tax assets pertaining to future tax deductions are
recognised to the extent thatitis probable that such deduc-
tions can be netted against surplusesin future taxation.
Deferred tax liabilities pertaining to temporary differences
attributable to investments in subsidiaries are not recognised
inthe consolidated accounts as the Parent Company can,
inall cases, control the date for a reversal of the temporary
differences anditis not assessed as probable that a reversal
will take place within the foreseeable future.

Thereporting of deferred taxis based on effective taxrates.

INVENTORIES
Inventories are reported using the first-in, first-out method at
the lower of cost and net realisable value on the closing date.
Thevaluation of work in progress and finished products
includes design costs, direct labour costs and other direct
costs with areasonable mark-up forindirect costs (based on
normal production capacity). This item excludes borrowing
costs.
Net realisable valueis the estimated selling price in the
on-going course of business, less applicable variable selling
expenses.

TRADE RECEIVABLES AND OTHER RECEIVABLES
Trade receivables are classified as current assets and are
recognised at cost less provision forimpairment. See below
foradescription of the Group’simpairment policies for trade
receivables.

REVENUE RECOGNITION
Goods
The Group manufactures and sells lighting solutions to the
professional lighting market. Sales of goods are recognised
when control of the goods is transferred - thatis, upon delivery
to the customer, when they have full right of decisions over
the goods and there are no longer any unfulfilled obligations
that might affect customers’ approval. Delivery is recognised
when the goods have been delivered in accordance with the
agreed-upon delivery terms and the risk for obsolete or miss-
ing goods has transferred to the customer and the customer
has accepted the goodsin accordance with the agreement,
the timeframe for changes to the agreement has expired or
the group has objective evidence that all the criteria for
acceptance have been fulfilled.

Volume rebates are often applied to sold goods based on
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accumulated sales over a twelve-month period. Income from
salesof goodsisrecognised based on the pricein the agree-
ment, less calculated volume rebates. Historic datais used to
estimatethe rebate’s eventual value and incomeis recognised
onlytotheextentthatitis unlikely that a significant reversal will
arise. Aliability (whichisincludedin accrued expenses) is recog-
nised for estimated volume rebates applied to sales until closing
date. Nofinancingcomponentis assessed to be required at the
time of sale with a credit period of 50 days in average, whichis
in alignment with market practice. The Group’s obligation to
repairor replace defective products according to normal
warranty rulesis recognised in accrued costs.

Areceivable isrecognised when the goods have been
delivered, as thatis when payment becomes unconditional
(thatis, paymentrequires only the passage of time). Inter-
company sales are eliminated in the consolidated accounts.

Other operatingincome
Revenue from activities outside the Group’s primary opera-
tions has been recognised as Other operatingincome.

Interestincome
Interestincomeis recognised on atime-proportion basis
using the effective interest method.

Dividend income
Income from dividends is recognised when the right to
receive payment has been determined.

INTERNAL TRANSFER PRICING
The pricing of transactions such asintra-Group purchases
and sales of goods and services, uses market terms.

LEASES

Leasesinwhich a significant portion of the risks and rewards
of ownership are retained by the lessor are classified as operat-
ing leases. Payments made under the lease term (net of any
incentives received from the lessor) are expensed in profit or
loss on astraight-line basis.

BORROWING COSTS

The Group capitalises borrowing costs which are directly
attributable to the purchase, construction or production
ofanasset, and where a considerable amount of time is
required to prepare the asset for use or sale, as a portion of
the asset’s cost. Other borrowing costs are recognised as
expensesin the periodin which they arise.

CASH-FLOW STATEMENT AND

CASH AND CASH EQUIVALENTS

The cash-flow statement has been prepared using the indirect
method. The recognised cash flow includes only those trans-
actions that have resulted in receipts or payments. Cash and
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cash equivalentsinclude cash and bank balances as well as
short-term financial investments with maturities of less than
three months. In both 2018 and 2017, cash and cash equiva-
lents were comprised solely of cash and bank balances.

PROPERTY, PLANT AND EQUIPMENT

Land and buildings comprise, primarily, factories and offices.
All property, plantand equipment (PPEs) are measured at
cost less accumulated depreciation.

Costincludes expenditure thatis directly attributable
tothe acquisition of the items. Subsequent expenses are
included inthe asset’s carryingamount, or recognised as
aseparate asset, asappropriate, only when itis likely that
future economic benefits associated with the asset will
accruetothe Group, and when the asset’s cost can be meas-
ured reliably. All other repairs and maintenance are recog-
nised as expensesin profit orloss during the period in
which they arise.

No depreciation is reported for land. Depreciation on other
assetsis calculated using the straight-line method to allocate
their cost down to their residual values over their estimated
useful lives, as follows:

Buildings 25years
Permanentequipment,

service facilities, etc. in buildings 10-20years
Land improvements 20years
Machinery and equipment 5-10years
Vehiclesand IT systems 5years
Computersand tools 3years

The assets’ residual values and useful lives are reviewed and
adjusted, if appropriate, at each closing date.

An asset’s carrying amountisimmediately written down to
its recoverableamountifthe asset’s carryingamount
exceeds its estimated recoverable amount.

INTANGIBLE ASSETS

Capitalised development expenditure

The Group incurs no expenses for research. Expenses arising
from development projects (attributable to the development
of new luminaires) are reported in the Group asintangible
assetswhenitis likely that the project will be successful, in
terms of its commercial and technical possibilities, and when
the expenses can bereliably measured. Other development
expenses are expensed as they arise. Development expenses
previously recognised as an expense are not capitalised as
assetsin subsequent periods.

Capitalised development expenditure with a limited
useful lifeis amortised on a straight-line basis from the point
intime at which commercial production can be initiated.
Amortisationis reported during the asset’s expected useful
life, which is usually three to five years. Amortisation is
included in profit orloss under the item Cost of goods sold.

Capitalised development expenditureisincluded under the
item Otherintangible assets.

Goodwill

Goodwill consists of the amount by which the consideration,
any non-controllinginterest and fair value at the acquisition
dates of previous shareholdings exceeds the fair value of the
Group’s share of identifiable net assets acquired. Goodwill on
the acquisition of subsidiaries is recognised as anintangible
asset. Goodwillis tested annually to identify any need for
impairment and is recognised at cost less accumulated
impairment. The gain orloss on the sale of an entity includes
the remaining carrying amount for goodwill pertaining to the
entity sold.

Goodwillis allocated to cash-generating units (CGUs),
whentesting forany impairmentrequirement. This allocation
ismade to the CGUs which are expected to benefit from the
business combination which has given rise to the goodwill
item. The Fagerhult Group allocates goodwill to all lines of
business.

Brands

Thisitem mainly includes assets in the form of brands,
which have arisen in conjunction with the acquisition of
subsidiaries and which are recognised at fair value on the
acquisition date. Brands acquired as a part of a business
combination are assessed as having indefinite useful lives
since the Group has made the judgement that these will drive
salesforanindeterminate future and are annually tested for
impairment as described above for goodwill. Brands that
have been acquired separately have a finite useful life and
areinitially recognised at cost, less accumulated amortisa-
tion and impairment in subsequent periods. Amortisation
isapplied on astraight-line basis over the estimated

useful life.

IMPAIRMENT OF NON-FINANCIAL ASSETS
Assetswhich have an indefinite useful life (goodwill and
brand) orintangible assets that are not yet ready for use
(capitalised development expenditure) are not subject to
amortisation and, instead, are tested for annually or when
necessary forany need forimpairment. Assets that are
subjectto amortisation are reviewed forimpairment whenever
events or changesin circumstancesindicate that the carrying
amount may not be recoverable. In those cases, in which the
carryingamount exceeds the estimated recoverable amount,
the carryingamountisimmediately impaired down to the
recoverable amount. The recoverable amount is the greater
ofan asset’s fairvalue, less selling expenses and the asset’s
valuein use. Forthe purposes of assessing any need for
impairment, assets are grouped at the lowest levels for which
there are separate, identifiable cash flows (CGUs).
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FINANCIAL INSTRUMENTS

Financial instruments reported in the balance sheetinclude
othershares and participations, other non-current receivables,
operating receivables, cash and cash equivalents, borrow-
ings, other non-current liabilities (pertaining to conditional
earnout payments) and operating liabilities. Derivative
instrumentsincluded in the items operating receivables and
operating liabilities.

Financial assets - Accounting Policies

applied from 1 January 2018

Starting 1 January 2018, the Group classifiesits financial
assetsinthefollowing categories: Financial assets recognised
at fairvalue through profit or loss (encompasses the items
othershares and participations, and derivative instruments
with positive fairvalue recognised in the item other current
receivables) and Financial assets recognised at amortised
cost (encompasses theitems other non-current receivables,
trade receivables,and parts of current receivables and cash
and cash equivalents).

The classification of investmentsin liability instruments is
based on the Group’s business model for managing financial
assets and the contractual conditions for the assets’ cash
flows. All of the Group’s financial assets that comprise debt
instruments are classified in the category Financial assets at
amortised cost. Theseinclude assets held in order to collect
contractual cash flows and where these cash flows consist
solely of principal and interest which is recognised at amor-
tised cost. Interestincome from these financial assets is
recognised as financialincome on the basis of the effective
interest method. Profits and losses that arise upon derecog-
nition from the balance sheet are recognised directlyin
profit or loss along with exchange rate profitand loss.

Purchases and sales of financial assets are recognised on
the trade date, the date on which the Group commitsiitself to
purchase orsell the asset. Financial assets are derecognised
from the balance sheet when the rights to receive cash flows
from the instruments have expired or been transferred, and
the Group has substantially transferred all of the risks and
rewards associated with ownership.

Financial assetsinitially valued at fair value, plus transac-
tion costs directly pertaining to the purchase when the asset
isnot recognised at fairvalue in profit or loss. Transaction
costs pertaining to financial assets recognised at FVTPL are
expensed directly in profit orloss. The group measures all
equity instruments at fairvalue in profit or loss. Changesin
the fairvalue of financial assets recognised at FVTPL are
recognised in profitorloss.

Starting 1 January 2018, the Group estimates the expected
creditlosses (ECLs) related to investmentsin debtinstru-
ments recognised atamortised cost. In accordance with
IFRS 9, the Group applies a modified approach forimpairment
testing of trade receivables. The modification resultsin the
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loss allowance for ECLs being calculated based on the risk of
loss for the entire term of the receivable and is recognised
when thereceivableis first recognised. To measure the ECLs,
trade receivables have been collectively based on shared
creditrisk characteristics and past-due days. The Group uses
prospective variables to calculate ECLs. ECLs are recognised
inthe Group’sincome statement under the item selling
expenses.

Financial assets - Accounting Policies

applied priorto 1 January 2018

The Group has applied IFRS 9 with retroactive effect, but has
chosen not to restate the comparative figures. This means
that the submitted comparative figures have been recog-
nised according to the previous accounting policies. Up to
31 December2017,the Group classified its financial instru-
ments in the categories Financial assets at fair value through
profitand loss, Available-for-sale financial assets and Loans
receivable and Accounts receivable. Classification is based
ontheunderlyingreason foracquiring the financial asset.
Company management determines the classification of
financial assets atinitial recognition and, thereafter,
re-examines the decision at each reporting occasion.

The category Loans receivable and accounts receivable
included theitems Other non-current receivables, Trade
receivables, Other current receivables and Cash and cash
equivalentsinthe balance sheet.

Financial assets were initially recognised at fair value plus
transaction costs, which applied to all financial assets which
were not measured at fairvalue in profit or loss. Financial
assets at fairvalue through profit or loss were initially valued
atfairvalue, while applicable transaction costs were recognised
in profitorloss. Loans receivable and Accounts receivable
were recognised in subsequent periods at amortised cost
using the effective interest method. Where necessary, provi-
sions were made forimpairment. Available-for-sale financial
assets (theitem Shares and participations) and financial
assetsat fairvalue through profit or loss (derivative instruments
with positive fairvalues that were recognised in the item
Other current receivables) were recognised after the acquisi-
tion date at fairvalue. Realised and unrealised gains and
losses resulting from changes in fair value attributable to the
category Financial assets at fairvalue through profit or loss
wereincludedin theincome statementin the period during
which they arose.

The Group made an assessment at each closing date as
towhether objective evidence existed of an impairment
requirement for a financial asset or group of financial assets.
Aprovision forimpairment of trade receivables was made
when there was objective evidence that the Group would not
be able toreceive allamounts due according to the original
terms of the receivable. Significant financial difficulties on the
partof the debtor, the probability that the debtor would enter
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into receivership or undergo financial reconstruction, and
defaulted or late payments were considered indicators that
animpairment provision for trade receivables could be
required. The amount of the provision was the difference
between the carryingamount of the asset and the present
value of estimated future cash flows, discounted at the
original effective interest rate. The carrying amount of the
assetwas reduced using animpairment allowance account
andthelossis recognised in profit or loss under Selling
expenses. Recoveries of amounts previously written off
were credited against Selling expenses in profit or loss.

Financial liabilities

The accounting policies and estimation of the Group’s finan-
cial liabilities have not changed as a result of the transition

to IFRS 9. The policies for financial liabilities in this section
therefore pertain to all periods presented in the consolidated
financial statements. The Group classifies its financial liabili-
tiesinthe categories Financial liabilities measured at fair
value through profit or loss (consists of conditional earnout
payments recognised under the item Other non-current
liabilities and Other liabilities and derivative instruments with
negative fairvalues recognised under the item Other current
liabilities) and Otherfinancial liabilities (encompassing the
items current and non-current borrowings, trade payables
and partsofthe item Other current liabilities).

Financial liabilities measured at FVTPL areinitially
measured at fairvalue, while applicable transaction costs
are recognised in profit or loss. Other financial liabilities are
initially measured at fairvalue, net after transaction costs,
and thereafter, at amortised cost using the effective interest
method. Derivative instruments are recognised on the trade
date and are not used for hedge accounting. Changes in fair
value are, therefore, recognised immediately in profit or loss
under Operating profit. The change in fair value for conditional
earnout payments are recognised under the item Other
operatingincomein profit or loss.

Financial liabilities are removed from the balance sheet
when obligations have been regulated orannulled, or have
otherwise expired. The difference between the carrying
amount forafinancial liability (or part of a financial liability)
that has been extinguished or transferred to another party
and the payment made, including transferred assets that
are notcash orassumed liabilities, is recognised in profit
orloss.

Netinvestment hedges

The Group applies netinvestment hedges in foreign opera-
tions, which are recognised according to the following: Any
gain orloss on the hedginginstrumentrelating to the effective
portion of the hedge is recognised in other comprehensive
income and is accumulated in equity. The gain or loss relating
to the ineffective portion is recognised directly in profit or

loss. Gains and losses accumulated in equity are reclassified
to theincome statement when the foreign operationis
partially disposed of or sold. As a hedging instrument for net
investments, the Group designates borrowingsin the same
currency as the netinvestment.

EQUITY

Transaction costs which are directly applicable to theissue
of new shares or share options are reported, net after tax,
in equity, with a deduction for the proceeds of the issue.
Inthe case of a repurchase of shares, retained earnings are
reduced by the amount paid for the shares. When treasury
sharesare sold, retained earnings increase by the amount
received.

BORROWINGS

Borrowings (encompassing the items Non-current and cur-
rent borrowingsin the balance sheet) areinitially recognised
atfairvalue, net after transaction costs. Borrowings are
recognised thereafter atamortised cost and any difference
between the amount received (net after transaction costs)
and the repayment amountis recognised in profit or loss
overthe duration of the term, using the effective interest
method.

Borrowings are classified as current liabilities if the Group
doesnot have an unconditional right to defer payment of the
liability for at least twelve months after the end of the report-
ing period.

EMPLOYEE BENEFITS

Pension commitments

Within the Group, there are both defined-contribution plans
and defined-benefit plans. A defined-benefit planis a pension
planstipulating a determined amount of pension benefit
which the employee receives after retirement, usually based
onseveral factors, such as age, length of service or salary.
Adefined-contribution planis a pension plan according to
which the Group pays a fixed amountto a separate legal
entity and, therewith, has no obligation to pay additional
premiums. Costs foremployees’ service during current or
previous periodsimpactthe Group’s earnings.

In defined-benefit plans, benefits to employees and former
employees are based onthe employee’s salary at theretire-
mentdate and onthe number of years of service. The Group
isliable for payment of the benefits.

The liability recognised in the balance sheet pertaining
to defined-benefit plansis the present value of the defined-
benefit commitments at the closing date and is adjusted for
unrecognised actuarial gains/losses for service during
previous periods. The defined-benefit commitments are
calculated yearly by anindependent actuary, applying the
projected unit credit method. This method allocates pension
costsin pace with the employees’ execution of services for
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the company, which increases their right to future remunera-
tion. The company’s commitments are valued at the present
value of the expected future payments, utilising a discount
rate corresponding to interest on first-class corporate
bonds. The mostimportant actuarial assumptions are
stated in Note 21.

Actuarial gains and losses may arise in conjunction with
determination of the present value of the commitments.
These can arise from actual outcomes deviating from earlier
assumptions or from changed assumptions. Theseitems are
thenreported in Other comprehensive incomein the period
in which they arise. Costs of employment for previous periods
arerecognised directly in profit or loss.

For defined-contribution plans, the Group pays premiums
into a public or privately administered pension insurance
planonanobligatory, contractual or voluntary basis. The
Group has no additional payment obligations when these
premiums are paid. The premiums are reported as pension
costswhen they fall due. Prepaid premiums are recognised
asassetsto the extent that cash repaymentoradecreasein
future payments may benefit the Group.

Share-based payments

The Group has a share-savings plan, which is recognised as a
plan settled through equity. The cost of the planis calculated
onthe basis of the allocated shares’ fairvalue at the time of
allocationandis allocated over the term of the plan. In those
cases, inwhich the plan may lead to costs in the form of social
security contributions, the Group reserves the social security
contributions on an ongoing basis at fair value, allocated over
thetermofthe plan.

Termination benefits

Termination benefits are payable when an employee’s
employmentis terminated prior to the normal pensionable
age orwhen an employee voluntarily accepts termination of
employmentin exchange for such benefits. The Group
reports severance pay when thereis ademonstrable obliga-
tion to terminate the employment accordingto a detailed,
formal plan with no the possibility of reinstatement, or when
itis required to provide termination benefits as a result of an
offerto encourage employees to leave service voluntarily.
Benefits falling due more than 12 months after the closing
date are discounted to presentvalue.

Provisions
Provisions for restructuring costs and statutory requirements
arerecognised when the Group has alegal orinformal obliga-
tionto doso as aresult of previous events, when itis more
likely that an outflow of resources will be required to settle
the obligation rather than not be required, and when the
amount can bereliably calculated.

If there are anumber of similar obligations, an assessment
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is made of the probability that an outflow of resources will be

required to settle the entire Group’s obligations. A provision is
recognised even if the probability of an outflow for a separate
item in this group of obligations is minimal.

EARNINGS PER SHARE

Earnings pershare are calculated as net profit/loss for the
yearin accordance with the income statementin relation to
the average number of shares outstanding before and after
dilution.

SEGMENT REPORTING

Operating segments are reported in a manner consistent with
theinternal reporting provided to the chief operating decision
maker. The chief operating decision makeris responsible for
allocating resources and assessing the performance of the
operating segments. The Group has identified this function
asthe CEO who makes the strategic decisions.

Expenses attributable to a particular segment are com-
prised of both direct expenses and a portion of Group-wide
expenses. Unspecified expenses represent Group-wide
expenses. The operating segments’ assets consist mainly of
intangible assets, property, plantand equipment, inventories
and trade receivables. Segment liabilities consist mainly of
trade payables, and accrual and deferralitems.

DIVIDENDS

Dividends to AB Fagerhult’s shareholders are recognised as
liabilities in the consolidated balance sheet in the period in
which the dividends were adopted by the Parent Company’s
shareholders.

PARENT COMPANY’S ACCOUNTING POLICIES
The Parent Company’s annual accounts have been prepared
inaccordance with the Swedish Annual Accounts Act and the
Swedish Financial Reporting Board’s recommendation RFR 2
Accounting for Legal Entities. RFR 2 stipulates that, inits
annualaccounts, the Parent Company is to apply International
Financial Reporting Standards (IFRS) as endorsed by the EU,
where this is possible within the framework of the Swedish
Annual Accounts Act, and with regard to the connection
between accounting and taxation. RFR 2 specifies the
exceptions and supplements to be applied in relation to IFRS.
Identified differences between accounting policies of the
Group and the Parent Company mainly referto IAS 12 Income
taxes. Theamounts transferred to untaxed reserves consti-
tute taxable temporary differences. Due to the connection
between accounting and taxation, deferred tax liabilities
applicable to untaxed reserves are not disclosed separately
inthe Parent Company. Accordingly, these are reported in
theirgrossamountsin the balance sheet. Appropriations are
recognised at gross value in profit or loss.

Group contributions are recognised as appropriations.

ES

81



\CCOUNTING POLICIES

82

SIGNIFICANT ESTIMATES AND ASSUMPTIONS

The preparation of the annual accounts requires that qualified
estimates and assessments be made foraccounting purposes.
Furthermore, company management exercises its judgement
inthe application of the Group’s accounting policies. Estimates
and assessments can affect the income statementand the
balance sheet, aswell as any additionalinformation which
hasbeen reported inthe annualaccounts. Consequently,
changesinvaluations and assessments can lead to changes
intheannualaccounts.

Impairment testing of goodwill and brands

with indefinite useful lives

Forthe Group, it has been determined that the estimates
and assessments madein connection with impairment
testing of goodwill and brands are of significance for the
consolidated accounts. Each year, the Group conducts tests
to determine whether any impairment requirement exists
for carryingamounts. The recoverable amounts of cash-
generating units are determined based on value-in-use
calculations. These calculations are based on certain
assumptions regarding the future which, for the Group, are
associated with a risk of material adjustments of carrying
amountsduring the forthcoming financial year. Significant
assumptions and the effects of reasonable changes of such
arestatedin Note 11.

APPLICATION OF NEW

ORAMENDED STANDARDS

New and amended standards applied by the Group.
The following standards have been applied by the Group for
thefirsttime for the financial year beginning 1 January 2018.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 introduces new requirements for revenue recognition
and replaces|AS 18 Revenue and IAS 11 Construction
Contracts and related interpretations. The new standard
provides more detailed guidance in many areas not previously
covered by the applicable IFRS, including recognition proce-
dures for contracts with one or more parts, variable pricing,
customers’ right of return, etc.

Following an analysis according to the five-step model,
the assessmentis that no material differences exist between
the previously applicable accounting policies and guidance
pertaining to identification of the performance obligations
of the contract and allocation of the transaction pricein IFRS
15. Aswith the previous revenue recognition policies, sales
of products will be recognised when the transfer of risk under
the contract has been effected which, according to the
analysis performed, also meets the criteria for the transfer
of controlunder IFRS 15.

Accordingly, thefinal assessmentis that the introduction
of IFRS 15 has no significant effect on the Group’s financial

position and thus no quantitative effect has been recognised
inthetransition to IFRS 15.

IFRS 9 Financial instruments

IFRS 9 addresses the classification, measurement and recog-
nition of financial assets and financial liabilities, and intro-
duces new hedge accountingrules. The final version of IFRS 9
was published in July 2014. IFRS 9 replaces the parts of IAS 39
relating to the classification and measurement of financial
instruments, and introduces a new impairment model.

Aninvestigation was conducted with regard to the effects
of thetransition to IFRS 9 on the classification and measure-
ment of the Group’s financial instruments. It was noted that
the new rules for classification and measurement do not
impactthe Group’s financial position at the transition date,
sincetherules do notentail any significant change in terms of
the measurement of the financial instruments in the Group’s
balance sheet.

IFRS9includes a newimpairment model thatis based on
expected credit losses, and which takes into consideration
forward-looking information. Historically, the Group has
experienced extremely low credit losses and the customer
base comprises stable companies. Moreover, even from a
forward-looking perspective, the assessment is that the likeli-
hood of defaultamong our customers s low. Accordingly, the
conclusionisthatno furtherimpairment of trade receivables
isnecessary.

The new hedge accounting rules do not have any quantita-
tive effect on the consolidated financial statements since the
Groupisonly applying netinvestment hedges and the report
isthesameasearlier.

Therefore, IFRS 9 does not have any impacton the Group’s
financial position on application from 1 January 2018.

Inaccordance with the standard’s transitional rules, the
Group will not be recalculating comparative figures for the
2017 financial year.

New standards and interpretations that have

not yet been adopted by the Group.

Anumberof new standards and interpretations comeinto
effect for financial years starting after 1 January 2019, and
have notbeen applied in the preparation of these financial
statements. None of these standards or interpretations are
expected to have any material impact on the consolidated
financial statements, with the exception of the following:

IFRS 16 Leases
IFRS 16 wasissued in January 2016 and shall be appliedin
annual reporting periods commencing 1st January 2019 or
thereafter. It will resultin almost all leases being recognised
onthe balance sheet by the lessees asthe distinction
between operating and finance leases is removed.

Underthe newstandard, an asset (the right to use the leased
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item) and a financial liability to pay rentals are recognised.
The only exceptions are short-term and low-value leases.

Allleasing arrangements within the group has been
reviewed over the last yearin light of the new lease account-
ingrules. The standard will affect primarily the accounting for
the Group’s operating leases.

In accordance with IFRS 16 the group expects recognize
right-of-use assets of approximately 797 MSEK on 1 January
2019, after adjustments for prepayments recognised as at
31 December 2018, lease liabilities of 784 MSEK. Net current
assetswill be 119 MSEK lower due to the presentation of a
portion of the liability as a current liability.

Theinitial estimateis that IFRS 16 will have a minimal
impact on the operating profitand a minimalimpact on profit
afterfinancial items.
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Some additional disclosures will be required from next yearin
the annual report for2019.

The Group will apply IFRS 16 from its mandatory adoption
date of 1 January 2019, intends to apply the simplified transi-
tion approach and will not restate comparative amounts for
theyear priortofirstadoption. All right-of-use assets will be
measured at the amount of the lease liability on adoption,
adjusted for any prepaid lease expenses as at 31 December
2018. During the transition following practical expedients has
been applied: Portfolios of leases has been indentifed and
discountrates by country and class has been applied. Initial
direct costs from the measurement of the right-of-use has
been excluded from the initial recognition. Hindsight has
been usedto determine the lease termswhen an option to
terminate or extend has been available.

POLIC
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Notes

Notel | Segmentreporting

Westernand
Northern Southern Africa,Asia
Europe UKandIreland Europe and the Pacific Other Eliminations Total

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Netsalesandincome
Netsales 2,113.0 2,048.0 1,130.6 1,211.1 2,123.4 1,670.7 703.9 692.5 -449.9 -452.0 5,621.0 5,170.3
(of whichinternal sales) (269.0) (289.4) (43.7) (54.9) (70.7) (40.6) (66.5)  (67.1) ~(449.9) -(452.0) (0.0) (0.0)
Operating profit by
line of business 3125 266.2 1250 1849 2469  181.0 65.0 927 -43.6 -46.9 705.8 6779
Operating profit 705.8 677.9
Financialincome 10.1 15.0
Financial expenses -49.2 -40.4
Income tax -163.6 -158.1
Net profit for the year 503.1 494.4
Otherdisclosures
Non-current assets 406.4 448.3 418.4 415.0 2,696.6 2,133.2 388.5 446.8 5.3 6.0 3,915.1 3,449.3
Otherassets 2,702.6 2,255.2 553.8 596.9 1,165.9 959.2  364.4 3817 37.8 33.7 -2,142.3 -1,584.4 2,682.4 2,642.3
Unclassified assets 23.7 5.3
Total assets 6,621.2 6,096.9
Liabilities 812.1 486.4 203.1 251.5 671.4 696.4 137.7 157.9 14.3 17.5 2145 -174.3 2,053.1 1,4354
Unclassified liabilities 2,438.9 2,771.0
Total liabilities 4,492.0 4,206.4
Investments 60.4 66.2 23.7 34.0 65.0 321 9.9 44.8 159.0 177.1
Depreciation/amortisation 63.5 63.1 30.0 25.7 73.2 56.6 14.7 12.8 181.4 158.2
Impairment 138.9 138.9 -
Reversal of liabilities for
earnout payments 148.5 148.5 -
External sales per market
Sweden 1,088.3 1,030.7 10.0 13.4 1,098.3 1,044.1
UK 1.6 7.3 1,020.1 1,110.4 55.1 47.1 1,076.8 1,164.8
Germany 6.5 19.3 9.0 11.6 475.7 407.5 0.1 0.1 491.3 438.5
Australia 8.3 0.1 117.9 108.9 279.8 282.4 406.0 391.4
France 8.5 8.3 B5983) 280.7 367.8 289.0
The Netherlands 285 9.0 303.1 125.8 305.6 134.8
Norway 225.9 230.8 1.5 3.0 227.4 233.8
Spain 1.6 0.4 204.1 197.3 205.7 197.7
USA 175.8 136.4 175.8 136.4
Finland 151.9 165.6 2.3 2.1 154.2 167.7
South Africa 1.6 1.6 136.3 106.3 138.0 107.9
Denmark 129.3 135.0 1.3 2.0 130.6 137.0
United Arab Emirates 0.2 0.0 22.9 334 104.1 134.7 127.2 168.1
Turkey 0.9 5.8 1.7 0.7 84.8 81.2 87.4 87.7
Belgium 1.3 2.5 0.2 74.9 4.2 0.1 76.5 6.7
Poland 61.6 8.0 0.8 62.1 62.4 70.1
Ireland 56.5 31.9 2.1 4.8 58.6 36.7
Russia 29.0 53.5 12.9 17 41.9 55.2
Other 126.7 82.3 1.2 2.3 229.3 197.4 32.2 20.7 389.4 302.7
Total 1,844.0 1,758.6 1,086.9 1,156.2 2,052.7 1,630.1 637.4 625.4 5,621.0 5,170.3
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Westernand
Northern Southern Africa,Asia
Europe UKand Ireland Europe and the Pacific Other Eliminations Total
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017

Non-current assets per market
Germany 1,415.4 1,503.2 1,415.4 1,503.2
UK 407.2 404.3 24.4 26.1 431.6 430.4
Sweden 290.2 318.3 290.2 318.3
France 285.9 276.2 285.9 276.2
Australia 99.9 104.9 118.2 121.6 218.1 226.5
Turkey 168.5 215.0 168.5 215.0
Thailand 142.2 135.0 142.2 135.0
The Netherlands 616.4 3.6 616.4 3.6
South Africa 101.0  108.9 101.0  108.9
Finland 83.0 80.9 83.0 80.9
China 10.2 10.5 10.2 10.5
Other 23.0 38.6 11.2 10.7 112.4 84.2 0.8 1.3 5.3 6.0 152.6 140.8
Total 406.4 448.3 418.4 415.0 2,696.6 2,133.2 388.5 446.8 5.3 6.0 3,915.1 3,449.3

Fagerhult has chosen to divide its operationsinto four business areas based on
geographicalregions and one business area covering other activities:

- Northern Europe. The business area comprises the Group’s operationsin the
Nordic and Baltic countries, Poland and Russia. The Group’s plantin China,
including manufacturingand purchasing, is also part of the business area. In
Sweden and Finland, operations are comprised of development work, manu-
facturing and sales, while operationsin other markets, with the exception of
China, referonly to sales.

-the UKandIreland. The business area comprises our companiesinthe UKand
Ireland. Whitecroft Lighting and Designplan Lighting develop, manufacture and
selllighting systems. Other units engage in sales activities.

- Western and Southern Europe This business area includes operationsin Ger-
many, the Netherlands, Belgium, France, Spain, Thailand, Switzerland and the
US. The companiesin Veko acquired during the year are also consolidated into
this segment. The dominant operations are the German companies LTS Licht &
Leuchten GmbH, LED Linear GmbH and WE-EF in Germany and Thailand, as well
asVekointhe Netherlands, which develop, manufacture and sell lighting sys-
tems. Other unitsengage in sales activities.

- Africa, Asia and the Pacific. The business area comprises the operationsin
Turkey, the United Arab Emirates (UAE), Australia, New Zealand and South
Africa. The Australian, Turkish and South African operations develop, manu-
facture and sell lighting systems while the operationsin the UAE refer to sales.

- Other. This business area is mainly comprised of the Parent Company and
certain Group-wide functions.

Sales perproductarea
UK Westernand Africa, Asia
Northern Europe and Ireland Southern Europe and the Pacific Total

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Indoor Lighting 1,308.8 1,216.7 902.7 919.0 554.2 275.5 578.4 564.0 3,344.1 2,975.2
Retail Lighting 216.7 238.5 142.9 189.1 695.0 684.1 27.0 27.9 1,081.6 1,139.6
Outdoor Lighting 318.5 303.4 41.3 48.1 803.5 670.5 32.0 33.5 1,195.3 1,055.5
Total 1,844.0 1,758.6 1,086.9 1,156.2 2,052.7 1,630.1 637.4 625.4 5,621.0 5,170.3

Indoor Lighting
This productareaincludessales of indoor lighting for public environments, such
as offices, schools, hospitals, industry, etc.

Retail Lighting

This productareaincludessales of lighting systems, light sources and service to
retail environments.
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Outdoor Lighting
This productareaincludes sales of outdoor products for the lighting of buildings,
parks, recreational areas, pathways, etc.

The majority of the Group’sincome s recognised within a limited timeframe and

the Group has no single customer where sales comprise more than 10 per cent of
the Group’srevenue.
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Note 2 | Salaries, other remuneration and social security contributions

Salariesand other Social security (of which pension

remuneration contributions expenses)

2018 2017 2018 2017 2018 2017
Parent Company 19.0 18.2 8.9 13.1 (6.4) (4.7)
Subsidiaries 1,355.7 1,202.3 329.9 293.7 (70.0) (64.3)
Group 1,374.7 1,220.5 338.8 306.8 (76.4) (69.0)

(of which (of which
Salaries variable Salaries variable

Salaries and other remuneration to Board members, and other remuner- Pension and other remuner- Pension
the CEO and senior management remuneration ation) expenses remuneration ation) expenses

2018 2018 2018 2017 2017 2017
Parent Company, 10 (10) employees 15.4 (2.4) 1.9 22.3 (4.1) 2.3
Subsidiaries, 35 (34) employees 66.6 (9.0) 5.5 73.7 (14.1) 8.9
Group 82.0 (11.4) 7.4 96.0 (18.2) 11.2
Remuneration to senior managementduringthe year: Basicsalary/ Variable Other Pension  Share-based

Board fees remuneration benefits expenses payments Total

Parent Company
Chairman of the Board, Jan Svensson 0.6 - - - - 0.6
Board Member, Eric Douglas 0.5 - - - - 0.5
Board Member, Cecilia Fasth 0.3 - - - - 0.3
Board Member, Morten Falkenberg 0.3 - - - - 0.3
Board Member, Catherina Fored 0.3 - - - - 0.3
Board Member, Fredrik Palmstierna 0.3 - - - - 0.3
CEO, Johan Hjertonsson until 31/8/2018 3.8 1.0 0.1 1.1 - 6.0
CEO, Bodil Sonesson from 8/10/2018 1.1 0.2 - - - 1.3
Othersenior management (3individuals) 5.8 1.2 0.2 0.8 - 8.0

13.0 2.4 0.3 1.9 - 17.6
Subsidiaries
Other senior management (3individuals) 7.1 0.9 0.3 2.1 - 10.4
Group 20.1 3.3 0.6 4.0 - 28.0

Remuneration to the Board of Directors was determined at the 2018 AGM. No
additional remuneration has been paid to the Board of Directors, with the excep-
tion of remuneration for travel expenses. Other senior management refers to the
Group management and those individuals responsible for the various business
areas. Other benefits referto company cars.

Remuneration policy

The Chairman of the Board and Board members receive Board feesin accordance
with theresolutions of the AGM. Remuneration is not paid to members of the
Board employed within the Group.

Remuneration to the CEO is determined by the Board on the basis of proposals
made by the Remuneration Committee. Remuneration to other senior manage-
menthas been approved by the Remuneration Committee following proposals
fromthe CEO.

Remuneration to the CEO and other senior management consists of basic
salary, variable remuneration, company car benefits and pensions. The balance
between basicsalary and variable remunerationisto bein proportionto the
employee’s responsibilities and authority.

Forthe CEO, annualvariable remuneration is maximised at the equivalent of
50 per cent of fixed salary. The variable salary is based on the Group’s earnings per
share. Inaddition to the annual bonus, the CEO is covered by the performance-
based share-savings plan described below.

For other senior management, annualvariable remunerationis capped at
30-40 percentof basicsalary. Variable remunerationis typically based on
improvement, compared to the previous year, in terms of each individual’s
respective responsibility for operating profit, the Group’s earnings per share and
the outcome of individual activity plans.

Pensions

Theretirementage of the CEO and other senior managementis 65. Defined-
contribution pensioninsurance correspondingto 35 per cent of the fixed annual
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salaryis paid for the CEO. Pension benefits for other senior management are paid
within the framework of the applicable ITP supplementary pension plan.

Severance Pay

Forthe CEOQ, the notice period for termination of employmentis 12 months if
terminationisinitiated by the company and six monthsifinitiated by the CEO. If
terminationisinitiated by the company without reason for termination, the CEO is
entitled to severance pay corresponding to 12 months’ salary. Severance pay is
deducted against otherearnedincome.

For other senior management, the notice period is 12 monthsiifinitiated by the
company, and six monthsiifinitiated by the employee. No separate agreements
existregarding retirement age, future pension or severance pay to Board mem-
bersand othersenior management.

Performance-based share-savings plan

The company’s 2014 AGM resolved to implement a performance-based share-
savings plan for the CEO, senior management and a number of key employees
within the Group. Additional performance-based share-savings plans were then
approved by the AGMsin 2015,2016, 2017 and 2018. Inthe first plan, a total of 34
people were offered the opportunity to participate, of which 31 accepted. Inthe
second plan, 33 people were offered the opportunity to participate, of which 9
accepted. Inthethird plan, 29 people were offered the opportunity to participate,
of which 22 accepted. In the fourth plan, 37 people were offered the opportunity
to participate, of which 21 accepted. In thefifth plan, 48 people were offered the
opportunity to participate, of which 31 accepted.

Participationinthe planrequires a personalinvestmentin Fagerhult shares.
Following, under normal circumstances, a three-year vesting period, a cost-free
allocation of shares in Fagerhult can be made to the participants, provided that
certain conditions are met.

Inorderforthe share awards to be eligible for the allotment of shares, partici-
pantsarerequired to remain in employment within the Group and to retain their
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entireinvestmentin Fagerhult shares acquired within the framework of the plan
duringthe vesting period. Some of the allocated share awards (known as perfor-
mance share awards) also require meeting a financial performance target related
to Fagerhult’s average earnings per share. For the plans approved by the 2015,
2016,2017 and 2018 AGMs, all share awards are so-called performance share
awards, meaning that they are conditional on a financial performance target.
The 2015 plan was concluded in 2018. The conditions for the performance
share awards pertaining to average earnings per share for 2015-2016 were par-
tially fulfilled and 8,070 shares were allocated to the participants.
Fortheremainingthree plans, in accordance with the conditions for the plans,
the remaining participants have acquired a total of around 69,600 shares in Fager-
hult. Atotal of approximately 247,000 share awards have been allocated to plan

participants, of which 15,940 to the CEO and 231,303 to other senior management.

Forthe 2016 plan, the financial performance target pertains to average

Note 3 | Financialincome

earnings pershare forthe 2016-2017 financial years, while the financial perfor-
mancetarget forthe 2017 plan pertains to average earnings per share for the
2017-2018financial years and the financial performance target for the 2018 plan
pertains to average earnings per share for the 2018-2019 financial years. For the
2016 plan, achievement of the financial performance target was 100 per cent,
whichimplied an allocation of 81,387 shares. Based on the profit for the year, this
resultsinanimpactof approximately SEK 0.00. Accordingly, a maximum of about
247,000 Fagerhult shares (including the 2016 plan) can be allocated under the
terms of the three remaining plans. The valuation of the allocated share awards is
based on the market price of the share at the time of allotment, with adeduction
forthe lack of dividend.

Thetotal costin 2018 for all share-savings plans was MSEK 5.4 (7.3) or SEK 0.05
(0.06) per share. Earnings per share at maximum allocation is estimated to be
SEK0.00 based on the profit for the year.

GROUP PARENT COMPANY

2018 2017 2018 2017
Interestincome 3.9 2.6 40.0 40.2
Dividends 0.6 - - -
Exchange-rate gains 5.6 12.4 - -
Total 10.1 15.0 40.0 40.2
Of which Group companies - - 39.0 39.8
Note4 | Financial expenses

GROUP PARENT COMPANY

2018 2017 2018 2017
Interest expenses 41.6 35.3 39.5 315
Exchange-rate losses 4.1 1.9 24.2 8.9
Otherfinancial expenses 3.5 3.2 3.5 3.2
Total 49.2 40.4 67.2 43.6
Ofwhich Group companies - - 0.8 0.4
Note5 | Financial assets and financial liabilities

2018 2017
IFRS9 Carrying 1AS 39 Carrying

GROUP Category amount Fairvalue Category amount Fairvalue
Financial assets
Othershares and participations 2 18.7 18.7 3 18.3 18.3
Othernon-currentreceivables 1 4.2 4.2 1 3.9 3.9
Tradereceivables 1 925.0 925.0 1 837.7 837.7
Derivative instruments - held for trading 2 4.8 4.8 2 2.2 2.2
Cash and cash equivalents 1 808.4 808.4 1 949.9 949.9
Financial liabilities
Long-term borrowings - hedge accounting 4 - 0.0 4 217.2 217.2
Non-current borrowings - no hedge accounting applied 4 2,371.6 2,371.6 4 2,467.4 2,467.4
Other non-current liabilities 3 249.3 249.3 2 162.0 162.0
Short-term borrowings - no hedge accounting applied 4 416.1 416.1 4 4.8 4.8
Trade payables 4 351.2 351.2 4 412.2 412.2
Otherliabilities 3 118.7 118.7 2 - -
Derivative instruments - held for trading 3 0.3 0.3 2 2.0 2.0
IFRS 9 Category
1=Financial assetsatamortised cost. 2 =Financial assets recognised at FVTPL.
3=Financial liabilities recognised at FVTPL. 4 =Financial liabilities at amortised cost.
IAR 39 Categories
1=Loansreceivable and accountsreceivable. 2 =Financialinstruments measured at FVTPL. 3=Available-for-sale financial assets.
4=Financial liabilities at amortised cost.
Derivative instruments outstanding per 31 December 2018 concerning currency forward contracts of a nominalvalue of MSEK 91 (111).
Fairvalue based on observable data. Refer also to Note 30, Hedging.
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Note 6 | Trade receivables and credit risks/provision for credit losses

GROUP PARENT COMPANY
2018 2017 2018 2017
Maturity analysis of trade receivables outstanding
Not-past-due trade receivables 579.6 569.0 - -
Past-due trade receivables with no need forimpairment:
<3months 293.0 233.2 - -
3-12months 36.6 30.1 - -
>12months 15.8 5.4 - -
345.4 268.7 - -
Past-due trade receivables requiringimpairment:
<3 months 1.8 0.4 - -
3-12months 5.9 6.6 = -
>12 months 20.7 25.0 - -
28.4 32.0 - -
ECL allowances -28.4 -32.0 - -
Carryingamount 925.0 837.7 = -
Of which covered by creditinsurance 592.7 531.1 - -
Changein provision for credit losses
Opening provision -32.0 -28.1 = -
Acquisitions of subsidiaries - 1.3 - -
Confirmed losses 2.4 2.0 - -
Reversed, unutilised provisions 3.2 0.7 - -
Provision for the year -5.4 -10.7 - -
Translation differences 3.4 2.8 - -
Closing provision -28.4 -32.0 - -
Note7 | Income from sharesin subsidiaries
PARENT COMPANY
2018 2017
Dividendsreceived 58.8 143.3
Total 58.8 143.3
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Note 8 | Depreciation/amortisation and impairment

Amortisation of intangible assetsin the Group was MSEK 52.3 (49.9) and depreciation of property,
plantand equipment totalled MSEK 129.1 (108.3). Impairment amounted to MSEK 138.9 (0.0). Depre-
ciation/amortisation and impairment are specified per function in theincome statements as follows:

GROUP PARENT COMPANY

2018 2017 2018 2017
Goodwill
Otheroperating costs 138.9 - - -
Total 138.9 - - -
Brands
Cost of goods sold 3.0 5.6 - -
Total 3.0 5.6 - -
Otherintangible assets
Cost of goods sold 47.2 42.5 - -
Selling expenses 1.3 1.1 - -
Administrative expenses 0.8 0.7 - -
Total 49.3 44.3 - -
Land and buildings
Costofgoodssold 12.5 9.3 - -
Selling expenses 0.6 0.3 - -
Administrative expenses 2.5 2.1 - -
Total 15.6 11.7 - -
Plantand machinery
Cost of goods sold 73.9 60.3 - -
Total 73.9 60.3 - -
Equipment, fixtures and fittings
Costof goodssold 7.9 12.3 - -
Selling expenses 16.5 13.7 - -
Administrative expenses 15.2 10.3 - -
Total 39.6 36.3 - -
Note9 | Income tax/tax on profit for the year

GROUP PARENT COMPANY

2018 2017 2018 2017
Currenttax 162.7 169.2 45.8 42.6
Change dueto altered tax ratein Sweden 0.1 - - -
Deferred tax 0.8 -11.1 - -
Total 163.6 158.1 45.8 42.6
Difference between the Group’s tax expense and the tax expense based on currentrates
Reported profit before tax 666.7 652.5 264.8 343.5
Taxaccordingto currenttaxrates22.0 (22.0) % 146.7 143.6 58.3 75.6
Changeduetoaltered tax ratein Sweden 0.5 - - -
Tax effect of non-deductible expenses 5.9 7.1 0.3 0.3
Tax effect of non-taxableincome -7.6 -9.4 -12.7 -33.3
Effect of foreign tax rates 18.1 16.8 - -
Income tax/tax on profit for the year recognised in profit or loss 163.6 158.1 45.8 42.6
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Note 10 | Deferred tax

GROUP PARENT COMPANY
2018 2017 2018 2017
Deferred tax expense/income for the year
Deferred taxincome referring to temporary differences -16.6 -17.3 - -
Deferred tax expense referring to temporary differences 17.5 6.2 - -
Change duetoaltered tax ratein Sweden -0.1 - - -
Total 0.8 -11.1 = -
Temporary differences
Temporary differences referring to the following items have resulted in deferred tax
liabilities and deferred tax assets. These items have indefinite useful lives.
GROUP PARENT COMPANY
2018 2017 2018 2017
Deferred tax liabilities
Surplusinacquired subsidiaries 294.1 247.9 - -
Otherintangible assets 24.7 10.6 - -
Buildings 4.0 5.0 - -
Machinery and equipment - 1.3 - -
Currentreceivables - 0.1 - -
Untaxed reserves 9.0 12.3 - -
Non-current liabilities 2.9 2.3 - -
Current liabilities - 3.4 - -
Total deferred tax liabilities 334.7 282.9 - -
Deferred tax assets
Buildings 1.5 1.3 - -
Machinery and equipment 0.6 0.1 - -
Otherfinancial assets 0.9 0.4 - -
Inventories 4.6 6.1 = -
Currentreceivables 1.3 1.1 - -
Pension provisions 7.2 6.9 - -
Non-current liabilities 3.5 2.8 - -
Current liabilities 9.6 13.2 - -
Total deferred tax assets 29.2 31.9 - -
Temporary differences relating to investments in subsidiaries for which deferred
tax liabilities have not been recognised, as a sale would not result in taxation. 1,435.2 1,190.2 - -
GROUP PARENT COMPANY
2018 2017 2018 2017
Changeindeferred tax assets
Openingbalance 31.9 20.9 - -
Changeintemporary differences recognised in profit or loss -3.1 10.0 - -
Changeintemporary differences recognised in equity 0.9 0.8 - -
Translation differences -0.5 0.2 - -
Closingbalance 29.2 31.9 - -
Changein deferred tax liabilities
Openingbalance 282.9 131.1 - -
Acquisitions of subsidiaries 43.9 148.7 - -
Changeintemporary differences recognised in profit or loss -2.3 -1.1 - -
Translation differences 10.2 4.2 - -
Closingbalance 334.7 282.9 - -
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Note 11 | Intangible assets

GROUP PARENT COMPANY

2018 2017 2018 2017
Goodwill
Opening cost 1,831.0 1,626.1 - -
Acquisitions of subsidiaries 398.5 214.3 - -
Purchases - 3.6 - -
Translation differences 9.3 -13.0 - -
Closingaccumulated cost 2,238.8 1,831.0 - -
Openingimpairment - - - -
Impairment for theyear -138.9 - = -
Closingaccumulated impairment -138.9 - - -
Carryingamount 2,099.9 1,831.0 - -
Brands
Opening cost 739.7 370.1 - -
Acquisitions of subsidiaries 177.6 357.3 - -
Purchases - 6.9 - -
Translation differences 16.4 5.4 - -
Closingaccumulated cost 933.7 739.7 - -
Openingamortisation -40.5 -34.9 - -
Amortisation for the year -3.0 -5.6 - -
Translation differences -0.9 - = -
Closingaccumulated amortisation -44.4 -40.5 - -
Carryingamount 889.3 699.2 - -
Otherintangible assets
Openingcost 387.5 259.5 - -
Acquisitions of subsidiaries 3.1 80.7 - -
Purchases 33.0 46.7 - -
Salesand disposals -6.0 - - -
Translation differences 7.6 0.6 - -
Closingaccumulated cost 425.2 387.5 - -
Openingamortisation -208.3 -152.1 - -
Acquisitions of subsidiaries -0.9 -10.4 - -
Amortisation fortheyear -49.3 -44.3 - -
Salesand disposals 6.0 - - -
Translation differences -2.0 -1.5 - -
Closingaccumulated amortisation -254.5 -208.3 - -
Carryingamount 170.7 179.2 = -
Theitem Brandsincludes brands with carryingamounts of MSEK 869.2 (677.4) and indefinite useful lives.
These assets are subjectto annualimpairment testing.
Theitem Otherintangible assets includes capitalised expenditure for product development whichisinternally
generated, atacarryingamountof MSEK 21.7 (18.3) and an IT system with a carryingamount of MSEK 75.0
(70.7) and Technology valued at MSEK 65.1 (79.0) upon acquisition.

GROUP PARENT COMPANY

2018 2017 2018 2017
Constructionin progress
Opening cost 0.1 0.0 - -
Land improvements during the year - 0.1 - -
Reclassifications -0.1 - - -
Carryingamount 0.0 0.1 - -
FAGERHULT ANNUAL REPORT 2018 91



Impairment testing of goodwill and brands with indefinite useful lives
Goodwilland brands (with indefinite useful lives) are distributed among the Group’s
cash-generating units (CGUs) and identified per segment as follows.

BRANDS GOODWILL
2018 2017 2018 2017
Northern Europe 10.2 9.8 131.3 128.8
UKand Ireland 18.3 18.0 244.0 238.6
Western and Southern Europe 802.0 605.0 1,448.5 1,141.6
Africa, Asia and the Pacific 38.7 44.6 276.1 322.0
Total 869.2 677.4 2,099.9 1,831.0

Eachyear, the Group performs a test for each CGU to assess whetherany need
forimpairmentexists for goodwill and brands in line with the applied accounting
policies. The recoverable amount for each CGU is determined by value-in-use
calculations, which comprise the present value of estimated future payments
expected to arise from an asset during its useful life, including the calculated
residualvalue at the end of the asset’s useful life. These calculations assume
estimated future cash flows based on financial forecasts for the coming five-year
period, as approved by management. To extrapolate cash flows beyond this
period, agrowth rate of 1.0-2.0 (1.0-2.5) per cent has been applied. The cash-
flow method has been applied.

Management has designated a budgeted operating margin based on the previ-
ousresultsand on expectations of future market development. The discount rate
before tax which has been appliedis 10 per cent (10) for all CGUs except Africa,
Asia and the Pacificwhere arate of 12 percent (12) is applied. At present, the risk-
freeinterestrateis historically low. After takinginto account the risk-free interest
rate and stock market risk premiums, the discount rate has been lowered com-
pared with the year earlier.

Animpairment of MSEK 138.9 has been performed for the Western and South-
ern Europe segmentasaresult of changed growth assumptions. Thereisno need
forimpairmenton assets other than goodwill in this segment. Per 31 December
2018, the recoverable amount for the CGU Western and Southern Europe was
MSEK 1,448.5.

Significantassumptions

Market share and growth

The current market share has been applied to future periods. Forecasts are based
on previous experience and on external sources of information. The estimated
growth rate used to extrapolate cash flows beyond the budget period was:

Northern Europe 1.0%(1.0)
UKand Ireland 1.0% (1.0)
Western and Southern Europe 2.0% (2.5)
Africa, Asia and the Pacific 2.0%(2.0)

Expenses

Theforecastof personnel costsis based on the expected inflation rate, increases
inrealsalary (historical average) and the planned streamlining of the company’s
production. The forecastisin line with previous experience and external sources
of information.
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Exchange rates

Exchange-rate forecasts are based on the current listed exchange ratesand on
listed forward rates. The forecastis in accordance with external sources of infor-
mation.

Variables applied
Discount rate before tax of 10 per cent (10) for all CGUs except Africa, Asia and the
Pacificwhere arate of 12 percent (12) is applied.

Exchange rates
EUR10.25(9.58)
GBP 11.60 (10.97)

Sensitivity analysis
Ifthe discount rate before tax used to calculate value in use for the CGU Western
and Southern Europe had been 1 per cent higher than the management’s assess-
ment (11 per centinstead of 10 per cent), the Group would have reported a further
impairment of the carryingamount of MSEK 336. If the estimated growth rate
used to extrapolate cash flows beyond the budget period was 1 per centinstead of
the management’s assessment of 2 per cent, the Group would have recognised a
furtherimpairment of the carryingamount of MSEK 222.

Therecoverable amount for other CGUs exceeds the carrying amounts for
goodwilland brands with indefinite useful lives by a significant margin. This also
appliesto eachindividualassumption provided that:

-thediscount rate before taxes was 1 per cent (1) higher.
-theestimated growth rate used to extrapolate cash flows beyond the budget
period was 0 per cent (0).

The most sensitive assumptions are the sales growth and cost trend. A change of
these assumptions by 1 per cent (1) would not entail any impairment for other
CGUs.
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Note12 | Property, plantand equipment

GROUP PARENT COMPANY

2018 2017 2018 2017
Land and buildings
Opening cost 474.5 222.9 - -
Acquisitions of subsidiaries 28.9 244.0 - -
Purchases 8.3 7.6 - -
Salesand disposals -38.7 -1.2 - -
Translation differences 18.1 1.2 - -
Closingaccumulated cost 491.1 474.5 - -
Openingdepreciation 2133 -110.9 = -
Acquisitions of subsidiaries -13.2 -90.3 - -
Depreciation for the year -15.6 -11.7 - -
Salesand disposals 22.2 1.1 - -
Translation differences -6.0 -1.5 - -
Closingaccumulated depreciation -225.9 -213.3 - -
Carryingamount 265.2 261.2 - -
Plantand machinery
Opening cost 1,054.3 856.7 - -
Acquisitions of subsidiaries 36.2 133.5 - -
Purchases 83.6 74.9 - -
Salesanddisposals -14.2 -8.7 - -
Translation differences 10.4 2.1 - -
Closingaccumulated cost 1,170.3 1,054.3 - -
Openingdepreciation -817.8 -648.7 - -
Acquisitions of subsidiaries -24.9 -118.7 - -
Depreciation for the year -73.9 -60.3 - -
Salesand disposals 14.2 8.5 - -
Translation differences -9.6 1.4 - -
Closingaccumulated depreciation -912.0 -817.8 - -
Carryingamount 258.3 236.5 - -
Equipment, fixtures and fittings
Opening cost 565.9 407.8 - -
Acquisitions of subsidiaries 34.1 125.8 - -
Purchases 341 374 - -
Salesand disposals -67.0 -11.0 - -
Translation differences 15.0 5.9 - -
Closingaccumulated cost 582.1 565.9 - -
Openingdepreciation -428.4 -302.7 - -
Acquisitions of subsidiaries -17.1 -95.0 - -
Depreciation for theyear -39.6 -36.3 - -
Salesand disposals 60.8 10.6 - -
Translation differences -12.7 -5.0 - -
Closingaccumulated depreciation -437.0 -428.4 - -
Carryingamount 145.1 137.5 = -
Constructionin progress
Opening cost 50.4 22.6 - -
Acquisitions of subsidiaries 0.5 0.4 - -
Land improvements during the year - 29.1 - -
Reclassifications -17.6 -2.1 - -
Translation differences 1.2 0.4 - -
Carryingamount 34.5 50.4 - -
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Note 13 | Financial assets

PARENT COMPANY
2018 2017

Shares and participationsin subsidiaries
Opening cost 616.6 616.3
Carryingamount 616.6 616.6

Receivables from subsidiaries

Openingreceivables 2,838.8 1,913.6
Changeduringtheyear 341.0 925.2
Closingreceivables 3,179.8 2,838.8
GROUP PARENT COMPANY
2018 2017 2018 2017

Othershares and participations

Opening cost 18.3 11.8 - -
Acquisitions during the year 0.4 6.5 - -
Closingreceivables 18.7 18.3 - -
Othernon-currentreceivables

Openingreceivables 3.9 1.3 - -
New receivables 0.3 2.6 - -
Closingreceivables 4.2 3.9 - -

Thefairvalues of the Group’s financial assets correspond with their carrying amounts.

Note 14 | Sharesand participationsin subsidiaries

Details of wholly owned subsidiaries, their corporate identity numbers and registered offices:

Corporate
Identity Number

Registered office

No. of shares

Carryingamount

Subsidiaries:

Fagerhults Belysning AB

Fagerhult Retail AB

Whitecroft Lighting Holdings Ltd, UK
Elenco Lighting AB

Cloud GmbH, Germany

Sub-subsidiaries:

Fagerhults Belysning Sverige AB
Ateljé Lyktan AB

Fagerhult Belysning AS, Norway
FagerhultAS, Denmark

Fagerhult OY, Finland

I-Valo OY, Finland

Fagerhult Oy, Estonia

Fagerhult BV, the Netherlands

Waco NV, Belgium
Fagerhult GmbH, Germany

LTS Licht & Leuchten GmbH, Germany
LED Linear GmbH, Germany

LED Linear USAInc, USA

LED Linear UK Ltd., UK

Arlight AydinlatmaA.S., Turkey
Lighting Innovations Africa (pty) Ltd, South Africa
Whitecroft Lighting Ltd, UK
Designplan Lighting Ltd, UK
Fagerhult Lighting Ltd, UK
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556321-8659
556337-4924
03848868
556035-5090
HBR 78293

556122-2000
556063-9634
937418906
63.128
0980280-0
1571418-8
10703636
96121

BE 0492.822.044
131358

HRB 630906
HRB8188

SRV 131038296
8280741
790,361,767
2015/099974/07
03848973
00784246
3488638

Habo

Bollebygd
Ashton-under-Lyne
Bords

Diisseldorf

Habo

Ahus

Oslo

Ishj

Helsinki

littala

Tallinn
IJsselstein
Baaigem
Hamburg
Tettnang
Neukirchen-Viuyn
NiagaraFalls
London
Kazan/Ankara
PortElizabeth
Ashton-under-Lyne
Sutton

London

2,500
5,000
11,915
1,800
1

1000
2,000
100
65
6,000
2,020
5,400
2,250
9,400

360,300
40,000

266.1
1.7
275.6
2.9
0.3

1.0
4.4
0.5
2.1
0.1
84.9
1.6
10.3
20.1
10.3
672.3
376.6
40.8
28.9
328.8
18.4
51.6
120.6
0.5
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Corporate
Identity Number Registered office No.ofshares  Carryingamount
Fagerhult Lighting Ltd, Ireland 98.834 Dublin 100 5.6
Fagerhult Sp.z.0.0, Poland 260213 Warsaw 1000 0.1
Fagerhult France, France 391138385 Lyon 4,200 33.1
FagerhultS.L., Spain B84215722 Madrid 3,010 15.6
Commtech Commissioning Services S.A., Spain A83770263 Madrid 60,120 7.2
Fagerhult Lighting System (Suzhou) Co. Ltd, China 3200044439 Suzhou 1 22.0
Fagerhult Trading (Hongkong) Co., Ltd 39362546-000-05-08-5 HongKong 1 0.0
Eagle Lighting (Australia) Pty Ltd, Australia 124400933 Melbourne 500,001 32.5
Organic Response Pty Ltd, Australia ACN 618122277 Melbourne 100 5.1
Fagerhult (NZ) Ltd, New Zealand 3233074 Christchurch 1 1.5
Fagerhult SPb, Russia 1097847074544 Saint Petersburg 1 1.1
WE-EF Leuchten GmbH, Germany HRB 101311 Bispingen 1 3.4
WE-EF Leuchten GmbH & Co. KG, Germany HRA 100660 Bispingen 1 313.8
WE-EF Trading & Design GmbH, Germany HRB 101286 Bispingen 1 0.3
WE-EF Lighting Co. Ltd, Thailand 105524015230 Bangplee 16,800 132.9
WE-EF Helvetica SA, Switzerland CHE-115970534/CH-6 Geneva 1,000 11.1
WE-EF Lighting Ltd., UK 5925012148 Nottingham 30,000 3.9
WE-EF Lighting Pty. Ltd, Australia 64570065 Braeside 50,000 110.0
WE-EF Lighting USALLC, USA 2922528 Warrendale 1 23.8
WE-EF Lumiere S.A.S., France 398371088 Satolas-et-Bonce 5,000 202.8
Flux Eclairage S.A.S, France 504356346 Satolas-et-Bonce 4,000 52.5
Veko Lightsystems International B.V., the Netherlands 37041869 Shagen 40,000 678.1
Veko Lightsystems GmbH, Germany HRB 25170 Duisburg 1 1.2
Veko LightsystemsS.L., Spain 15013513 Marbella-Malaga 1 0.0
Note 15 | Prepaid expensesand accrued income
GROUP PARENT COMPANY
2018 2017 2018 2017
Prepaid rent 17.0 16.6 - -
Insurance 77 6.7 = -
Licences 4.1 47 - -
Consultancy fees 13.1 3.3 7.6 0.4
Supplierbonus 2.5 7.1 - -
Advertising and marketing 2.0 2.9 - -
Taxes and social security contributions 2.8 3.5 - -
Non-invoiced income 1.7 3.3 - 14.2
Financial fees 4.4 7.6 3.8 6.5
Otheritems 6.2 8.6 0.1 0.4
Total 61.5 64.3 11.5 21.5
Note 16 | Inventories
GROUP PARENT COMPANY
2018 2017 2018 2017
Raw materials and consumables 393.7 350.6 - -
Workin progress 1.4 53.6 - -
Finished products and goods for resale 374.4 319.8 - -
Goodsin transit 17.9 37.5 - -
Total 857.4 761.5 - -
Expenses arising for inventories that have been expensed are included in the item Cost of goods sold and
amounted to MSEK 2,036.7 (1,952.4). Provision for obsolescenceisincluded in the value of the inventories.
Impairmentamounted to MSEK 8.8 (33.7) and the amount recovered from previous years amounted to
MSEK 26.6 (9.3). The previous year’s provisions are reversed when goods are divested or scrapped.
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Note 17 | Bank overdraft facilities and other borrowings

Agreed bank overdraft facilities at year end amounted to MSEK 250.0 (250.0) for the Group and MSEK 250.0 (250.0) for the Parent Company.

The Group’sinterest-bearing borrowings GROUP PARENT COMPANY

2018 2017 2018 2017
Maturities for long-term loans:
Withinoneyear 416.1 4.8 411.0 -
Between one and five years 2,371.3 2,378.6 2,706.8 2,354.2
After fiveyears 0.3 306.0 - 306.0
Total 2,787.7 2,689.4 3,117.8 2,660.2
Contracted interest rates on the closing date had contractual periods of three months.

2018 2017

Interest,% Liability, SEK

Interest,% Liability, SEK

Average contracted interest rate on borrowings:

Long-term borrowings, EUR 1.2 2,157.1 1.0 2,465.8
Long-term borrowings, GBP 1.8 129.1 1.7 126.9
Long-term borrowings, ZAR 9.5 84.5 9.5 91.1
Long-term borrowings, THB 5.0 0.9 2.0 0.8
Total 2,371.6 2,684.6
Short-term borrowings, EUR 11 415.5 2.0 4.4
Short-term borrowings, THB 2.0 0.5 2.0 0.3
Short-term borrowings, GBP 1.8 0.1 5.0 0.1
Total 416.1 4.8
Thecarryingamount of the Group’s borrowings corresponds with fair value, as the loans carry floating interest rates that are market-based.
Note 18 | Accrued expenses and deferred income
GROUP PARENT COMPANY
2018 2017 2018 2017
Accrued salaries and remuneration 161.9 151.1 7.4 77
Customer bonuses 56.0 55.2 - -
Accrued social security contributions 379 36.1 2.0 4.0
Claims 14.6 15.8 - -
Financialitems 13.2 23.3 2.9 2.7
Consultancy fees 7.5 171 0.9 1.2
Rent 12.2 11.6 = -
Royalties 7.0 6.6 - -
Audit fees 5.3 3.6 - -
Shipping 2.2 4.3 - -
Repairand maintenance 0.5 3.8 - -
Temporary employees 0.3 4.6 - -
Otheritems 44.4 38.7 - 0.2
Total 363.0 371.8 13.2 15.8
Note 19 | Pledged assets
GROUP PARENT COMPANY
2018 2017 2018 2017
Forown liabilities
Floating charges - - - -
Real estate mortgages 46.4 47.2 = -
Total pledged assets 46.4 47.2 - -
Note 20 | Contingent liabilities
GROUP PARENT COMPANY
2018 2017 2018 2017
Guarantee FPG 0.9 0.9 = -
Guarantees, customs authorities 0.5 0.6 - -
Guarantees for subsidiaries - - 45.1 45.4
Total contingent liabilities 1.4 1.5 45.1 45.4
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Note 21 | Provisions for pensions and similar commitments

GROUP PARENT COMPANY

2018 2017 2018 2017

Provisions for pensions PRI (interest-bearing) 66.3 65.9 - -
Provisions for other pensions 27.2 24.3 - -
Total 93.5 90.2 - -

Defined-benefitplans

Within the Group there are defined-benefit plansin Sweden, Turkey, Germany and
France, in which employees retain the right to remuneration, after termination of
employment, based on the finalsalary and length of service. The Group does not
have any plan assets.

Pension insurance with Alecta

ITP2 Plan commitments for retirement pensions and family pensions for salaried
employeesin Sweden are guaranteed through insurance with Alecta. According
to astatement from the Swedish Financial Reporting Board, UFR 10, Classification
of ITP plansfinanced by insurancein Alecta, thisis a defined-benefit multi-employer
plan. Forthe 2018 financial year, the company did not have access to information
thatwould enableittoreportits proportional share of the plan’s obligations, plan
assets and costs, which means the plan could not be reported as a defined-benefit
plan.ThelTP2 pension plan whichis secured through insurance with Alectais,
therefore, reported as a defined-contribution plan. Premiums for defined-benefit

retirementand family pensions are calculated individually and depend, inter alia,
ontheinsured party’s salary, previously earned pension rights and remaining
length of service. Expected fees for the next reporting period for ITP 2 insurance
with Alectaamountto MSEK 27.2 (2017: MSEK 25.0). The Group’s share of the total
contributionsto the planisnegligible. The collective fundingratio is the market
value of Alecta assets as a percentage of insurance commitments calculated
accordingtoAlecta’s actuarial methods and assumptions, which do not comply
with IAS 19. The collective consolidation levelis normally allowed to vary between
125and 155 per cent. If Alecta’s collective consolidation level falls below 125 per
centorexceeds 155 per cent, actions must be taken to create the conditions
enabling the consolidation level to revert to the normalinterval. For low consoli-
dation levels, one measure could be raising the contractual premiums for taking
up new insurance and expanding existing benefits. With a high level consolidation,
one measure could be toimplement premium reductions. At the end of 2018,
Alecta’s surplusin the form of the collective consolidation level was 142 per cent
(2017: 154 per cent).

GROUP

2018 2017
DEFINED-BENEFIT PLANS
The amountsrecognised in the consolidated income statement are:
Currentservice cost 2.8 1.2
Interest expenses 1.8 1.8
Total 4.6 3.0
Specification of changesin net debt recognised in the consolidated balance sheet:
Netdebt at beginning of year recognised in the approved balance sheet 90.2 68.3
Acquisitions of subsidiaries - 23.0
Net cost recognised in profitor loss 4.6 3.0
Benefit payments -3.6 -2.8
Settlement of pension plan 1.6 -3.5
Actuarial gains (-)/losses (+) 0.7 2.2
Netdebtatyearend 93.5 90.2
The amountsrecognised inthe balance sheet are determined as follows:
Presentvalue of commitments 93.5 90.2
Netdebtatyearend 93.5 90.2
TOTAL PENSION COSTS
Total pension costs recognised in the consolidated income statement:
Total costs for defined-benefit plans 4.6 3.0
Total costs for defined-contribution plans 71.8 66.0
Total pension costs 76.4 69.0
Pension costs are allocated in the consolidated income statement among the followingitems:
Costof goods sold 24.1 22.9
Selling expenses 327 30.5
Administrative expenses 17.8 13.8
Financial expenses 1.8 1.8
Total 76.4 69.0
ACTUARIALASSUMPTIONS
Significant actuarial assumptions as of the closing date (expressed as weighted averages)
Discountrate 2.05 2.15
Future annual pension growth rate 2.00 1.90

Assumptions regarding future life expectancy are based on the insurance study DUS14.

Sensitivity analysis

Ifthe discount rate decreases 0.5 per cent, the presentvalue of obligations will
rise 6.9 (6.9) per cent. If the discountrateincreases 0.5 per cent, the presentvalue
of obligations will decline 6.0 (6.1) per cent. Ifinflation decreases 0.5 per cent, the
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presentvalue of obligations will decline 6.0 (6.1) per cent. If inflation increases
0.5 percent, the presentvalue of obligations will increase 6.8 (6.8) per cent.
Achange of one yearin useful life affects the present value of obligations by
4.2(3.9) percent.
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Note22 | Othernon-current liabilities

Othernon-current liabilities pertain exclusively to liabilities for estimated earnout payments in acquisitions. GROUP PARENT COMPANY
2018 2017 2018 2017
LED Linear GmbH, Germany - 132.2 - -
LED Linear USAInc, USA - 10.5 - -
LED Linear UK Ltd., UK 20.1 19.3 = -
Veko Lightsystems International B.V. 347.9 - - -
368.0 162.0 - -
Of which recognised as current liability -118.7 - - -
Closingliabilities 249.3 162.0 - -
Changein liabilities for estimated earnout payments.
Openingliabilities 162.0 238.5 - -
Liabilities paid:
Lighting Innovations (pty) Ltd, South Africa - -12.9 - -
LED Linear GmbH, Germany = -58.6 = -
New liabilities:
Veko Lightsystems International B.V. 347.9 - - -
LED Linear UK Ltd., UK - 18.6 - -
Reversal of liabilities in profit or loss:
LED Linear GmbH, Germany -132.2 - - -
LED Linear USAInc, USA -10.5 - - -
Lighting Innovations (pty) Ltd, South Africa - -23.9 - -
Translation differences 0.8 0.3 - -
Closingliabilities 368.0 162.0 - -
Of whichrecognised as current liability 118.7 - - -

The conditional earnout payment recognised regarding the acquisition of LED
Linear GmbH and LED Linear USAInc. is based on certain predetermined profit
levels being met during 2016 to 2018. If contractual goals had been met, an earn-
outpaymentwould be disbursed during the 2019 financial year. On 31 December

Note 23 | Reconciliation net debt

2018, the entire conditional earnout payment was reversed because the actual
profit for the company did not meet the given levelsin the period in question.
Aprofitof MSEK 148.5 was recognised in the item Other revenuein profit or loss
forthe 2018 financialyear.

Netdebtand changesin netdebtare analysed below GROUP PARENT COMPANY
2018 2017 2018 2017
Cash and cash equivalents 808.4 949.9 328.7 547.9
Borrowings - duein <12 months (incl. overdraft facility) -416.1 -4.8 -411.0 0.0
Borrowings - duein>12 months -2,371.6 -2,684.6 -2,706.8 -2,660.2
Net debt -1,979.3 -1,739.5 -2,789.1 -2,112.3
Cash and cash equivalents 808.4 949.9 328.7 547.9
Borrowings - floating interest -2,787.7 -2,689.4 -3,117.8 -2,660.2
Net debt -1,979.3 -1,739.5 -2,789.1 -2,112.3
Cashandcash  Borrowings Borrowings
GROUP equivalents/ due<12 due>12
overdraft facility months months Total
Netdebtat1January 2017 731.6 -133.3 -1,752.1 -1,153.8
Cash flow from borrowings 128.4 -837.2 -708.8
Borrowingsin acquired companies -71.0 -71.0
Cash flow from other activities 224.2 224.2
Exchange-rate differences -5.9 0.1 -24.3 -30.1
Netdebt at31December2017 949.9 -4.8 -2,684.6 -1,739.5
Cash flow from borrowings -411.3 306.4 -104.9
Cash flow from other activities -160.6 -160.6
Exchange-rate differences 19.1 0.0 6.6 25.7
Netdebtat31December2018 808.4 -416.1 -2,371.6 -1,979.3
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Cashandcash  Borrowings Borrowings
PARENT COMPANY equivalents/ due<12 due>12
overdraft facility months months Total
Netdebtat1January 2017 184.8 -133.0 -1,742.3 -1,690.5
Cash flow from borrowings 133.0 -917.9 -784.9
Cash flow from other activities 363.1 363.1
Netdebtat31December2017 547.9 0.0 -2,660.2 -2,112.3
Cash flow from borrowings -411.0 -46.6 -457.6
Cash flow from other activities -219.2 -219.2
Netdebtat31December2018 328.7 -411.0 -2,706.8 -2,789.1
Note 24 | Purchasesand sales between Group companies and other related parties
The Parent Company’s totalincome from operations of MSEK 15.1 (14.2) refers to parties. Remuneration to members of the Board, the CEO and other senior
remuneration from subsidiaries for services performed. There have been no other managementisreportedin Note 2.
purchases between the Parent Company and the subsidiaries or otherrelated
Note 25 | Average number of employees
2018 2017
Number of Number of
employees Men % employees Men %
Parent Company 7 71 6 67
Subsidiaries
Sweden 728 66 749 64
UK 657 73 713 73
Germany 625 71 555 72
Australia 192 64 169 66
South Africa 183 70 172 70
Thailand 167 61 148 61
Turkey 165 81 176 86
China 129 30 129 32
The Netherlands 117 73 32 84
France 108 74 93 76
Finland 59 64 57 61
Spain 52 69 42 74
Norway 46 72 47 72
USA 34 74 28 72
Denmark 25 76 26 69
United Arab Emirates 23 70 27 74
Poland 23 78 18 89
Russia 17 41 25 40
Estonia 8 50 8 63
Ireland 7 71 5 80
New Zealand 5 80 6 100
Belgium 4 75 10 80
Switzerland 2 0 2 0
Totalin subsidiaries 3,377 68 3,235 69
Group total 3,384 68 3,241 69
Board members and senior management 2018 2017
Number Men % Number Men %
Group
Board members 6 67 6 67
CEO and other senior management 39 92 38 87
Parent Company
Board members 6 67 67
CEO and other senior management 4 50 75
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Note26 | Leasing agreements

GROUP PARENT COMPANY
Operational leasing agreements 2018 2017 2018 2017
Leasing fees for the year 139.9 84.5 0.1 0.1
The nominalvalue of future minimum leasing fees for non-cancellable leasing agreements
Withinoneyear 126.7 134.3 0.1 0.1
Between one and fiveyears 317.6 208.7 0.1 0.2
After five years 337.2 237.3 - -
Total 781.5 580.3 0.2 0.3
Inthe consolidated accounts, operating leases essentially comprise leased properties/premises.
Ofthe leasing fees for the yearand future leasing fees, properties/premises accounted for MSEK 834.0 (598.3).
Note 27 | Remuneration to auditors

GROUP PARENT COMPANY
PricewaterhouseCoopers 2018 2017 2018 2017
Audit 6.2 4.6 0.3 0.3
Audit activities other than auditassignment 0.3 0.7 - -
Tax consulting 3.7 2.0 0,5 0.5
Other services 2.7 - - -
Total 12.6 7.3 0.8 0.8
Otheraccounting firms
Audit 2.1 1.7 - -
Audit activities other than audit assignment 0.3 0.1 - -
Tax consulting 0.7 0.5 - -
Total 3.1 2.3 - -
Out of the remuneration to the auditors for 2018 the following relates to the audit firm Ohrlings PricewaterhouseCoopers AB:
Audit MSEK 2.2 (1.7), audit activities other than audit assignment MSEK 0.6 (0.7), tax consulting MSEK 2.6 (1.3) and other
services MSEK 2.9 (0). Other services mainly refers to so-called due diligence consulting.
Note 28 | Expenses by nature

GROUP PARENT COMPANY

2018 2017 2018 2017

Raw materialsand consumables 2,109.1 1,933.7 - -
Changesininventories of finished products and goods for resale, and work in progress -72.4 18.7 - -
Expenses foremployee benefits (Notes 2 and 21) 1,713.5 1,527.3 27.9 31.3
Transportation expenses 113.5 103.4 = -
Expenditure for own properties and rented premises 136.2 118.4 1.2 1.2
Advertising and selling expenses 154.8 123.0 1.5 0.7
Externalservices 83.1 65.6 8.1 6.0
Temporary employees 71.4 66.0 - -
Travel expenses 54.5 48.8 1.6 1.3
Consumables 46.7 43.5 - 0.4
Own vehicle expenses 53.4 47.4 0.3 0.4
Contract manufacturing 35.0 21.3 - -
Depreciation/amortisation and impairment (Notes 8,11 and 12) 320.3 158.2 - -
Other costs 296.9 274.7 9.9 6.3
Total 5,116.0 4,550.0 50.5 47.6
The totalamount for raw materials and consumables refers to capitalised inventory values.
Note 29 | Expenses for product development

GROUP PARENT COMPANY

2018 2017 2018 2017

Expensed overheads for product development 199.2 181.6 - -
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Note 30 | Hedging

Acertain portion of the expected inflow of foreign currenciesis hedged. Currency
hedges are primarily made using currency forward contracts. This refers primarily
to payments from foreign subsidiaries. The total hedging of future payments
involving the most sensitive net flows in foreign currencies, as compared with the
expected flows during the coming seven months was, as per the closing date, NOK
55 per cent, EUR 28 per cent, GBP 55 per cent, AUD 49 per cent, CNY 54 per cent and
PLN 58 per cent. The nominal value of these hedging contracts was MNOK 46.1
(60.0), MEUR2.2(3.5),MGBP 3.5 (2.8), MAUD 2.5 (1.8), MCNY 35.6 (28.0) and MPLN
3.6 (4.6). The Group does not apply hedge accounting for these contracts. Had the
Group redeemed its outstanding contracts on the closing date at the current for-
ward rate, the earningsimpact would have been a positive MSEK 4.8 (negative:

0.2). The Group applies hedge accounting where the purchase consideration for
acquired companies has to some extent been financed through borrowingin the
acquired company’s local currency. Net assets abroad that are subject to hedge
accountingamountto MSEK 711 (504) and accumulated borrowings of MSEK 327
(217), which reflects a hedging quotient of 46 (43) per cent. Annual translation dif-
ferencesrecognised in other comprehensive income concerning borrowings as
hedged netassets amounted to an expense of MSEK 4.3 (expense: 1.8) before
deferred tax of MSEK 0.8 (0.4). Accumulated translation differences recognised in
other comprehensiveincome concerning borrowings as hedged net assets
amounted to an expense of MSEK 15.9 before deferred tax of MSEK 3.4.

Referalso to Note 36.

Note 31 | Changesinthe Group’s composition - Acquisitions

Acquired companies

Veko Lightsystems International B.V.

To strengthen and consolidate the Fagerhult Group’s strategic position in the
professional lighting market, and to access a unique range of complementary
products,on9March 2018 Fagerhult signed an agreement to acquire 100 per cent
ofthesharesin Veko Lightsystems International B.V. (Veko), domiciled in
Schagen, the Netherlands.

Veko designs and manufactures linear LED lighting solutions for industrial
applications. The solutions consist of LED modules and luminaires with inte-
grated or separate control systems. Typical application areas are warehouses and
distribution centres, where we see anincreased demand due to e-commerce, as
wellas data centres, workshops and sport facilities. Veko has established a strong
presenceinthe marketsinthe Netherlands, Germany, Belgium and the UK.

By the end of December 2017, Veko had 130 employees, sales of MEUR 37 and
a profitability level significantly higher than the Fagerhult Group’s. Fagerhultis
payinganinitial MEUR 31.5 (cash- and debt-free) for 100 per cent of the sharesin
Veko Lightsystems International BV.

An earnout payment of MEUR 9.5 can be paid annually from 2019 to 2021, tied
tothe company’s performance. Further, an additional 5.0 MEUR earnout can also
be paid based on the cumulative performance from 2018-2020. The transaction is
being financed with existing cash and new credit facilities.

Based on ouranalysis, goodwill (including labour) amounts to approximately
MEUR 38.4. Identified intangible assets aside from goodwill consist of a brand
amountingto MEUR 17.1 Thevalue of the brand has been calculated based on an
indefinite useful life. Goodwill comprises labour and the opportunities created
through future product offerings, new markets and customers. Goodwill is
supported by the Veko group’s growth potential and strong market position.

Synergiesinclude the following:

«Sales synergies, where the Fagerhult Group can achieve increased sales through
marketingVeko’s range of lighting solutions to the Group’s customers.

« Costsynergies, where Fagerhult can obtain lower prices on components from
suppliers, who Veko share, mainly related to higher purchase volumes.

The earnoutis based on future financial performance and the value is based on
the expected outcome. The maximum outcome is MSEK 347.9.

Note 32 | Contractualassetsand liabilities

The Group’s contractual assets and liabilities pertain primarily to non-invoiced
income, see Note 15 and liabilities to customers in the form of customer bonuses,
see Note 18 and received orders, undelivered (order book). Per 31 December 2018,
received orders, undelivered amounted to MSEK 436.3 (406.8), of which the
majority pertains to deliveries for2019.
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The consideration consists of the following components:

Cash paid 327.8
Conditional earnout 347.9
Total consideration 675.7
Netassetsacquired 277.2
Goodwill 398.5

The company had animpact of MSEK 303.2 on Group sales and animpact of MSEK
55.8 on profit after tax. If the company had been part of the Group from the begin-
ning of the year, this would have meantanincrease of around MSEK 460 in sales
and of approximately MSEK 80 in profit after tax.

The assets and liabilities arising from the acquisition Fairvalue
Cash and cash equivalents 23.6
Property, plantand equipment 40.1
Financial assets 0.1
Intangible assets 180.7
Inventories 45.9
Receivables 93.1
Liabilities -61.9
Deferred tax liabilities -44.4
Netassets 277.2
Netassetsacquired 277.2
Cash purchase consideration 327.8
Cash and cash equivalentsinthe acquired company -23.6

Transaction costs 2.4

Changein consolidated cash and cash equivalents 306.6
onacquisition

The nominalvalue of the acquired receivables was MSEK 93.1 and the fair value
amounted to MSEK 93.1. Transaction costs amounted to MSEK 2.4 and were
recognised under the item Administrative expenses in the 2018 income statement.
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Note 33 | Share capital

Theshare capital in AB Fagerhult totals SEK 65,535,000 (65,535,000) distributed
amongst 115,650,000 (115,650,000) shares, with aquotient value of SEK0.57
(0.57) pershare. The number of treasury shares was 1,149,708, with a quotient

value of SEK655,334. All shares outstanding entitle the holder to equal participa-
tioninthe Parent Company’s assets and profitand are fully paid-up. Each share
entitlesthe holderto onevote.

2018 2017
Changeinthe number of shares outstanding
Number of shares outstanding at beginning of year 114,492,222 37,939,323
3-for-1share split - 75,878,646
Allocation of treasury shares; refer to Note 2. 8,070 674,253
Number of shares outstanding atyearend 114,500,292 114,492,222

Note 34 | Parent Company

The Parent Company’s business name is Aktiebolaget Fagerhult. The company is
alimited liability company, registered with the Swedish Companies Registration
Office, with its registered office in the County of J6nkdping, the Municipality of
Habo, and with the Corporate Identity Number 556110-6203. The company’s visit-
ingaddressis Fagerhult, Habo, Sweden. AB Fagerhultis the Parent Companyin

Ownership structure (at 31 Dec 2018)

the Fagerhult Group, one of Europe’s leading lighting groups. The Group develops,
manufactures and markets lighting systems for public environments. At year end,
AB Fagerhult had approximately 5,774 shareholders. The ten largest shareholders
togetherhold 85.5 (84.1) per cent of the shares outstanding.

Shareholder No. of shares %
Investment AB Latour 55,861,200 48.8
Lannebo Fonder 8,161,202 7.1
The Svensson family, foundation and company 7,885,199 6.9
FMR, Fidelity (US) 7,323,923 6.4
Swedbank Funds 5,651,121 4.9
Nordea Funds 3,440,831 3.0
JP Morgan 3,078,508 2.7
The Palmstierna family 3,018,600 2.6
Small business funds, Nordic (FI) 2,101,110 1.8
SEB Funds 1,374,444 1.2
Handelsbanken Funds 972,596 0.8
Spiltan Fonder 934,725 0.8
Other 14,696,833 12.8
Number of shares outstanding at the end of the period 114,500,292 100.0

Note 35 | Proposed appropriation of profits

The Group’s retained earnings according to the consolidated balance sheet
amountto MSEK 2,096.9 (1,818.7).

The following profits (MSEK) are at the disposal of the AGM:

Thetotal number of dividend-bearing shares on 14 March amounted to 125,745,097.
The Board of Directors proposes that the profit be appropriated as follows:

Profit brought forward 250.1 To bedistributed as dividends to shareholders, SEK2.00 per share 251.5
Net profit for the year 219.0 Tobecarried forward 217.6
Total 469.1 Total 469.1

Note 36 | Risks

FINANCIAL RISKS

Currency risk

Transaction exposure

The Group’s transaction exposure arises primarily in the Swedish companies
where a large proportion of revenue is generated by the global sales organisation
andisnotin SEK. Other companies mainly conduct operations in their national
markets where revenue and costs arein the same currency as each company’s
functional currency.

Aside from currency risks on sales by the Swedish companies, risks also arise
from theimport of raw materials and components. Altogether, the Swedish com-
panies have a surplus inflow of foreign currency. The direct commercial foreign
exchange flow, after net calculations of flows in the same currencies, shows a
surplus of MSEK 345 (351). In addition to this, thereis also an indirectimpactin
conjunction with the purchase of raw materials and components. This results,
overtime,inalower net exposure for the Group.

The Group’s policy is to hedge all significant net cash flows. Incoming flows of
foreign currency should be used for payment in the same currency. In addition, a
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certain portion of the anticipated netinflow from sales and purchasesis hedged
by means of forward contracts afterindividual assessment at 50 per cent for the
coming six-month period. On statistical assessment of the foreign-exchange posi-
tion, achangein the Swedish krona against other currencies of 1 per cent, with all
othervariables being constant, would impact the Group’s earnings by about
MSEK 4 (4). The financialinstruments are managed by the Parent Company’s sen-
ior management. The Group does not apply hedge accounting for these contracts.

Translation exposure

Currencyriskaalso arises in conjunction with the translation of foreign net assets
and earnings, so-called translation exposure. This currency risk is nothedged and
refers, primarily, to the translation of foreign subsidiaries’income statements and
balance sheets. Earnings from foreign subsidiaries are translated into Swedish
kronabased onthe average exchange rate for the year. The exposure of the Group’s
netassetsoutside of Sweden hasincreased as operations there have changed from
previously pertaining to sales companies, to now also including production units.
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Attheclosing date, net assetsin foreign companies corresponded to MSEK 2,277
(1,904) including goodwill. The Group applies hedge accounting where the pur-
chase consideration foracquired companies has to some extent been financed
through borrowingin theacquired company’slocal currency. Net assets abroad
thatare subject to hedge accountingamountto MSEK 711 (504) and accumulated
borrowings of MSEK 327 (217), which reflects a hedging quotient of 46 (43) per cent.
Annual translation differences recognised in other comprehensive income concern-
ingborrowings as hedged net assets amounted to an expense of MSEK 4.3 (expense:
1.8) before deferred tax of MSEK 0.8 (0.4). Accumulated translation differences
recognised in other comprehensiveincome concerning borrowings as hedged net
assetsamounted to an expense of MSEK 15.9 before deferred tax of MSEK 3.4.

Aweakening of the Swedish krona by 1 per cent with all other variables remain-
ing constantwould resultin anincreasein equity of MSEK 23 (19) largely due to
gains/losses on the translation of EUR and GBP. A change in the Swedish krona of
1percentagainstother currencies would resultin adirectimpact on netsalesin
the subsidiaries of approximately MSEK 44 (39) whilst theimpacton resultsin the
foreign subsidiaries would be MSEK 6 (3).

The sensitivity analysis for currency risk regarding translation exposure per-
tained to receivables and liabilities at the end of the reporting period givenin a
currency otherthanthe respective Group company’s functional currency. The
table below shows exposure persignificant currency and the effect of a 1 per cent
changeinthe exchange rate on companiesin the Group.

Currency Receivables Liabilities Netexposure Affect, 1%
AUD 12.2 0.1 12.1 0.1
CNY 1.3 30.6 -29.3 -0.3
DKK 13.2 2.6 10.6 0.1
EUR 150.3 70.3 80.0 0.8
GBP 30.2 10.7 19.5 0.2
NOK 7.0 1.3 5.7 0.1
SEK 1.3 8.9 -7.6 -0.1
usb 23.0 20.9 2.1 0.0
Other currencies 14.3 1.0 13.3 0.1
Total 252.8 146.4 106.4 1.1

Interest-raterisk
Fagerhult holds nosignificantinterest-bearing assets, whichisthe reason the
Group’sincome and cash flow from operating activities are, in all material
aspects,independent of changesin marketinterestrates.

The Group’sinterest-raterisk arises in conjunction with long-term borrowing.
In addition to pension liabilities of MSEK 93.5 (90.2), interest-bearing liabilities
totalled MSEK 2,787.7 (2,689.4) and cash and cash equivalents were MSEK 808.4
(949.9). Borrowing on the basis of floating interest rates exposes the Group to
interest-rate risk as regards cash flow. Borrowing on the basis of fixed interest
ratesimplies an interest-rate risk for the Group in terms of fair value. Group policy
isto use afixed-interest period of three months. During 2018 and 2017, the Group’s
borrowings largely comprised loans with three-month fixed interest rates.

The Group analysesits exposure to interest-rate risk on adynamic basis.

Various scenarios are simulated, whereby refinancing, re-negotiation of existing
trading positions, alternative financingand hedging are taken into consideration.
Based on these scenarios, the Group calculates the earningsimpact from a given
changeininterestrates.Ineachsimulation, the same changein theinterest rateis
appliedforallcurrencies. The scenarios are simulated only for those liabilities
comprisingthe largestinterest-bearing positions. Simulations performed show
thatthe earningsimpactofa 1 percentage point change would be a maximum of
MSEK 20 (18), with the current capital structure. The simulation is conducted quar-
terly to verify that the maximum possible loss is within the limits established by
the executive management.

Ifinterest rates on borrowing in Swedish krona as of 31 December 2018 had
been 10 (10) points higher/lower, but all othervariables had been constant, then
gains after tax for the financial year would have been MSEK 2.8 (2.7) higher/lower,
primarily as an effect of higher/lower interest expenses for borrowings with
floatinginterestrates.

Creditrisks

Creditrisks are managed at Group level. Credit risks arise if the counterparty does
not fulfilits commitmentsin conjunction with lending within the framework of cash
management policies and through credit exposure to clients and banks, including
receivablesand agreed transactions. If the Group’s customers have received a
creditrating from anindependentratinginstitution, these ratings are used. Where
noindependent credit assessment exists, a risk assessmentis made of the custom-
er’screditstatusin which the entity’s financial position is considered, as well as pre-
vious experience and other factors. Individualrisk limits are set based on internal or
external creditratings, in accordance with the limits set by the Group management.
Theapplication of credit limitsis frequently reviewed. No significant losses occurred
ineither2018 or 2017. Of the trade receivables carryingamount, MSEK 593 (531) is
covered by creditinsurance. Atotal provision of MSEK 28 (32) was made for those
tradereceivables not expected to be received. The average confirmed credit losses
amounted to 0.05 per cent (0.08) of net sales calculated for the next five years.

Liquidity risk

Liquidity risk is managed by ensuring that the Group has sufficient cash and cash
equivalentsand short-terminvestmentsin a liquid market, available financing
through agreed credit facilities and the possibility to close market positions. The
Group hasastrongfinancial position. At present, no new borrowing requirements
exist, but should such requirements arise, there is currently no difficulty in obtaining
externalcredit, as longas such credit meets certain covenants, on the borrower,
such as debt-to equity and interest coverage ratio, which are at present satisfied.

Management also meticulously follows rolling forecasts for the Group’s liquid-
ity reserve on the basis of anticipated cash flows.

Thetable below presents an analysis of the Group’s financial liabilities to be
settled net, specified according to the contractual time to maturity, as of the closing
date. Theamounts stated in the table are the contractual, undiscounted cash
flows. For derivatives, the fairvalue is presented because the contractual dates of
maturity are notsignificant for an understanding of cash flows. Amounts falling
due within 12 months correspond with the carryingamounts, as the effect of
discountingis negligible.

Lessthan Between Between Between Between Morethan
lyear land2years 2and3years 3and4years 4and5years 5years

Asof 31 December2018
Repayment of bank loans 416.1 832.2 822.8 400.5 0.7 315.4
Interest payments 37.0 35.0 26.1 11.2 3.8 1.3
Trade payables and other liabilities ! 1,026.8 98.6 150.7 - - -
1,479.9 965.8 999.6 411.7 4.5 316.7

Asof 31 December 2017
Repayment of bank loans 4.8 770.4 426.6 788.2 393.4 306.0
Interest payments 35.5 31.9 26.8 23.1 11.3 5.1
Trade payables and other liabilities ! 981.9 142.7 19.3 - - -
1,022.2 945.0 472.7 811.3 404.7 311.1

1) Of thisamount, MSEK 350.1 (412.2) pertained to Trade payables the majority of which fall due within 30 days of the closing date.

Capitalrisk

The Group’s objective with regard to the capital structure is to secure the Group’s
ability to continue operating, so thatit can continue to generate returns for share-
holders and benefits for other stakeholders, and to maintain an optimal capital
structurwe to keep the cost of capital down. To maintain or adjust the capital
structure, the Group may change the dividend paid to shareholders, repay capital
to shareholders, issue new shares or sell assets to reduce debt. The Group moni-
tors capital on the basis of debt/equity ratio. This ratio is calculated as interest-
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bearing liabilities in relation to equity. The debt/equity ratio at 31 December 2018
was 2.0 percent(2.2).

OPERATIONAL RISKS
Pricerisk
Priceriskinthe Group’s operations primarily arise in conjunction with the pur-
chase of input materialused in manufacturing. Dominant components, such as
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electronic control systems and sheet metal, have the single greatestimpact on
the cost of manufactured products, excluding processing costs. The Group’s
exposure to pricerisk on financial instrumentsis minimal.

Risk associated with plants and inventories

In addition to the aboverisks, all of which, in principle,impact the Fagerhult
Group’s cash flows, restricted capital in both non-current assets and inventories
isalso exposed torisk. Rationalisations and a high level of utilisation of invest-
ments made have meant the value of capitalised assets has been possible to
maintain ata comparatively low level. Consequently, the risk of a permanent
impairment of non-currentassetsis considered unlikely. Risks associated with
inventories are primarily related to obsolescence resulting from overproduction
and out-of-date technology. Fagerhult’s business conceptincludes customer-
orderdriven production. Thisimplies flexible production in which the need for
inventoriesisreduced and with that, the risk of obsolescence.

IT security

As computer-aided technology has assumed anincreasingly greater scope within
the companies, security requirements have also increased. The functional secu-
rity of the databases and e-mail serversis checked via daily backups. Battery

Activity Risk

Description/management

backup and diesel generators provide protection against operational disruption
inthe main manufacturing facility in Habo from where the majority of the Group’s
computer operations are controlled. To date, no costs have arisen as a result of
damage. Theinternet connectionis fixed and completely isolated from other net-
works via hardware firewalls. Access via public networks is secured via security
devices. Useraccessto the systemis regulated via Group authorisations and
entitlements based on actual assignments and roles within the company.

Insurance
The Fagerhult Group purchases and manages Group-wide insurance policies for prop-
erty and liability risks, thereby creating co-ordination gains and cost advantages.

SUSTAINABILITY RISKS

Invarious ways, Fagerhult’s operations are associated with sustainability risks.
In conjunction with the preparation of the Sustainability Report, the most signifi-
cantsustainability risks in our own operations and in our value chain have been
identified. We have focused on the specific areas stated in the Swedish Annual
Accounts Act where we are of the opinion that operations significantly impact
people and the environment: the environment; personnel; societal conditions;
respect for human rights; and anti-corruption.

Productdevelopment Product quality

« Quality defectsin the product canresultininjuries to customers orimpact the company’s reputation. Fager-
hult has a quality policy and guidelinesin place for product development and training, which aim to maintain
high quality and to reduce risks of the above.

The environment Energy efficiency

and emissions

« Increased cost of energy due to legislation can lead to increased production costs. Fagerhult works continu-
ouslyin all areas of operations to review energy needs and to work as efficiently as possible.

Personneland
societal conditions

Workplace
accidents

« Fagerhult has noted arisk that aworkplace accident could occur that could lead to injury or loss of personnel.
Fagerhult works daily with work environmentissues and routines, and works proactively in activities thatare
assessed as having significantrisk forinjury.

Human rights

« Therisk of Fagerhult not respecting human rights is managed by ensuring that the all of the Group’s employees
are familiar with the company’s Code of Conduct, which is always signed upon employment, and through con-
tinuous trainingin the code.

Anti-corruption

Anti-corruption

« Corruption, orany employees breaking the law, can lead to fines and lost business as well as affect Fagerhult’s

reputation. Fagerhult works continuously with the issue and has a Code of Conduct that forms the basis for
everything we do and how we act. We conduct company inspections upon acquisition, and all of the Group’s
companies are to comply with the applicable laws and regulations.

Ethicsand
humanrights

Sustainable supply chain

« Fagerhultrequires contractors to fulfil the ethical standards we set for contractors and subcontractors and
demands human rights be respected. During the year, a Code of Conduct for contractors has beenimple-
mented at Fagerhults Belysning, and Fagerhult applies the prudence concept for all relationships.

Note 37 | Events after the balance-sheet date

Extraordinary general meeting
Thefollowing was resolved at the Extraordinary General Meeting at AB Fagerhult
(publ) (“Fagerhult” or “the Company”) on 7 February 2019.

The meeting passed aresolution to amend Fagerhult’s Articles of Association
asthey concernthe company’s share capital (Section 4 in the Articles of Associa-
tion) and the number of sharesin the company (Section 5in the Articles of Associ-
ation). Theresolution entails that Section 4 of the Articles of Association now
reads “The share capital shall be no less than SEK sixty-five million (65,000,000)
and no more than SEK two hundred and sixty million (260,000,000),” while Section
5intheArticles of Association now reads “The number of shares shall be no less
than one hundred and ten million (110,000,000) and no more than four hundred
and forty million (440,000,000).”

The meeting passed aresolution to authorise the Board to, on one or more occa-
sions prior to the next AGM, resolve to approve a new issue of shares in Fagerhult to
beissued asa partoftheacquisition price of iGuzzini Illuminazione S.p.A. (“Non-
cashissue”). The owners of iGuzzini llluminazione S.p.A.,Fimag S.p.A. and Tip-Pre
[POS.p.A.,will alone be entitled to subscribe for the new sharesin the Non-cash
issue by transferring sharesiniGuzzinillluminazione S.p.A. to Fagerhult.

The meetingalso passed aresolution to authorise the Board to, on one or
more occasions, before the next AGM, resolve to approve a new issue of shares
against cash payment with pre-emption rights for shareholders to raise approxi-
mately SEK 2.2 billion for Fagerhult, to replace credit facilities that were used by
Fagerhultin the acquisition of iGuzzini Illuminazione S.p.A.
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Fagerhult completesiGuzziniacquisition and decidesonanissueinkind
Fagerhult completed the acquisition of iGuzziniilluminazione S.p.A.on
March Tth, after receiving regulatory approval from the German and Russian
Competition Authorities. The board of directors of Fagerhult has also decided
ontheissueinkind that was previously communicated when the acquisition
was announced on December 21,2018. The purchase price foriGuzzini
amountsto 375.9 MEUR,
of which 284.5 MEUR is paid in cash and 91.4 MEUR in new Fagerhult shares.
Formoreinformation see the pressrelease from December21,2018. More
information oniGuzziniis available at www.iguzzini.com.

Theissueinkindin brief

As partof the purchase price foriGuzzini, the board of directors of Fagerhult has
decided toissue 11,244,805 new sharesin Fagerhult. The new shares have been
subscribed for by the sellers of iGuzzini (Fimag S.p.A. and Tip-Pre IPO S.p.A.) who
have paid for the new shares by transferring to Fagerhult shares in iGuzzini atan
agreed value of 91.4 MEUR (963.6 MSEK).

Between the closing date and the date on which thisannual report was signed,
no other significant events orinformation has arisen concerning the circum-
stances per the closing date or thereafter, which may have a positive or negative
effectonthe Group, or any of the companies contained therein, and which require
any furtherdisclosures, other than those provided above.
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Signatures

The Board of Directors and the CEO certify that the consoli-
dated accounts have been prepared in accordance with
international financial reporting standards, IFRS, as adopted
by the EU, and that they provide a true and fair view of the
Group’s financial position and the results of its operations.
Theannual report hasbeen prepared in accordance with
generally accepted accounting principlesin Sweden and
providesatrue and fairview of the Parent Company's finan-
cial position and results.

The administration report for the Group and Parent Company
provides a true and fair overview of the development of the
Group'sand the Parent Company's operations, financial
position and results, and describes significant risks and
uncertainty factors facing the Parent Company and other
companies within the Group.

Theincome statements and balance sheets will be sub-
mitted foradoption at the AGM on 13 May 2019.

Habo, 14 March 2019

Jan Svensson Eric Douglas Cecilia Fasth
Chairman Vice Chairman Board member
Morten Falkenberg Catherina Fored Fredrik Palmstierna
Board member Board member Board member
Bondil Sonesson Magnus Nell Lars-Ake Johansson
Presidentand CEO Employee Representative Employee Representative

Ourauditreport was submitted on 15March 2019.

Ohrlings PricewaterhouseCoopers AB

Peter Nyllinge
Authorised Public Accountant
Auditor-in-Charge
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Martin Odqvist
Authorised Public Accountant
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EPORT

Auditor’s report

Tothe general meeting of the shareholders of AB Fagerhult, Corporate Identity Number 556110-6203

REPORT ON THE ANNUAL ACCOUNTS

AND CONSOLIDATED ACCOUNTS

Opinions

We have audited the annual accounts and consolidated
accounts of AB Fagerhult for the year 2018. The annual accounts
and consolidated accounts of the company areincluded on
pages 48-105in this document.

Inouropinion, the annual accounts have been prepared in
accordance with the Annual Accounts Act and present fairly, in
all material respects, the financial position of parent company
asof 31 December2018and its financial performance and cash
flow forthe yearthen ended in accordance with the Annual
Accounts Act. The consolidated accounts have been prepared
inaccordance with the Annual Accounts Act and present fairly,
inall material respects, the financial position of the group as of
31 December2018 and theirfinancial performance and cash
flow for the year then ended in accordance with International
Financial Reporting Standards (IFRS), as adopted by the EU,
and the Annual Accounts Act.

ACorporate Governance Report has been prepared. The
information provided in this Corporate Governance Report and
inthe statutory administration reportis consistent with the
other parts of the annual accounts and consolidated accounts,
the information in the Corporate Governance Reportisin
accordance with the stipulations of the Annual Accounts Act.

We, therefore, recommend that the general meeting of
shareholders adopt theincome statement and balance sheet
forthe parent company and group.

Ouropinionsin this report on the annual accounts and
consolidated accounts are consistent with the contentin the
supplementary report presented to the parent company’s and
group’s Audit Committees in accordance with the Auditors
Ordinance (537/2014), article 11.

Basis for Opinions
We conducted our auditin accordance with International
Standards on Auditing (ISA) and generally accepted auditing
standardsin Sweden. Our responsibilities under those stand-
ards are further described in the Auditor’s Responsibilities
section. We are independent of the parent company and group,
in accordance with the professional ethics foraccountantsin
Sweden, and have, otherwise, fulfilled our ethical responsibilities
inaccordance with these requirements. Thisincludes that,
based onour best knowledge and belief, no disallowed services
asstipulated inthe Auditors Ordinance (537/2014), article 5.1,
have been provided to the audited company or, as applicable,
its parent company, nor as regards the companies it controls
within the EU.

We believe that the audit evidence we have obtained is
sufficientand appropriate to provide a basis for our opinions.

Ourauditapproach

The focus and scope of the audit

We designed our audit by determining materiality and assessing
the risks of material misstatementin the consolidated financial
statements. In particular, we considered where management
made subjective judgements; for example, in respect of signifi-
cantaccounting estimates thatinvolved making assumptions
and considering future events that are inherently uncertain. As
in all of our audits, we also addressed the risk of management
override ofinternal controls, including, among other matters,
consideration of whether there was evidence of bias that repre-
sented arisk of material misstatement dueto fraud.

We tailored the scope of our audit in order to perform sufficient
workto enable us to provide an opinion on the consolidated
financial statements asawhole, taking into account the structure
of the group, the accounting processes and controls, and the
industry in which the group operates.

Fagerhult’s operations are undertaken in slightly less than
30 countries around the world. Each of the local operations
hastheirown finance function reporting to the head officesin
Sweden.

Evenifthe operations are quite distributed, the four entities,
Fagerhults Belysning AB, Fagerhults Belysning Sverige AB,
Whitecroft Lighting Ltd. inthe UKand LTS Lich & Leuchten GmbH
in Germany, together, comprise a decisive portion of the entire
group. It was both natural and necessary to execute a full audit
on these fourentities. In Sweden, the audit was executed by the
group team, whilein the UK and Germany the local PwC teams
executed the audits. The group team has studied the work
undertaken by these local unit auditors to ensure that sufficient
auditwork has been performed, but has also communicated on
anongoing basis with the local teams to maintain a clear under-
standing of the mannerin which the audits have been executed.
In addition to these four units, after consultation with Fager-
hult’s Board of Directors and group management, it was deter-
mined thatthe group audit was to include a further 30 units
where full audits have been executed. A total of 16 of these units
inthevarious countries have been audited by the PwC network.

As regards just a few companies, whose combined operations
representonly avery limited portion of the total operations of
the group, the group audit team has undertaken analytical
procedures. Local statutory audits have been executed on all
of the entities in the group with such requirements evenif the
entity in question has not beenincluded inthe reportingon the
audit of the consolidated accounts, or has not beenincluded in
the audittime schedule.

Inaddition, the group team has audited the group consolida-
tion, the group’s annual financial statements and anumber of
complextransactionsandissues. These have included acquisi-
tion analyses and impairment testing of intangible assets with
indefinite useful lifetimes, brands and goodwill.

Ouroverall conclusionis that we have evidenced that sufficient
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audit activities have been executed, and that such activities
have taken place primarily through the utilisation of PwC’s own
network.

Materiality
Thescope of our auditwasinfluenced by our application of
materiality. An auditis designed to obtain reasonable assurance
whetherthe financial statements are free from material mis-
statement. Misstatements may arise due to fraud or error. They
are considered material ifindividually, orin aggregate, they
could reasonably be expected to influence the economic deci-
sions of users taken on the basis of the financial statements.
Based on our professional judgement, we determined certain
quantitative thresholds for materiality, including the statements

KEY AUDIT MATTER

asawhole. These, together with qualitative considerations,
helped us to determine the scope of our audit and the nature,
timing and extent of our audit procedures, and to evaluate the
effect of misstatements both individually,and in aggregate,
onthefinancial statementsasawhole.

Key audit matters

Key audit matters of the audit are those matters that, in our
professional judgment, were mostsignificantin our audit of the
annualaccounts and consolidated accounts of the current
period. These matters were addressed in our audit of,and in
forming our opinion thereon, the annual accounts and consoli-
dated accounts as a whole, but we do not provide a separate
opinion on these matters.

HOW OURAUDIT ADDRESSED THE KEY AUDIT MATTER

Valuation of intangible assets with indefinite useful
lifetimes, brands and goodwil

On page 82 in the section, Significant Estimates and Assumptions,
amongst the Accounting Principles and in Note 11, Fagerhult
describesiits valuation of intangible assets with indefinite useful
lifetimes which are comprised of brands and goodwill.

Of the group’s balance sheet total, MSEK 2969.1 or 45 per cent is
comprised of intangible assets with indefinite useful lifetimes. As
these assets are not amortised on an ongoing basis, an impairment
test s to be executed at least once a year. Fagerhult undertook such
atest during the fourth quarter 2018.

Such atest includes the assumptions undertaken regarding,
amongst other things, future growth, profitability and the discount
factor. In other words, the assessments and estimations which are
required to be made by the management and Board of Directors are
complex.

As these tangible assets comprise a significant amount and the
required assumptions include assessments and estimations which,
taken individually, can have a decisive influence on the valuation,
thisis a particularly significant area for the audit.

Acquisition analysis regarding Veko

Fagerhult publically announced its acquisition of VEKO Lightsys-
tems International, “Veko” on 20 April 2018. The acquisition is
described in detail in Note 31. As stated in this Note, the total price,
including the calculated additional purchase price, is MSEK 676.

Reported equity in the company amounted, at point of acquisition,
to MSEK 144 which implies that the company management and
Board of Directors would, at that point in time, have allocated an
excess value of MSEK 532. This allocation is based on the fair value
of the assets and liabilities in Veko at point of acquisition.

The calculation of such an allocation, that is an acquisition analysis,
includes a number of estimations and assessments, each of which
can have a significantimpact on the reported assets and liabilities.

Both the size and complexity of the estimations required in the
acquisition analysis has implied that we deem this matter to be
of major significance in the audit.
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As afirst step, we determined, together with PwC’s valuation specialists,
that the applied impairment tests, one per segment, were implemented
according to established principles and methods.

The assumptions of greatest importance to the impairment tests which
were made by the management and Board of Directors, referred to
growth, profitability and the discount rates. We have assessed these
assumptions by comparing these factors against Fagerhult’s budget and
strategic plan, and also against historical outcome. We have also under-
taken anindependent assessment with the starting point on the prem-
ises of the markets in which the cash generating units operate. We have
checked the discount rates against observable market data.

We have also examined significant assumptions to determine if they are
consistent with previous years.

With the starting point being the impairment tests, we implemented simula-
tions and undertook sensitivity analyses in order to understand the manner
inwhich a given change could impact the values and which could indicate a
possibleimpairment requirement. These tests have also provided the basis
of our control of the information provided in Note 11 of the annual report.

As afinal, overall control, we have compared the company’s stock
market valuein relation to its calculated net realisable value.

In conclusion, in our audit of the valuation of intangible assets with
indefinite useful lifetimes, that is, the brands and goodwill, we have
made no observations which are significant to the audit as awhole.

We have, together with PwC’s valuation specialists, examined the
acquisition analysis to ensure that it has been prepared on the basis
of accepted principles and models.

When we examined the analysis, we found that Fagerhult had identified
the assets and liabilities we expected to be identified based on our
experience from previous acquisitions, similar companies and our
industry knowledge.

We examined to determine that the factors applied in quantifying the
fair value of the assets, such as future cash flows, discount rates, and
assumed useful lifetimes were also in line with accepted practice and
what we could expect. We could also conclude that the factors were
consistent with previous years’ assessment in other acquisitions.

Finally, we have also examined the information provided by Fagerhult
in Note 31.

Based on our examination of the acquisition analysis, we made no
observations which were significant to the audit in its entirety.
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KEY AUDIT MATTER

HOW OURAUDIT ADDRESSED THE KEY AUDIT MATTER

Obsolescenceintheinventoriesdue
totechnological developments

Onpage 77 under the heading, “Inventories”,and in Note 36,
Fagerhult describes the valuation and risks associated with the
inventories.

Fagerhult manufactures products which are primarily based on
LED technology. There continues to be arapid development of this
technology in which the next LED generation can be both cheaper
and more energy effective than with previous generation.

Asaresultof this,managementand the Board of Directors are
required to evaluate and assess the mannerin which LED techno-
logical changes willimpact the demand for the existing inventories
during futureyears.

Thatithasbeen of significance in the audit to examine obsoles-
cencearising from technology development is due to the fact that
thevalue of theinventories is significant, with a total book value of
MSEK 840, and is also due to the fact that the management’s and
Board of Director’s obsolescence assessmentsinclude estima-
tionsand judgments.

Otherinformation than the annual accounts and
consolidated accounts

Thisdocumentalso contains other information than the annual
accounts and consolidated accounts and is found on pages
1-47 and 110-113. The Board of Directors and the Managing
Director are responsible for this other information.

Ouropinion on the annual accounts and consolidated
accounts does not cover this other information and we do not
expressany form of assurance conclusion regarding this other
information.

In connection with ouraudit of the annualaccounts and
consolidated accounts, our responsibility is to read the infor-
mation identified above and consider whether the information
is materially inconsistent with the annual accounts and consoli-
dated accounts. In this procedure we also take into account our
knowledge otherwise obtained in the audit and assess whether
the information otherwise appears to be materially misstated.

If we, based on the work performed concerning this infor-
mation, conclude thatthereis a material misstatement of this
otherinformation, we are required to report that fact. We have
nothing to reportin this regard.

Responsibilities of the Board of Directors

and the Managing Director

The Board of Directors and the Managing Director are responsible
forthe preparation of the annual accounts and consolidated
accounts and forensuring that they provide a fair presentation
inaccordance with the Annual Accounts Act and, concerning the
consolidated accounts, in accordance with IFRS as adopted by

Therespective subsidiariesin Fagerhult have the responsibility of
assessing the requirement of an obsolescence write-down that can
ariseintheinventories. Thisappliesasitis the local companies’
management who can best estimate market conditions.

Consequently, we haveinstructed each local audit team to undertake
aspecial examination to ensure that correct provisions are reported.
Inthe case thereisaso-called general obsolescence scale, we have
examined to ensure that this has been applied consistently between
years and has been updated with regard to changed premises.

Asachangeintechnology can take place very rapidly, itis notentirely
certain that the requirement of an obsolescence write-down isidenti-
fied viatraditional analyses of slow movinginventory items. Conse-
quently, we have also obtained confirmation regarding obsolescence by
executing other auditactivities, for example, by reviewing the minutes
of Board Meetings, by being present at stock-taking, and through our
understanding of theindustry and of new product and market develop-
ments. We have also studied and analysed the follow-up and monitoring
undertaken by group managementin this context.

Everything considered, we have made no observations of significance to
theauditasawholeinourauditofthe obsolescencein theinventories.

the EU. The Board of Directors and the Managing Director are
alsoresponsible forsuchinternal control as they determine
necessary to enable 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
areresponsible for the assessment of the company’s and the
group’s ability to continue as a going concern. They disclose,
asapplicable, matters related to going concern and to applying
the going concern basis of accounting. The going concern basis
of accountingis, however, not applied if the Board of Directors
and the Managing Directorintend to liquidate the company, to
cease operations, or have no realistic alternative but to do so.

Auditor’s responsibility
Our objectives areto obtain reasonable assurance about
whetherthe annual accounts and consolidated accounts as
awhole are free from material misstatement, whether due to
fraud orerror,and to issue an auditor’s report thatincludes our
opinions. Reasonable assuranceis a high level of assurance, but
isnota guarantee that an audit conducted in accordance with
ISAs and generally accepted auditing standards in Sweden will
always detect a material misstatement when it exists. Misstate-
ments can arise from fraud or error and are considered material
if,individually orin the aggregate, they could reasonably be
expected toinfluence the economic decisions of users taken on
the basis of these annual accounts and consolidated accounts.
Afurther description of our responsibility for the audit
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of the annual accounts and consolidated accounts is availa-
ble on the Swedish Inspectorate of Auditors’ website:
www.revisorsinspektionen.se/revisornsansvar. This description
ispartofthe auditor ‘s report.

REPORT ON OTHER LEGAL AND

REGULATORY REQUIREMENTS

Opinions

In addition to our audit of the annual accounts and consolidated
accounts, we have also audited the administration of the Board
of Directors and the Managing Director of AB Fagerhult for the
year2018 and the proposed appropriations of the company’s
profitorloss.

We recommend to the general meeting of shareholders that
the profit be appropriated in accordance with the proposalin
the statutory administration report and that the members of
the Board of Directors and the Managing Director be discharged
from liability for the financial year.

Basis for Opinions
We conducted the auditin accordance with generally accepted
auditing standardsin Sweden. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities
section. We areindependent of the parent company and the
group in accordance with professional ethics foraccountantsin
Sweden and have otherwise fulfilled our ethical responsibilities
in accordance with these requirements.

We believe that the audit evidence we have obtained is suffi-
cientand 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 appro-
priations of the company’s profit or loss. At the proposal of a
dividend, thisincludes an assessment of whether the dividend
isjustifiable considering the requirements which the company’s
andthe group’s type of operations, size and risks place on the
size of the parent company’s and the group’s equity, consolida-
tion requirements, liquidity and position in general.

AUDITOR’S REPORT

The Board of Directors is responsible for the company’s organi-
zation and the administration of the company’s affairs. This
includes amongotherthings continuous assessment of the
company’sand the group’s financial situation and ensuring that
the company’s organization is designed so that the accounting,
management of assets and the company’s financial affairs
otherwise are controlled in areassuring manner. The Managing
Director shall manage the ongoing administration according to
the Board of Directors’ guidelines and instructions and, among
other matters, shall take measures necessary to ensure that the
company’s accountingis executed in accordance with the law,
and shall handle the management of assets of the company in
areassuringmanner.

Auditor’s responsibility

Ourobjective concerning the audit of the administration, and

thereby our opinion about discharge from liability, is to obtain

auditevidence to assess, with areasonable degree of assurance,

whetherany member of the Board of Directors or the Managing

Directorinany material respect:

« hasundertaken any action or been guilty of any omission
which can giverise to liability to the company, or

+ has, in any other manner, acted in contravention of the Compa-
niesAct, the Annual Accounts Act or the Articles of Association.

Ourobjective concerning the audit of the proposed appropria-
tion of the company’s profit or loss and thereby, our opinion
about this, is to assess with reasonable degree of assurance
whetherthe proposalisinaccordance with the CompaniesAct.
Reasonable assuranceis a high level of assurance, butis
nota guarantee that an audit conducted in accordance with
generally accepted auditing standards in Sweden will always
detectactions oromissions that can giverise to liability to the
company, or that the proposed appropriation of the company’s
profitorlossis notin accordance with the Companies Act.
Afurtherdescription of our responsibility for the audit of the
administration is available on the Swedish Inspectorate of Audi-
tors’ website:www.revisorsinspektionen.se/revisornsansvar.
Thisdescriptionis part of the auditor’s report.

Jonkopingden 15 mars 2019

Ohrlings PricewaterhouseCoopers AB

Peter Nyllinge
Auktoriserad revisor
Huvudansvarig revisor
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Martin Odqvist
Auktoriserad revisor
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Shareholder information

2019 Annual General Meeting

The Annual General Meeting of share-
holdersin AB Fagerhult will be held on
Monday 13 May 2019, at 5:00 p.m. in
Fagerhult, Habo.

Registration

Shareholders wishing to take partin
the Annual General Meeting of share-
holders must be registered in the share-
holders’ register kept by Euroclear
Sweden AB on Tuesday, 7 May 2019 and
register theirintention to take partin
the meetingto Fagerhult no later than
7May 2019.

Registrations can be made via e-mail
to arsstamma@fagerhult.se or by tele-
phone on+468-522 35975 or by post to
AB Fagerhult, SE-566 80 Habo. Share-
holderswho haveregistered their shares
with anominee shareholder must, in
good time priorto 7 May 2019, tempo-
rarily re-register the shares in their own
name, through the nominee share-
holder, to have theright to participatein
the general meeting of shareholders.

The notification mustinclude
the shareholder’s name, personal/
corporateidentity number, address,
telephone number and registered
shareholding and, where applicable,
information about representatives and
assistants. If participation is by proxy,
this proxy must be sentto Fagerhult
before the AGM.

Dividend

The Board of Directors proposes to the
AGM a dividend of SEK2.00 per share.
The proposed record dateis 15 May
2019.Inthe event that AGM adopts this
proposal, the dividend will be distrib-
uted through the offices of Euroclear
Sweden AB starting on 20 May 2019.

Nomination Committee
The Nomination Committee forthe
2019 AGM comprises the following
members:
« Jan Svensson, Chairman of

AB Fagerhult
« Eric Douglas, InvestmentAB Latour,
« Johan Stdhl, Lannebo Fonder.
« Evert Carlsson, Swedbank Funds
« Jan Sarlvik, Nordea Funds.

Inorder forthe Nomination Committee
to considera proposal, it must be
submitted well in advance of the AGM.
Proposals may be submitted to the
Nomination Committee by post to:

AB Fagerhult

Att: Michael Wood
Tegelviksgatan 32

SE-116 41 Stockholm, Sweden

Financialinformation 2018

+13May2019,2019 AGM

+ 13 May 2019, Interim report
forQ1,2019

+22 August 2019, Interim report
forQ2,2019

+250ctober 2019, Interim report
forQ3,2019

Distribution policy

Aprinted copy of the Annual Report
isavailable upon requestand can be
ordered by sendingan e-mailtoir@
fagerhult.se orby calling +46 36-10 85 00.
Allof Fagerhult’s annual reports from
previous years are available at
www.fagerhultgroup.com

IR contact

Michael Wood, CFO
+468-52235948
ir@fagerhult.se

News, reports and

share price performance

Follow us by subscribing to our press
releases and financial reports by
e-mail and text message. You are also
ableto obtain information onthe
share’s price performance. Register
atwww.fagerhultgroup.com
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Definitions Ato Z

Number of employees Average
number of full-time equivalents.

Return on equity Profit or loss
accordingto theincome statement as
a percentage of the average (reported)
equity.

Return on capital employed Profit/
loss after financial items plus financial
expensesin relation to the average
capitalemployed.

Equity per share Equity divided by the
number of shares outstanding.

Cash flow per share Cash flow from
operating activities for the year divided
by the average number of shares
outstanding.

FAGERHULT ANNUAL REPORT 2018

Liquid ratio Cash and cash equivalents
inrelationto current liabilities.

Cash and cash equivalents Cash and
bankbalances and short-term
investments.

Netinvestments Investments for the
yearin property, plantand equipment,
lessincome from the sale of non-
current assets.

Netdebt Interest-bearing liabilities
less cash and cash equivalents.

Earnings per share Earnings according
totheincome statementinrelation to
the average number of shares out-
standing.

Operating margin Operating profit
inrelation to netsales.

Net debt/equity ratio Net debtin
relation to equity.

Equity/assetsratio Equity in relation
tototal assets.

Capital employed Total assets less
non-interest-bearing liabilities.

Profit margin Profit after financial
itemsin relation to netsales.

Other current assets The item refers
tointerim receivables, advance
paymentsto suppliers, other
receivables and Group receivables.
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Industry glossary

Luminaire power: Stated in watts (W)
and is the total system power fora lumi-
naire.

Luminaire Luminous Flux: The total
lightoutputinlumens (Im) that a lumi-
naire emits.

Luminaire Luminous Efficacy:
Defined asthe ratio between luminaire
luminous fluxand luminaire power of
an LED luminaire and stated in lumens
perwatt (Im/W).

Lighting Europe: The Europeantrade
association for luminaire and light
source manufacturers.

DALI: (Digital Addressable Lighting
Interface) Astandardised protocol for
digital control.

Failure fraction - Fy: Thefailure of
fraction at nominal lifetime and is given
in percent. Forexample, at 15 per cent
failures, afactor of F15is stated.

Color Rendering Index: (Color Render-
ingIndex) Indicated as CRlon ascale
from 0to 100 and is a measure of a light
source’s ability to reproduce colours.

IP class: Specifies the degree of protec-
tion againstaccessto live electrical
parts and how waterproof and dust-
proof the luminaires are. Stated as IP
followed by two digits, e.g. IP23.

LEED: (Leadershipin Energy and Envi-
ronmental Design) is aninternational
system for environmental certification
for buildings. The certification focuses
onreducingthe use of resources such
asland, water, energy and building
materials.

LED: (Light-Emitting Diode) is a semi-
conductor light source. LED lights have
long lifespans and high energy effi-
ciency. Thelightis formed by electrolu-
minescence.

Luminous Flux: The amount of visible
lightemitted from alight source. Meas-
uredin lumens (Im).

Luminous Intensity: Specifies the
amount oflight that radiatesin a cer-
taindirection. Measured in candela
(cd).

Luminous Intensity Distribution: The
light distribution of a luminaire which is
measured accordingto the CIE stand-
ard and stated in cd/1,000 Im. Reported
inthetable orwith polar plot.

Luminous efficiency: Measurement of
alightsource’s efficiency and is calcu-
lated as the luminous flux divided by
the power the light source consumes
(wattage). Measured in lumens per watt
(Im/W).

LLMF: (Lamp Lumen Maintenance
Factor). The light source’s maintained
luminous fluxatany given time.

LMF: (Luminaire Maintenance Factor)
Specifies the luminaire’s pollution
degree foranumberof burning hours.

LSF: (Lamp Survival Factor) Specifies
the number of light sources that still
shinein afacility atany given time.
(Expected shortfall of high quality LEDs
can beassumed negligible and this
factorthen becomes1.0.)

Luminance: Indicates how bright a sur-
faceisdependentonthelight reflected
from an objectin a specific direction.
Measured as candela per m? (cd/m?).

MF: (Maintenance factor) Theratio
between maintained illuminance and
initial illuminance.

Rated Life: (Rated life) Defined as the
number of burning hours after which a
given part of theinitial light output
remains. Today, life expectancy is given
asthe numberof hours when 70 per
centoftheinitial luminous flux remains
andis designated as L70.

OLED: Abbreviation of organic light
emitting diode.

PWM: (Pulse Width Modulation) Atech-
nique for light control with pulse width
modulation recommended for LED.

Ra: Anindexthatindicates light
sources’ ability to render colours. Given
onascalefrom 0to 100 where 100 indi-
cates perfect colour reproduction.

RGB technique: Atechnique whereby
mixing red, green and bluelight can
create white light or coloured light of a
user’schoice.

UGR: (Unified Glare Rating) An inter-
national method developed by CIE to
calculateanindexof discomfort glare.

ZHAGA: An open consortium with the
purpose of developingindustry stand-
ards for LED components.

Production: Fagerhultin partnership with Intellecta Corporate. Printing: Danagdrd LiTHO, 2019. Photography: Shutterstock (cover, pages 1,13, 26),
Fagerhult (inside cover, page 13), LED Linear (pages 2, 7,23), Cecilia Niva/Stefan Atterdal (pages 2, 10), Jonas Lindstrom (pages 2, 16, 18,23), Sam
Neequaye (page 7), HelénKarlsson (pages 5,62, 64), Frieder Blickle for WE-EF (page 7), Lighting Innovations (page 7,43), Designplan (page 7), Veko
(page 8), Rodion Kutsaer (page 10), Patrik Svedberg (pages 10,39, 40,42), Johnér Bildbyrd/Magnus Ragnvid (page 14), Joel Dittmer (pages 7, 16,21, 30,
34),Yunus Ozkazanc (page 17), Florian Bouvet Fournier (page 19), lemke Ruige (page 19), David Holmqvist (page 20), Pirjo Lindfors (pages 16,21, 36),
Suldal Foto (page 22), Jackie Chan, Lighting, Art&Science, our No 1 customer (page 23), Mikael Briler (page 25), Marie Peterson (page 41), pox.se (page 44).
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AB Fagerhult (publ)
SE-566 80 Habo

Tel: +4636 108500
www.fagerhultgroup.com
info@fagerhult.se

Fagerhults Belysning AB
Avigen 1, SE-566 80 Habo
Tel: +46 (0)36 108500
Fyrvaktaregatan7
SE-29681 Ahus

Tel: +46 (0)44 2898 00

Ateljé Lyktan AB
Fyrvaktaregatan7
SE-29681 Ahus

Tel: +46 (0)44 2898 00
www.atelje-lyktan.se
info@atelje-lyktan.se

Fagerhults Belysning
Sverige AB

SE-566 80 Habo

Tel: +46(0)36 108500

FagerhultAS
Sluseholmen 8A
DK-2450 Copenhagen
Denmark

Tel: +4543 553700
www.fagerhult.dk
post@fagerhult.dk

Fagerhult Belysning AS
Strandveien 30, Pb 471
NO-1327 Lysaker

Norway

Tel:+4722 065500
www.fagerhult.no
kundeservice@fagerhult.no

Fagerhult Oy
Mannerheimintie 113
FI-00280 Helsinki
Finland

Tel: +3589 777 1580
www.fagerhult.fi
info@fagerhult.fi

1-Valo Oy
Tehtaantie3b
FI-14500 littala
Finland

Tel: +358 10501 3000
www.i-valo.com
info@i-valo.com

Fagerhult Lighting Ltd
33-34Dolben Street
London SE10UQ

UK

Tel:+44207 4034123
www.fagerhult.co.uk
light@fagerhult.co.uk

FagerhultLighting Ltd
UnitF1,CalmountPark
Ballymount

Dublin D12 PN81
Ireland

Tel: +353 1426 0200
www.fagerhult.ie
info@fagerhult.ie

Whitecroft Lighting Limited
Burlington Street
Ashton-under-Lyne
Lancashire OL7 OAX

UK

Tel: +441613306811
www.whitecroftlighting.com
email@whitecroftlight.com

Designplan Lighting Ltd
16 Kimpton Park Way,
Sutton, Surrey SM39QS
UK

Tel: +44208 254 2000
www.designplan.co.uk
sales@designplan.co.uk

LTS Licht & Leuchten GmbH
Waldesch 24

DE-88069 Tettnang
Germany

Tel: +497542 /9307-0
www.lts-licht.de
info@lts-light.com

LED Linear GmbH
Pascalstr.9

DE-47506 Neukirchen-Viuyn
Germany

Tel: +49284598462-0
www.led-linear.com
info@led-linear.com

LED Linear USA, Inc.
2186 Liberty Drive
Niagara Falls

NY 14304

USA

Tel: +1 716 283 4400
www.led-linear.com
usa@led-linear.com

LED Linear UK Ltd

8 Century Court
Tolpits Lane, Watford
Herts WD18 9RS

UK

Tel: +44 1923618300
UK@led-linear.com

WE-EF LEUCHTEN GmbH
Topinger Stralte 16
29646 Bispingen

Tel: +49 5194 909-0
info.germany@we-ef.com

WE-EF LEUCHTEN
GmbH &Co. KG
Bispingen

WE-EF TRADINGAND
DESIGN GmbH
Bispingen

WE-EF LIGHTING Co. Ltd
57 Moo 5, Kingkaew Rd.,
Bangplee

10540 Samutprakarn
Thailand

Tel: +662 7389610
info.asiapacific@we-ef.com

WE-EF HELVETICA

Chemin Malombré5

1206 Geneva

Switzerland

Tel: +41 22 7524994
info.switzerland@we-ef.com

WE-EF LIGHTING Ltd

Suite 2c,

East Bridgford Business Park,
Kneeton Road, East Bridgford
NG138PJ Nottingham

UK

Tel: +44 844 8805346

WE-EF LIGHTING Pty. Ltd
5/13 Downard Street
3195 Braeside, Victoria
Australia

WE-EFLIGHTING USALLC
410/D Keystone Drive
Warrendale, PA 15086

USA

Tel:+17247420030

WE-EF LUMIERE

ZAC de ChesnesNord

6 Rue de Brisson CS80330
38290 Satolas et Bonce
France

FLUX ECLAIRAGE

6 Rue de Brisson CS80330
38290 Satolas et Bonce
France

Waco N.V.
Hundelgemsesteenweg 80
BE-9890 Baaigem-Gavere
Belgium

Tel: +32 9362 4494
www.waco.be
info@waco.be

Fagerhult OU

Artelli 10c

EE-10621 Tallinn
Estonia

Tel: +3726 507901
www.fagerhult.ee
fagerhult@fagerhult.ee

FagerhultFrance

105, Avenue Jean Jaures
Batiment B5

FR-69600 Oullins

France

Tel: 433437226410
www.fagerhult.fr
info@fagerhult.fr

Fagerhult BV

Lichtschip 19, Postbus 320
NL-3990 GC Houten

The Netherlands

Tel: +31306889900
www.fagerhult.nl
lighting@fagerhult.nl

Fagerhult Sp.z.0.0.
Komitetu Obrony
Robotnikéw 48
PL-02-146 Warsaw
Poland

Tel: +4822 74912 50
www.fagerhult.pl
info@fagerhult.pl

Fagerhult SPb
Viborgskayanab. 61,
office 304

RU-197342 St Petersburg
Russia

Tel: +78123800148
www.fagerhult.ru
info@fagerhult.ru

Fagerhult SL
C/EstocolmoNo 13

ES-282 32 Las Rozas, Madrid
Spain

Tel:+3491 6407246
www.fagerhult.es

Commtech Commissioning
Services SA
C/EstocolmoNo 13

ES-282 30 Las Rozas, Madrid
Spain

Tel: +3491 6407246
www.fagerhult.es

Arlight AydinlatmaA.$
Saray Mahallesi 205.
Sokak No:4

06980 Kazan Ankara
Turkey

Tel: +903128154661
www.arlight.net
arlight@arlight.net

Eagle Lighting (Australia)
Pty Ltd

17-19 Jets Court
Melbourne Airport, VIC 3045
Australia

Tel:+6139344 7444
www.eaglelighting.com.au

ADDRESSES

ORTechnologies Pty Ltd
Level 1,2 Greenwood St
Abbotsford, VIC 3067
Australia

Fagerhult Lighting Systems
(Suzhou) Co Ltd.

No. 11 Workshop

99 Gangtian Road,

Suzhou Industrial Park
Suzhou 215021

China

Tel: +86512 87187778
www.fagerhult.com

Fagerhult Lighting
-DubaiBranch

Office No. 914 The Onyx
Tower 1, The Greens
Sheikh Zayed Rd
126287 Dubai-U.A.E.
United Arab Emirates
Tel: +97143297120
www.fagerhult.ae
info@fagerhult.ae

Fagerhult (NZ) Ltd
Level 1/12 Allens Road
East Tamaki
Auckland 2013

New Zealand

Tel: +64 21509248

Lighting Innovations

Africa (pty) Ltd

672 0ld Cape Road
Greenbushes, Port Elizabeth
Eastern Cape 6390

South Africa

Tel:+27 (0)41 819 7598
www.lightinginnovations.co.za
info@lightinginnovations.co.za

VEKO Lightsystems
International B.V

Witte Paal 38, Postbus 168
1742 NL Schagen

The Netherlands

Tel: +31224 273273
www.veko.com
info@veko.com

VEKO Lightsystems GmbH
Philosophenweg 31

47051 Duisburg

Germany

Tel: +4920393319347

iGuzziniilluminazioneS.p.A
via Mariano Guzzini 37
62019, Recanati (MC)

Italy

Tel: +39-07175881
www.iguzzini.com
info.hg@iguzzini.com
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