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LETTER FROM THE CEO

DEAR SHAREHOLDERS, EMPLOYEES, PARTNERS AND FRIENDS OF SOFTING,

Both our incoming orders (EUR 88.1 million/previous year: EUR 78.0 million) and revenue (EUR 83.9 mil-
lion/previous year: EUR 78.7 million) reached new record levels in the past year, thus completing a strong
year-on-year turnaround. The almost 7% growth in revenue resulted in the highest revenue ever recorded
in Softing’s history. The operating results — EBITDA of EUR 9.0 million (previous year: EUR 6.8 million) and
EBIT of EUR 4.1 million (previous year: EUR 2.3 million) — showed that profitability also increased signifi-
cantly despite a one-time charge of EUR 1.0 million relating to the start-up costs of GlobalmatiX. This
resulted in consolidated profit of EUR 3.3 million (previous year: EUR 0.7 million). Due to further major
investments in new business in the current year, the Executive Board will propose a moderate dividend of
EUR 0.13 to the General Shareholders” Meeting, which is in line with the previous year’s dividend.

The Industrial segment, which contributes the most revenue and earnings to the Group, increased its rev-
enue by 3.6% to EUR 52.8 million (previous year: EUR 50.9 million). The fastest-growing IT Networks seg-
ment posted excellent revenue growth of 24.4% to EUR 12.9 million (previous year: EUR 10.4 million). The
Automotive segment recorded revenue growth of 4.6% or EUR 0.8 million to EUR 18.2 million excluding
the start-up costs of GlobalmatiX, reaching EBIT break-even after significant losses in recent years.

In the Industrial segment, Softing benefited from a considerable rise in demand for process automation
in 2018. For the current year, we have already received additional development and product orders in the
seven-digit range that are scheduled for delivery in the second half of 2019. The factory automation busi-
ness, which includes the Internet of Things (IoT), gateways, OPC servers and middleware, was similarly suc-
cessful. This business provides our customers with access to all leading manufacturers’ production con-
trol data, which is essential for connecting to the cloud. We expect this business to double in the next two
years. Our US subsidiary Online Development Inc. (OLDI) successfully processed a major product devel-
opment order. There are already binding orders for the soon-to-be-launched product. With its focus on
“Security, Safety and Computing “, OLDI has earned an outstanding reputation in the North American mar-
ket. The performance of our US distribution subsidiary Softing Inc. was also outstanding in 2018.

The IT Networks segment posted excellent growth of around 24%. We have primarily focused on expand-
ing the business with our own products. Softing pursues an aggressive growth strategy in this area that
has enabled it to gain significant market share. The rapidly growing range of Softing measuring devices for
testing data transfer in copper, glass fiber and WiFi networks will generate higher service revenue during
the current year. Two of the measuring devices with distinctive unique selling points that we developed



in 2018 are being delivered for the first time in the coming weeks, with additional devices to follow in the
second half of the year. Although this will impact costs in 2019, it will provide a lasting boost to revenue
and, above all, earnings, from 2020 at the latest. From 2020 onwards, more than 70% of all IT Networks
revenue will come from devices developed in-house and from production.

Acquired in 2018, GlobalmatiX AG is at the heart of our portfolio for over-the-air connectivity in the Auto-
motive segment. In addition to a series of fleet tests, hardware installed in vehicles was successfully cer-
tified by a major automaker at the end of 2018 after several months of data security tests. The hardware
was recognized as “the most penetration-proof solution on the market”. Based on positive feedback from
the North American market, we established GlobalmatiX Inc. in the USA at the end of 2018. After success-
fully releasing this vehicle-integrated hardware, we are expecting the volume business to ramp up in the
first half of the year. When it comes to Softing Automotive’s traditional products, we completed the core
development of our new vehicle interfaces in 2018 and have already received our first orders from a pre-
mium German manufacturer. In 2018, our Diagnostic Tool Set (DTS) software, which is established with
many suppliers and vehicle manufacturers, was updated with a new version and significantly expanded
with new over-the-air functions. The entire product family has been completely migrated to a licensing
model with annual fees. We expect our major customers to transition to the new version this year. The
subsidiary founded in China in 2018 serves as a sales channel in Asia’s largest vehicle market. It generated
almost EUR 1 million in orders in its first year alone. We are expecting the Shanghai-based subsidiary’s rev-
enue to almost double by 2020.

With the developments and events outlined above, we have created the conditions to continue our growth
in all three segments in 2019. As a result, we are aiming to increase revenue significantly and raise earnings
slightly. Lower year-on-year capitalization of development costs will make a lower contribution to earnings.
Similarly, further expansion of GlobalmatiX in Europe and North America may still have an adverse impact
on earnings in 2019 despite expected revenue in the seven-digit range.

Encouragingly, we are currently handling more orders than ever in the new year. However, we are con-
cerned about growth forecasts in Germany and abroad, which are repeatedly being revised downwards.
Although these predictions have not yet become noticeable, there is a risk that this will be the case later
in the year. Taking all effects into account, we are thus expecting annual revenue of more than EUR 88 mil-
lion and earnings (EBIT) of more than EUR 4 million in 2019. Both of these targets could be exceeded in the
event of positive economic development. Despite the cautious EBIT estimate for 2019, our aim of steadily
driving profitability towards a double-digit EBIT margin in the coming years remains unchanged. Based on
the production deadlines currently set and the typical seasonality of the IT Networks business, the vast
majority of revenue and EBIT will once again be generated in the second half of the year in 2019. As ever,
we will provide further guidance on our targets from the middle of the year.

After our achievements in 2018, | hope that we will all be able to add another chapter to the Softing
Group’s success story this year. There is no doubt that the potential is there.

S

Dr. Wolfgang Trier
(Chief Executive Officer)

Sincerely yours,



SHARE

Softing Shares

KEY DATA OF SOFTING SHARES

ISIN/WKN DE0005178008/517800
Sector Industrial

Subsector Advanced Industrial Equipment
Ticker symbol SYT

Bloomberg/Reuters SYT GR/SYTG
Trading segment

Stock exchanges

Prime Standard, Official Trading, EU-regulated market
XETRA, Frankfurt, Stuttgart, Munich, Hamburg, Diusseldorf,

Berlin-Bremen, Tradegate

Initial listing (IPO)
Indices

May 16, 2000

Share class

per share
Share capital EUR 9,105,381
Authorized Capital
Contingent Capital

Designated sponsors

Prime All Share Performance Index
No-par bearer ordinary share with a notional value of EUR 1.00

EUR 4,552,690 until May 8, 2023
EUR 4,552,690 until May 8, 2023
ICF Bank AG Wertpapierhandelsbank

M.M. Warburg & CO (AG & CO.) KGaA

Research coverage

SHARE PERFORMANCE

The DAX was highly volatile over the past year,
moving within a range of around 13,600 to 10,300
points. After ending 2017 at 12,918 points, the
DAX reached a new all-time high of 13,597 points
on January 23, 2018. Amid strong fluctuations,
Germany’s leading index lost around 18.3% dur-
ing the year to close the period at 10,559 points.
This negative performance was caused by escalat-
ing international trade conflicts, political and eco-
nomic uncertainty in the European Union, par-
ticularly with regard to Brexit and lItaly, and the
expectation of rising interest rates on the capital
markets, particularly in the USA.

Warburg Research

Softing began the year at a share price of EUR 9.92,
benefited from the traditional January rally and
reached its annual high of EUR 11.15 on Janu-
ary 11. This was followed by a relatively volatile
but generally downward trend until mid-July that
ended at EUR 7.60 on July 17, before the share
price rebounded, amid severely fluctuating prices,
to a temporary high of EUR 10.15 by mid-Septem-
ber. The share price then plummeted until the
end of October, reaching EUR 7.82 on October 26
and recovering briefly to EUR 8.72 on Novem-
ber 8 before erratically dropping to its annual low
of EUR 6.02 on December 27. The closing share
price for the year was EUR 6.50 on the following
day, December 28. Ultimately, it has to be said with
regret that the performance of the Softing share in
2018 again was below average.



At the end of 2018, the market capitalization of
Softing AG was EUR 59.2 million, again well below
the previous year’s figure of EUR 74.6 million.
As a result of the capital increase implemented
in March 2018, the share capital of Softing AG
increased from EUR 7,655,381 to EUR 9,105,381 at
the end of 2018, divided into the same number of
no-par shares.

TRADING VOLUME

The average daily trading volume of Softing shares
on XETRA and other stock exchanges more than
halved compared to the previous year (21,393
shares) to 9,467 shares in 2018. In the reporting
year, around 2.4 million shares were traded com-
pared with 5.4 million shares in the previous year,
although it is important to note that the previous

Trading Volumes of Softing Shares in 2018

5,000,000

year was dominated by a publicly placed capital
increase with correspondingly high share turnover.
The total trading volume (XETRA, Frankfurt and
other stock exchanges) was around EUR 20.9 mil-
lion (previous year: EUR 57.5 million). Softing sup-
ports the liquidity of its shares by using two desig-
nated sponsors, ICF Bank AG Wertpapierhandels-
bank and M.M. Warburg & CO (AG & CO.) KGaA.

EARNINGS PER SHARE

Earnings per share (EPS) were EUR 0.35 in 2018,
compared with EUR 0.10 in the previous year.
Softing AG calculates earnings per share in accor-
dance with IAS 33 on the basis of the average num-
ber of shares outstanding. It has to be noted in this
context that the capital increase carried out in
March 2018 once again resulted in a dilutive effect.
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AKTIE

SHAREHOLDER STRUCTURE

As far as the Company knows, Helm Trust Company
Limited, St. Helier, Jersey, UK, remains the single
largest investor in Softing’s 9,105,381 shares. As
of the reporting date, Softing AG was not aware
of any notifications stating that the shareholder’s
equity investment had exceeded or fallen below
any thresholds compared with the reported share
of 22.4% in the Company’s share capital. The next
largest position, at 15.9%, is held by Mr. Alois Wid-
mann, the former owner of GlobalmatiX. In addi-
tion to these investors, there are a number of insti-
tutional investors and several private anchor inves-
tors. The remaining shares are in free float.

ANALYST RECOMMENDATIONS

Warburg Research has analyzed the Softing share
regularly for years in research reports and last year
published four studies and updates on the share.
In all its analyses, the bank issued a “hold” recom-
mendation, including in its most recent study pub-
lished on February 4, 2019, in which it states a tar-
get price of EUR 9.70.

Information about analysts’ reports on Softing
shares is available at www.softing.com under Inves-
tor, News & Publications, Research. The Press &
Interviews section contains information about the
growth prospects of the Softing Group published
in a variety of financial newspapers and magazines

such as 4Investors, Anlegerbrief, Bernecker Tages-
dienst, Borsengeflister, Borse Online, Business
Wire, Capital Depesche, computer-automation.
de, Der Aktionar, Die Vorstandswoche, Effecten-
Spiegel, Finanzen.net, Hot Stock Report, Nebenw-
erte-Journal, Nebenwerte Magazin, Platow Borse,
Prior Borse, Value-Depesche, Wirtschaft Regional
and others.

CAPITAL MARKET COMMUNICATIONS
Investor relations are a key concern of the Group.
In 2018, the Investor Relations team helped to
raise awareness of the Company and continually
enhance its attractiveness on the capital markets
by hosting various roadshows and numerous inves-
tor and analyst events. Softing also participated in
selected investor conferences, such as the Ger-
man Equity Forum held in Frankfurt am Main in
November or the Munich Capital Market Confer-
ence (MKK). For 2019, we have set ourselves the
goal of further increasing our presence and visibil-
ity in order to provide continuous support for exist-
ing and newly acquired investors.

The activities in financial communications were
complemented by numerous meetings with insti-
tutional and private investors as well as repre-
sentatives of the press. On the Company’s web-
site, investors can find relevant information on the
Softing shares (Investor section) and about the
Company.



Accepting and Bearing Responsibility —

Corporate Social Responsibility at Softing

Maintaining and expanding our partnership with
our customers and the technological leadership we
have attained is our daily challenge. For Softing’s
customers, this leading position confirms that
they have chosen the right partner for demand-
ing solutions in the fields of industrial automation
and automotive electronics. Solutions created by
Softing employees with their expertise, creativity
and dedication each and every day.

Our employees are our main assets. Making the
effort to create an environment for our employ-
ees in which they enjoy their work and have social
safeguards as well is a moral imperative, but it
also makes business sense. Competitive salaries
in combination with a high degree of job security
provide the safety required by the families who
stand behind our employees. For many vyears,
Softing has almost exclusively offered permanent
employment contracts. The only exceptions to this
are fixed-term hires to cover maternity leave, for
example. Technically and organizationally challeng-
ing tasks, relaxed interactions and fair treatment
even in cases of conflict create a positive working
atmosphere at Softing. In summary, this results in
unusually low fluctuation and the continual growth
of individual and collective knowledge. We actively
shape such a Softing culture in all of our subsidiar-
ies in Europe, North America and Asia as well.

Softing supports students by cooperating with uni-
versities to offer individual programs for the best
students in each class and by providing a gener-
ous number of internships. All of the technical
departments offer topics and jobs for bachelor’s
and master’s theses in coordination with university
institutes. A high double-digit number of students
take advantage of this each year. For several of our
employees, this was their route into Softing.

While Softing strictly rejects quota programs on all
levels that are hectically driven by political motiva-
tion, we strive to attract more female employees

by offering appealing jobs with as much flexibil-
ity as possible. In doing so, we do not apply a rigid
scheme, but focus on the individual’s situation.
There is no question that we offer equal pay to
men and women with the same experience for the
same job without needing to be pressured by legis-
lators. As a result of our company policy, the pro-
portion of female employees at Softing has risen
steadily in recent years.

Another cornerstone of our human resources
policy is that we are not influenced by a person’s
age when hiring employees. All that matters are
the skills they bring with them and, first and fore-
most, their degree of personal commitment. We
regularly hire employees who are older than 50
or 55. Our company benefits greatly from their
professional and life experience. We also succeed
in retaining older employees in a way that is com-
patible with their respective phase of life.

Softing is a global company with headquarters in
Haar. Every single day, we experience a closely net-
worked world. Although a company of our size
must focus its contributions primarily on its local
environment, we take our global responsibility seri-
ously as well. In all of our commitments, it is impor-
tant to us to be very confident that our donations
will be allocated effectively. For instance, we sup-
port the construction of wells in poor rural regions
of India and over the years have donated high
four- and sometimes five-digit amounts toward
polio vaccination campaigns in the infection zones
there. Locally, we have focused on the efforts by
charitable organizations to collect additional pri-
vate funding for the new Hauner Children’s Hos-
pital in Munich.

As a sustainable and healthy company, we have the
financial freedom to share our success with the
community in which we do business. And we take
advantage of it.




GROUP MANAGEMENT REPORT

Combined Management Report of Softing AG
and the Group for the 2018 Financial Year

FUNDAMENTAL INFORMATION
ABOUT THE GROUP

BUSINESS MODEL

The Group’s Business Model

Softing is an established international software
and systems house in three segments: Industrial,
Automotive and IT Networks. The Company devel-
ops complex, high-quality software, hardware and
complete system solutions. Hardware prototypes
are developed by Softing itself; production takes
place externally.

Through its Industrial segment, Softing is a lead-
ing provider worldwide of industrial communica-
tions solutions and products for the manufacturing
and process industry. The products are tailored to
the requirements of system and device manufac-
turers, machinery and plant engineers as well as
end users, and they are known for being extremely
user-friendly and offering functional advantages. It
focuses on components and tools for fieldbus sys-
tems and industrial control systems, as well as on
solutions for production automation.

Incoming Orders
(in EUR million)

100

78.0 s

2018 2017 2016 2015

Diagnostics, measurement and testing, the core
topics covered by Softing’s Automotive segment,
represent key technologies in automotive elec-
tronics as well as such closely related areas in elec-
tronics as the commercial vehicle or agricultural
machinery industry. The Company’s range of prod-
ucts and services encompasses hardware and soft-
ware, customized solutions as well as on-site con-
sulting and engineering. Softing specializes in the
entire life cycle of electronic control units and sys-
tems — from development to production all the
way to services. Development work in Automotive
is focused on standardization. Softing is an active
member in the major standards bodies for auto-
motive electronics such as ASAM and I1SO. With
the acquisition of GlobalmatiX AG in 2018, remote
data transmission took on a new dimension for the
Group.

The IT Networks segment is dedicated to test-
ing, qualifying and certifying cabling in IT systems
based on worldwide technological standards. Cus-
tomers use IT Networks” measuring devices for
copper and fiber optic networks to optimize their
daily work processes and create security in data
exchange.

Revenue
(in EUR million)

100

2018 2017 2016 2015



Consulting, analyses, studies and training round
out the range of services offered by all three oper-
ating segments. Softing primarily offers its services
and products to the European and North Ameri-
can markets. But the Asian markets such as China,
Japan and Korea are becoming more and more
important.

Presentation of the Segments

Segmentation of the Softing Group is based on its
internal reporting and organizational structure,
taking into account the different risks and income
structures of each individual division. Segmenta-
tion by divisions entails allocating Softing’s activi-
ties to the Automotive, Industrial and IT Networks
segments. Please see the section on segment
reporting in the notes to the consolidated financial
statements for further details as well as quantita-
tive disclosures on the Softing Group’s segments.

Softing AG
Softing AG is the Group’s central management
holding company.

EBIT (Operating)
(in EUR million)

8

67 7.1

3.5

1.1

2018 2017 2016 2015

Industrial Segment

Industrial Automation GmbH

Softing Industrial Automation GmbH is a leading
provider worldwide of industrial communications
solutions and products for the manufacturing and
the process industry. The products are tailored
to the requirements of system and device manu-
facturers, machinery and plant engineers or end
users, and they are known for being user-friendly
and offering functional advantages.

Softing Italia s.r.l.

Softing Italia is a subsidiary of Softing Industrial
Automation GmbH. Softing ltalia is based in Milan
and serves customers in Italy locally. In 2018, this
company once again made a positive contribution
to the overall earnings of the Softing Group.

Online Development Inc. (OLDI) und Softing Inc.

Online Development Inc. (OLDI) and Softing Inc.
(both domiciled in Knoxville, TN), and the sales
office Softing Inc. (Newburyport, MA) are orga-
nizationally subsidiaries of Softing North America

EBITDA
(in EUR million)

15
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GROUP MANAGEMENT REPORT

Holding Inc. An Original Design Manufacturer
(ODM) for almost 30 years, OLDI offers a portfolio
of hardware and software products that supports a
large number of industrial market segments. Major
brand manufacturers use OLDI’s wealth of exper-
tise in industrial data processing and communica-
tion to enhance the market launch of both inno-
vative and proven technologies. Serving the North
American market, Softing Inc. handles project
work with its internal resources while providing
local support to product business. In 2018, the two
American companies made a positive contribution
overall to the success of the Softing Group.

Buxbaum Automation GmbH

The sales office Buxbaum Automation GmbH,
Eisenstadt serves customers in Austria locally. The
company again made a positive contribution to the
overall earnings of the Softing Group in 2018 with
it sales in the Industrial and IT Networks segments.

IT Networks Segment

Softing IT Networks GmbH and

Softing Singapore Pte. Ltd.

Softing IT Networks GmbH, domiciled in Haar, near
Munich, Germany, provides IT network diagnos-
tic equipment, which is used in industrial automa-
tion, office installations, and data centers. Softing

EBIT
(in EUR million)
8 7.2
6 5.5
4.1
| R ————— R [ ——

2017 2017 2016 2015

Singapore, domiciled in Singapore, supplies test
and measuring devices for copper and glass fiber
data networks. This includes both the develop-
ment and manufacture of ultra-high performance
products in this field and accessories to support
sales activities. Apart from sales and distribution,
the company provides technical support and cali-
bration services for the products offered. The two
Softing IT Networks companies make a positive
contribution to the Group’s international success
with a growing product portfolio that consists of
both in-house and third-party products.

Automotive Segment

Softing Automotive Electronics GmbH

Softing Automotive Electronics GmbH, domiciled
in Haar, Germany, offers products and services for
diagnostics and test automation. The comprehen-
sive process-based approach of the Softing solu-
tions enhances quality and reliability in control unit
communications. With over 80,000 installations,
Softing holds a leading position in the growth mar-
ket for diagnostic and test systems in the field of
automotive electronics. Automobile manufactur-
ers and system and control unit suppliers around
the world rely on Softing’s proven hardware and
software tools and solutions. SMT (Softing Mess-
Technik) also covers the entire field of mobile and
stationary data logging systems.

Consolidated Profit

(in EUR million)
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Softing Engineering & Solutions GmbH

Softing Project Services GmbH was merged into
Softing Messen & Testen GmbH effective August 1,
2018. At the same time, Softing Messen & Testen
GmbH was renamed Softing Engineering & Solu-
tions GmbH domiciled in Kirchentellinsfurt.

Softing Engineering & Solutions GmbH organiza-
tionally is a subsidiary of Softing Automotive Elec-
tronics GmbH. Softing has successfully engaged
in the field of automotive test solutions for more
than 20 years and offers extensive expert knowl-
edge on every aspect of automated testing of
automotive electronics. The Company has already
implemented functional tests and test designs for
many control units used in motor vehicles. To offer
the best possible support, Softing Engineering &
Solutions GmbH provides high-quality services
directly on customers’ premises. Competent con-
sulting and engineering services focused on the
Company’s core competence — diagnostics, mea-
surement and testing — are rendered to customers.
Its well-trained staff in some cases work directly on
site. Establishing close links between all impor-
tant participants is a hallmark of the approach of
Softing Engineering & Solutions GmbH and plays a
decisive role in the success of its projects.

Earnings per Share

(EUR)
0.82
0.8
0.65
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Softing Automotive Electronics
(Kirchentellinsfurt) GmbH

Softing Automotive Electronics Services GmbH was
renamed Softing Automotive Electronics (Kirchen-
tellinsfurt) GmbH effective August 1, 2018. It func-
tions as an internal development company in the
Automotive segment.

GlobalmatiX AG and GlobalmatiX Inc.

On March 16, 2018, Softing AG acquired all of
the interests in GlobalmatiX AG in Vaduz, Liech-
tenstein, through a contribution in kind. Global-
matiX AG is a mobile virtual network operator
(MVNOQ) offering mobile data communications
for vehicles and machinery in Europe and North
America where such technology is needed in the
areas of (semi-Jautonomous driving and other
connected services for vehicles and machinery.
This acquisition enables Softing to significantly
extend its capabilities in the megatrends of digita-
lization and Industrie 4.0 and lays the foundation
for new service-focused revenue. On October 30,
2018, Softing North America Holding Inc. founded
GlobalmatiX Inc., Knoxville/USA. GlobalmatiX Inc.
will take over marketing of GlobalmatiX AG prod-
ucts in North America.

Non-current Assets
(in EUR million)

75

48.9 47.1

2018 2017 2016 2015




GROUP MANAGEMENT REPORT

Softing Services GmbH

Softing Services GmbH, domiciled in Haar, Ger-
many, provides services for Softing AG’s operating
companies.

SoftingRom s.r.l.

The subsidiary SoftingROM s.rl. (SoftingROM),
which is domiciled in Cluj, Romania, is a subsidiary
of Softing Services GmbH. SoftingROM forms an
important pool of IT specialists for complex devel-
opment tasks within the Softing Group and is a
strategically important part of the Softing Group.

Softing S.A.R.L.
Softing S.A.R.L., domiciled in Paris, France, pro-
vides the legal and organizational framework for
the sales and marketing activities of the Softing
Group in France.

Softing Electronic Science & Technology
(Shanghai) Co., Ltd.

On February 10, 2018, Softing Services GmbH
signed an agreement with Beijing Windhill Tech-
nology Co., Ltd. on the sale of 50% of the shares
in Shanghai Softing software Co., Ltd., Shanghai/
China. At the same time, Softing Services GmbH
and Beijing Windhill Technology Co., Ltd. entered
into an agreement on a future joint venture con-
cerning the marketing of Softing Group products in
the Chinese market.

Current Assets
(in EUR million)

40

34.8 34.0

2018 2017 2016 2015

Softing North America Holding Inc.,
Delaware/USA

Softing North America Holding Inc. is the cen-
tral holding company for the North American
subsidiaries.

Business Model of Softing AG

Softing AG acts as a management holding com-
pany for the Softing Group. It generates revenue
from invoicing for management services, legal
assistance and quality management services pro-
vided to the subsidiaries. Beyond this, the business
model is limited to the management of the equity
investments.

These consolidated financial statements were pre-
pared in accordance with Section 315e (1) German
Commercial Code subject to application of the
International Financial Reporting Standards (IFRS)
as applicable within the European Union.

INTERNAL MANAGEMENT SYSTEM

The Softing Group uses key performance indicators
(KPIs) to manage its business; these KPIs include
consolidated revenue; earnings before interest and
taxes (EBIT) and operating EBIT, which is derived
from EBIT; EBIT adjusted for capitalized develop-
ment services and their amortization as well as
the effects of purchase price allocation. Working

Equity
(in EUR million)
68.4

47.6

2018 2017 2016 2015



capital is also managed via selected KPIs. Work-
ing capital mainly comprises inventories as well as
trade receivables and trade payables.

Inventories are analyzed on an ongoing basis, and
any need for writedowns is determined based on
inventory coverage. Short-term sales forecasts are
used to manage orders for new goods based on
inventory availability. The aim is to have delivery
capacity at all times so that our customers can also
be supplied with products at short notice.

Trade receivables are periodically monitored based
on their aging structure and tested for impairment.
Customers are usually subject to internal credit lim-
its. There is strict follow-up of past-due receivables.

Trade payables are mostly settled using available
cash discounts.

On account of its business model, internal man-
agement at Softing AG is based mainly on the prof-
its or losses under profit transfer agreements and
dividends of Group companies. By managing the
subsidiaries as explained above, Softing AG also
manages the profits or losses under profit transfer
agreements in the parent company itself.

Cash and Cash Equivalents
(in EUR million)

15

12 10.9

10.3

2018 2017 2016 2015

Research and Product Development

For years, the Softing Group has invested a large
portion of the cash generated by its revenue
in research and development. In total, Softing
invested EUR 20.3 million (previous year: EUR 23.2
million) in the development of new products and
the enhancement of existing ones in connection
with customer projects. This corresponds to an
investment ratio (ratio of development costs to
revenue) of 24% (previous year: 29%).

In the past financial year, amortization of capital-
ized development costs amounted to EUR 2.1 mil-
lion (previous year: EUR 2.1 million).

At year-end, 232 employees were engaged in
research and development (previous year: 251).
Softing AG itself is not engaged in any research and
development activities. These take place exclu-
sively at the operating entities.

In 2018, Softing Industrial Automation invested
around EUR 5.9 million in the development of new
products and the refinement of existing ones. Key
developments in the reporting year are summa-
rized below.

Number of Employees

(annual average)

500

430 429
404 ais

2017 2017 2016 2015
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The Industrial Data Networks business unit
expanded its gateways product portfolio to include
‘entry-level’ models for connection to PROFIBUS
DP segments. This segment of the portfolio specifi-
cally addresses control and monitoring applications
for high-volume production, and at the interface
between continuous and discrete manufacturing.
The feature set has been enhanced for the spe-
cial process industry models of gateways for inte-
grating PROFIBUS PA devices with traditional Mod-
bus TCP or modern PROFINET architectures: these
models now also support high-availability appli-
cations. This also once again extends the applica-
tion scope for these products. The third genera-
tion of the embedded communication module for
integrating fieldbus communication into process
automation field devices has been rounded off
by including bus-side support for PROFIBUS PA as
well as a device-side Modbus interface. Following
the OPC Foundation’s certification of the uaTool-
kit Embedded, Softing is now the first provider in
its immediate circle of competitors with this qual-
ity label. For 2019, four new gateway products are
planned, as well as 16 version releases of existing
products with significant feature set extensions.
This will once again broaden the spectrum of sup-
ported application scenarios.

The Softing Industrial Data Intelligence business
unit is expanding its portfolio in the field of edge
gateways and infrastructure software for secure
communication in Industrie 4.0. These new edge
gateways offer a fast, low-cost alternative for con-
necting existing islands of production plant that
have yet to be networked. Introduced in 2018,
the Secure Integration Server (SIS) sits above this
device layer, where thousands of devices are con-
nected via OPC UA — even across facility bound-
aries. DataFEED SIS aggregates the data and uses
configurable profiles to manage secure device
access.

In 2018, the IT Networks business unit made regu-
lar additions to its product portfolio with products
developed in-house. In the field of qualification
testers, Softing IT Networks developed a world first

in this segment — a series of models capable of up
to 10 Gb/s.

Thanks to close collaboration with manufactur-
ers of high-end cabling systems, the expansion of
Category 8 measuring technology begun in 2017
was further accelerated in 2018, making a deci-
sive contribution to the Group’s excellent busi-
ness performance with certifiers. The WireXpert
certifier product portfolio has been expanded to
include a specialized model plus new accessories
for measurements on industrial cabling. Also in
2018, an innovative cloud solution was developed
that enables WireXpert instruments to connect
to an enterprise cloud directly at the customer.
Softing’s internally developed WaveXpert series is
being positioned as a world first in the Wi-Fi seg-
ment, offering Wi-Fi network packet analysis at up
to 4x 1.7 Gb/s.

Softing Automotive Electronics GmbH has pursued
the development of its products and solutions for
diagnosis and testing with key international cus-
tomers. In the portfolio category of ‘Applications’,
development continued on the eighth generation
of the successful Diagnostic Tool Set (DTS) product
family. In parallel, considerable progress was made
with the market launch of the new, ninth-gener-
ation DTS. Improvements were also made to the
Softing TDX machine shop system, which proved
very popular with new customers. The CAR ASYST
and CA ANALYTICS software packages were further
developed as mobile expert tools for the machine
shop environment and prepared for deployment in
other application fields. In the ‘Middleware’ cate-
gory, the Softing MVCI Server (COS) product fam-
ily was expanded and modified in line with the
current international standard. Softing’s Vehicle
Communication Framework (VCF) was developed
further in parallel to the VIN|ING family. Further
development and/or completion of the VIN|ING
family was also a key focus of work in the ‘Embed-
ded Solutions’ category. While devices in the
VIN|ING 3000/6000 series were being prepared
for market launch, the VIN|ING 2000 was already
being shipped out to its first customers.



The year 2018 was dominated by preparations for
the market entry of GlobalmatiX with a unique
telematics portfolio for major customers with
mixed fleets of the kind operated by vehicle mak-
ers, for example. Our service is both innovative
and disruptive — not only supplying conventional
telematics (GIS data, driving profiles) but also
CAN diagnostic data for mixed-model fleets of any
brand. Our disruptive solution is the first to enable
the comprehensive use of telematics for the entire
fleet.

REPORT ON ECONOMIC POSITION

MACROECONOMIC AND SECTOR-SPECIFIC
ENVIRONMENT

Global Economic Downturn in 2018

According to the Institute for the Global Economy
(IfW) in Kiel, Germany, the global economy lost
steam in 2018. The economic climate clouded con-
siderably nearly everywhere. A contributing fac-
tor, besides uncertainty about growing trade con-
flicts, was the tightening of monetary policy in the
United States. This resulted in a turnaround in
international capital flows, which in turn put the
brakes on economic expansion in emerging econ-
omies. Global output will rise 3.7% this year, as in
the previous year, but next year the growth rate
could decline to 3.4%. The IfW again cut back its
forecast for 2018 and 2019 slightly by 0.1 percent-
age points in each case. For 2020, growth is again
expected to amount to 3.4%. The risks in particu-
lar include further intensification of trade conflicts.
In Europe, concerns about lItaly’s ability to han-
dle its debt load, delayed reforms in France, and,
not least, a possible no-deal Brexit could cause
economic performance to be weaker than antici-
pated. (Source: ifw, Kiel Economic Report No. 49,
2018/Q4)

Mechanical and Plant Engineering:

Upturn Continues in 2018

After ten months of the reporting year, produc-
tion in the mechanical engineering industry was
up 3.7%, says the German Engineering Federa-
tion (Verband Deutscher Maschinen- und Anla-
genbau — VDMA). This means the sector grew for
the second consecutive year in 2018. In the first
ten months of the reporting year, incoming orders
in mechanical engineering were 7% higher than
in the previous year. The number of wage earn-
ers in Germany also grew by 34,000, or 3.4%, to
1.067 million by September. The number of per-
sons employed in the mechanical engineering sec-
tor totals more than 1.3 million, once again making
the industry the largest industrial employer in the
country. However, businesses are concerned about
bottlenecks in both the supply chain and the avail-
ability of skilled workers. According to current sur-
veys, 27% of mechanical engineering companies
in Germany suffer from a dearth of workers, while
28% of companies saw production lag due to the
scarcity of materials. Exports by German mechani-
cal engineering firms were up by a nominal 5.2%
to EUR 131.9 billion in the first nine months of
2018. China (up 11.4% to EUR 14.23 billion) and
the United States (up 6.9% to EUR 14.16 billion)
were neck and neck for the top spot in export rank-
ing, with China taking a narrow lead. China’s export
surplus in this period was, however, dimmed by
the outlook for a weakening domestic economy as
a result of punitive tariffs imposed by the U.S. gov-
ernment, among other factors. At the same time,
labor and production costs in China continue to
rise. The U.S. economy is currently benefiting from
the corporate tax cut, although domestic invest-
ments are already waning here as well. The VDMA
therefore expects the EU to proactively pursue the
negotiations on a streamlined free trade agree-
ment with the United States as well as an invest-
ment agreement with China. In its own region,
the association calls upon the European Union
to ensure greater unity among member states,
particularly in a year with European elections.
Strengthening the EU economy will also necessi-
tate breaking down excessive bureaucracy, which
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in the VDMA's view causes small and medium-
sized businesses to incur significant additional
costs, as in the case of transposing the Posting of
Workers Directive into national law. Assemblers or
service professionals must often quickly travel to
customers within Europe, but this is being made
impossible in principle by the regulations. (Source:
VDMA, www.vdma.org)

Weaker Incoming Orders in the Electrical and
Electronics Industry

Incoming orders in the German electrical and elec-
tronics industry at the end of 2018 were 2.6%
below the prior-year figure. Domestic demand saw
1.4% more orders than in the previous year, while
international orders were 5.9% lower. Above all,
orders from countries in the euro zone declined
sharply (—8.9%). Customers from outside the euro
zone placed 3.9% fewer orders. This meant incom-
ing orders were only up slightly by 0.5% from Janu-
arytothe end ofthe year. Whereas domestic orders
dropped 2.5% year over year, orders from abroad
rose 3.0%. Customers from the euro zone (+1.5%)
and from outside the euro zone (+3.9%) ordered
more. Price-adjusted production by the domestic
electrical and electronics industry remained 3.0%
below the prior-year level in November 2018. For
the entire period from January to November 2018,
production was therefore up 2.8% over the same
period the previous year. This could therefore
exceed the German Electrical and Electronic Man-
ufacturers’ Association (ZVEl) forecast of +3% for
the year as a whole. On balance, companies revised
their production plans downward in December, the
fourth month in a row. Still, the share of companies
who want to increase their output in the coming
three months (23%) exceeds the share who plan
to reduce production (15%). The majority aims
to maintain current production levels. From Jan-
uary up to and including November 2018, aggre-
gated electrical revenue totaled EUR 179.8 billion,
up 3.1% on its prior-year figure. Domestic revenue
and foreign revenue rose by 3.0% (to EUR 85.8
billion) and 3.3% (to EUR 94.0 billion), respec-
tively. Revenue from customers in the euro zone
(+5.4% to EUR 34.9 billion) grew more than twice
as fast in the eleven-month period as revenue from

business partners from countries outside the cur-
rency union (+2.0% to EUR 59.1 billion). The busi-
ness climate in the German electrical and elec-
tronics industry declined for the third consecutive
month in December 2018. This time, the assess-
ment of the current situation deteriorated, while
general business expectations were somewhat
sunnier. However, the latter remained well under
the zero line on balance. Export expectations also
fell further in December for the fourth consecu-
tive time. In this case, the balance of positive and
negative answers fell from 9 to 5 percentage points
compared with the previous month. (Source: ZVEI
business barometer January 2019)

International Automotive Industry Sees Robust
Performance Overall in 2018

The automotive industry’s performance across
the globe varied in 2018. The European passenger
vehicle market hung on to its high level of the pre-
vious year, and this segment even grew slightly in
the United States. The Brazilian and Russian mar-
kets posted strong increases, and India also saw
growth. In China, the market first saw a downturn,
but the market volume is still very high. A total of
15.6 million passenger vehicles were newly regis-
tered in Europe in 2018, as many as in the previ-
ous year. In December, passenger vehicle sales in
Europe were down 9% to just over 1.0 million units.
December had fewer business days than in the
prior-year month in many countries. Of the large-
volume markets, France (+3%) and Spain (+7%)
saw growth for the year as a whole, while Germany
remained at the previous year’s level. The mar-
kets in Italy (—3%) and the UK (—7%) declined. In
the United States, the light vehicles market closed
out 2018 with 17.2 million vehicles sold, 78,800
units more than in the previous year (+0%). Sales
of passenger vehicles decreased 13%, while sales
in the light truck segment rose 8%. In December,
1.6 million light vehicles were sold (+1%). The vol-
ume of the passenger car market in China dropped
by nearly 4% to 23.3 million new vehicles in 2018.
This was the first downturn in decades and was
primarily due to the trade conflict with the United
States. The sales volume in December was 2.4 mil-
lion units, some 16% below the prior-year level. In



India, the sales volume grew by 5% in 2018, with
3.4 million units sold. In December, the market
stood at the previous year’s level (238,700 units).
The new vehicle business in Japan was solid in
the previous year: At 4.4 million passenger vehi-
cles sold, this matched the prior-year result. Sales
in December declined 3% with 319,700 new pas-
senger vehicles registered. The market in Russia
recovered further in 2018. With 1.8 million new
vehicles sold, growth amounted to 13% over the
volume of the previous year. December saw the
sale of 175,200 light vehicles, up 6%. The Brazilian
market for light vehicles grew robustly in 2018 as
a whole: New vehicle sales rose 14% to nearly 2.5
million units. In December, the increase was 10%
(225,400 vehicles). That was the 20th consecu-
tive month of growth. (Source: VDA, press releases
dated January 1, 2019, www.vda.de)

COURSE OF BUSINESS

Softing found its way back to its previous revenue
levels in 2018, with revenue growth reported in all
markets and segments. In 2018, revenue stood at
EUR 83.9 million (previous year: EUR 78.7 million),
EUR 5.2 million (6.6%) over the previous year’s
level, which exceeding the forecast of EUR 80.0 mil-
lion by around EUR 3.9 million. EBITDA amounted
to EUR 9.0 million in the year under review (pre-
vious year: EUR 6.8 million), and the EBITDA mar-
gin was 10.8% (previous year: 8.7%). Operating
EBIT (EBIT adjusted for capitalized development
services of EUR 4.4 million and amortization of
EUR 2.1 million on these as well as effects from

The Group’s expense items developed
as follows:

purchase price allocation in the amount of EUR 1.8
million) in 2018 totaled EUR 3.6 million (previous
year: EUR 1.1 million). As a result, the guidance
of EUR 3.7 million was almost met. In 2018, EBIT
at EUR 4.1 million (previous year: EUR 2.3 million)
reached the guidance of EUR 4.0 million, despite
downward pressure of around EUR 1.1 million
from the acquisition of GlobalmatiX.

The Industrial segment generated revenue of
EUR 52.8 million (previous year: EUR 50.9 million).
EBITDA totaled EUR 5.3 million (previous year:
EUR 6.3 million). EBIT dropped due to a higher cost
of sales from EUR 3.8 million in the previous year
to EUR 3.2 million.

The Automotive segment’s revenue increased by
4.6% to EUR 17.4 million to EUR 18.2 million, pro-
ducing EBITDA of EUR 2.7 million after EUR 0.2 mil-
lion in the previous year. As a result, EBIT rose from
EUR —1.0 million to EUR 0.6 million.

The IT Networks segment increased revenue by a
robust 24.5% from EUR 10.4 million to EUR 12.9
million and generated EBITDA of EUR 0.7 mil-
lion (previous year: EUR 0.0 million) and EBIT of
EUR 0.2 million (previous year: EUR —0.5 million).

This resulted in consolidated profit for the year of
EUR 3.3 million (previous year: EUR 0.7 million).

Due to a larger profit transfer, the net loss for the
year of Softing AG, the Group’s parent company,
fell by EUR 1.8 million from EUR —3.2 million in
2017 to EUR —1.4 million in 2018.

Cost of materials
Employee benefits costs
Depreciation, amortization and impairment losses

Other operating expenses

2018 2017

EUR (in thsds.) EUR (in thsds.)
36,471 32,247
33,440 33,031

4,937 4,494

10,830 12,064

Operating expenses 85,678 81,836
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EARNINGS

Results of Operations of the Group

The Group’s financial key performance indicators
are revenue, operating EBIT and EBIT.

In the past financial year, consolidated revenue
increased by 6.6% to EUR 83.9 million. Own work
capitalized (product developments) was EUR 4.4
million, EUR 0.2 million below the previous year’s
level (EUR 4.6 million); the share of own work
capitalized in consolidated revenue declined in
the 2018 financial year. Other operating income
of EUR 1.4 million was significantly impacted by
income from exchange differences of EUR 0.9 mil-
lion. Other operating income in the previous year
totaled EUR 0.9 million.

The cost of materials increased by EUR 4.2 mil-
lion or 13.1%. The main reason for this increase
is the strong growth in revenue generated by the
IT Networks segment, with corresponding inven-
tories of own and third-party products compared
to the previous year. All told, the cost of materi-
als ratio (cost of materials relative to revenue) was
43.5% (previous year: 41%), and gross profit (rev-
enue less cost of materials) increased at a dispro-
portionally slower pace from EUR 46.5 million to
EUR 47.4 million.

Staff costs rose slightly by 1.2% to EUR 33.4 million,
mainly due to a marginal increase in variable remu-
neration. The slightly lower headcount had an off-
setting effect. As of the reporting date, the Softing
Group had 402 employees (previous year: 411).

Depreciation, amortization and impairment losses
onintangible assets and property, plant, and equip-
ment increased from EUR 4.5 million to EUR 4.9
million, due to the increase in the write-down from
the purchase price allocation of GlobalmatiX.

Other operating expenses fell sharply by EUR 1.2
million to EUR 10.8 million, mainly as result of
reduced external services in product development.

A key parameter for evaluating and managing
results of operations is earnings before interest
and taxes (EBIT) of EUR 4.1 million (previous year:
EUR 2.3 million) and the operating EBIT derived
from it (EUR 3.5 million; previous year: EUR 1.1
million).

The interest result remained at EUR —0.2 million
and in 2018 was once again dominated by interest
expense on the loans taken out to finance the pur-
chase price for OLDI.

After accounting for taxes on income, consolidated
profit amounted to EUR 3.3 million (previous year:
EUR 0.7 million).

Results of Operations of Softing AG

As a management holding company, Softing AG
only generated revenue from performing ser-
vices for its subsidiaries. These services princi-
pally entailed active corporate management of the
subsidiaries as well as legal assistance and quality
management services. Fixed portions of the costs
incurred for these services were charged to the
subsidiaries. The costs for general controlling
activities were not allocated to the subsidiaries.

Softing AG does not itself operate directly in the
market, instead receiving income from equity
investments and from profit and loss transfer
agreements. Profit and loss transfer agreements
are in place with the following subsidiaries:

Directly:

e Softing Industrial Automation GmbH

Softing Automotive Electronics GmbH
e Softing Services GmbH
Softing IT Networks GmbH

Indirectly (via Softing Automotive Electronics
GmbH):

e Softing Engineering & Solutions GmbH



Income from profit transfer is a key control param-
eter for Softing AG and constitutes the financial
key performance indicator. This changed from
EUR —5.6 million to EUR —1.3 million in the past
financial year. The guidance for the income from
profit transfer for the 2018 financial year was
EUR 0.5—-1.0 million. This forecast was missed
especially by Softing Industrial Automation GmbH
and Softing IT Networks GmbH mainly as result of
reduced external services in product development.

Staff costs declined from EUR 2.0 million to EUR 2.3
million due to higher pension expenses.

Other operating expenses rose overall by EUR 0.7
million to EUR 0.8 million.

Due to lower costs related to the management of
subsidiaries, revenue from affiliated companies in
2018 fell from EUR 3.0 million to EUR 2.9 million.

Provisions for taxes amounting to EUR 0.1 million
(previous year: approx. EUR 0.0 million) were rec-
ognized for obligations arising from corporation
tax and trade tax in past financial years (tax audit
for the years 2013 to 2016). However, other assets
also include a claim for repayment of EUR 0.4 mil-
lion for 2017. This reclaimed payment resulted
from adjustments to earnings in the financial state-
ments under commercial law and the tax accounts
of subsidiaries with project business, and from a
corporation tax loss carryback.

The net loss for the year was EUR 1.4 million (previ-
ous year: EUR 3.2 million).

FINANCIAL POSITION

Financial Position of the Group

Financial Management

As part of the Group’s financial management, the
German subsidiaries are included in a cash pooling
system managed by Softing AG. Where deemed
necessary, the cash flows of companies doing busi-
ness in foreign currencies are hedged using con-
ventional forwards. No forward contracts were
entered into in the past financial year.

Capital Structure

The equity of the Softing Group at the end of 2018
rose to EUR 68.4 million (previous year: EUR 52.3
million). Based on the authorization granted by the
General Shareholders’ Meeting on May 6, 2015
(Authorized Capital 2015), the purchase price of
GlobalmatiX AG was paid in Softing AG shares with
a value of EUR 13.7 million (the fair value at the
acquisition date according to IFRSs was EUR 13.4
million). On March 16, 2018, the Executive Board
of Softing AG decided with the approval of the
Supervisory Board to increase the Company’s share
capital by EUR 1,450,000 from EUR 7,655,381 to
EUR 9,105,381 shares against contributions in kind
by issuing 1,450,000 new no-par bearer shares at
an issue price of EUR 9.43. Mr. Alois Widmann,
Vaduz, Principality of Liechtenstein, was permit-
ted to subscribe to and accept the new shares.
Mr. Widmann is transferring all of his shares in
GlobalmatiX Aktiengesellschaft, headquartered in
Vaduz, Liechtenstein, to the Company. The Com-
pany and Mr. Widmann entered into a transfer
agreement to this effect on March 16, 2018.

The equity ratio in the financial year was 69%, after
65% in the previous year.

Non-current liabilities amounted to EUR 9.4 million
(previous year: EUR 11.1 million). The main reason
for the reduction was the netting of deferred tax
assets and liabilities within the consolidated tax

group.

Current liabilities rose by EUR 4.7 million to
EUR 22.0 million, due mainly to the increase in
trade payables and short-term borrowings.

Capital Expenditure

In the financial year ended, the Softing Group
invested EUR 6.4 million (previous year: EUR 4.6
million) in internally and externally generated
intangible assets. Investments in other non-cur-
rent assets amounted to EUR 1.2 million in 2018
(previous year: EUR 0.8 million). Please refer to the
Research and Development section for informa-
tion on investments in the specific segments.
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Liquidity

The cash flow from operating activities rose by
EUR 5.8 million, from EUR 3.6 million to EUR 9.4
million, primarily due to higher earnings.

Funds used for investing activities amounted to
EUR 7.7 million (previous year: EUR 9.8 million),
comprising mainly investments in new product
development and replacement investments.

The cash flow from financing activities amounted
to EUR —2.2 million and was impacted by the
repayment of loans in the amount of EUR 2.5 mil-
lion, new short-term borrowings of EUR 1.5 million
and the dividend payment of EUR 1.0 million.

The cash available to the Group amounted to
EUR9.7 million atyear-end (previous year: EUR 10.3
million).

Financial Position of Softing AG

Capital Structure

Equity increased from EUR 37.0 million to EUR 48.3
million as of December 31, 2018. The change is
due to the payment of the dividend in the amount
of EUR —1.0 million, the net loss for the year in
the amount of EUR —1.4 million, and the capital
increase of EUR 13.7 million.

The equity ratios was 77.7% (previous year: 66.4%)

The increase in provisions from EUR 1.7 million to
EUR 2.2 million is principally the result of changes
in provisions for pensions and personnel.

Other liabilities increased from EUR 1.7 million
to EUR 2.4 million due to non-payment of vari-
able remuneration entitlements and higher VAT
payments.

Liabilities to banks declined by EUR 1.4 million to
regular repayments of the loans taken out in 2014
in the amount of EUR 2.4 million and the offsetting
effect of taking out a short-term operating loan of
EUR 1.0 million.

Liquidity

The subsidiaries obtained financing almost exclu-
sively from Softing AG’s cash pooling system and its
own cash contributions to the operations of sub-
sidiaries not participating in the cash pooling sys-
tem. Separate bank loans were taken out by sub-
sidiaries only to a minor extent. The fixed purchase
price of OLDI was financed through EUR 11.0 mil-
lion in total loans obtained by Softing AG from two
commercial banks in Germany. These amounted to
EUR 4.1 million as of December 31, 2018.

Funds at year’s end were EUR 5.1 million (previ-
ous year: EUR 7.1 million). There are unused credit
lines in the amount of EUR 4.0 million (previous
year: EUR 5.0 million).

NET ASSETS

Net Assets of the Softing Group

Non-current assets comprise items including intan-
gible assets, goodwill, property, plant, and equip-
ment, and deferred tax assets and at the end of
2018 represented 63.1% of total assets (previous
year: 56.9%). This was offset by equity and non-
current liabilities representing 77.9% (previous
year: 78.6%).

Non-current assets rose by EUR 17.1 million to
EUR 63.0 million. This was largely due to the acqui-
sition of GlobalmatiX AG. Goodwill increased by
EUR 3.4 million, other intangible assets by EUR 14.6
million due to the recognition of a mobile commu-
nications license of GlobalmatiX AG in the amount
of EUR 12.0 million, and property, plant and equip-
ment by EUR 0.3 million. Deferred tax assets fell
to EUR 0.8 million (previous year: EUR 2.1 million),
as a result of netting with deferred tax liabilities
within the German consolidated tax group.

Current assets comprise inventories, trade receiv-
ables, and cash and cash equivalents. This figure
rose from EUR 34.8 million to EUR 36.8 million,
mainly due to an increase in trade receivables and
inventories of EUR 3.1 million. The EUR 0.6 million



decrease in cash and cash equivalents and the
EUR 0.3 million reduction in tax assets had an off-
setting effect.

Total assets in the reporting year grew to EUR 99.8
million (previous year: EUR 80.7 million).

Net Assets of Softing AG

The total assets of Softing AG rose by EUR 7.2 mil-
lion year-on-year to EUR 63.0 million (previous
year: EUR 55.8 million).

Interests in affiliated companies increased by
EUR 14.0 million from EUR 17.2 million to EUR 31.2
million. This is mainly due to the acquisition of
GlobalmatiX AG.

Short-term loans of EUR 1.0 million were taken out
in the 2018 financial year.

Loans to affiliated companies decreased by
EUR 0.5 million to EUR 14.4 million due to repay-
ments. Cash and cash equivalents decreased to
EUR 5.1 million.

Receivables from affiliated companies were down
from EUR 15.4 million to EUR 12.0 million as a result
of a decrease in receivables from cash pooling.

OVERALL ASSESSMENT OF THE GROUP’S
AND THE PARENT COMPANY’S POSITION
While the financial position and net assets of both
the Group and Softing AG continue to be very
solid, the results of operations improved substan-
tially year-on-year in 2018 due to higher earnings
and lower losses of some of the subsidiaries.

REPORT ON POST-BALANCE SHEET DATE
EVENTS

There are no events after the balance sheet date
to report.

REPORT ON OPPORTUNITIES, RISKS AND
FORECASTS

REPORT ON OPPORTUNITIES

The information provided applies to the Group and
to Softing AG in equal measure. The opportuni-
ties and risks arise in the individual subsidiaries of
Softing AG. Due to the profitand loss transfer agree-
ments in place and the investment income gener-
ated, these also have a direct effect on the single-
entity financial statements of Softing AG, possibly
with a time lag compared with IFRS accounting.

Softing Industrial Automation GmbH

Following the highly successful market launch of
mobilink, the world’s first mobile interface for set-
ting device parameters with simultaneous support
for the three standard communication protocols
used in process automation, the Industrial Data
Networks business unit expects a further significant
rise in sales in 2019. The first design-ins have now
been seen for the gateways for connecting PROFI-
BUS devices to modern Industrial Ethernet archi-
tectures that were first launched in 2018. Thanks
to the highly innovative and simple approach taken
by commKit to integrating a FOUNDATION Field-
bus or PROFIBUS PA communications interface
by using a shared hardware and parameter set-
ting tool, Softing offers larger providers potential
for internal savings while giving smaller providers
the means to actually implement their own prod-
uct line for these important niche technologies. In
2019, Industrial Data Networks therefore expects
business to be generated here by migration from
earlier design-ins.

End-to-end digitalization in the value chain is creat-
ing entirely new business opportunities for Softing,
specifically specialized kinds of non-networked
machinery that are deployed in large numbers in
plastics or metal processing. This market can be
rapidly developed with dataFEED uagates, which
are gateways tailored to these exact requirements.
Software as a Service: for the first time, dataFEED
SIS now gives customers the option of sourcing the
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product via annual or service licenses in order to
adjust their costs continuously to match usage pat-
terns. In cloud platforms, data intelligence is driv-
ing the development of hardware and software
cloud communication solutions. This year, we have
already introduced solutions for networking with
leading cloud platforms such as Microsoft Azure,
Amazon AWS and Siemens Mindsphere.

Softing IT Networks GmbH, Softing Singapore
Pte. Ltd.

For 2019 and 2020, more new and improved prod-
ucts are planned in the segments of verifiers, quali-
fiers and certifiers for both copper and fiber-optic
cabling. These products will further expand and
strengthen the product ranges offered by the IT
Networks division. A new partner has also been
acquired for Wi-Fi network planning and analy-
sis. IT Networks has now been handling distribu-
tion for this partner since late 2018. The develop-
ment projects completed in 2017 and 2018 have
therefore given IT Networks a product portfolio
that continues to grow, with a number of indus-
try ‘firsts’ that Softing will utilize in 2019 to further
consolidate its position as a technology leader and
trendsetter.

Online Development Inc. (OLDI)

OLDI is an Original Design Manufacturer (ODM)
whose portfolio of hardware and software prod-
ucts provides support to many brand manufactur-
ers and industrial market segments. Customers use
OLDI’s extensive knowledge of data processing and
communication in manufacturing applications to
shorten the time to market for their new and exist-
ing products. Thanks to a strategic focus on opera-
tional reliability, data security and scalable comput-
ing power, OLDI has further expanded its business
with new customers, projects and technologies.
Due to the expertise built up in these projects,
additional business opportunities can be expected
from 2019 onwards.

Softing Automotive Electronics GmbH

In 2018, Automotive Electronics further expanded
its portfolio of products and services, particularly
as regards the portfolio categories of ‘Applications’
(by expanding Softing TDX) and ‘Embedded Solu-
tions’ (with the VIN|ING 2000 market launch). As
the planned DTS 9 market launch has already trig-
gered plenty of market interest in its beta phase,
Softing sees promising potential here to expand
its market position. Other positive factors include
the imminent acquisition of more new customers
for Softing TDX and the VIN|ING 3000/6000 series
market launch. Revenue will also remain stable
for Softing Messtechnik (SMT), thanks to its multi-
year contracts. On the basis of the above, Softing
expects to see sustained, long-term growth here.

GlobalmatiX

In the second half of 2018, GlobalmatiX was able
to initiate several detailed pilot tests with larger
OEMs. Initial revenue is expected in 2019. In the
fourth quarter of 2018, we also established Global-
matiX Inc. in the USA. Initial test installations with
another OEM and a fleet operator for the US gov-
ernment have also started in the USA.

SoftingRom s.r.l.

Softing continually develops new products and
technologies in order to address the transition to
new technologies, as well as to tap new markets
and opportunities for growth. The Romanian sub-
sidiary SoftingROM has the task of boosting the
required development services. Cluj in Romania is
an ideal location for Softing since it can be reached
relatively quickly and inexpensively from Munich.
There are also many well-educated engineers and
computer scientists in the region.
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The information provided applies to the Group and
to Softing AG in equal measure. The risks arise in
the individual subsidiaries of Softing AG. Due to the
profit and loss transfer agreements in place and
the investment income generated, these also have
a direct effect on the single-entity financial state-
ments of Softing AG, possibly with a time lag com-
pared with IFRS accounting. The risks presented
affect all segments.

Softing is an internationally operating company
involved in industrial automation technology,
automotive electronics and network communica-
tion. The Company is exposed to a number of risks
that are inextricably linked to its entrepreneurial

activities.

In particular, this concerns risks resulting from mar-
ket development, the positioning of products and
services, contractual and non-contractual liabil-
ity, and business processes. The Group’s business
policy is to best exploit existing business opportu-
nities. It is the task of risk policy to carefully weigh
the risks associated with this. Risk management is
therefore an integral component of all business
processes and company decisions. The risk man-
agement system of the Group and of Softing AG
comprises both risks and opportunities in equal
measure.

Risk principles are defined by the Executive Board.
They include statements on risk strategy, the
willingness to take risks and the scope of these
principles.

Risk analysis entails assessing identified risks in
terms of the probability of their occurring (quan-
titative dimension) and the potential loss (dimen-
sion of intensity). Risk assessment is subject to
practical limits, however — especially in the area of
operating risks — because the number of potential

risks is high but, more often than not, the available
risk data is incomplete. As a result, subjective risk
assessments must be made in many areas exposed
to risk because the expenditure for risk manage-
ment should be reasonable.

To be able to assess the risks, they have been
divided into several categories. Multiplying the
probability of occurrence by the extent of loss
gives rise to the following levels of risk:

a. Minor risks (relative risk impact of up to 25%)
are insignificant for the Company and no
action needs to be taken to mitigate the risk.
The relative risk impact is the ratio of loss
amount multiplied by the probability of risk
occurrence to the planned EBIT of a Group
company.

b. Moderate risks (relative risk impact of up to
50%) have a limited extent of loss and a mod-
erate probability of occurrence. There is no
immediate need for action. Efficient, effective
measures are sufficient to reduce moderate
risks or to manage them rapidly in the event of
an emergency.

c.  Major risks (relative risk impact of up to 50%)
cause greater loss and/or have a higher prob-
ability of occurrence than moderate risks.
These risks should be reduced through appro-
priate controls or process optimization. Where
possible, appropriate measures should be
taken to reduce the major gross risk to the
moderate or minor level of risk.

d. Going-concern risks (relative risk impact of
more than 75%) could jeopardize the contin-
ued existence of an organizational unit or the
Softing Group as a whole. Measures must be
taken immediately to reduce the gross risk.

The risks are stated as gross risks before risk miti-
gation measures.
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The Group uses a number of control systems to
monitor and control its risks. These include a cen-
tralized company planning process, among other
things. Softing regularly monitor the achievement
of its business goals and the risks that are con-
nected to this.

The risks involved in individual business processes
were periodically recorded, analyzed and eval-
uated in the reporting period. The Group also
assessed whether individual risks which are of
minor importance when viewed in isolation could
develop into a risk threatening the Company’s exis-
tence when combined.

The risk factors mentioned below could have a
strong negative impact on the Company’s business
performance, cash flows and profit or loss. Risks
that are believed to be of little relevance to the
Group’s business at this time are not mentioned.

External Risks

The constant expansion of business with custom-
ers in the United States and other dollar countries
has increased the significance of assessing cur-
rency risks. Every year, Softing checks if the cur-
rency risks in connection with the ongoing busi-
ness with its subsidiaries in the United States and
Singapore should be hedged. If it appears neces-
sary, Softing uses conventional forward exchange
deals as hedges. Overall, this risk is classified as a
moderate risk.

Performance Risks

In 2018, revenue increased by 6.6% compared to
2017. There is always a general risk both of under-
utilization of capacities and sustaining pressure on
realizable revenues. Softing addresses these risks
with stricter cost management measures and flex-
ible working hour models so that it can quickly
adapt to any changes in demand. Overall, this risk
is classified as a large risk.

The situation on the market is characterized by a
rapid change of the employed technologies. This
means that there is a danger that acquired know-
how may prematurely lose value due to an unex-
pected market development. Softing address this
risk by actively participating in a large number of
national and international working groups, which
enables it to recognize technological trends early
on and help actively shape them. Overall, this risk
is classified as a large risk.

In certain areas of the Group’s business, both in the
Industrial and the Automotive segment, Softing is
involved in the complex development projects of
customers. These projects entail a certain realiza-
tion risk regarding the planned budgets and time
frames. Any deviations could lead to a deterio-
ration of profit and claims for damages. Softing
addresses with this risk by planning such projects
in accordance with a process model defined by its
quality management system, and by carefully mon-
itoring project progress with an alarm controlling
system. The Group makes continual investments to
further improve its already high quality standard.
Overall, this risk is classified as a moderate risk.

When manufacturing products — particularly hard-
ware products —the Group makes considerable use
of supplies from external companies. The inclu-
sion of third parties in its own value chain naturally
reduces the level of influence Softing has on qual-
ity, costs and adherence to schedules. Unexpected
price increases can affect the result considerably.
Softing counteracts this risk through long-term
supplier contracts wherever possible. Supplier
failures can lead to delivery bottlenecks. Softing
reduces the risk by regularly auditing its suppli-
ers and consistently limiting the share of deliveries
from individual suppliers. Overall, this risk is classi-
fied as a moderate risk.



The Group’s products and services are used in the
production of industrial goods. Downtime or mal-
function can result in significant damage to per-
sons and property. Softing reduces this risk by fol-
lowing a careful development process which is
tailored to the specific scope of application. Signifi-
cant residual risks are covered through insurance
policies. Overall, this risk is classified as a moder-
ate risk.

Financial Risks

Credit risks have not played a significant role in
the past. The Group’s restrictive credit manage-
ment process allows it to identify imminent insol-
vencies faster and thus to counteract them in due
time. Together, all of these measures again helped
to forestall major defaults on receivables in 2018.
Overall, this risk is classified as a minor risk.

Other Risks

As in all companies, the smooth functioning of
business processes depends on the availability of
the IT infrastructure. Attacks from the Internet, as
well as other IT failures or damage to the IT infra-
structure, pose a serious threat to the Company’s
ability to function. Softing implemented IT security
measures which so far prevented damage caused
by computer viruses and sabotage. This is why the
Group believes that the probability of a threat to
the security of its data inventories or information
systems is manageable. Overall, this risk is classi-
fied as a moderate risk.

The financial success of the Softing Group is rooted
to a large extent in the skills and qualifications of
its employees. For this reason, all employees are
trained on an ongoing basis to ensure that the
quality of their performance corresponds to the
requirements of customers.

There is keen competition for highly qualified pro-
fessionals and executives in the labor market at
this time. Qualified staff are a material prerequi-
site for boosting the Company’s shareholder value.
Hence Softing always seeks to recruit new, very
well trained personnel; integrate them as best as
possible; promote them and establish a long-term
collaboration with them. In addition to attractive
employment conditions, Softing also offers its staff
targeted training and continued education. But
there is the potential risk that suitable profession-
als or executives cannot be recruited in the mar-
ket in due time, and that this might have a nega-
tive effect on the Company’s results of operations,
financial position and net assets. Overall, this risk is
classified as a large risk.

Even though not a single compliance case has so
far arisen at Softing, the Executive Board and the
legal department continue to take the issue of
compliance very seriously. Through workshop par-
ticipation and a series of presentations, the Group
ensures that current trends and issues are taken
on board and adapted to the situation at Softing.
Overall, this risk is classified as a small risk.

In management’s view, there are no acute risks
that would jeopardize the Company’s existence as
a going concern or negatively impact its develop-
ment.

Based on the risk policy and the current assess-
ment of the risks, the risk exposure of both the
Group and Softing AG is regarded as manageable.
On account of the strong financial position and
net assets, and improving results of operations in
2018, the Executive Board believes that the Group
will be able to bear the residual risks not covered
by insurance even in the event of unfavorable
developments.
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REPORT ON EXPECTED DEVELOPMENTS
Slower Global Economic Growth Expected

for 2019

In the forecast period, growth in global output will
slow, and the growth rate could decline from 3.7%
to 3.4% in the coming year. The IfW again cut back
its September forecast for 2019 slightly by 0.1 per-
centage points. For 2020, growth is again expected
to amount to 3.4%. This rate of expansion does
not constitute significant economic weakness,
although capacity utilization in the advanced econ-
omies will not increase much, and in many emerg-
ing economies, production will expand at only a
moderate pace in view of often unfavorable eco-
nomic and political conditions and a difficult finan-
cial environment. The increase in global trade
is likely to drop significantly to 3.2% in 2018 and
again decrease somewhat in the two coming years
to 2.3% and 2.8%. The deterioration in the condi-
tions for international trade will likely put a damper
on growth. For its forecast, the IfW assumes that
trade conflicts will be resolved gradually with the
slowing effects of this factor lessening with time.
As a result, the pace of global trade expansion will
pick up again somewhat despite a simultaneous
increase in global output in 2020. (Source: ifw, Kiel
Economic Report No. 49, 2018/Q4)

Softing Industrial Very Well Positioned
Technologically and on the Supply Side for 2019
Despite the projected cooling of the global econ-
omy, Industrial Data Networks considers itself very
well positioned technologically and on the sup-
ply side to successfully continue the current focus
on the process automation and network diagnos-
tics businesses and to reach the targets set by the
Company. Structural changes and a strategic con-
centration on sales lend additional support to this
optimistic assessment.

Driven by the IT industry and the major cloud pro-
viders, digital transformation in automation will be
the central issue again this year. Even if no global
economic growth is seen, manufacturing com-
panies will continue to invest heavily in digitali-
zation. End-to-end data exchange improves the
availability and efficiency of production facilities
worldwide. By focusing on loT in development and
marketing, Data Intelligence is a key player and
important partner to end customers, systems inte-
grators and systems providers.

Softing Automotive

In the coming year, Softing Automotive will con-
centrate on the market launch of DTS 9 and the
entire VIN|ING family. Upgrades to TDX and the
entire line of middleware will also be promoted in
the European, North American, and Chinese and
Japanese markets. Softing will enter into additional
strategic partnerships beyond the existing joint
venture in China.

GlobalmatiX

GlobalmatiX operates in the Connected Car and
Internet of Things (loT) segment, which is cur-
rently the highest-growth market. As a pioneer in
remote diagnostics using CAN data, we serve the
fleet customers of automakers, their suppliers and
companies in the service, transportation, leas-
ing and insurance fields. Delivering our telematics
solution to these fleets is our central sales activ-
ity. Moreover, our solution transforms diagnostics
into remote diagnostics and uses Big Data analyt-
ics to enable foreseeable and predictive mainte-
nance like that already possible in the aerospace
industry. Thanks to our access to 4G and 5G mobile
telecommunications technology in Softing’s core
markets in North America, Europe and Asia, we are
well-prepared for this development.



Softing IT Networks

Through active participation in international stan-
dards organizations, new technologies such as
Ethernet over 2-wire cable and new high-speed
applications for data centers will be incorporated
further into new measurement technology solu-
tions in the coming years. Whereas IT Networks
has historically had a strong sales operation in
western Europe, we will continue to concentrate in
2019 and 2020 on expanding the North American
and Asian markets. In Asia, the focus is on the Chi-
nese market. The extended product portfolio will
additionally unlock opportunities to develop new
customer segments in established markets as well.

Outlook for the 2019 Financial Year for

Softing AG

It is the clear objective of Softing AG to system-
atically strengthen its own activities and expand
its worldwide presence through targeted partner-
ships.

Thanks to a combination of its modern product
portfolio, close proximity to customers and good
financial reserves, Softing is in a better position
than many competitors and thus will be able to
benefit from opportunities in the market in the
near term.

The Company’s future development hinges largely
on the continued positive development of the
global economy. This is why the Company’s actual
performance might deviate from the Executive
Board'’s expectations.

Based on projected earnings, Softing AG is fore-
casting income from profit and loss transfer agree-
ments of EUR 1.0 million to EUR 1.4 million for the
2019 financial year.

Outlook for the 2019 Financial Year

for the Softing Group

The declared goal remains to further boost the
operational excellence of the Group by optimizing
market penetration to ensure regional balance in
line with our focus. Softing is firmly committed to
continuing the pursuit of this goal in 2019. Based
on the Group’s positioning and customer feed-
back, Softing sees opportunities to increase incom-
ing orders, revenue and earnings in 2019. Softing
will again face numerous unavoidable uncertain-
ties in 2019 regarding economic developments
in Europe as well as in Asia and North America.
Softing would not be able to avoid the impact of
downturns in the demand markets. These exter-
nal risks are taken into account in the forecast as
dampening factors.

As a leading technology group, Softing must and
will work to actively shape technical change. The
speed of change continues to increase substan-
tially in all segments. For this reason, Softing plans
to use the expertise that its current portfolio and
acquisitions provide for the extensive develop-
ment of new products and the extensive refine-
ment of existing ones in 2019. For 2019, Softing
is generally assuming that capitalization of devel-
opment costs will remain largely stable due to
increased investment in new products. Invest-
ment in some product lines will decline due to
completions, while new technologies and prod-
ucts will receive a kick-start. We also have oppor-
tunities for above-average returns in the existing
business, for instance in the process and manu-
facturing industries, which Softing consolidates in
the Industrial segment. Strong growth in our own
products in the IT Networks segment is expected
to continue thanks to new products. In the Auto-
motive segment, the key factor is landing new proj-
ects from major customers, even though these will
only have a minimal influence on revenue in the
current year. Excess inventories remain as a result
of the aforementioned economic risks and political
uncertainties.
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Overall, the Group expects a moderate increase
in revenue and incoming orders to EUR 88 mil-
lion. Given the current global uncertainties, we
cautiously anticipate EBIT of EUR 4.0 million and
operating EBIT of EUR 3.7 million. If performance is
positive, EBIT in particular has upside potential. At
segment level, a moderate increase in revenue and
stable EBIT and operating EBIT are projected in all
segments. Due to the fact that a number of major
contracts have already been acquired but cannot
be delivered until the second half of the year, we
expect the strongest growth, especially for EBIT, to
be seen in the second half of the year, as was the
case in the previous year. We will provide quarterly
reports with more details on these figures.

INTERNAL CONTROL SYSTEM AND

RISK MANAGEMENT SYSTEM RELEVANT
FOR THE CONSOLIDATED FINANCIAL
REPORTING PROCESS

Definitions and Elements of the Softing Group’s

Internal Control and Risk Management System

The Softing Group’s internal control system com-
prises all principles, procedures and actions
required for ensuring the effectiveness, economy
and propriety of the Company’s financial report-
ing as well as compliance with material legal

requirements.

The internal control system of the Softing Group
comprises an internal management and monitor-
ing system.

Monitoring mechanisms that are process-inte-
grated or uninvolved in business processes consti-
tute the elements of the Softing Group’s internal
monitoring system. Hence automated IT process
controls besides manual process controls — such
as the two-person integrity (TPI) principle — are an
integral part of all process-integrated activities.

As part of the internal control system, those aspects
of the risk management system that concern finan-
cial reporting are focused on the risk of misstate-
ments in the Group’s bookkeeping as well as its

external reporting system. Besides risk manage-
ment at the operating level — which also includes
risk transfer to insurance companies through insur-
ance policies serving to limit the risk of loss or lia-
bility as well as through suitable hedging trans-
actions serving to limit foreign currency risks — the
Softing Group's risk management system also com-
prises early detection as well as management and
monitoring of risks, systematically and groupwide.
The Softing Group has established a monitoring
system pursuant to Section 91 (2) German Stock
Corporation Act that is aimed at early detection
of risks that might jeopardize the Company’s exis-
tence in order to ensure systematic early detection
of risk throughout the Group. For additional disclo-
sures on the risk management system, please see
the section entitled, “Risk Report.”

As part of the risk reporting system, the Execu-
tive Board is regularly informed about risks. Risks
are identified at an early stage and assessed. Risks
are reported across all companies, with the risks
recorded being listed and evaluated. The Executive
Board is responsible for defining appropriate risk
management measures. Significant individual risks
are recorded independently of the regular cycle
and reported without delay.

Use of IT Systems

Accounting transactions are recorded in the single-
entity financial statements of the German compa-
nies’” subsidiaries using IFS’s bookkeeping system.
Our foreign subsidiaries utilize local providers of
bookkeeping systems. All subsidiaries supplement
their separate financial statements by additional
information using standardized reporting pack-
ages that are entered into Softing AG’s consolida-
tion system in connection with the preparation
of the Group’s consolidated financial statements.
The system from software manufacturer Lucanet is
used as the consolidation system. All consolidation
processes required to prepare the consolidated
financial statements of Softing AG — e.g. acquisi-
tion accounting, asset and liability accounting, or
elimination of expenses and earnings — are gener-
ated and documented in the consolidation system.



Specific Risks Related to the Financial Reporting
Process

Specific risks related to the Group’s financial report-
ing process may arise from unusual or complex
transactions that could be treated erroneously in
the accounting systems. Transactions that are not
routinely processed also entail inherent risks. Addi-
tional risks related to the financial reporting pro-
cess arise from the latitude that employees must
be given in regards to the recognition and mea-
surement of assets and liabilities.

Material Control and Monitoring Activities
Aimed at Assuring the Propriety and

Reliability of the Financial Reporting Process

All facets of the internal control system that serve
to provide a proper and reliable financial report-
ing process ensure complete and timely recording
of all transactions in compliance with all require-
ments under the law and the Company’s Articles of
Incorporation. It also assures that inventories are
taken in proper fashion and that both assets and
liabilities are accurately recognized, measured and
shown in the consolidated financial statements.
These control activities also serve to ensure that
the bookkeeping records provide reliable and plau-
sible information. If errors occur and are identified
despite these activities, these are corrected with-
out delay.

The monitoring activities serving to ensure that
the financial reporting is proper and reliable also
comprise the analysis of transactions and develop-
ments using specific analyses of key indicators. The
separation of functions related to administration,
execution, accounting and approval — as well as
their perception as such by a variety of individuals
— limits the possibilities for engaging in intentional
acts. For example, this also ensures that bookkeep-
ing processes are carried out both in the proper
period and in full even if the IT systems that the
Group companies use for the underlying account-
ing are changed.

The internal control system also serves to make
sure that changes in the Softing Group’s economic
or legal environment are duly presented and that
new or amended statutory requirements concern-
ing the financial reporting process are applied.

The International Financial Reporting Standards
(IFRS) represent the uniform accounting poli-
cies applied by the domestic and foreign entities
included in Softing’s consolidated financial state-
ments. Besides general accounting policies, in par-
ticular, this concerns requirements related to the
statement of financial position, the income state-
ment, the notes, the management report, the
statement of cash flows, the statement of com-
prehensive income, the statement of changes
in equity and segment reporting, taking require-
ments under EU law into account.

Softing’s accounting standards also govern con-
crete formal requirements that the consolidated
financial statements must fulfill. They not only
determine which companies to include in consoli-
dation, they also fix the components of the report-
ing packages that the Group companies must pre-
pare in detail. Among other things, these formal
requirements serve to ensure the binding utiliza-
tion of a standardized and complete set of forms.
Softing’s accounting standards also contain specific
requirements regarding the treatment and settle-
ment of intra-group transactions and the reconcili-
ation of accounts based thereon.

At the Group level, the specific elements of con-
trol designed to ensure the propriety and reliability
of Group accounting principles comprise analyses
and possibly revisions of Group companies’ sepa-
rate financial statements. The centralized execu-
tion of impairment tests for the cash generating
units from the Group’s perspective assures that
uniform and standardized measurement crite-
ria are applied. Furthermore, additional data are
processed and aggregated at the Group level in
regards to external information in both the notes
and the management report, including informa-
tion related to events after the reporting period.
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Caveats 3.  We have been notified of the following direct
The internal control and risk management system or indirect equity interests that exceed 10% of
makes it possible to record, process and measure the voting rights:
all transactions pertaining to the Group as well as
their appropriate presentation through the finan- Helm Trust Company Limited, St. Helier, Jer-
cial reporting process thanks to the Softing Group’s sey, Channel Islands, notified us in accordance
with Section 21 (1) German Securities Trad-
ing Act that its voting share in our company
fell below the threshold of 25% on March 28,
2018, and was 22.43% on that date (2,042,302

voting shares).

organizational, control and monitoring structures.

However, personal discretion, defective controls,
criminal acts or other circumstances cannot be
precluded by the very nature of the matter at hand
and, as a result, may limit the effectiveness and
reliability of the internal control and risk manage- Of this amount, 22.43% (2,042,302 voting
shares) must be attributed to it in accordance

with Section 22 (1) sentence 1 no. 1.

ment system such that even groupwide applica-
tion of the systems utilized cannot guarantee with
absolute certainty complete, accurate and timely
recording of transactions as part of the financial Attributed voting shares are held by the fol-
reporting process. lowing entities it controls and whose inter-
est in the voting shares of Softing AG is 3% or
more in each case:

DISCLOSURES IN ACCORDANCE WITH
SECTIONS 289 (4) AND 315 (4) HGB AND

EXPLANATORY REPORT

- Trier Familienstiftung
- Trier Asset Management GmbH
- Trier Vermogensverwaltung GmbH & Co. KG

1. In 2018, the share capital of Softing AG was
EUR 9,105,381 denominated in the same

Mr. Alois Widmann, Vaduz/Liechtenstein, noti-
fied us in accordance with Section 21 (1) Ger-

number of no-par shares, all granting the
same rights, specifically voting rights. No
shareholder or shareholder group has special
rights.

Shareholders’ voting rights are not restricted
by law or the Company’s Articles of Incorpora-
tion. The voting rights are not limited to a spe-
cific number of shares or votes. The Executive
Board is not aware of any limitations regarding
the voting rights.

The shareholders of Softing AG are not lim-
ited by law or the Company’s Articles of Incor-
poration in their decision to purchase or sell
shares. To be effective, the purchase or sale
of shares does not require the approval of the
Company’s boards. The Executive Board is not
aware of any limitations regarding the assign-
ability of shares.

man Securities Trading Act that his voting
share in our company exceeded the threshold
of 15% on March 28, 2018, and was 15.92%
on that date (1,450,000 voting shares).

Of this amount, 15.92% (1,450,000 voting
shares) must be attributed to Mr. Widmann
in accordance with Section 22 (1) sentence 1
no. 1.

The Company has not issued any shares with
special rights conferring powers of control.

No employees may directly exercise their
control rights in connection with their equity
interests.



In accordance with Article 7 of the Articles
of Incorporation of Softing AG, the Executive
Board of Softing AG comprises one or more
persons. Even if the Company’s share capital
exceeds EUR 3,000,000, the Executive Board
may comprise just one person. Deputy mem-
bers of the Executive Board may be appointed.
The Supervisory Board appoints the members
of the Executive Board and determines the
number of persons serving on the Executive
Board. The Supervisory Board may appoint a
chairman of the Executive Board and a deputy
chairman of the Executive Board.

The Supervisory Board is authorized to make
amendments to the Articles of Incorpora-
tion insofar as they concern only the wording
thereof. More comprehensive amendments to
the Articles of Incorporation are subject to the
requirements of Sections 133 and 179 Ger-
man Stock Corporation Act.

An average of 8,771,682 shares were out-
standing in the reporting year.

In May 2018, the General Shareholders’ Meet-
ing authorized the Executive Board of Softing
AG to increase the Company’s share capital
with the approval of the Supervisory Board
by a total of EUR 4,552,690 on one or several
occasions up to May 8, 2023 by issuing new
no-par bearer shares against contributions in
cash and/or in kind (Authorized Capital 2018).
The existing authorized capital (Authorized
Capital 2015) was cancelled based on a reso-
lution adopted by the General Shareholders’
Meeting on May 09, 2018.

As of the balance sheet date, the fully
paid-in share capital of the Company was
EUR 9,105,381 (previous year: EUR 7,655,381
thousand). It is divided into 9,105,381 (pre-
vious year: 7,655,381) no-par-value bearer
shares with a notional value of EUR 1 each. An
average of 8,771,682 shares were outstanding
in the reporting year.

Based on the authorization granted by the
General Shareholders’ Meeting on May 6,
2015 (Authorized Capital 2015), the purchase
price of GlobalmatiX AG was paid in Softing AG
shares with a total value of EUR 13.7 million. On
March 16, 2018, the Executive Board of Softing
AG decided with the approval of the Super-
visory Board to increase the Company’s share
capital by EUR 1,450,000 from EUR 7,655,381
to EUR 9,105,381 shares against contributions
in kind by issuing 1,450,000 new no-par bearer
shares at an issue price of EUR 9.43. Mr. Alois
Widmann, Vaduz, Principality of Liechtenstein,
was permitted to subscribe to and accept the
new shares. Mr. Widmann is transferring all of
his shares in GlobalmatiX Aktiengesellschaft,
headquartered in Vaduz, Liechtenstein, to the
Company. The Company and Mr. Widmann
entered into a transfer agreement to this
effect on March 16, 2018.

Authorized Capital 2018 as of December 31,
2018, was EUR 4,552,690.

The Executive Board is authorized to contin-
gently increase the Company’s share capital
with the approval of the Supervisory Board
by up to EUR 4,552,690.00 by issuing up to
4,552,690 new no-par bearer shares (Con-
tingent Capital 2018). The contingent capi-
tal increase will serve the granting of option
rights or obligations to the holders of warrants
arising from bonds with warrants under the
terms of the respective options or the grant-
ing of conversion rights or obligations to the
holders of convertible bonds under the terms
of the respective convertible bonds issued by
the Company up to May 8, 2023 in accordance
with the resolution of the General Sharehold-
ers’ Meeting on May 8, 2018. The new shares
will be issued at the respective option or con-
version price to be determined in accordance
with the above-mentioned authorization res-
olution. The contingent capital increase will
be implemented only in the event that bonds
with warrants or convertible bonds are issued
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and only to the extent that the holders of the
bonds with warrants or the convertible bonds
make use of their option or conversion right
or the holders of bonds obligated to con-
vert or to exercise the option fulfill this obli-
gation and the contingent capital is needed
in accordance with the terms and conditions
of the bond with warrants or the convertible
bond. The new shares issued on the basis of
the exercise of the option or conversion right
or the fulfillment of the conversion or option
obligation have a share in the profit from the
beginning of the financial year in which they
arise. The Executive Board is authorized,
with the approval of the Supervisory Board,
to stipulate the further details of the imple-
mentation of the contingent capital increase.
Said authority was not exercised to date. The
existing contingent capital (Contingent Capi-
tal 2013) was cancelled based on a resolution
adopted by the General Shareholders’ Meet-
ing on May 09, 2018.

On May 4, 2016, the General Shareholders’
Meeting authorized the Executive Board to
purchase own shares until May 3, 2021, pro-
vided that such purchase is not made for the
purpose of trading in treasury shares, and pro-
vided that the purchase price of said shares is
not more than 10% above or below the share’s
average closing price at the Frankfurt Stock
Exchange during the last ten days preceding
the purchase (share repurchase). The clos-
ing price shall be determined as the share’s
closing auction price in electronic trading on
the Frankfurt Stock Exchange (XETRA trading)
or a system succeeding XETRA trading. The
authorization may be exercised once or sev-
eral times, in whole or in part. It is limited to
purchasing shares representing no more than
a total of 10% of the Company’s share capi-
tal. Any treasury shares acquired under this
authorization — together with other treasury
shares that the Company has already acquired
and still holds — may not exceed 10% of the
Company’s share capital.

9. The repurchase serves to create an acquisition
currency that is required in the medium term
and that is available at a price which the Com-
pany believes to be considerably below fair
value. The Company held no treasury shares
as of December 31, 2018.

10. There are no material agreements entered
into by the parent company that provide for a
change of control following a takeover bid.

11. Anagreement with one member of the Execu-
tive Board gives him the right to terminate his
employment for cause if at least one outside
shareholder or one shareholder group acting
in concert reaches 1.4 million voting shares
through possession or attribution. If this Exec-
utive Board member exercises this right to ter-
minate his employment for cause, he is enti-
tled to compensation equaling approximately
two annual salaries.

BASIC INFORMATION ON THE
REMUNERATION SYSTEMS FOR
MEMBERS OF CORPORATE BODIES

Remuneration of the Executive Board is divided
into a fixed salary component and a performance-
based, i.e. variable component. The performance-
based components are contingent on consolidated
profit. Likewise, the performance of Softing’s
shares is key to the variable component of execu-
tive remuneration as well. Members of Softing
AG’s Executive Board are also entitled to a com-
pany car agreement. There is no stock option plan
in place. For more details regarding the Executive
Board’s remuneration, please see the notes to the
consolidated financial statements.

Pension provisions for former members and one
current member of the Executive Board were rec-
ognized as of December 31, 2018. For details,
please see the disclosures on pension provisions in
the notes.



The director’s contracts of the Executive Board
members run until 2021 and 2023, respectively.

Each member of the Supervisory Board receives
a fixed remuneration of EUR 10,000 for each full
financial year of service on the Supervisory Board.
In addition, they also receive a variable remuner-
ation Equaling 0.5% of consolidated EBIT before
taking into account the Supervisory Board’s vari-
able remuneration. The chairman receives 200%
of the fixed and variable amount, the deputy chair-
man 150%. The remuneration for the entire Super-
visory Board is limited to a total of EUR 200,000
per financial year.

STATEMENT ON CORPORATE GOVERNANCE

The Executive Board of Softing AG reports on
issues of corporate governance in this statement
— also on behalf of the Supervisory Board — pursu-
ant to both Section 3.10 of the German Corporate
Governance Code and Sections 289f (1) and 315d
of the German Commercial Code (HGB). The state-
ment applies both to Softing AG as the parent and
to the Group in equal measure. For the contents of
the statement, please see this link on our website
at www.softing.com: http://investor.softing.com/
en/corporate-governance/erklaerung-289-a-hgb

RESPONSIBILITY STATEMENT

To the best of our knowledge, and in accordance
with the applicable reporting principles, the con-
solidated financial statements and the annual
financial statements of Softing AG give a true and
fair view of the assets, liabilities, financial position
and profit or loss of the Group and of Softing AG,
and the combined management report includes a
fair review of the development and performance
of the business and the position of the Group and
of Softing AG, together with a description of the
material opportunities and risks associated with
the expected development of the Group and of
Softing AG.

Haar, Germany, March 22, 2019
Softing AG

The Executive Board

| N 4=—

Dr. Wolfgang Trier Ernst Homolka




CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Income Statement
for the period from January 1 to December 31, 2018

Jan. 01, — Dec. 31, 2018

Jan. 01, — Dec. 31, 2017

Note X
EUR (in thsds.) EUR (in thsds.)
Revenue D1 83,890 78,708
Other own work capitalized D2 4,425 4,600
Other operating income D3 1,443 873
Operating income 89,758 84,181
Cost of materials D4 -36,471 -32,247
Staff costs D5 —33,440 —33,031
Depreciation, amortization and impairment losses D6 -4,937 —4,494
thereof depreciation/amortization due to purchase price allocation -1,769 -1,223
Other operating expenses D7 -10,830 -12,064
Operating expenses —85,678 -81,837
Profit/loss from operations (EBIT) 4,081 2,344
Interest income D8 70 47
Interest expense D8 -231 =235
Finance income/finance costs D8 689 -1,027
Earnings before income taxes 4,609 1,129
Income taxes D9 -1,277 —-404
Consolidated profit 3,332 726
Attributable to:
Owners of the parent 3,347 742
Minority interests -15 -16
Consolidated profit 3,332 726
Earnings per share (basic = diluted) 0.38 0.10
Average number of shares outstanding (basic) 8,771,682 7,342,683



Consolidated Statement of Comprehensive Income
for the period from January 1 to December 31, 2018

Jan. 01, — Dec. 31, 2018 Jan. 01, — Dec. 31, 2017

Note . .

EUR (in thsds.) EUR (in thsds.)
Consolidated profit 3,332 726
Items that will not be reclassified to consolidated profit or loss
Remeasurements 32 51
Tax effect =] -14
Total actuarial gains/losses from pensions 23 37
Items that will be reclassified to consolidated profit or loss:
Currency translation differences
Changes in unrealized gains/losses 42 -1,161
Tax effect -12 325
Total currency translation differences 0 836

Currency translation differences 53 =799

Gesamtergebnis der Periode 3,385 -73

Total comprehensive income for the period attributable to:

Owners of the parent 3,400 -57
Minority interests -15 -16
Total comprehensive income for the period 3,385 =73
Earnings per share (basic = diluted) 0.39 0.00

Average number of shares outstanding (basic) 8,771,682 7,342,683
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Consolidated Statement of Changes in Equity

for the period from January 1 to December 31, 2018

Attributable N
on-
Subscribed Capital . . to share- . Total
R Retained earnings controlling i
capital reserves holders of . equity
i interests
Softing AG
Net
retained Remeasure- Currency
. . Total
profits and ments translation
other
EUR EUR EUR EUR EUR EUR EUR EUR EUR
(inthsds.)  (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.)

Balance as of December 31, 2017 19,214 2,028

Change in accounting policies

Balance as of January 1, 2018 19,214 24,702 -1,321 2,028
Dividend payment —995 —995 —995 —995
Capital increase 1,450 11,897 0 13,347 13,347
Remeasurements 32 32 32 32
Capital increase, minorities 0 0 126 126
Deconsolidation effect 0 0 67 67
Tax effect -9 -82 -91 -91 -91
Currency translation 336 336 336 336
Net profit for 2018 3,347 3,347 3,347 -15 3,332
Balance as of December 31, 2018 9,105 31,111 27,054 -1,298 2,282 28,039 68,255 145 68,400

Attributable
Non-
Subscribed Capital . . to share- . Total
. Retained earnings controlling .
capital reserves holders of . equity
interests
Softing AG
Net
retained Remeasure- Currency
. . Total
profits and ments translation
other

EUR EUR EUR EUR EUR EUR EUR EUR EUR
(inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.)

As of January 1, 2017 12,270 25,342 -1,358 4,370
Dividend payment -1,392 -1,392 -1,392 -1,392
Capital increase 696 6,944 0 7,640 7,640
Remeasurements 51 51 51 51
Deconsolidation effect 36 36 36 36
Tax effect -14 403 389 389 389
Currency translation -2,745 -2,745 -2,745 -2,745
Net profit for 2017 742 742 742 -16 726
Balance as of December 31, 2017 7,655 19,214 24,728 -1,321 2,028 25,436 52,305 =33 52,272



Consolidated Statement of Cash Flows
for the period from January 1 to December 31, 2018

Jan. 01, 2018 — Dec. 31, 18 Jan. 01, 2017 — Dec. 31, 17

EUR (in thsds.) EUR (in thsds.)
Cash flows from operating activities
Profit (before tax) 4,609 1,129
Depreciation, amortization and impairment losses on fixed assets 4,937 4,494
Other non-cash transactions 74 1,194
Cash flows for the period 9,620 6,817
Interest income =70 -47
Interest expense 231 235
Change in other provisions and accrued liabilities -6 -124
Change in inventories -1,490 147
Change in trade receivables —1,424 -237
Change in financial receivables and other assets -1,561 -516
Change in trade payables 1,381 —282
Change in financial and non-financial liabilities and other liabilities 2,442 -974
Interest received 70 0
Income taxes received 741 0
Income taxes paid -506 -1,463
Cash flows from operating activities 9,428 3,556
Investments in fixed assets -1,357 -970
Cash paid for investments in new internal/external product developments —6,365 —-4,600
Cash paid for the acquisition of subsidiaries/variable purchase prices 0 -4,209
Cash and cash equivalents acquired from the acquisition 6 0
Cash flows from investing activities -7,716 -9,779
Cash paid for dividends -995 -1,392
Cash received from short-term bank line 1,500 1,000
Repayment of bank loans -2,504 -1,307
Cash received from capital increase 0 7,864
Interest paid -231 -147

Cash flows from financing activities

Net change in funds -517 —205
Effects of exchange rate changes on cash and cash equivalents =77 —388
Cash and cash equivalents at the beginning of the period 10,276 10,869
Cash and cash equivalents at the end of the period 9,682 10,276

For further information, please see item E3 of the Notes.
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Consolidated Statement of Financial Position
as of December 31, 2018 and December 31, 2017

Dec. 31, 2018 Dec. 31, 2017
Assets Note . A
EUR (in thsds.) EUR (in thsds.)
Non-current assets
Goodwill c1/c2 17,985 14,540
Intangible assets Cc3/ca 41,882 27,268
59,867 41,808
Property, plant and equipment c5 2,348 2,022
62,215 43,830
Deferred tax assets D9 765 2,071
Non-current assets, total 62,980 45,901
Current assets
Inventories C6 10,557 9,067
Trade receivables c7 13,682 12,067
Receivables from customer-specific construction contracts Cc8 0 760
Contract assets Cc8 568 0
14,250 12,827
Other current assets c9 703 656
Current income tax assets C10 1,652 1,991
Cash and cash equivalents C11 9,682 10,276
Current assets, total 36,844 34,817
Total assets 99,824 80,718



Dec. 31, 2018

Dec. 31, 2017

Equity and liabilities Note

auty EUR (in thsds.) EUR (in thsds.)
Equity
Subscribed capital C12 9,105 7,655
Capital reserves C12 31,111 19,214
Retained earnings C12 28,039 25,436
Equity (Group share) Cc12 68,255 52,305
Minority interests C12 145 -33
Equity, total 68,400 52,272
Non-current liabilities
Pensions and similar obligations C13 2,141 2,181
Long-term borrowings Cl4 1,976 4,153
Other non-current liabilities C14 57 57
Deferred taxes D9 5,227 4,748
Non-current liabilities, total 9,401 11,139
Current liabilities
Trade payables C15 6,086 4,574
Payables from customer-specific construction contracts c8 0 952
Contract liabilities Ccs8 2,069 0
Provisions and accrued liabilities Cl6 175 163
Income tax liabilities c17 1,407 598
Short-term borrowings Cc18 6,215 4,788
Current non-financial liabilities c19 1,549 2,663
Current financial liabilities Cc20 4,522 3,569
Current liabilities, total 22,023 17,307
Total equity and liabilities 99,824 80,718



CONSOLIDATED FINANCIAL STATEMENTS

Changes in Intangible Assets and

Property, Plant and Equipment

In the 2018 financial year

Cost
Jan. 01, Acquisitions Additions Currency Disposals Dec. 31,
2018 from business differences 2018
combinations
n th;‘:z EUR(inthsds)  EUR(inthsds)  EUR(nthsds)  EUR(inthsds) . th:;;"}
Intangible assets
Goodwill 14,836 3,117 0 328 0 18,281
Internally generated intangible assets 28,893 0 5,626 21 1,471 33,069
Other intangible assets 20,301 12,313 896 865 62 34,313
64,030 15,430 6,522 1,214 1,533 85,663
Property, plant and equipment
Other equipment, furniture and fixtures

and office equipment 4,136 25 1,200 37 438 4,960
68,166 15,455 7,722 1,251 1,971 90,623

In the 2017 financial year

Cost
Jan. 01, Additions Currency Disposals Dec. 31,
2017 differences 2017
(in ths[i:ll:.r\; EUR (in thsds.) EUR (in thsds.) EUR (in thsds.) (in thsliil:.'}
Intangible assets
Goodwill 15,789 0 -953 0 14,836
Internally generated intangible assets 24,293 4,600 0 0 28,893
Other intangible assets 23,067 126 -2,495 397 20,301
63,149 4,726 -3,448 397 64,030
Property, plant and equipment

Other equipment, furniture and fixtures and office 4622 844 69 1261 4136

equipment

67,771 5,570 -3,517 1,658 68,166



Accumulated depreciation, amortization and impairment losses

Jan. 01, 2018 Acquisitions
from business

combinations

Currency
differences

Depreciation,
amortization and
impairment losses
in the financial year

Disposals

Carrying amounts

Dec. 31, 2018 Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.) EUR (in thsds.) EUR (in thsds.)

296 0 0 0 0 296 17,985 14,540

16,369 0 0 2,107 838 17,638 15,431 12,524

5,557 0 242 2,109 46 7,862 26,451 14,744

22,222 242 4,216 884 25,796 59,867 41,808

2,114 0 13 722 237 2,612 2,348 2,022

24,336 0 255 4,938 1,121 28,408 62,215 43,830
Accumulated depreciation, amortization and impairment losses Carrying amounts

Jan. 01, 2017 Currency differences Depreciation, Disposals Dec. 31, 2017 Dec. 31, 2017 Dec. 31, 2016

amortization and
impairment losses
in the financial year

EUR (in thsds.) EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.) EUR (in thsds.) EUR (in thsds.)

296 0 0 0 296 14,540 15,493
14,220 0 2,149 0 16,369 12,524 10,073
4,877 —487 1,562 395 5,557 14,744 18,190
19,393 —487 3,711 395 22,222 41,808 43,756
2,365 -33 783 1,001 2,114 2,022 2,257
21,758 =520 4,494 1,396 24,336 43,830 46,013
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Change in RoU of intangible assets and property, plant and
equipment in financial year 2018, first-time application of IFRS 16

Right of use cost

Jan. 01, Additions Currency Disposals Dec. 31,
2018 differences 2018
n th;‘f; EUR (in thsds.) EUR (in thsds.) EUR (inthsds) . th;‘:ﬁ
Intangible assets
RoU, other intangible assets 6 0 0 6 0
6 0 0 6 0
Buildings
RoU, buildings 4,877 704 126 65 5,642
4,877 704 126 65 5,642
Property, plant and equipment
RoU, office equipment 159 0 6 7 158
RoU, passenger cars 404 146 44 51 543
563 146 50 58 701
5,446 850 176 129 6,343

Expected change in RoU of intangible assets and property, plant and equipment

in financial year 2019, first-time application of IFRS 16

Right of use cost

Jan. 01, Additions Currency Disposals Dec. 31,
2019 differences 2019
n th;‘f; EUR (in thsds.) EUR (in thsds.) EUR (inthsds,) . thsEdliﬁ
Intangible assets
RoU, other intangible assets 0 0 0 0 0
0 0 0 0 0
Buildings
RoU, buildings 5,642 0 0 148 5,494
5,642 0 0 148 5,494
Property, plant and equipment
RoU, office equipment 158 0 0 78 80
RoU, passenger cars 543 0 0 100 443
701 0 0 178 523



Jan. 01, 2018

Currency differences

Depreciation,
amortization and
impairment losses
in the financial year

Accumulated depreciation, amortization and impairment losses

Disposals

Dec. 31, 2018

Carrying amounts

Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.) EUR (in thsds.)

0 -1 6 5 0 0 6
0 -1 6 5 0 0 6
0 3 1,197 58 1,142 4,500 4,877
0 1,197 58 1,142 4,500 4,877
0 2 98 7 93 65 159
0 0 238 52 186 357 404
0 2 336 59 279 422 563
0 4 1,539 122 1,421 4,922 5,446

Jan. 01, 2019

Currency differences

Depreciation,
amortization and
impairment losses
in the financial year

Accumulated depreciation, amortization and impairment losses

Disposals

Dec. 31, 2019

Carrying amounts

Dec. 31, 2019 Dec. 31, 2018

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.)

EUR (in thsds.) EUR (in thsds.)

0 0 0 0 0 0 0

0 0 0 0 0 0 0
1,142 0 1,252 143 2,251 3,243 4,500
1,142 0 1,252 143 2,251 3,243 4,500
93 0 30 77 46 34 65
187 0 189 100 276 167 357
280 0 219 177 322 201 422

1,422 1,471 320 2,573 3,444 4,922

(=]




CONSOLIDATED NOTES

Notes to the Consolidated Financial Statements
for the 2018 Financial Year

A. GENERAL INFORMATION
1. BASIS

The consolidated financial statements of Softing AG
were prepared in accordance with all International
Financial Reporting Standards (IFRS) of the Inter-
national Accounting Standards Board (IASB) that
were applicable on the balance sheet date and all
Interpretations of the IFRS Interpretations Com-
mittee (IFRIC) that were binding for the financial
year ended and applicable in the European Union
in accordance with Regulation No. 1606/2002 of
the European Parliament and of the Council on
the application of international accounting stan-
dards. The term IFRS also includes the applicable
International Accounting Standards (IASs). Fur-
thermore, the provisions applicable under German
Commercial law as defined in Section 315e (1) Ger-
man Commercial Code (HGB) were also taken into
account.

The consolidated income statement is drawn
up using the nature of expense format. The con-
solidated financial statements are structured in
accordance with the provisions of IAS 1. The pre-
sentation in the consolidated statement of finan-
cial position differentiates between current and
non-current assets. Assets are classified as current

2. PURPOSE OF THE GROUP

Softing AG, headquartered in Haar near Munich,
Germany, is the Group’s parent company. Softing
AG is a stock corporation under German law. It is
registered at Munich Local Court with the address
“Richard-Reitzner-Allee 6, 85540 Haar”

if they become due within one year. The consoli-
dated statement of financial position also differen-
tiates between current and non-current liabilities.
Liabilities are classified as current if they become
due within one year.

The reporting currency is the euro (EUR). All
amounts are stated in thousands of euros (EUR
thousand) unless indicated otherwise. These finan-
cial statements cover the 2018 financial year based
on the reporting period from January 1 to Decem-
ber 31 of that same year. Due to rounding, it is pos-
sible that individual figures and percentages may
not precisely add up to the totals shown.

The consolidated financial statements and the
Group management report are published in the
electronic Federal Gazette.

The Executive Board of Softing AG released the
consolidated financial statements to the Super-
visory Board on March 22, 2019. It is the task of
the Supervisory Board to examine the consoli-
dated financial statements and declare whether it
approves them.

The purpose of Softing AG and its subsidiar-
ies is to provide analysis, consulting, develop-
ment and implementation services in the context
of IT projects as well as business studies, expert
opinions and training, especially in the areas of



process automation and production data acqui-
sition, system and user software for micro- and

IT applications. The results of these activities are
incorporated into the products marketed by the

minicomputer systems, long-distance data trans- Softing Group.

mission, computer networks and commercial

3. NEW AND REVISED STANDARDS

The following table shows the changes from
December 31, 2017 to January 1, 2018 due to the
first-time application of IFRS 9 and IFRS 15.

Due to the first-time application of IFRS 9 and
IFRS 15, the Group recorded transition effects in
the areas described below from January 1, 2018,
which led to a change in accounting policy. Softing
applied the modified retrospective approach in the
transition to both IFRS 9 and IFRS 15.

Jan. 01, 2018 IFRS 9 effects IFRS 15 effects Dec. 31, 2017
Assets
Non-current assets 45,901 45,901
Trade receivables 12,042 -25 12,067
Receivables from customer-specific construction contracts 0 -760 760
Contract assets 759 -1 760 0
Current assets 34,791 -26 34,817
Total assets 80,690 -26 0 80,718
Equity and liabilities
Retained earnings 25,410 -26 25,436
Equity, total 52,246 -26 52,272
Non-current liabilities, total 11,139 11,139
Payables from customer-specific construction contracts 0 —952 952
Contract liabilities 2,331 2,331 0
Current non-financial liabilities 1,284 -1,379 2,663
Current liabilities, total 17,307 0 17,307

Total equity and liabilities

IFRS 9 Financial Instruments

Classification and Measurement of Financial
Instruments

First-time application of these requirements did not
have a material impact on the net assets, financial

position and results of operations. Application of
the simplified approaches set out in IFRS 9 meant
that prior-year figures were not restated.
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Financial assets that were previously recognized
at amortized cost are also measured at amortized
cost under IFRS 9 because these are held in order
to collect contractual cash flows that are solely
repayments of principal and interest.

There is no change in the recognition of financial
liabilities measured at amortized cost. Effects aris-
ing from the modification of financial liabilities are

now required to be recognized in profit or loss.
The provisions relating to the derecognition of
financial assets and financial liabilities are largely
unchanged.

The changes arising from the classification of
financial instruments without considering the new
impairment provisions under IFRS 9 are shown in
the table below:

Measurement
categories in

Classes of financial instruments X
accordance with

1AS 39
Current financial assets
Trade receivables LaR
Current financial assets LaR
Cash and cash equivalents LaR
Liabilities
Other long-term borrowings (> 1 year) FLAC
Current financial liabilities
Trade payables FLAC
Short-term borrowings FLAC
Current financial liabilities FLAC

LaR = Loans and receivables
AC = Financial assets at amortized cost
FLAC = Financial liabilities at amortized cost

Impairment of Financial Assets

Furthermore, IFRS 9 introduces the expected loss
model for recognition of impairment on financial
assets. This means that a provision for risk must
be recognized on the basis of historical credit
loss rates before loss events occur; this must be
updated at the balance sheet date to reflect cur-
rent and forward-looking information. To deter-
mine the expected credit losses on trade receiv-
ables and contract assets after recognition of loss
allowances on an individual assessment basis, the
Group applies the simplified impairment model
of lifetime expected credit losses. The maturity-
specific allowance factors are based on histori-
cal as well as forward-looking information. Initial

Measurement Carrying Carrying
categories in amount amount Difference
accordance with Dec. 31, Jan. 1,
IFRS 9 2017 2018
AC 12,067 12,042 =25
AC 192 192
AC 10,276 10,276
FLAC 4,153 4,153
FLAC 4,574 4,574
FLAC 4,788 4,788
FLAC 3,569 3,569

application of the new regulations reduced impair-
ment losses on trade receivables and contract
assets by EUR 26 thousand as of January 1, 2018
(before adjustment for deferred taxes) due to the
use of a loss allowance table to calculate the loss
allowances for trade receivables that were not
considered on an individual assessment basis. The
expected losses over the remaining term are deter-
mined as percentages depending on how long the
receivables are overdue.

On the basis of the findings for 2014—2017, the fol-
lowing percentage adjustments were made as of
January 1, 2018. These were also used unchanged
for the 2018 consolidated financial statements:



Not past due
Past due for 1 to 30 years
Past due for 31 to 90 years

Past due > 90 days

The following table shows the determination of
the impairment of trade receivables using a collec-
tive assessment basis as of January 1, 2018:

Dec. 31, 2018 Jan. 01, 2018
% %

0.10 % 0.10%
0.33% 0.33%

0.50 % 0.50 %

0.90 % 0.90 %

Carrying
amount
EUR
Jan. 01, 2018 .
(in thsds.)
Trade receivables 12,067
Expected loss rate from trade receivables -25
Contract assets from customer-specific 7E0
construction contracts
Expected loss rate from contract assets =il
12,801

Due to the application of simplified first-time appli-
cation, the increase of EUR 26 thousand in the loss
allowance (before adjustment for deferred taxes)
was recognized in equity (retained earnings).

First-time application of the new impairment
model did not give rise to any material impacts
in cash and cash equivalents and other financial
receivables.

Disclosures

The entry into force of IFRS 9 Financial Instru-
ments also requires additional disclosures in the
notes in accordance with IFRS 7 Financial Instru-
ments: Disclosures. These relate in particular to
disclosures on impairment losses and are made in
chapter B.12

Of which neither past
due nor impaired

Of which not impaired and past due
within the following time bands

Less 9110180 181to More

than days 360 days than

90 days Y ¥ 360 days
EUR EUR EUR EUR

EUR (in thsds.) 5 . )

(inthsds.) (inthsds.) (inthsds.) (inthsds.)
7,476 4,590 1 0 0
-7 -18 0 0 0
760 0 0 0 0
-1 0 0 0 0
8,228 4,572 1 0 0

IFRS 15 Revenue from Contracts with Customers
The Group has applied IFRS 15 since January 1,
2018. This has led to changes in accounting princi-
ples and restatements of the amounts recognized
in the financial statements. In compliance with
the transitional provisions of IFRS 15, the Group
applied the new regulations using the modified
retrospective method. The new standard was only
applied to contracts that had not yet been fulfilled
by January 1, 2018.

The Group conducted animpact assessment before
the amendments became effective. This assess-
ment indicated that in general first-time applica-
tion of IFRS 15 would not have a material impact
on existing accounting practice. For this reason, no
transition effects were recognized in equity as of
the transition date. Only the amounts that were
previously disclosed as receivables/liabilities from
customer-specific construction contracts under
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IAS 11 will be presented as contract assets or con-
tract liabilities in the future. Deferred income will
also be shown as contract liabilities.

Standards and Interpretations not Applied Early

IFRS 16 — Leases

On January 13, 2016, the IASB issued the final
version of the new leasing standard, IFRS 16. The
new rules must also be applied to existing leases.
The amendments relate to accounting for (nearly
all) leases which must be recognized at the lessee
according to the “right of use” approach. Accord-
ing to this model, the lessee recognizes an asset
for the right of use of the leased object during the
lease period and a liability for the lease payments.
The distinction to date between finance and

operating leases was not retained. Instead, with
only a few exceptions, all material leases will be
recognized in the statement of financial position of
the lessee in the future. Simplification options are
provided for short-term lease agreements with a
term of no more than 12 months and lease agree-
ments covering low-value assets.

IFRS 16 (first-time application 2019) must be
applied for the first time for financial years begin-
ning on or after January 1, 2019. Earlier application
is not envisaged. In 2018, the Group analyzed the
effects of the standard on its net assets, financial
position and results of operations.

We comment as follows on the future effects of
the amended lease standard (IFRS 16):

Theoretical effects in 2018
on depreciation by ROUA

Expected effects in 2019
on depreciation by ROUA

EUR (in thsds.) EUR (in thsds.)
Depreciation — right of use — passenger cars —238 -189
Depreciation — right of use — office and
. . -98 -30
operating equipment
Depreciation — right of use — concessions -6 0
Depreciation — right of use — buildings -1,197 -1,252

Total depreciation, leases -1,539 -1,471

Future Effects on the Income Statement

e We expect the depreciation amount on right
of use assets (IFRS 16.53 a) to amount to
EUR 1,471 thousand in 2019.

e The interest expense on lease liabilities
(IFRS 16.53 b) is expected to amount to
EUR 156 thousand in 2019; an incremen-
tal borrowing rate averaging 3.78% was
estimated.

Theoretical effects in 2018
on interest expense by ROUA

Expected effects in 2019
on interest expense by ROUA

EUR (in thsds.) EUR (in thsds.)
Interest expense — passenger cars =15 -10
Income statement — Interest expense — operating 5 )
and office equipment
Income statement — Interest expense — @ o
concessions
Income statement — Interest expense — buildings -171 -144

Total interest expense, leases



¢ The expense relating to short-term leases for
which the elective option in IFRS 16.5 a in con-
junction with IFRS 16.6 is exercised (i.e. the
entity elects not to apply the general lease
accounting model to leases being recognized
at the lessee) will probably amount to EUR 78
thousand in 2019.

e The expense relating to leases of low-value
assets < EUR 5,000, for which the elective
option in IFRS 16.5 b in conjunction with
IFRS 16.6 is exercised (i.e. the entity elects not
to apply the general lease accounting model
to leases being recognized at the lessee), is
expected to amount to EUR 1 thousand in
2019.

e The expense relating to variable lease pay-
ments not included in the measurement of
lease liabilities in the period (IFRS 16.53 e) will
amount to EUR 0 thousand because this was
not a requirement.

e Income from subleasing right-of-use assets
(IFRS 16.53f) will probably amount to EUR O
thousand in 2019 because the Group does not
sublease any right-of-use assets.

e No gains or losses arising from sale and
leaseback transactions are expected in 2019
because the Group has not entered into any
sale and leaseback transactions.

e Lease expenses of around EUR 1.5 million will
be eliminated.

Future Effects of Leases on the IFRS Balance
Sheet

In addition to the statement of changes in non-
current assets, the tables include a statement of
changes in non-current assets for the changes
in ROU for financial years 2018 (theoretical) and
2019 (expected).

Lease liabilities are expected to change as follows
from January 1, 2019:

Up to 1 year 2to 5 years More than 5 years

EUR (in thsds.) EUR (in thsds.) EUR (in thsds.)

Lease liabilities — passenger cars 123 49 0
Lease liabilities — operating and office equipment 24 12 0
Lease liabilities — concessions 0 0 0
Lease liabilities — buildings 1,079 2,146 87

Future Effects of Leases on the Cash Flow
Statement

The effects of existing leases on the cash flow
statement (IFRS 16.53 g) will amount to a cash out-
flow of EUR 1,493 thousand in 2019.

The following revised Standards do not have any
material effects on the consolidated financial
statements:

Classification and Measurement of Share-based
Payment Transactions; Amendments to IFRS 2
The amendments to IFRS 2 made in June 2016
contain clarifications on the measurement base
of cash-settled grants as well as on recognition of
modifications of cash-settled grants to equity-set-
tled grants. An exception to the classification prin-
ciples of IFRS 2 has also been introduced: Where
an entity is required to withhold an amount for an
employee’s tax obligation associated with a share-
based payment and transfer that amount, nor-
mally in cash, to the tax authority on the employ-
ee’s behalf, the transaction is classified in its
entirety as an equity-settled share-based payment
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transaction if it would have been so classified in
the absence of a net settlement feature.

This amendment affects entities with the following
arrangements:

e equity-settled grants whereby the entity
is required to withhold an amount for the
employee’s tax obligation and transfer it to the
tax authority;

e cash-settled grants that are subject to service
conditions and/or non-market performance
conditions;

e cash-settled grants modified to equity-settled
grants.

Annual Improvements to IFRSs

(2014 - 2016 Cycle)

The annual improvements to IFRSs published in
2016 contain the following requirements, whose
application is mandatory from January 1, 2018:

IFRS 1 Deletion of the short-term exemptions from
application of the transitional provisions of IFRS 7,
IAS 19 and IFRS 10, because they have now served
their intended purpose.

IAS 28 When an investment in an associate or a
joint venture is held by, or is held indirectly through,
an entity that is a venture capital organization, or
a mutual fund, unit trust and similar entities, the
entity may elect to measure that investment at fair
value through profit or loss. The amendment clari-
fies that the entity must make this election sepa-
rately for each associate or joint venture at initial
recognition of the associate or joint venture.

Clarification that if an entity that is not itself an
investment entity has an interest in an associate
or joint venture that is an investment entity, the
entity may elect to retain the fair value measure-
ment applied by that investment entity associate
or joint venture to the investment entity associ-
ate’s or joint venture’s interests in subsidiaries. This
election is made separately for each investment

entity associate or joint venture, at the later of
the date on which (a) the investment entity asso-
ciate or joint venture is initially recognized; (b) the
associate or joint venture becomes an investment
entity; and (c) the investment entity associate or
joint venture first becomes a parent.

IAS 40 An entity must transfer a property to, or from,
investment property in accordance with IAS 40.57
when, and only when, there is a change in use. The
amendments clarify that this must be supported
by evidence that a change in use has occurred and
that the list of examples of evidence of a change in
use provided in IAS 40.57 is not exhaustive. It is also
stressed that a change in management’s intentions
for the use of a property by itself does not consti-
tute evidence of a change in use.

The following elective options exist for the transi-
tion to the amended standard:

e Prospective application to all changes in use
from the beginning of the annual reporting
period in which the entity first applies the
amendments. At the date of first-time appli-
cation, an entity must reassess the classifica-
tion of property held at that date to determine
whether it reflects the conditions that exist at
that date. If this is not the case, the property
must be reclassified with recognition of the
effects in retained earnings at the date of first-
time application.

e Retrospective application is permitted if, and
only if, that is possible without the use of
hindsight, i.e. the information needed for
this was already available at the time of any
earlier change in use.Additional disclosure
requirements exist in the case of prospective
application.

IFRIC 22 Foreign Currency Transactions and
Advance Consideration

The interpretation addresses the exchange rate
to use on initial recognition of a foreign currency
transaction in an entity’s functional currency when



an entity has received or paid advance consider-
ation in a foreign currency on the related asset,
expense or income.

Where a single advance payment has been made
(or received), the date of the transaction is the date
of initial recognition of the non-monetary asset or
non-monetary liability arising from advance con-
sideration. At this time, the spot exchange rate
between the functional currency and the foreign
currency is applied to the foreign currency amount.

If there are multiple payments or receipts in
advance, the entity must determine a date of
the transaction and, consequently, the exchange
rate for each payment or receipt of advance
consideration.

Entities can elect to apply the interpretation as
follows:

e retrospectively in accordance with IAS 8;

e prospectively to all assets, expenses and
income in the scope of the interpretation ini-
tially recognized on or after the beginning of
the reporting period in which the entity first
applies the interpretation;

e prospectively from the beginning of a prior
reporting period presented as comparative
information.

Future Requirements

The following new standards and interpretations
have been published whose application is not yet
mandatory in annual financial statements for the
year ended December 31, 2018.

IFRS 17 Insurance Contracts

IFRS 17 was issued in May 2017 to replace IFRS 4
Insurance Contracts. The measurement model
used in IFRS 17 is based on determining the cur-
rent fulfillment cash flows of the insurance con-
tracts, which means their carrying amounts must
be adjusted in each reporting period on the basis
of changes in estimates. Insurance contracts

are measured using a building block approach.
The following building blocks are used for the
measurement:

e discounted probability-weighted expected
cash flows;

e explicit risk adjustment; and

e a contractual service margin that represents
the unearned profit from the contract that the
entity will recognize as it provides services in
the future.

The standard provides an option to recognize the
effects of changes in discount rates either in profit
or loss or directly in other comprehensive income.
Exercise of this option will probably reflect the way
in which the insurance company recognizes its
financial assets in accordance with IFRS 9.

For certain insurance contracts with a short cov-
erage period, entities can choose a simplified
method (premium allocation approach) to deter-
mine the provision for the future insurance cover.
These short-term contracts are often entered into
by property and casualty insurers.

For certain contracts entered into by life insurers in
which the policyholder participates in the returns
of the underlying assets, the standard’s general
measurement model is applied in the form of
the variable fee approach. When this approach is
applied, the entity’s share in the fair value changes
of the underlying assets is included in the contrac-
tual service margin. The earnings of insurers that
apply this model will therefore probably be less
volatile than if the general model is applied.

The new rules will affect the contracts entered into
and the key figures of all entities that issue insur-
ance contracts or investment contracts with dis-
cretionary participation features.

IFRS 17 was issued in May 2017 and must be
applied for the first time for financial years begin-
ning on or after January 1, 2021.
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The effects on the consolidated financial state-
ments of Softing AG are currently being reviewed.
No material changes are expected.

IFRIC 23 Uncertainty Over Income Tax
Treatments

The interpretation explains how to recognize and
measure current and deferred tax assets or liabil-
ities when there is uncertainty over income tax
treatments. It specifies in particular:

e how to determine the unit of account and that
uncertain tax treatments should be consid-
ered separately or together based on which
approach better predicts the resolution of the
uncertainty;

e that the entity must assume that a taxation
authority will examine the uncertain tax treat-
ment and have full knowledge of all related
information when making those examinations;

e that the entity must reflect the effect of
uncertainty in its income tax accounts if it is
not probable that the taxation authority will
accept an uncertain tax treatment;

e that the effects of the uncertainty must
be determined using either the most likely
amount or the expected value method
depending on which method the entity
expects to better predict the resolution of the
uncertainty;

e that a judgment or estimate always needs to
be reassessed if the facts and circumstances
on which the judgment or estimate was based
change or as a result of new information that
affects the judgment or estimate.

Although there are no new disclosure require-
ments, entities are reminded of the general obli-
gation to provide information about assessment
and estimates when preparing their financial
statements.

IFRS 23 was issued in June 2017 and must be
applied for the first time for financial years begin-
ning on or after January 1, 2019.

The effects on the consolidated financial state-
ments of Softing AG are currently being reviewed.
No material changes are expected.

Prepayment Features with Negative
Compensation - Amendments to IFRS 9

The amendments to IFRS 9 made in October 2017
allow entities to measure certain financial assets
with negative compensation at amortized cost in
the event of early repayment. These assets, which
include a number of credit and debt instruments,
would otherwise be measured at fair value through
profit or loss.

To be considered for measurement at amortized
cost, the negative compensation must constitute
appropriate compensation for early termination of
the contract and the financial asset must be allo-
cated to the “hold” business model.

IAS 28 Long-term Interests in Associates and
Joint Ventures

The amendments clarify the accounting for long-
term interests in an associate or joint venture that
form part of the net investment in the associate or
joint venture measured using the equity method
but to which the equity method is not applied.
IFRS 9 is used for recognition and measurement
of these interests. Consequently, any impairment
requirements for these interests are determined in
accordance with IFRS 9. IFRS 28.8, which consid-
ers such shares in the loss allocation in connection
with the application of the equity method on the
value of interests, remains applicable, however.

The amendment must be applied for the first time
for financial years beginning after January 1, 2019.
Earlier application is permitted.



Annual Improvements to IFRSs
(2015 -2017 Cycle)

The following improvements were finalized in
December 2017:

IFRS 3: Where an entity, through acquisition of
additional interests, obtains control as defined by
IFRS 10 of a business that was previously a joint
operation, this is referred to as a business com-
bination achieved in stages. The entity therefore
remeasures the previously held interest in the joint
operation.

IFRS 11: Where an entity, through acquisition of
additional interests, obtains joint control of a busi-
ness that was previously a joint operation, the
entity does not remeasure the previously held
interest in that business.

IAS 12: Clarification that the income tax conse-
quences of dividend payments on financial instru-
ments classified as equity should be accounted
for in accordance with the treatment of the
transaction(s) leading to the tax effect.

IAS 23: Clarification that if any borrowings made
specifically for the purpose of obtaining a qualify-
ing asset remain outstanding after the related asset
is ready for its intended use or sale, those borrow-
ings become part of the funds that an entity bor-
rows generally for other qualifying assets for which
no specific borrowings are made.

The Group has applied the annual improvements
since January 1, 2019. This does not affect the con-
solidated financial statements of Softing AG.

Plan Amendment, Curtailment or Settlement
(Amendments to IAS 19)

The amendments to IAS 19 contain provisions on
accounting for plan amendments, curtailments or
settlements. These require an entity:

e to use updated actuarial assumptions and the
net liability (or net asset) at the intervention
date to determine current service cost and net
interest for the remainder of the period after a
plan amendment, curtailment or settlement;

e torecognize in profit or loss as part of the past
service cost, or a gain or loss on settlement,
any reduction in a surplus, even if that surplus
was not previously recognized because of the
impact of the asset ceiling;

e torecognize the impact of changesin the asset
ceiling in other comprehensive income.

The amendments to IFRS 10 and IAS 28 clarify that
gains or losses on the transfer of assets to an asso-
ciate or joint venture must be recognized in full if
the associate or joint venture constitutes a busi-
ness as defined by IFRS 3. However, gains or losses
on such a transaction are only recognized propor-
tionally if the asset being transferred does not con-
stitute a business. Entities will be able to apply the
amendments prospectively.

In December 2015, the IASB postponed the effec-
tive date of this amendment indefinitely pending
the outcome of its research project on the equity
method of accounting.
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B. ACCOUNTING POLICIES

The financial statements of Softing AG and its
domestic and international subsidiaries have been
prepared using uniform accounting policies. The

1. RECOGNITION OF REVENUE

Revenue is measured at the fair value of the con-
sideration received or rendered, less returns and
discounts and volume rebates granted. The follow-
ing details apply to the recognition of revenue:

Revenue from the Sale of Products

Revenue from the sale of products is recognized
when control of distinct goods is transferred to
the customer. This means that the customer can
direct the use of, and obtain substantially all of the
remaining benefits from, the goods. A contract
between Softing and the customer provides the
basis for this. The parties must have agreed to the
contract and the arrangements stipulated therein,
the individual obligations of the parties and the
payment terms must be identifiable, the contract
must have commercial substance, and it must be
likely that Softing will receive consideration for
the service provided. The revenue generally cor-
responds to the transaction price. Softing bases
its determination of the transfer of control on the
Incoterms agreed. A receivable is reported on ship-
ment of the goods because at this time the right to
consideration is unconditional, meaning that from
this date payment automatically becomes due in
time. If the contract contains more than one dis-
tinct performance obligation, the transaction price
is divided up between the individual performance
obligations on the basis of the relative standalone
selling prices. If no standalone selling prices can be
observed, Softing estimates these. The individual
identifiable performance obligations are realized
on a specific date. Payments normally fall due no
later than 30 days after the goods have been sent
to the customer.

accounting policies were applied consistently for
all periods presented in the consolidated financial
statements.

Revenue from Services

Revenue from services mainly comprises customer-
specific software developments. If, based on their
specifications, the customer developments do not
have an alternative use and there is an enforceable
right to payment from the customer at least in the
amount of a refund of the costs arising from the
performance completed to date, including a rea-
sonable profit margin, revenue is recognized over
time. The percentage of completion is calculated
using the cost-to-cost method because the costs
incurred represent the best indicator for the per-
formance obligation that has already been satis-
fied. The performance that has been completed
at the end of the reporting period is recognized as
a proportion of the total performance to be com-
pleted. Where contracts include hardware instal-
lation, the revenue for the hardware is recognized
at the date on which the hardware was delivered,
ownership was transferred, and the customer
accepted the hardware. Estimates concerning
the revenue, cost or order progress are adjusted
as soon as circumstances change. Any resulting
increases or decreases in the estimated revenue or
costs are recognized in profit or loss for the period
in which management becomes aware of the cir-
cumstances leading to the adjustment. In the case
of fixed-price contracts, the customer pays an
amount set in a payment schedule. If the services
Softing performs exceed the payment amount, a
contract asset is recognized. If the payments are
higher than the value of the services performed, a
contract liability is disclosed.



Revenue from the performance of other services
is recognized in the reporting period in which the
services are performed. Where the contact stipu-
lates a fixed hourly rate, revenue is recognized in
the amount which Softing is entitled to invoice.
Services are normally invoiced on a monthly or
quarterly basis and payment is due within 30 days
of receipt of invoice.

2. BASIS OF CONSOLIDATION

The consolidated financial statements as of Decem-
ber 31, 2018 include Softing AG and the following

Interest Income

Interest is recognized using the effective interest
method. Interest income from bank balances and
other financial assets is recognized as income only
if the Company is likely to partake of the economic
benefit and if the amount of income can be reliably
determined.

subsidiaries, over which Softing AG directly or indi-
rectly exercises control:

Softing Group as of Dec. 31, 2018

Capital share

2018 2017
% %

Softing AG, Haar/Germany
Softing Automotive Electronics GmbH, Haar/Germany 100 100
Softing Services GmbH, Haar/Germany 100 100
Softing Engineering & Solutions GmbH, Kirchentellinsfurt/Germany, 100 100
formerly Softing Messen und Testen GmbH
Softing Industrial Automation GmbH, Haar/Germany 100 100
Softing Italia s.r.l., Cesano Boscone/Italy 100 100
SoftingROM s.r.lI., Cluj-Napoca/Romania 100 100
Buxbaum Automation GmbH, Eisenstadt/Austria 65 65
Softing Inc., Newburyport/USA 100 100
Softing North America Holding Inc., Delaware/USA 100 100
OLDI Online Development Inc., Knoxville/USA 100 100
Softing IT Networks GmbH, Haar/Germany 100 100
Softing Singapore Pte. Ltd., Singapore 100 100
Softing S.A.R.L., Paris/France 100 100
Softing Electronic Science & Technology (Shanghai) Co., Ltd, Shanghai/China, 50 100
formerly Shanghai Softing software Co., Ltd.
Softing Automotive Electronics (Kirchentellinsfurt) GmbH, Kirchentellinsfurt/ 100 100
Germany, formerly Softing Automotive Electronics Services GmbH
GlobalmatiX AG Vaduz/Liechtenstein 100 0
GlobalmatiX Inc., Knoxville/USA 100 0
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As of December 31, 2018, the following changes
occurred in the basis of consolidation of Softing AG
compared to December 31, 2017:

GlobalmatiX AG
On March 16, 2018, Softing AG acquired all of the
interests in GlobalmatiX AG in Vaduz, Liechtenstein.

GlobalmatiX AG is a mobile virtual network opera-
tor (MVNO) offering mobile data communications
for vehicles and machinery in Europe and North
America where such technology is needed in the
areas of (semi-)autonomous driving and other con-
nected services for vehicles and machinery.

This acquisition enables Softing to significantly
extend its capabilities in the megatrends of digitali-
zation and Industrie 4.0 and lays the foundation for
new service-focused revenue.

The purchase price of EUR 13.7 million paid in
shares of Softing AG was financed based on the
authorization granted by the General Sharehold-
ers’ Meeting of Softing AG on May 6, 2015 (Autho-
rized Capital 2015). On March 16, 2018, the
Executive Board of Softing AG decided with the
approval of the Supervisory Board to increase the
Company’s share capital by EUR 1,450,000 from
EUR 7,655,381 to EUR 9,105,381 shares against
contributions in kind by issuing 1,450,000 new no-
par bearer shares at an issue price of EUR 9.43.
Mr. Alois Widmann, Vaduz, Principality of Liech-
tenstein, was permitted to subscribe to and
accept the new shares. Mr. Widmann is transfer-
ring all of his shares in GlobalmatiX Aktiengesell-
schaft, headquartered in Vaduz, Liechtenstein, to
the Company. The Company and Mr. Widmann
entered into a transfer agreement to this effect on
March 16, 2018.

GlobalmatiX Inc.

On October 30, 2018, Softing North America Hold-
ing Inc. founded GlobalmatiX Inc., Knoxville/USA.
GlobalmatiX Inc. will take over marketing of Glo-
balmatiX AG products in North America.

Softing Electronic Science & Technology
(Shanghai) Co., Ltd., Formerly Shanghai Softing
software Co., Ltd.

On February 10, 2018, Softing Services GmbH
signed an agreement with Beijing Windhill Tech-
nology Co., Ltd. on the sale of 50% of the shares in
Softing Electronic Science & Technology (Shanghai)
Co., Ltd. (formerly Shanghai Softing software Co.,
Ltd., Shanghai/China. At the same time, Softing
Services GmbH and Beijing Windhill Technology
Co., Ltd. entered into an agreement on a future
joint venture; the purchase price paid for 50% of
the shares was EUR 1 thousand.

Softing is thus taking account of the consider-
able importance of the Chinese automotive mar-
ket, which is characterized by a rapidly growing
need for product and project solutions in Softing’s
core expertise in the development and diagnostics
of control units. Up to 50 experienced sales and
development employees are available to Softing
Electronic Science & Technology (Shanghai) Co.,
Ltd. in the Shanghai and Beijing offices.

Softing Electronic Science & Technology (Shanghai)
Co., Ltd. will continue to be included in the group of
consolidated affiliated companies because Softing
is responsible for the company’s economic and
financial management. Softing holds two of the
three seats on its Board of Directors and Softing
Electronic Science & Technology (Shanghai) Co.,
Ltd. is dependent on the marketing of software
products developed by subsidiaries of Softing.



Softing Messen & Testen GmbH and

Softing Projekt Services GmbH

Softing Project Services GmbH was merged into
Softing Messen & Testen GmbH effective August 1,
2018. At the same time, Softing Messen & Testen
GmbH was renamed Softing Engineering & Solu-
tions GmbH domiciled in Kirchentellinsfurt.

Softing Automotive Electronics Services GmbH
Softing Automotive Electronics Services GmbH was
renamed Softing Automotive Electronics (Kirchen-
tellinsfurt) GmbH effective August 1, 2018.

3. PRINCIPLES OF CONSOLIDATION

Subsidiaries are all companies that the Group con-
trols in terms of financial and operating policies.
The consolidation of an entity is contingent on the
possibility of control. According to IFRS 10, a con-
trol relationship requires power over an investee,
returns, and the ability to affect those returns
through this power. Power is defined as a situation
in which the parent has the ability to direct the rel-
evant activities of the investee which significantly
affect the investee’s returns. Power can be dem-
onstrated by way of voting rights or other contrac-
tual rights. A combination of both is also possible.
Power is exerted if an entity holds more than 50%
of the voting rights in an investee, and no other
contradictory agreements or circumstances exist.
In assessing control, potential voting rights, eco-
nomic dependence, the interest held compared
with that of the other shareholders, and voting
patterns at shareholder meetings must be taken
into consideration.

The following subsidiaries avail themselves of
exemption pursuant to Section 264 (3) German
Commercial Code:

e Softing Industrial Automation GmbH (Haar)

e Softing Automotive Electronics GmbH (Haar)

e Softing Services GmbH (Haar)

e Softing Engineering & Solutions GmbH
(Kirchentellinsfurt)

e Softing IT Networks GmbH (Haar)

Subsidiaries acquired are accounted for using the
purchase method. The consideration for the acqui-
sition is equal to the fair value of the transferred
assets, the equity instruments issued by the Group
and the liabilities assumed from the previous own-
ers of the acquired subsidiary as of the acquisition
date. In addition, the consideration paid includes
the fair value of any recognized assets or liabili-
ties arising from agreed contingent consideration.
Acquired assets identifiable in the course of a busi-
ness combination along with liabilities and con-
tingent liabilities assumed are recognized when
they are acquired at their fair value at the time of
acquisition. For each acquisition of an entity, the
Group decides on a case-by-case basis whether the
non-controlling interests in the entities acquired
are recognized at fair value or in the amount of
their proportional share of the net assets of the
acquired entity.
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Any contingent consideration to be paid by the
Group is recognized at fair value at the time of
acquisition. Future adjustments to the fair value of
contingent consideration classified as an asset or
a liability are measured in accordance with IFRS 9
and recognized in profit or loss. Contingent con-
sideration that is classified as equity is not remea-
sured and, when settled later, is accounted for in
equity.

Transactions involving non-controlling interests
without a loss of control are reported as trans-
actions with the owners of the Group acting in
their capacity as owners. Any difference between
the fair value of the consideration paid and the

4. INTANGIBLE ASSETS

Intangible assets comprise goodwill resulting from
acquisition accounting as well as other intangible
assets and capitalized development costs. With

5. DEVELOPMENT COSTS

Development costs for developing new products
and for materially refining a product or process
are capitalized if the product or process is techni-
cally and financially feasible; if there is an intention
to complete it; if the development is marketable;
if the costs can be reliably determined; and if the
Group possesses sufficient resources to complete
the development project. All other development
costs are immediately recognized as expenses in
the income statement. Capitalized development
costs for completed projects are reported at cost
net of accumulated amortization and impairment.
In that connection, the costs also include allocable

acquired interest in the carrying amount of the net
assets of the subsidiary arising from the acquisition
of a non-controlling interest is recognized in equity.
Gains and losses arising from the sale to non-con-
trolling interests are also recognized in equity.

The financial statements of subsidiaries are
included in the consolidated financial statements
from the date on which control begins and until
the date on which control ends.

Intragroup sales, expenses and income, receivables
and payables as well as the results of intragroup
transactions (intercompany profits) are eliminated
during consolidation.

the exception of goodwill resulting from acquisi-
tion accounting, all intangible assets have a finite
useful life.

material and production overheads besides the
costs of material and direct production. Adminis-
trative costs are capitalized only if there is a direct
relationship to production. The Softing Group
amortizes the development costs for new product
lines and product versions over their respective
useful life using the straight-line method; amor-
tization in the year the product lines or versions
are completed is recognized on a pro-rata basis. In
accordance with IAS 38, research costs cannot be
capitalized and are immediately recognized as an
expense in the income statement.



6. GOODWILL

Goodwill arises in conjunction with the acquisi-
tion of subsidiaries and equals the total of the con-
sideration paid, the amount of all non-controlling
interests in the acquired entity, and the fair value
of previously held equity interests in the acquired
entity, less the fair value of the net assets acquired.
If the fair value of the net assets acquired exceeds
the total of the consideration paid, the amount of
all non-controlling interests, and the fair value of
the previously held equity interests, the difference
is recognized directly in profit or loss.

According to IFRS 3, goodwill is not amortized but
subjected to an annual impairment test pursuant
to IAS 36 if there is an indication of impairment.
For the purpose of this impairment test, goodwill is
allocated to a cash generating unit (CGU).

At Softing, the cash generating units correspond to
the individual entities unless an entity’s business
activity covers more than one segment. In this
case, goodwill is allocated based on segments. The
relevant cash generating units for goodwill are:

e Softing Engineering & Solutions GmbH,
Kirchentellinsfurt/Germany

e Softing Industrial Automation GmbH, Haar/
Germany

e OLDI Online Development Inc., Knoxville/USA

e Softing IT Networks GmbH, Haar/Germany &
Softing Singapore Pte. Ltd., Singapore

¢ GlobalmatiX AG Vaduz/Liechtenstein &
GlobalmatiX Inc. Knoxville/USA

An impairment loss is recognized if the carry-
ing amount of the cash generating unit to which
the goodwill is allocated is higher over the long
term than the recoverable amount. The recover-
able amount is the higher of fair value less costs
to sell and value in use. If the carrying amount of
the CGU is higher than its recoverable amount,
the difference is directly recognized as an impair-
ment charge in profit or loss. As the fair value less
costs to sell cannot be determined with reasonable
effort, the value in use is recognized.

The value in use of the cash generating unit was
determined as follows: Based on the bottom-
up planning for the next four financial years as
approved by the management of Softing AG, the
future cash flows (before interest and taxes) of the
cash generating unit were determined. The plan-
ning is based on historical data and the best pos-
sible estimates of management regarding future
developments. In order to carry out the impair-
ment test, the management estimated the cash
generated beyond the planning period, assum-
ing that growth of 1.5% (previous year: 1.5%) is
recorded in future years. The value in use of the
underlying cash generating unit was determined
by applying the discounted cash flow method. The
discount rate used is a pre-tax rate and reflects the
specific risks of the Group company in question. In
each case, it is calculated using the capital asset
pricing model (CAPM).

According to this model, the costs of capital are
comprised of the risk-free interest rate and a risk
premium calculated as the difference of the aver-
age market return and the risk-free interest rate
multiplied by the company-specific risk (beta fac-
tor). The beta factor for this is derived from a group
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of comparable companies. When determining the
value in use, discount rates before taxes are taken
as a basis for each cash-generating unit.

7. OTHER INTANGIBLE ASSETS

Intangible assets acquired for consideration are
carried at amortized cost. They are amortized in
accordance with their respective useful life using
the straight-line method. Software and technology
is amortized over a period of three to seven years

8. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is measured at cost,
less accumulated depreciation, usage-based accu-
mulated depreciation and usage-based accumu-
lated impairment losses.

Property, plant and equipment is depreciated
using the straight-line method in accordance with
its useful life. Hardware is depreciated over three
years; furniture and fixtures are depreciated over
five to seven years, and new equipment installed is
depreciated over the remaining term of the lease.
If fixed assets are disposed, cost and accumulated
depreciation are derecognized; income/loss from

An impairment loss recognized on goodwill is not
reversed in future periods.

in accordance with its respective useful life using
the straight-line method. Rights and business rela-
tions are amortized over a period of five to twenty
years.

the disposal of fixed assets is recognized in the
income statement under other operating income/
expenses.

Costs related to repairs and maintenance work
are recognized as expenses at the time they are
incurred. Significant renovations and improve-
ments are only allocated to the carrying amount
of the original asset or capitalized as a separate
asset if it is probable that economic benefits will
flow to the Group in connection with that asset in
the future, and these benefits can be estimated
reliably.



9. IMPAIRMENT

The Group reviews the carrying amounts of intan-
gible assets and property, plant and equipment at
each reporting date for indications of impairment.
In this case, the recoverable amount of the rele-
vant asset is determined for the purpose of deter-
mining the scope of the potential impairment loss.
The recoverable amount is the higher of fair value
less costs to sell or the value in use. The value in use
corresponds to the present value of the estimated
cash flows. An interest rate before taxes that cor-
responds to market rates is used as the discount
rate. If no recoverable amount can be determined
for an individual asset, the recoverable amount for
the smallest identifiable class of assets (cash gen-
erating unit — CGU), to which the respective asset

10. LEASES

The Company has only entered into operating
leases in 2018. The lease payments are recognized

11. INVENTORIES

Inventories are recognized at the lower of cost or
net realizable value. As a rule, production supplies
and goods for resale/finished merchandise are rec-
ognized at the weighted average.

Production costs comprise material and produc-
tion costs overheads directly attributable to the
production process as well as reasonable amounts
of the production-related overheads. Produc-
tion costs do not include selling costs and general

can be allocated, is determined. Goodwill resulting
from acquisitions are allocated to the CGUs that
are to reap the benefits from the synergies arising
from the acquisition. Such cash generating units
represent the lowest reporting level in the Group
at which management monitors the goodwill for
internal control purposes. The recoverable amount
of a CGU that contains goodwill is tested for impair-
ment at least once a year. An impairment loss is
recognized for an asset immediately if its recover-
able amount is lower than its carrying amount. If
the recoverable amount of the asset or the CGU is
determined to be higher after an impairment loss
has been recognized, the write-down of the asset
or the CGU is not reversed.

over the relevant term on a straight-line basis.
There are no finance lease agreements.

administration costs. If the net realizable value at
the balance sheet date is below cost, for instance
because of long periods of storage, damage or
reduced marketability, inventories are written
down to the lower value. Net realizable value is the
estimated selling price of the item in the course
of ordinary business less estimated costs incurred
until completion and less estimated necessary sell-
ing costs.
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12. FINANCIAL ASSETS IN ACCORDANCE
WITH IFRS 9 FROM JANUARY 1, 2018

Financial assets comprise in particular:

e Trade receivables
e Other financial assets, and
e Cash and cash equivalents

Financial assets with a term of more than twelve
months are presented under non-current financial
assets.

Financial assets are classified based on the under-
lying business model and the cash flow character-
istics, which stipulate that the contractual cash
flows of a financial asset may solely comprise
repayments of principal and interest on the prin-
cipal amount outstanding. The cash flow charac-
teristics are always tested at the level of the indi-
vidual financial instrument. The business model is
assessed based on the question of how financial
assets can be managed to generate cash flows.
Management can be based on a hold or sell model
or a combination of the two.

The Group divides financial assets into one of the
following categories:

e Financial assets measured at amortized cost
(debt instruments)

e Financial assets at fair value through other
comprehensive income (debt instruments)

e Financial assets at fair value through profit or
loss

e Financial assets at fair value through other
comprehensive income (equity instruments)

Financial Assets Measured at Amortized Cost
(Debt Instruments)

The most important category of financial assets for
the Group is the category of assets measured at
amortized cost relating to debt instruments. They
are recognized at amortized cost if the following
two criteria are met:

e The business model for managing these finan-
cial instruments involves holding them to col-
lect the underlying contractual cash flows, and

e The contractual cash flows generated consist
solely of principal and interest.

These financial assets are subsequently measured
using the effective interest method subject to the
impairment rules in IFRS 9.5.5 ff. In the Group it is
mainly trade receivables, other financial assets and
bank deposits that belong to this category.

Financial Assets at Fair Falue Through Other
Comprehensive Income (Debt Instruments)
Debt instruments are recognized at fair value
through other comprehensive income including
recycling if the following two criteria are met:

e The business model for managing these finan-
cial instruments involves holding them to col-
lect the underlying contractual cash flows, and
selling them, and

e The contractual cash flows generated consist
solely of principal and interest.



For this category of financial assets, interest, for-
eign currency measurement effects, and expenses
and income are recognized through profit or loss in
the income statement in connection with impair-
ment losses. Any changes are recognized in other
comprehensive income in accordance with IFRS 9
and reclassified to profit or loss when the assets
are sold (recycling).

The Group currently does not have any financial
assets that fall in the scope of this measurement
category.

Financial Assets at Fair Value Through Profit

or Loss

This category comprises financial assets held for
trading, financial instruments measured using
the fair value option, financial assets mandato-
rily at fair value and equity instruments not mea-
sured at fair value through other comprehensive
income. An asset is classified as held for trading if it
is acquired or incurred for the purpose of selling or
repurchasing it in the near term. Derivatives that
are not part of a hedge are always held for trading.
Financial assets that do not satisfy the cash flow
characteristics are always measured at fair value
through profit or loss irrespective of the underlying
business model. The same measurement applies
to financial instruments that are held within a busi-
ness model whose objective is to collect contrac-

|u

tual cash flows (“sell” model).
The fair value option for financial assets is not used
in the Group.

Any changes in the fair value of these instruments
are recognized in profit or loss.

The Group currently does not have any financial
assets that fall in the scope of this measurement
category.

Financial Assets at Fair Value Through Other
Comprehensive Income (Equity Instruments)
When recognizing an equity instrument for the
first time, the Group has the irrevocable option
to measure this at fair value through other com-
prehensive income. This is subject to the condi-
tion that the instrument is an equity instrument in
accordance with IAS 32 that is not held for trad-
ing purposes and does not constitute contingent
consideration within the meaning of IFRS 3. The
option is exercised separately for each individual
equity instrument.

On the disposal of such financial assets, any gains
or losses are not recycled through profit or loss.
Dividends from such instruments are recognized in
profit or loss. Equity instruments measured at fair
value through other comprehensive income are
not subject to the provisions on impairment.

The Group currently does not have any financial
assets that fall in the scope of this measurement
category.

Impairment of Financial Assets

Financial assets, except financial assets measured
at fair value through profit or loss, contract assets
in accordance with IFRS 15, lease receivables, loan
commitments and financial guarantees are subject
to the impairment model within the meaning of
IFRS 9.5.5. According to this approach, the Group
must recognize a loss allowance on these assets
based on the expected credit loss. The expected
credit loss is the difference between the contrac-
tually agreed cash flows and the expected cash
flows, measured at present value and applying the
original effective interest rate. Expected cash flows
also include proceeds from short hedges and other
loan collateral that is an integral part of the rele-
vant contract.
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As a rule, expected credit losses are recognized in
three stages. For financial assets which have not
experienced a significant increase in credit risk
since initial recognition, a loss allowance in the
amount of the expected 12-month credit loss is
recognized (Level 1). Where a significant increase
in credit risk has occurred, the expected credit loss
for the remaining lifetime of the asset is deter-
mined (Level 2). The Group generally assumes that
a significant increase in credit risk has occurred if
payments are 30 days past due. This principle can
be refuted if reliable and justifiable information
indicates in individual cases that credit risk has not
increased. If there is objective indication of impair-
ment, the underlying assets must be assigned
to Level 3. Objective evidence of impairment is
assumed if the assets are more than 90 days past
due unless there is reliable, justifiable information
in the specific case that longer arrears are more
appropriate. Moreover, a refusal to make payment
and similar are considered objective evidence of
impairment.

13. FINANCIAL ASSETS IN ACCORDANCE
WITH IAS 39 UNTIL DECEMBER 31, 2017

Financial assets are only recognized if Softing is
a party to the agreement governing the financial
assets. Financial assets are derecognized when the
rights to cash flows from a financial asset expire
or are transferred to a third party. When transfer-
ring rights, the criteria of IAS 39 with regard to the
transfer of rewards and risks connected to owning
the financial assets must be taken into account.

The class of assets that is relevant for the Group
for application of the simplified impairment
model comprises trade receivables and contract
assets. For these, the Group applies the simplified
approach in accordance with IFRS 9.5.15. In this
approach, the loss allowance always equals the

credit loss expected over the lifetime of the asset.

For other assets subject to the amended impair-
ment model in IFRS 9 and to which the general
approach is applied, the expected credit loss is
measured by grouping financial assets on the basis
of common credit risk characteristics, and consid-
ering individual default information. In any case,
the calculation is based on current probabilities of
default on the respective reporting date.

Softing generally assumes that a default has
occurred when contractual payments are more
than 180 days past due. In addition, in individual
cases, other internal and external information may
be considered that indicates that contractual pay-
ments cannot be paid in full. Financial assets are
derecognized when there is no reasonable expec-
tation that future payments will be made.

At Softing, financial assets are categorized as fol-
lows: (a) financial assets at fair value through profit
or loss; (b) loans and receivables; and (c) avail-
able-for-sale financial assets. The categorization
depends on the purpose for which the financial
assets were acquired. Management determines
the categorization of financial assets upon initial
recognition.



a. Financial liabilities at fair value through profit
or loss
Assets classified as at fair value through profit
or loss are financial assets held for trading pur-
poses. A financial asset is assigned to this cat-
egory if it was as a rule acquired for the pur-
pose of being a short-term purchase. Assets
in this category are reported as current assets
if the sale of these assets is expected within
12 months. All other assets are classified as
non-current assets.

b. Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed and determinable
payments that are not quoted on an active
market. They are classified as current assets as
long as they are not due more than 12 months
after the reporting date. If this 12-month
period is exceeded, they are reported as non-
current assets. Loans and receivables are
reported in the consolidated statement of
financial position under “Trade receivables
and other receivables” and “Cash and cash
equivalents.”

c. Available-for-sale financial assets
Available-for-sale financial assets are non-
derivative assets that were either assigned to
this category or none of the other categories
presented here. They are classified as non-cur-
rent assets, if management does not intend to
sell them within 12 months after the report-
ing date, and the asset is not due within this
period.

Financial assets that are not classified as at fair
value through profit or loss are initially measured
at their fair value plus transaction costs. Financial
assets belonging to this category are initially mea-
sured at their fair value; associated transaction
costs are recognized in profit or loss. For subse-
guent measurement, financial assets are allocated
to the categories listed above.

The following applies to subsequent measurement:

Loans and receivables are carried at amortized cost
using the effective interest method.

Financial assets held for sale are recognized at
fair value, with unrealized gains and losses from
exchange rate changes being shown in other
comprehensive income until realization. If there
is objective evidence that the financial asset is
impaired, the cumulative loss that had been rec-
ognized other comprehensive income is removed
from equity and recognized in profit or loss. The
Company includes all available information such
as market conditions and prices, factors specific to
the given investment as well as duration and scope
of the decline in the fair value below the cost to
assess whether the financial assets available for
sale are impaired. Softing considers any decline
that exceeds 20% of the cost or continues for
more than six months as an objective indication of
impairment. Softing reverses an impairment loss in
subsequent periods if the reasons for the impair-
ment no longer exist.

If there is objective evidence of impairment, an
allowance equaling the difference between the
carrying amount and present value of estimated
future cash flows is recognized. Objective indica-
tions include, for example, a considerable or long-
term decline in the fair value of a financial asset
to a level lower than the carrying amount, a high
probability of insolvency or other types of restruc-
turing, or a breach of contract by the issuer such as
considerable payment delays.

Financial assets of all categories are recognized as
of their settlement date. Financial assets comprise
the statement of financial position items cash and
cash equivalents, trade receivables, securities and
other financial receivables.
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Trade Receivables and Other Financial
Receivables

Both trade receivables and other financial receiv-
ables are classified as “loans and receivables” and
measured accordingly.

Securities, Cash and Cash Equivalents

Securities are classified as available-for-sale finan-
cial assets and accounted for at their fair value.
Unrealized gains and losses are recognized in other
comprehensive income as part of the revaluation

14. CONTRACT ASSETS AND CONTRACT
LIABILITIES (FROM JANUARY 1, 2018)

Contract assets arise from the application of rev-
enue recognition over time. At Softing this is par-
ticularly the case when the products, based on
their specifications, do not have an alternative use
and there is an enforceable right to payment from
the customer at least in the amount of a refund
of the costs arising from the performance com-
pleted to date, including a reasonable profit mar-
gin (software development for customers). In such
cases, Softing recognizes revenue on the basis of
the input-oriented cost-to-cost method. Here, the
revenue is recognized in accordance with the stage
of completion. The stage of completion is the pro-
portion that contract costs incurred for work per-
formed to date bear to the total contract costs.

surplus, allowing for deferred taxes. In case of
impairment, the revaluation surplus is adjusted by
the amount of the impairment, and the respective
amount is recognized in the income statement.

Cash and cash equivalents comprise all liquid
assets with remaining maturities of less than three
months on the date of acquisition or investment.
Cash and cash equivalents are measured at their
nominal value.

Since revenue is required to be recognized
before the date on which Softing has an uncon-
ditional right to consideration, a contract asset is
recognized.

Contract liabilities mainly result from advances
received from customers where these are in con-
nection with a customer order and the prod-
ucts have not yet been delivered or performance
completed.

Contract assets and contract liabilities are netted
at the level of the individual contract. Depending
on the remaining term, the assets or liabilities are
presented as current or non-current.

The provisions of IFRS 9 on impairment are applied
to contract assets.



14. RECEIVABLES FROM CUSTOMER-SPECIFIC
CONSTRUCTION CONTRACTS
(UNTIL DECEMBER 31, 2017)

Customer-specific construction contracts (soft-
ware development for customers) are recog-
nized according to the percentage of completion
method under IAS 11, which stipulates that rev-
enue must be recognized in accordance with the
stage of completion. The stage of completion is
the proportion that contract costs incurred for
work performed to date bear to the total contract
costs (cost-to-cost method). Recognition must
be reliable as stipulated in IAS 18.14. Advances

15. OTHER ASSETS

The other assets comprise non-financial assets.
They are initially measured at fair value and then
are recognized at depreciated or amortized cost.

16. CURRENT AND DEFERRED TAXES

The tax expense for the period comprises current
and deferred taxes.

Taxes are recognized in the income statement
unless they relate to an item that was recog-
nized directly in equity or in other comprehensive
income. In this case, the taxes are also recognized
in equity or in other comprehensive income.

The current tax expense is measured based on the
tax regulations of the countries in which Softing
and its subsidiaries do business and generate tax-
able income that are applicable on the reporting
date (or applicable in the near future). Manage-
ment regularly reviews tax returns, particularly
with regard to circumstances open to interpreta-
tion and, where appropriate, recognizes provisions

received are offset against the degree of comple-
tion of the construction contracts. Contract work
is recognized under receivables arising from cus-
tomer-specific construction contracts to the extent
that in individual cases the degree of completion
exceeds the advances received”. Any negative bal-
ance remaining after deduction of the advances is
recognized under liabilities arising from customer-
specific construction contracts.

in the amounts the Company is expected to have to
pay to the tax authorities. Income taxes are deter-
mined using the balance sheet liability method.

As a rule, deferred tax assets and deferred tax lia-
bilities are recognized for all temporary differences
between the carrying amount of an asset or liabil-
ity and its fair value determined for tax purposes.
Deferred tax assets are also recognized for tax loss
carryforwards and tax credits.

Deferred tax assets on tax loss carryforwards must
be recognized to the extent that the future use
of these tax loss carryforwards is probable. All
deferred tax assets on tax losses were therefore
recognized taking their realizability into account.
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Deferred taxes are determined on the basis of the
tax rates which, based on the current legal situa-
tion, apply at the time of realization or which are
expected to apply in the individual countries. The
effect of changes in tax rates on deferred taxes is
recognized in profit or loss, or in equity, at the time
the legal changes become effective.

Deferred tax assets are only recognized in the
amount in which it is probable that taxable income
will be available against which temporary differ-
ences can be applied.

17. PENSION PROVISIONS

Provisions for defined benefit pension plans are
measured in accordance with IAS 19 using the
projected unit credit method. This method takes
into account not only the pensions and bene-
fits accrued but also expected future pension
increases based on a prudent assessment of rel-
evant factors. Calculation is based on actuarial
expert opinions taking into consideration biometri-
cal assumptions and a discount rate derived from
the vyield of high-quality corporate bonds with

Deferred tax liabilities and assets, which arise
through temporary differences in the context of
investments in subsidiaries are recognized, unless
the Group can determine when the temporary dif-
ferences reverse and it is probable that the tempo-
rary differences will not reverse in the foreseeable
future as a result of this effect.

Deferred income tax assets and liabilities are offset
when there is a legally enforceable right to offset
current tax assets against current tax liabilities and
when the deferred income tax assets and liabilities
relate to income taxes levied by the same taxation
authority on either the same taxable entity or dif-
ferent taxable entities where there is an intention
to settle the balances on a net basis.

matching maturities. The amount of the provision
for defined benefit plans recognized in the state-
ment of financial position corresponds to the pres-
ent value of the defined benefit obligation on the
balance sheet date less the fair value of the plan
assets. The present value is calculated by discount-
ing the expected future cash flows at an interest
rate applicable to high-quality corporate bonds.
Actuarial remeasurements are recognized in other
comprehensive income.



18. PROVISIONS AND ACCRUED LIABILITIES

The other provisions are recognized for all other
contingent liabilities and risks of the Softing Group
toward third parties. They are recognized only if
the current obligation (factually or legally) arises
from a past event, if utilization is probable, and
if the amount of the obligation can be estimated

19. FINANCIAL LIABILITIES

Financial liabilities frequently constitute an obli-
gation to return in cash and cash equivalents or
another financial asset. Financial liabilities are only
recognized if Softing is a party to the agreement
governing the financial liabilities. Financial liabili-
ties are removed from the statement of financial
position when they have been extinguished, i.e.
when the obligations specified in the contract are
discharged or canceled or expire.

Upon initial recognition, general and specific bor-
rowings are measured at fair value after deduction
of transaction costs. They are subsequently mea-
sured at amortized cost. Any difference between
the disbursement amount (after deduction of
transaction costs) and the repayment amount

20. SHORT-TERM BORROWINGS

Short-term borrowings include current liabilities to
banks. Short-term borrowings are initially recog-
nized at fair value.

reliably. The amount recognized comprises the
present value of the expected expenditure, includ-
ing interest cost, if any, on non-current provisions,
required to settle the present obligation at the bal-
ance sheet date.

is amortized over the term of the loan using the
effective interest method. All financial liabilities
held for trading fall into the category of financial
liabilities at fair value through profit or loss. These
include derivatives that are not part of a hedge
and financial instruments for which the fair value
option was exercised. Softing does not have any
such financial instruments at present.

The Group has not made use of the fair value
option for debt instruments in accordance with
IFRS 9.

Financial liabilities comprise the statement of
financial position items “Trade payables” and “Cur-
rent financial liabilities”.

Financial liabilities are classified as current if Softing
does not have the unconditional right to postpone
extinguishment of the liability to a point in time at
least twelve months after the balance sheet date.
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21. OTHER LIABILITIES

The other liabilities concern non-financial liabilities
and are recognized at their repayment amount.

22. EXERCISE OF JUDGMENT AND ESTIMATE
UNCERTAINTIES

The preparation of the consolidated financial state-
ments in accordance with the provisions of the IASB
requires forward-looking assumptions to be made
and estimates to be used that have an effect on the
carrying amounts of recognized assets and liabil-
ities, income, expenses, and contingent liabilities.
The forward-looking assumptions and estimates
essentially relate to the uniform determination of
useful lives throughout the Group, the recognition
and measurement of provisions (in particular pen-
sion provisions), and the realizability of future tax
benefits as well as the material exercise of judg-
ment with regard to the expected time of occur-
rence, the amount of the future taxable income,
and future tax planning strategies (tax forecasts).
As a rule, the forward-looking assumptions and
estimates are based on experience and knowledge
gained from the past; they also take into account
macroeconomic factors which might be used as a
reliable basis. Forecasts are intrinsically uncertain
and difficult especially because they are forward-
looking. In individual cases, the actual values may
deviate from the assumptions and estimates. The
assumptions and estimates are reviewed regularly.
Changes are recognized in profit or loss as of the

time better knowledge is obtained, or in the period
in which better knowledge is obtained, as well as
in future periods if the changes comprise several
periods.

The most important forward-looking assumptions
and other material sources of estimate uncertain-
ties as of the closing date that could result in a con-
siderable risk of having to make significant adjust-
ments to the recognized assets and liabilities in the
next financial year concern the measurement of
pension provisions, and the possible impairment
of goodwill. The weighted average cost of capital
(WACC) and the tax rates are the material param-
eters for carrying out the annual impairment test
of goodwill.

Recognizing revenue over time using the cost-to-
cost input method entails recognizing revenue
based on the stage of completion. This method
requires careful assessment of the stage of comple-
tion. Factors such as contract revenue, total con-
tract costs, costs yet to be incurred until comple-
tion and contract risks are material to the estimate.



There is discretion in assessing the criteria relevant
to the capitalization of development costs and the
amount of the hourly rates for personnel used in
the capitalization. The following assessments, in
particular, are subject to our discretion: whether

23. CURRENCY TRANSLATION

Foreign currencies are translated using the func-
tional currency method as defined in IAS 21. With
the exception of Softing IT Networks in Singa-
pore, where the functional currency is the USD,
the functional currency of all foreign subsidiaries
is the respective local currency because the mate-
rial foreign companies that are included in the con-
solidated financial statements operate their busi-
nesses independently in financial, economic and
organizational terms primarily in their respective
economic environment. The exchange rate risk
within the Softing Group is essentially restricted to
USD, RON and CHF.

For Group companies which do not report in EUR,
the assets and liabilities are translated into euros
at the exchange rate applicable at the balance

the given asset possesses technical and commer-
cial utility for sale or own use; whether we plan on
and are capable of completing the intangible asset
and either using or selling it; and whether the asset
will generate a future economic benefit.

sheet date, and expenses and income are trans-
lated at the annual average exchange rate for the
purpose of preparing consolidated financial state-
ments. Equity is translated at historical rates. Cur-
rency translation differences, including those aris-
ing from acquisition accounting, are recognized in
other comprehensive income.

Goodwill and fair value adjustments arising during
an acquisition of a foreign entity are recognized as
assets and liabilities of the foreign entity and trans-
lated at the rate of exchange on the closing date.
All resulting currency translation differences are
recognized in other comprehensive income.

The euro exchange rates applicable for currency
translation changed as follows:

USD/EUR
2018
Closing rate (Dec. 31) 1.15
Average exchange rate 1.18

Currency gains or losses resulting from foreign
currency transactions (transaction in a currency
other than a company’s functional currency) are

RON/EUR CHF/EUR (new 2018)
2017 2018 2017 2018 2017
1.20 4.66 4.66 1.13 n/a
1.13 4.65 4.57 1.15 n/a

reported as other operating income or other oper-
ating expenses in the individual financial state-
ments of the Group companies.
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C. NOTES TO THE CONSOLIDATED
STATEMENT OF FINANCIAL POSITION

1. CHANGES IN THE BASIS OF
CONSOLIDATION

As of December 31, 2018, the following changes
occurred in the basis of consolidation of Softing AG
compared to December 31, 2017:

GlobalmatiX AG
On March 16, 2018, Softing AG acquired all of the
interests in GlobalmatiX AG in Vaduz, Liechtenstein.

GlobalmatiX AG is a mobile virtual network opera-
tor (MVNO) offering mobile data communications
for vehicles and machinery in Europe and North
America where such technology is needed in the

areas of (semi-)autonomous driving and other con-
nected services for vehicles and machinery.

This acquisition enables Softing to significantly
extend its capabilities in the megatrends of digitali-
zation and Industrie 4.0 and lays the foundation for
new service-focused revenue.

The fair value of the identifiable consolidated
assets and liabilities of the acquired companies
and the corresponding consolidated carrying
amounts were as follows immediately prior to the
time of acquisition:

EUR (in thsds.)

prior to the business combination

Intangible assets
Property, plant and equipment

Cash and cash equivalents

Short-term borrowings
Trade payables
Provisions and accrued liabilities

Deferred taxes

Net assets (100 %)

Consideration/purchase price in shares

Goodwill

The Group is amortizing the intangible asset relat-
ing to the mobile communications license arising
from the purchase price allocation according to
the straight-line method over a period of 15 years.

The cash flow to equity method and the recon-
struction method with different measurement
assumptions were used to determine the carrying

Carrying amount immediately

Fair value as of the date
of initial consolidation

0 12,313

25 25

5 5
383 383
131 131
18 18

0 1,500
=502 10,310
13,427

3,117

amount of the mobile communications license:
Cash flow to equity based on the intended busi-
ness model, applying a discount rate depending
on the revenue potential and taking into account a
venture capital premium (interest rates 25-40%);
Cash flow to equity based on the intended busi-
ness model, applying a default rate to the calcu-
lated present value; Cash flow to equity based on



an alternative business model, applying a discount
rate and taking into account the risk profile and a
venture capital premium (interest rates 25—40%);
determination of a reconstruction value of a com-
parison transaction.

The goodwill acquired includes the workforce and
established relationships with customers and con-
tractual partners.

The gross amount of assets at the time of acquisi-
tion corresponds to their fair value.

The purchase price was financed by issuing Softing
shares based on the authorization granted by
the General Shareholders’ Meeting of Softing AG
on May 6, 2015 (Authorized Capital 2015). On
March 16, 2018, the Executive Board of Softing
AG decided to increase the Company’s share cap-
ital with the approval of the Supervisory Board
by EUR 1,450,000.00 from EUR 7,655,381.00 to
EUR 9,105,381.00 by issuing 1,450,000 new no-par
bearer shares from authorized capital against con-
tributions in kind at an issue price of EUR 9.43. The
purchase price at the time of acquisition therefore
amounted to the fair value of the shares issued
(EUR 9.26) of EUR 13,427 thousand. The trans-
action costs of the capital increase amounted to
EUR 80 thousand. Mr. Alois Widmann, Vaduz, Prin-
cipality of Liechtenstein, was permitted to sub-
scribe to and accept the new shares. Mr. Wid-
mann is transferring all of his shares in GlobalmatiX
Aktiengesellschaft, whose registered office is in
Vaduz, Liechtenstein, to the Company. The Com-
pany and Mr. Widmann had entered into a transfer
agreement to this effect on March 16, 2018.

No contingent consideration was agreed.

The goodwill is not tax-deductible.

The statement of comprehensive income for the
reporting period includes total revenue of EUR 0.0

million, losses of EUR —0.4 million, and depre-
ciation and amortization of EUR 0.6 million from

purchase price allocation from GlobalmatiX AG.
The incidental costs of the acquisition amounted
to EUR 0.1 million.

Compared to the interim financial statements as
of June 30, 2018, the purchase price allocation has
been restated by EUR 0.6 million, which is based
on a better understanding of the assessment of
the eligibility for capitalization of the technologi-
cal platform for controlling the mobile connection
in the amount of EUR 0.3 million as of the date
of initial consolidation and the recognition of the
fair value of the consideration in the amount of
EUR —0.3 million as of the date of entry in the com-
mercial register. In total, goodwill was reduced by
EUR 0.6 million.

GlobalmatiX Inc.

On October 30, 2018, Softing North America Hold-
ing Inc. founded GlobalmatiX Inc., Knoxville/USA.
GlobalmatiX Inc. will take over marketing of Global-
matiX AG products in North America.

Softing Electronic Science & Technology
(Shanghai) Co., Ltd.

On February 10, 2018, Softing Services GmbH
signed an agreement with Beijing Windhill Tech-
nology Co., Ltd. on the sale of 50% of the shares
in Shanghai Softing software Co., Ltd., Shanghai/
China. At the same time, Softing Services GmbH
and Beijing Windhill Technology Co., Ltd. entered
into an agreement on a future joint venture; the
purchase price paid for 50% of the shares was
EUR 1 thousand.

Softing is thus taking account of the consider-
able importance of the Chinese automotive mar-
ket, which is characterized by a rapidly growing
need for product and project solutions in Softing’s
core expertise in the development and diagnostics
of control units. Up to 50 experienced sales and
development employees are available to Softing
Electronic Science & Technology (Shanghai) Co.,
Ltd. in the Shanghai and Beijing offices.
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Softing Electronic Science & Technology (Shanghai)
Co., Ltd. will continue to be included in the group of
consolidated affiliated companies because Softing
is responsible for the company’s economic and
financial management. Softing holds two of the
three seats on its Board of Directors and Softing
Electronic Science & Technology (Shanghai) Co.,
Ltd. is dependent on the marketing of software
products developed by subsidiaries of Softing.

2. GOODWILL

Softing Messen & Testen GmbH and

Softing Projekt Services GmbH

Softing Project Services GmbH was merged into
Softing Messen & Testen GmbH effective August 1,
2018. At the same time, Softing Messen & Testen
GmbH was renamed Softing Engineering & Solu-
tions GmbH domiciled in Kirchentellinsfurt.

Softing Automotive Electronics Services GmbH
Softing Automotive Electronics Services GmbH was
renamed Softing Automotive Electronics (Kirchen-
tellinsfurt) GmbH effective August 1, 2018.

Softing Engineering & Solutions GmbH

Softing Industrial Automation GmbH

Softing IT Networks GmbH (Psiber Data GmbH)
OLDI Online Development Inc.

GlobalmatiX AG

Dec. 31, 2018 Dec. 31, 2017
EUR (in thsds.) EUR (in thsds.)
2,055 2,055

384 384

5,181 5,181

7,248 6,921

3,117 0

Due to the change in the EUR/USD exchange rate,
the goodwill of OLDI Online Development Inc.
changed by EUR 328 thousand in 2018.

The entities’ goodwill was tested for impairment
pursuant to IAS 36. The recoverable amount of the
CGUs was determined based on a calculation of
the entities’ value in use. The impairment test did
not result in any need to write down the goodwill.
The following parameters were used for the items
of goodwill:

¢ Discount rates before taxes
7.7%—13.8% (previous year: 8.4%—12.1%)
¢ Risk-free interest rate:
0.99%—3.31% (previous year: 1.22%—2.84%)
¢ Market risk premium:
5.1%—6.50% (previous year: 5.69%—6.50%)
e Beta factor (weighted average of a group of
comparable companies):
1.06—1.31 (previous year: 0.99—1.08)

Due to the start-up character of the entity, a dis-
count rate of 25—40% was applied for the measure-
ment of GlobalmatiX, depending on the degree to
which the business relationship was concrete.



Management has planned the cash flows for a
period of 4 years, after which a growth rate of
1.5% was assumed for extrapolating the cash flow
forecasts.

A change in the interest rate by 100 basis points
would not lead to a write-down of goodwill, nei-
ther would a decrease in the planned gross reve-
nue by 5%.

The material planning premises include, in par-
ticular, the expected development of the market
in relation to the performance of Softing AG, the
change in both sales and profits and the weighted

3. DEVELOPMENT COSTS

The change in capitalized development costs is
shown in the changes in intangible assets and
property, plant and equipment (appendix to the
notes to the consolidated financial statements).

Expenses for research and development (without
capitalized development costs) in the financial year

average cost of capital. General market forecasts
and current developments as well as historical
experience are used to establish the assumptions.
In particular, the long-term growth rates reflect cir-
cumstances specific to the business.

Besides sales, the margin is the material driver
of value in the determination of the recoverable
amount. The discount rate also has a significant
impact on the measurement gain or loss.

The margin is adjusted to expected developments
in the market during the budgetary period.

just ended totaled EUR 15,914 thousand (previous
year: EUR 18,647 thousand).

No impairment losses were recognized in addition
to amortization.

The following overview shows the total expendi-
tures for research and development:

Capitalized development costs

Expenses not qualifying for capitalization

2018 2017

EUR (in thsds.) EUR (in thsds.)
4,425 4,600

15,914 18,647

4. OTHER INTANGIBLE ASSETS

The development of other intangible assets is
shown in the changes in intangible assets and
property, plant and equipment (appendix to the

notes to the consolidated financial statements).
No impairment losses were recognized in addition
to amortization.
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5. PROPERTY, PLANT AND EQUIPMENT
The change in property, plant and equipment is

shown in the changes inintangible assets and prop-
erty, plant and equipment, which is attached to the

6. INVENTORIES

consolidated financial statements. No impairment
losses were recognized in addition to depreciation.

Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.)

Raw materials and consumables 3,161 2,307
Finished goods 7,396 6,760

Inventories 10,557 9,067

Loss allowances recognized in 2018 total EUR 51
thousand (previous vyear: EUR 63 thousand).
As in the previous year, no reversals of impair-
ment losses were recognized in profit or loss. The

7. TRADE RECEIVABLES

purchased inventories are subject to reservation of
title until the purchase price receivable has been
settled.

Dec. 31, 2018
EUR (in thsds.)

Dec. 31, 2017
EUR (in thsds.)

Trade receivables

Receivables from customer-specific construction contracts

13,682 12,067

0 760

Trade receivables are non-interest-bearing and are
due in less than one year. All trade receivables are
receivables from contracts with customers.

Softing recognizes loss allowances for general
credit losses using the expected loss model in
accordance with IFRS 9.5.5. These are initially rec-
ognized through allowance accounts unless it can

be assumed at the time the reason for the loss
allowance arises that the receivable will be unre-
coverable in full or in part. In such cases, the car-
rying amount of the receivables is written down
directly through profit or loss.

Risk provision for trade receivables:



Of which Of which neither
Carrying impaired Of which not impaired and past due
) past due nor - L
amount receivables . . within the following time bands
impaired
(stage 3)
tLhe:rf 91to 181to "f:;ﬁ
90 days 180days 360 days 360 days
EUR EUR EUR EUR EUR EUR EUR
Dec. 31, 2018
(in thsds.) (in thsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.)
Trade receivables (gross) 13,979 269 9,355 4,267 68 6 14
Risk provision (stage 2) -28 -9 -18 -1 0 0
Risk provision (stage 3) -269 —269
Trade receivables (net) 13,682 (1] 9,346 4,249 () (3 14
Changes in expected credit losses on trade receiv-
ables are shown in the following table:
As of Dec. 31, 2017 Transition to IFRS 9 As of Jan. 01, 2018 Use Reversal Addition As of Dec. 31
EUR EUR EUR EUR EUR EUR EUR
(in thsds.) (in thsds.) (inthsds.)  (inthsds.) (inthsds.) (inthsds.) (in thsds.)
2018 372 26 398 135 0 8 297
For the Prior-year Period, the Following
Disclosures Were Made in Accordance with
IFRS 7 as Shown for IAS 39
Aging structure of financial instruments from trade
receivables:
Carrying Of which neither Of which not impaired and past due
amount past due nor impaired within the following time bands
tf:; 9lto 181to '\:':ars
90 days 180days 360 days 360 days
EUR EUR EUR EUR EUR EUR
Dec. 31, 2017 . § . § . .
(in thsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (in thsds.)
Forderungen aus Lieferungen und Leistungen 12,067 7,476 4,590 1 0 0
Forderungen aus kundenspezifischen
Fertigungsauftragen 760 760 0 0 0 0
12,827 8,236 4,590 1 0 0

The maximum counterparty credit risk corre-
sponds to the receivables’ carrying amount.

Impairment losses according to IAS 39 changed as
follows overall:

As of Jan. 01
EUR (in thsds.)

Use
EUR (in thsds.)

2017 295 15

Addition
EUR (in thsds.)

As of Dec. 31
EUR (in thsds.)

Reversal
EUR (in thsds.)

0 118 398
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8. CONTRACT ASSETS AND
CONTRACT LIABILITIES

First-time application

Dec. 31, 2017 Jan. 01, 2018 Dec. 31, 2018
EUR (in thsds.) of IFRS 15 EUR (in thsds.) EUR (in thsds.)
in thsds. in thsds. in thsds.
EUR (in thsds.)
Contract assets 0 760 760 568
Contract liabilities 0 2,331 2,331 2,069

Net amount

Risk provision for contract assets:

Carrying Of which neither Of which not impaired and past due
amount past due nor impaired within the following time bands
tf:; 9lto 181to “:':;ﬁ
90 days 180days 360 days 360 days
EUR EUR EUR EUR EUR EUR
Dec. 31, 2018 : . . . . .
(in thsds.) (inthsds.) (inthsds.) (inthsds.) (inthsds.) (in thsds.)
Contract assets (gross) 2,069 2,069 0 0 0 0
Risk provision (stage 2) -1 -1 0 0 0 0
Contract assets (gross) 2,068 2,068 (1] (1] (1] (1]

Revenue of EUR 1,441 thousand from contracts
with customersincluded in contract liabilities at the
beginning of the period was recognized in the cur-
rent period. A transaction price totaling EUR 3,048
thousand is allocated to the performance obliga-
tions that were partly or entirely unsatisfied at the
end of the reporting period. Softing will recognize
EUR 2,635 thousand of the transaction price in the

9. OTHER CURRENT ASSETS

next reporting period and EUR 413 thousand in
subsequent periods. The transaction prices stated
are prices for customer-specific software mainte-
nance agreements and customer-specific engi-
neering work. For performance obligations with a
maximum term of one year or where invoicing is
based on fixed hourly rates, the transaction price is
not stated in accordance with IFRS 15.

Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.)

Receivables from employees 7 48
Other financial receivables 71 192
Prepaid expenses/prepayments 517 335
Advances paid 22 35
Other assets 86 46



10. CURRENT INCOME TAX ASSETS

The current income tax assets concern corporation
tax receivables amounting to EUR 1,651 thousand

11.CASH AND CASH EQUIVALENTS

(previous year: EUR 1,991 thousand). The Group’s
taxes are described in detail in section D 9.

Cash and cash equivalents

Cash and cash equivalents include cash and bank
balances and are measured at their nominal value
as of the balance sheet date. Bank balances com-
prise time deposits and current account funds;
these time deposits can be liquidated within
three months. Cash and cash equivalents are

12. EQUITY

Subscribed Capital

As of the balance sheet date, the fully paid-in share
capital of the Company was EUR 9,105,381 (previ-
ousyear:EUR 7,655,381 thousand). Itis divided into
9,105,381 (previous year: 7,655,381) no-par-value
bearer shares with a notional value of EUR 1 each.
An average of 8,771,682 shares were outstanding
in the reporting year. Based on the authorization
granted by the General Shareholders’” Meeting on
May 6, 2015 (Authorized Capital 2015), the pur-
chase price of GlobalmatiX AG was paid in Softing
AG shares with a total issue value of EUR 13.7 mil-
lion. On March 16, 2018, the Executive Board of
Softing AG decided with the approval of the Super-
visory Board to increase the Company’s share

Dec. 31, 2018 Dec. 31, 2017
EUR (in thsds.) EUR (in thsds.)
9,682 10,276

not impacted significantly by foreign currencies.
A review of the banks’ ratings has not revealed
any additional risks to cash. The maximum coun-
terparty credit risk corresponds to the carrying
amounts.

capital by EUR 1,450,000 from EUR 7,655,381 to
EUR 9,105,381 shares against contributions in kind
by issuing 1,450,000 new no-par bearer shares
at an issue price of EUR 9.43 (not the value rele-
vant pursuant to IFRSs because the fair value as of
the issue date is used here). Mr. Alois Widmann,
Vaduz, Principality of Liechtenstein, was permit-
ted to subscribe to and accept the new shares.
Mr. Widmann is transferring all of his shares in
GlobalmatiX Aktiengesellschaft, headquartered in
Vaduz, Liechtenstein, to the Company. The Com-
pany and Mr. Widmann entered into a transfer
agreement to this effect on March 16, 2018.
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Shareholders’ voting rights are not restricted by
law or the Company’s Articles of Incorporation.
The voting rights are not limited to a specific num-
ber of shares or votes.

For more information, please see the disclosures
under Section 315 (4) German Commercial Code
in the management report.

Authorized Capital

The Executive Board is authorized to increase the
Company’s share capital with the approval of the
Supervisory Board once or several times by up
to EUR 4,552,690.00 by issuing up to 4,552,690
new no-par bearer shares against contributions in
cash and/or in kind (authorized capital 2018) until
May 8, 2023. The Executive Board is also autho-
rized to disapply shareholders’ statutory pre-emp-
tive right with the approval of the Supervisory
Board

e asnecessary for offsetting fractional shares;

e if the shares are issued against in-kind contri-
butions for the purpose of acquiring compa-
nies or equity interests in companies or busi-
ness units or for the purpose of acquiring
receivables from the given entity;

e if a capital increase against cash contributions
does not exceed 10% of the share capital and
the issue price of the new shares is not sub-
stantially lower than the share price pursuant
to Section 186 (3) sentence 4 German Stock
Corporation Act. Disapplying shareholders’
pre-emptive right under other authorizations
pursuant to Section 186 (3) sentence 4 Ger-
man Stock Corporation Act shall be considered
in connection with any exercise of this authori-
zation under the aforementioned statute.

The Executive Board is authorized to fix all other
details of the capital increase and its implementa-
tion. The Supervisory Board is authorized to amend
the Articles of Incorporation such that they reflect
the extent of each capital increase from authorized
capital.

The authorized capital as of December 31, 2018,
was EUR 4,552,690 (previous year: EUR 2,783,776).

The existing authorized capital (Authorized Cap-
ital 2015) was cancelled based on a resolution
adopted by the General Shareholders’ Meeting on
May 9, 2018.

Profits for the year eligible for distribution were
determined based on the net retained profits of
Softing AG pursuant to the German Commercial
Code.

Contingent Capital

The Executive Board is authorized to contin-
gently increase the Company’s share capital with
the approval of the Supervisory Board by up to
EUR 4,552,690.00 by issuing up to 4,552,690 new
no-par bearer shares (Contingent Capital 2018).
The contingent capital increase will serve the grant-
ing of option rights or obligations to the holders of
warrants arising from bonds with warrants under
the terms of the respective options or the granting
of conversion rights or obligations to the holders of
convertible bonds under the terms of the respec-
tive convertible bonds issued by the Company up
to May 8, 2023 in accordance with the resolution
of the General Shareholders’” Meeting on May 8,
2018. The new shares will be issued at the respec-
tive option or conversion price to be determined
in accordance with the above-mentioned authori-
zation resolution. The contingent capital increase
will be implemented only in the event that bonds
with warrants or convertible bonds are issued and
only to the extent that the holders of the bonds
with warrants or the convertible bonds make use
of their option or conversion right or the holders
of bonds obligated to convert or to exercise the
option fulfill this obligation and the contingent
capital is needed in accordance with the terms and
conditions of the bond with warrants or the con-
vertible bond. The new shares issued on the basis
of the exercise of the option or conversion right or
the fulfillment of the conversion or option obliga-
tion have a share in the profit from the beginning



of the financial year in which they arise. The Execu-
tive Board is authorized, with the approval of the
Supervisory Board, to stipulate the further details
of the implementation of the contingent capi-
tal increase. Said authority was not exercised to
date. The existing contingent capital (Contingent
Capital 2013) was cancelled based on a resolution
adopted by the General Shareholders’ Meeting on
May 09, 2018.

Capital Reserves

The capital reserves contain the premium on the
issue of shares less transaction costs. The capital
increase against contributions in kind resulted in a
premium of EUR 11,977 thousand less transaction
costs of EUR 80 thousand offset against equity.

Retained Earnings

Retained earnings include the accumulated, undis-
tributed profits of the companies included in the
consolidated financial statements.

Retained earnings also include the differences
from the currency translation and the associated
deferred taxes of transactions made by foreign

13. PENSIONS AND SIMILAR OBLIGATIONS

This item concerns the partially reinsured and
defined benefit pension commitments granted to
the three former members and one current mem-
ber of the Executive Board, which provide for life-
long retirement and widow’s benefits, as well as
orphans’ benefits in the event one or both parents
are lost. There is a variable commitment in addi-
tion to a fixed commitment. The amount of ben-
efits is determined individually. The liabilities in
connection with the pension plans are determined
annually by independent experts in accordance
with the projected unit credit method. The capi-
talized value of the reinsurance cover of EUR 3,099
thousand (previous year: EUR 2,992 thousand)
was offset against pension provisions. Actuarial

subsidiaries, changes in the fair value of financial
instruments not recognized through profit or loss,
and the remeasurements from pension obliga-
tions and their deferred tax effects not recognized
through profit or loss.

The other comprehensive income is shown in the
statement of comprehensive income.

Non-controlling Interests

The non-controlling interests in the amount of
EUR 145 thousand (previous year: EUR —33 thou-
sand) concern other shareholders in Austria and
China.

Treasury Shares
No treasury share transactions took place in 2018;

As of the reporting date, Softing AG did not hold
any treasury shares.

The changes in consolidated equity including
the changes from acquisitions are presented in
the table “Consolidated Statement of Changes in
Equity” 2018/2017.

remeasurements were recognized immediately in
retained earnings in accordance with IAS 19.120.
The cumulative gains and losses reported in this
item were EUR —1,307 thousand as of Decem-
ber31, 2018 (previous year: EUR—1,319 thousand).
The pensions under variable commitments
increase or decrease in line with the change in the
Consumer Price Index for Germany (2010=100); It
rose from 109.3 points to 111.4 points on average

between 2017 and 2018.

The actuarial assumptions on which the calculation
is based are summarized in the following table:
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. . Dec. 31, 2018 Dec. 31, 2017
Basis of calculation

% %

Assumed interest rate 1.8 1.6

Salary trend 0.0 0.0

Expected rate of pension increase 1.1 1.1

Anticipated employee turnover rate 0.0 0.0

Biometric basis of calculation Mortality Tables 2018 G/Prof. Dr. Heubeck

Development of the obligation 2018 . 2017
EUR (in thsds.) EUR (in thsds.)

DBO as of January 1 5,174 5,124
Service cost 145 144
Interest expense 81 80
Pension payments to pensioners -174 -168
Actual DBO as of December 31 5,239 5,174
Remeasurements, of which 12 -6
Effects from adjusting the assumed interest rate 0 0
Effects from changes in trend assumptions 0 0
Effects from experience adjustments 12 -6

The average remaining life of the obligation is
16.2 years (previous year: 14.5 years).

Calculation of annual income and annual expense 2018 . 2017
EUR (in thsds.) EUR (in thsds.)

Interest income 48 46
Interest expense 81 80
Service cost 145 144
Annual expense 178 178
Development of plan assets 2018 . 2017
EUR (in thsds.) EUR (in thsds.)

Plan assets as of January 1 2,992 2,886
Payment from plan assets =92 -92
Payments into the employer’s plan assets 107 107
Interest earned from plan assets 48 46
Adjustment of plan assets 44 45

Plan assets as of December 31 3,099 m



Only reinsurance policies not quoted on an active
market are taken out to hedge obligations aris-
ing from pensions. Each of these policies relates
directly to the underlying pension commitment.

The expected contributions to plan assets amount
to EUR 107 thousand in 2019 (previous year:
EUR 107 thousand).

Reconciliation with the statement of financial position

Dec. 31, 2018
EUR (in thsds.)

Dec. 31, 2017
EUR (in thsds.)

Present value of the defined benefit obligations (DBO) 5,239 5,174
Fair value of the external plan assets 3,099 2,993
Provision p ) 2,181
Development of the provision 2018 . 2017
EUR (in thsds.) EUR (in thsds.)

Provision as of January 1 2,181 2,237
Service cost 145 144
Net interest expense/income 33 34
Actuarial remeasurements, of which 12 -7
Effects from adjusting the assumed interest rate 0 0
Effects from experience adjustments 12 -7
Adjustment of plan assets —44 —44
Payments made -81 -76
Payments into plan assets -107 -107
Provisions as of December 31 2,140 2,181

The sensitivity of the overall pension obligation to
changes in the weighted main assumptions is:

Effect on the obligation

Change in the Change in the

assumption — assumption +
0.25% 0.25%

Relative effect of interest rate change on DBO 2018
4.1% -3.9%
0.25% 0.25%

Relative effect of interest rate change on DBO 2017
43% -4.0%

Effect on the obligation

Change in the Change in the

assumption — assumption +
0.25% 0.25%
Relative effect of a change in the pension trend on DBO 2018
-1.4% 14%
0.25% 0.25%

Relative effect of a change in the pension trend on DBO 2017

-1.7 1.8%
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No sensitivity analysis based on life expectancy
was presented because participants in question
include only three former beneficiaries and one
active beneficiary.

The sensitivities were determined by changing
one parameter while leaving all other parameters
unchanged.

14. NON-CURRENT BORROWINGS AND
OTHER NON-CURRENT LIABILITIES

The non-current portion of the loans used to
finance the purchase price of OLDI Online Devel-
opment Inc. amounts to EUR 1,740 thousand (pre-
vious year: EUR 4,109 thousand); is it shown under
other long-term borrowings. Short-term repay-
ment is also possible. In the course of obtain-
ing these loans, Softing AG agreed to comply
with financial covenants entailing an obligation

15. TRADE PAYABLES

The trade payables of EUR 6,086 thousand (previ-
ous year: EUR 4,574 thousand) exclusively concern
current liabilities toward non-Group third-parties

16. PROVISIONS AND ACCRUED LIABILITIES

The other provisions are recognized for all other
contingent liabilities and risks of the Softing Group
toward third parties. They are recognized only
if utilization is probable and the amount of the

Pension payments of EUR 173 thousand (previ-
ous year: EUR 168 thousand) and interest income
of EUR 56 thousand (previous year: EUR 48 thou-
sand) are expected for the 2019 financial year.

to maintain certain financial ratios. The financial
covenants require Softing to maintain a speci-
fied equity ratio and not exceed a maximum debt-
to-equity ratio for the Group. During the finan-
cial year, Softing AG had no problem fulfilling the
covenant regarding equity ratio and debt-to-equity
ratio.

for supplied goods and services. All trade payables
are due and payable within one year.

obligation can be estimated reliably. The amount
recognized is the best estimate of the expenditure
required to settle the present obligation at the bal-
ance sheet date.



As of Jan. 01, 2018 Use Reversal Addition  As of Dec. 31, 2018

EUR (in thsds.) EUR (in thsds.) EUR (in thsds.) EUR (in thsds.) EUR (in thsds.)

Warranties 132 121 0 97 109
Other 31 9 0 45 66
Total 163 130 0 142 175

This exclusively comprises current provisions that
are estimated to become due within one year.

17. INCOME TAX LIABILITIES

In the financial year just ended, liabilities of
EUR 1,407 thousand (previous year: EUR 598 thou-
sand) were recognized for expected tax payments.

18. SHORT-TERM BORROWINGS

The current portion of the loans used to finance
the purchase price of OLDI Online Development
Inc. (EUR 2,722 thousand), the current portion of
a loan granted to a former shareholder (EUR 354
thousand), a loan of Softing IT Networks GmbH
(EUR 33 thousand), a short-term loan from Softing

19. CURRENT NON-FINANCIAL LIABILITIES

The Group’s taxes are described in detail in
section D9.

Italia s.r.l. and a short-term utilization of a bank line
(EUR 3,000 thousand) as of the balance sheet date
amounts to EUR 6,215 thousand (previous year:
EUR 4,788 thousand) and is due for repayment or
prolongation in the next financial year.

Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.)

Liabilities related to social security 468 407
Other tax liabilities primarily (sales and wage tax) 884 768
Deferred income 0 1,379
Other 197 109
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As a result of the first-time application of IFRS 15, contract liabilities as of January 1, 2018 using the
the figures of deferred income were reclassified to retrospective method.

20. CURRENT FINANCIAL LIABILITIES

Dec. 31, 2018 Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.)

Wages and salaries payable 4,285 3,344
Other 237 225



D. NOTES TO THE CONSOLIDATED INCOME STATEMENT

1. REVENUE

Revenue by regions:

Germany
USA

Other countries

2018 2017

EUR (in thsds.) EUR (in thsds.)
28,897 25,285
32,258 30,718

22,735 22,705

83,890 78,708

Revenue by products and services:

Products

Services

2018 2017

EUR (in thsds.) EUR (in thsds.)
75,813 71,861

8,077 6,847

83,890 78,708

Revenue recognized at a point in time/over time:

2018 2017
EUR (in thsds.) EUR (in thsds.)

Point in time

Of which products:

Of which services:

Over time

Of which products:

Of which services:

75,813 71,861
75,813 71,861
0 0
8,077 6,847
0 0
8,077 6,847

83,890 78,708

Revenue includes a change of EUR 61 thousand
from customer-specific construction contracts that
was recognized over time using the cost-to-cost
method. Here, the Group estimates the proportion
of the total of services to be provided that have
already been performed by the reporting date.
In the previous period, the change was EUR 124
thousand on non-current construction contracts in
accordance with IAS 11.

2. OTHER OWN WORK CAPITALIZED

Other own work capitalized concerns costs for/
investments in the development of new software
products. Most of these costs are personnel costs

Revenue from construction contracts amounted
to EUR 4,821 thousand (previous year: EUR 5,036
thousand).

In 2018, no customer exceeded the revenue
threshold of 10% of Group revenue. In 2017, two
customers exceeded the revenue threshold of 10%
of Group revenue at 14% and 11%.

For detailed information on operating segments,
we refer to the segment reporting (see chapter E1).

of the development departments and the associ-
ated costs.
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3. OTHER OPERATING INCOME

The other operating income comprises the following items:

2018 2017
EUR (in thsds.) EUR (in thsds.)

Income from exchange differences

Revenue from the reduction of loss allowances
Insurance compensation payment

Income from receivables written off
Recharged costs

Other income

893 506
3 15

9 5
16 0
165 85
357 262

1,443 873

4. COST OF MATERIALS

2018 2017

EUR (in thsds,) EUR (in thsds,)

Purchase of components and products 35,527 31,325
Third-party services 943 922

36,471 32,247

5. STAFF COSTS

2018 2017

EUR (in thsds.) EUR (in thsds.)

Current salaries 26,699 26,671
Social security and retirement benefit costs 4,343 4,520
Profit-sharing, royalties 2,227 1,615
Use of company cars by employees 4 8
Other temporary workers 167 217

The statutory pension scheme in Germany is
treated as a defined contribution scheme.

6. DEPRECIATION, AMORTIZATION AND
IMPAIRMENT LOSSES

Depreciation and amortization are listed in detail
in the statement of changes in assets (appendix to
the notes to the consolidated financial statements).

Expenses recognized for the statutory pension
scheme total EUR 1,410 thousand (previous year:
EUR 1,439 thousand). The service cost for pension
provisions amounts to EUR 145 thousand.

No impairment losses or reversals of impairments
were recognized in 2018.



7. OTHER OPERATING EXPENSES

The other operating expenses are as follows: 2018 . 2017

EUR (in thsds.) EUR (in thsds.)
Employee-related costs 211 303
Infrastructure costs 3,020 2,889
Distribution costs 3,424 3,526
Consulting costs 1,499 864
Third-party services 612 951
Capital market costs 402 296
Contributions and fees 113 126
Operating costs 462 552
Exchange differences 416 640
Other product development expenses 356 1,388
Other costs 314 529

The other operating expenses contain rental and
lease expenses for buildings and cars of EUR 1,586
thousand (previous year: EUR 1,576 thousand).

8. INTEREST INCOME/INTEREST EXPENSE

The financial result comprises interest income and
interest expense.

2018 2017

The interest expense breaks down as follows: . .
EUR (in thsds.) EUR (in thsds.)
Interest from unwinding of discounts on provisions 81 81
Interest on loans 123 147
Other interest 27 7
231 235
. . L 2018 2017

Interest income comprises the following items: . .
EUR (in thsds.) EUR (in thsds.)
Interest income from pension provisions 48 46
Other interest 22 1

70 a7
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9. INCOME TAXES

The income tax expense breaks down as follows:

2018 2017

EUR (in thsds.) EUR (in thsds.)
Deferred taxes on temporary differences -534 1,360
Deferred taxes on tax loss carryforwards 192 -489
Tax expense —342 871
Tax expense/income financial year -747 606
Tax expense/income from previous years -188 -1,073
Tax expense/income -935 -467
-1,277 404
Effective tax rate 27.72% 35.75%

Deferred taxes are recognized for temporary differ-
ences between the amounts recognized for finan-
cial reporting purposes and the amounts recog-
nized for tax purposes, and for any differences aris-
ing from uniform measurement and consolidation

within the Group. Deferred taxes are determined
based on the applicable country-specific tax rates.
The underlying domestic tax rate, which has not
changed compared to the previous year, is deter-
mined as follows:

2018 2017

% %

Corporation tax including solidarity surcharge 15.83 15.83
Trade tax rate 12.25 12.25

28.08 28.08

The deferred tax assets on tax loss carryforwards in
Germany and abroad were recognized because in
the Group’s opinion the loss carryforwards are not
impaired in the amount recognized due to positive

tax forecasts and a positive market outlook as of
the balance sheet date.

The tax loss carryforwards of the individual com-
panies are as follows:

Dec. 31, 2018

Dec. 31, 2017

EUR (in thsds.) EUR (in thsds.) Usable until
Softing AG (trade tax) 4,828 3,602 Unlimited
Softing AG (corporation tax) 3,917 2,649 Unlimited
Softing Singapore 2,695 1,299 Unlimited
Softing North America Holding (Federal/State) 0 245 Unlimited
Softing Inc. (Federal/State) 0 186 Unlimited
GlobalmatiX AG 326 0 Unlimited
Buxbaum Automation GmbH 258 258 Unlimited




Of the total tax loss carryforwards in the amount
of EUR 10,553 thousand (previous year: EUR 8,239
thousand), EUR 10,295 thousand (previous year:
EUR 7,981 thousand) was recognized on deferred
tax assets.

The current income tax expense is derived as fol-
lows from the expected tax expense. As in the pre-
vious year, the calculation for the Group is based
on the tax rate applicable for Softing AG, as this
company is responsible for the main part of the
Group's business.

Earnings before taxes

Anticipated tax expense (28.08 %)

Tax additions and deductions

Different tax rates

Deferred taxes, temporary differences, loss carryforwards
Tax rate change, USA

Taxes, previous years

Other

2018 2017

EUR (in thsds.) EUR (in thsds.)
4,609 1,130

1,294 317

-176 505

19 238

=35 95

0 292

173 -1,073

2 30

Current tax expense shown in the income statement 1,277 m

Deferred tax assets and deferred tax liabilities are
allocable to the following items:

Intangible assets

Pension provision

(Of which recognized directly in equity)
Currency translation (recognized directly in equity)
Trade receivables

Contract assets/contract liabilities

Other provisions

Current assets

Deferred income

Future tax benefits from loss carryforwards
Netting

Gross amount/carrying amount

In the current financial year, the accounting prac-
tice was adjusted with regard to netting: deferred
tax assets and liabilities within consolidated tax
group were offset against each other to enhance

2018 2017
EUR (in thsds.) EUR (in thsds.)
Assets Liabilities Assets Liabilities
97 6,055 13 4,070
643 671
(506) (515)
829 635
110 14 97 43
0 183 0 0
105 129
9 13
0 3
1,655 1,145
-1,854 -1,854 0 0
765 5,227 2,071 4,748

the informative value. If the amounts had been
netted in the previous year, deferred tax assets
of EUR 1,579 thousand would have been offset
against deferred tax liabilities.
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E. OTHER DISCLOSURES

1. SEGMENT REPORTING

Segment reporting aims to furnish information on
the Group’s material divisions. The activities of the
Group are segmented in accordance with IFRS 8
using the management approach. Segmentation
is based on the Group’s internal reporting and

organizational structure, taking into account the
different risks and income structures of each indi-
vidual division. The corporate divisions are shown
in the following table in accordance with IFRS 8.

Holding,
Segmentation Industrial Automotive IT Networks & Total
other consolidation
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
EUR (in EUR (in EUR (in EUR (in EUR (in EUR (in EUR (in EUR (in EUR (in EUR (in
thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.)
External sales 52,793 50,941 18,200 17,406 12,897 10,361 83,890 78,708
Depreciation/
amortization 2,109 2,495 2,042 1,213 452 448 334 338 4,937 4,494
Segment result
. 4,242 4,244 -1,117 -2,889 407 -238 3,532 1,117
(operating EBIT)
Segment result (EBIT) 3,210 3,811 633 -998 238 -469 4,081 2,344
Segment assets 45,537 41,248 35,634 18,341 12,071 10,280 6,582 10,849 99,824 80,718
Segment liabilities 9,941 8,180 7,996 5,115 2,005 1,244 11,482 1 31,424 28,446
Capital expenditure 1,084 2,023 20,529 3,068 1,215 259 347 220 23,176 5,570
Revenue from
R ) 3 Holding,
contracts with customers Industrial Automotive IT Networks Total
i i other consolidation
recognized over time
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
EUR(in EUR(in EUR(in EUR(in EUR(in EUR(in EUR(in EUR(in EUR(in  EUR(in
thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.) thsds.)
Over time 50,268 47,841 12,648 13,696 12,897 10,323 0 0 75,813 71,860
Point in time 2,525 3,100 5,552 3,710 0 38 0 0 8,077 6,848

Total 52,793

The column entitled “Other consolidation” com-
prises the business activities of Softing AG’s cen-
tralized units. Their costs are allocated to the
respective operating segments that caused the
expenses to be incurred. Due to different technol-
ogies and customer groups, there is no significant
intersegment revenue.

The key parameters for evaluating and managing
a segment’s results of operations are: earnings

before interest and taxes (EBIT) and the operating
EBIT derived from it (EUR 3,532 thousand; previ-
ous year: EUR 1,117 thousand), adjusted for cap-
italized development costs of EUR 4,425 thou-

sand (previous year: EUR 4,600 thousand) and
their amortization of EUR 2,105 thousand (previ-
ous year: EUR 2,149 thousand); depreciation and
amortization from purchase price allocation of
1,769 thousand (previous year: EUR 1,223 thou-
sand). With the exception of the write-downs,



importance to the Group, and thus are not broken
down by segment.

other income and expense items are not regu-
larly reviewed at the segment level by the respon-
sible corporate department, given their secondary

. : Additions
Geographical segments: Revenue Fixed assets .
fixed assets

2018 2017 2018 2017 2018 2017

EUR EUR EUR EUR EUR EUR

(in thsds.) (in thsds.) (in thsds.) (in thsds.) (in thsds.) (in thsds.)

Germany 28,897 25,285 25,819 23,547 6,390 5,264

USA 32,258 30,718 20,141 19,990 112 132

Other countries 22,735 22,705 16,254 293 16,674 174

Total 83,890 78,708 62,215 43,830 23,176 5,570

Segment information is based on the same
accounting principles as the consolidated financial
statements.

2. SEGMENT ALLOCATION OF PRODUCTS

Industrial Automation

Products and services for integrating communica-
tion functions in automation systems and devices,
specifically for standards such as PROFIBUS, PRO-
FINET, EthernetlP, EtherCAT, Powerlink, Modbus,
CAN, CANopen, DeviceNet, FOUNDATION Field-
bus, (wireless) HART;

Interface cards, integration modules, chip solu-
tions and communications software (stacks) for
implementing bus links in systems and devices
used in process and production automation;

Gateways for linking fieldbuses to Ethernet-based
communication systems and groupwide planning
and administration systems;

Tools for configuring networks, as well as tool-
kits for integrating configuration functions into
the engineering systems of automation system
manufacturers;

Tools and devices for signal and protocol analysis of
industrial communication networks; and

OPC servers, OPC middleware and development
tools for OPC Clients and Servers (Toolkits).

Automotive Electronics

Vehicle adapters and data bus interfaces
Interfaces for CAN, K-Line, LIN, Ethernet and
FlexRay data bus systems in different form fac-
tors with a variety of PC connections such as USB,
WLAN, Bluetooth, PCl, PClexpress, PC/104 and
PCMCIA. Programming interfaces compliant with
ISO and other standards as well as customized
adaptations. Special solutions for development/
testing, production and service.

Diagnostic Tools

Diagnostic solutions for development/testing, pro-
duction and service. Editors for diagnostic data.
Diagnostic servers for the real-time processing of
diagnostic data based on ISO and customer stan-
dards. Customized and proprietary analytic tools
for diagnostic data. ODX and OTX solutions play an
important role in this context.
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Test Automation

Software interfaces for connecting diagnostic serv-
ers to production systems. Editing and runtime
systems for test sequences with connections to
numerous third-party products. Customized test
stations for development, quality assurance and
production. Solutions for the flash programming
of control units. Devices for simulating electronic
control units and rest bus systems.

Customized Developments

Customer-specific software and hardware devel-
opments for data communication/diagnosis/test
systems.

Resident Engineering

On-site customer support in the form of consulta-
tion, project management and project participa-
tion as well as development activities in the fields

3. STATEMENT OF CASH FLOWS

The statement of cash flows represents the consol-
idated cash flows of the consolidated companies; it
was determined indirectly.

of data communication, diagnosis, trade fairs and
test systems.

Measurement Technology

Softing measurement technology (SMT) repre-
sents a unique system whose development was
driven entirely by automotive developments. This
results in a broad range of applications for test rigs
or “raw” mobile applications in vehicle testing.
Application of this comprehensive measurement
and automation system is not limited to automo-
tive technology at all; indeed, it is well suited for
applications in any industrial environment.

IT Networks

Diagnostic devices for Ethernet networks in the
automation industry and for the diagnosis of cop-
per and optical fiber networks in data centers and
office installations.

The cash and cash equivalents shown in the state-
ment of cash flows comprise cash on hand and
bank balances.

The reconciliation of net assets is as follows:

Net assets as of Jan. 1, 2017
Cash flows
Foreign currency translation adjustment item

Net asset as of Dec. 31, 2017

Retrospective restatement when transitioning to IFRS 9

Net asset as of Jan. 01, 2018

Cash flows
Foreign currency translation adjustment item

Net asset as of Dec. 31, 2018

Current assets Liabilities from financing activities

Cash and Short-term Long-term Total
cash equivalents borrowings borrowings
10,869 2,660 6,596 1,613
—205 2,128 —-2,443 110
—-388 0 0 —-388
10,276 4,788 4,153 1,335
0 0 0 0
10,276 4,788 4,153 1,335
-517 1,427 -2,177 233
=77 0 0 =77
9,682 6,215 1,976 1,491



4. EARNINGS PER SHARE IAS 33

2018 2017
Consolidated profit EUR (in thsds.) 3,332 726
Minority interest EUR (in thsds.) -15 -16

Basic earnings (= diluted earnings)

Weighted average number of shares
Basic
Diluted

Basic earnings per share

Diluted earnings per share

The change in the number of shares outstanding
which results from the capital increase in 2018 was
calculated on a pro-rated basis (to the day).

5. RELATED PARTIES

Besides the companies included in the consoli-
dated financial statements, the members of the
Executive Board and of the Supervisory Board are
considered related parties of the Softing Group as
defined in IAS 24, both in their function as mem-
bers of corporate boards and, in some cases, as
shareholders.

We refer to chapters E10 and 11 for information
regarding the remuneration of the Supervisory
Board and the Executive Board.

The Chairman of the Company’s Executive Board,
Dr. Wolfgang Trier, held 122,221 shares in Softing
AG as of December 31, 2018 (previous year:
122,221).

EUR (in thsds.)

Number 8,771,682 7,342,683
Number 8,771,682 7,342,683
EUR 0.38 0.10
EUR 0.38 0.10

No options rights exist as of December 31, 2018,
which could influence diluted earnings per share
in the future.

The Executive Board member Ernst Homolka held
1,800 shares in Softing AG as of December 31,
2018 (previous year: 1,800 shares).

The Supervisory Board member, Dr. Klaus Fuchs,
held 278,820 shares in Softing AG as of Decem-
ber 31, 2018 (previous year: 278,820).

The Supervisory Board member, Andreas Kratzer,
held 10,155 shares in Softing AG as of Decem-
ber 31, 2018 (previous year: 10,155).

The Supervisory Board member Dr. Fuchs received
a total fee of EUR 68 thousand (previous year:
EUR 77 thousand) for providing consulting services
in connection with the coordination of Softing IT
Networks.
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6. CONTINGENT LIABILITIES

As of the balance sheet date, Softing AG has
provided EUR 12,116 thousand (previous year:
EUR 11,712 thousand) in guarantees for liabilities
related to bank overdraft lines of credit. The prob-
ability of any outflow of funds in connection with

7. OTHER FINANCIAL OBLIGATIONS

As of the balance sheet date, the Company had
incurred purchase commitments in the amount
of EUR 4,979 thousand under long-term contracts
(previous year: EUR 3,091 thousand).

these guarantees is regarded as remote because
the creditworthiness of the debtors is ensured.
Most of the guarantees were provided in connec-
tion with the loan taken out by operating Group
companies for the acquisition of OLDI.

There were also liabilities under long-term rental
and lease agreements. These liabilities stem pri-
marily from contracts related to buildings, pas-
senger cars and office equipment. The minimum
amounts of undiscounted future payments as of
the balance sheet date are as follows:

2018 2017

EUR (in thsds.) EUR (in thsds.)

<1year 1,647 1,355
1-5years 3,350 2,996
> 5 years 421 1,270
Total 5,418 5,621

8. DISCLOSURE OF THE CARRYING AMOUNTS
OF THE INDIVIDUAL CATEGORIES OF
FINANCIAL INSTRUMENTS ACCORDING
TO IFRS 7

Fair Values of Financial Instruments

The following table shows both the carrying
amounts and the fair values of all financial instru-
ments recognized in the consolidated financial
statements that fall within the scope of IFRS 7.
Almost all of the fair values correspond to the

carrying amounts because, with the exception of
cash, the financial instruments recognized almost
solely comprise non-derivative current receivables
and liabilities. As in the previous year, there were
no financial instruments as of December 31, 2018,
for which IFRS 7 is not applicable.



EUR (in thsds.) Categories Carrying Measurement Fair value
acc. to IFRS 9 amount acc.to IFRS 9
Financial assets by class Dec. 31, Amortized Fair Fair value Dec. 31,
2018 cost value OCI PL 2018
Current financial assets
Trade receivables AC 13,682 13,682 13,682
Other current financial assets AC 71 71 71
Cash and cash equivalents AC 9,682 9,682 9,682
Financial liabilities by class
Non-current financial liabilities
Long-term borrowings FLAC 1,976 1,976 1,971
Current financial liabilities
Trade payables FLAC 6,086 6,086 6,086
Short-term borrowings FLAC 6,215 6,215 6,438
Current financial liabilities FLAC 4,522 4,522 4,521
Carrying amount by category Dec. 31, 2018
Category EUR (in thsds.)
Financial assets measured at amortized cost AC 23,435
Financial liabilities measured at amortized cost FLAC 18,798
EUR (in thsds) Categories Carrying Measurement Fair value
acc. to IFRS 9 amount acc. to IFRS 9
Financial assets by class Dec. 31, Amortized Fair Fair value Dec. 31,
2017 cost value OCI PL 2017
Current financial assets
Trade receivables LaR 12,067 12,067 12,067
Other current financial assets LaR 192 192 192
Cash and cash equivalents LaR 10,276 10,276 10,276
Financial liabilities by class
Non-current financial liabilities
Long-term borrowings FLAC 4,153 4,153 3,747
Current financial liabilities
Trade payables FLAC 4,574 4,574 4,574
Short-term borrowings FLAC 4,788 4,788 5,068
Current financial liabilities FLAC 3,569 3,569 3,569
Carrying amount by category Dec.‘31, 2017
Category EUR (in thsds.)
Loans and receivables LaR 22,535
Financial liabilities measured at amortized cost FLAC 17,084
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No further disclosures on the fair value have to be
made pursuant to IFRS 7.29a if the carrying amount
is a reasonable approximation of fair value.

Financial assets and financial liabilities measured
at fair value are allocated to the following levels of
the fair value hierarchy:

e Quoted prices (unadjusted) in active markets
foridentical assets or liabilities (Level 1 inputs).

e Observable inputs other than quoted prices
included within Level 1 that are observable
for the asset or liability, either directly or indi-
rectly (Level 2 inputs).

e Unobservable inputs for the asset or liability
(Level 3 inputs).

The current and non-current purchase price liabili-
ties in the other non-current liabilities and current
financial liabilities items are assigned to Level 3.
The fair value of the contingent consideration was
determined based on the forecast revenue and
EBIT of the acquisitions adjusted for the likelihood
of occurrence. A change in input factors within the
range of alternative assumptions considered pos-
sible does not result in any meaningful change in
the fair values.

The net gains/losses of the respective categories
of financial instruments in accordance with IFRS 9
for 2018 and IAS 39 for 2017 are shown in the fol-
lowing overview:

Net gains and losses, 2018

Currency
translation

EUR (in thsds.) Interest Impairment gains/losses Net gain/loss

From financial assets measured

at amortized cost AC 22 -34 1,114 1,102

From financial liabilities measured

at amortized cost FLAC -150 -150
Currency

Net gains and losses, 2017 translation

EUR (in thsds.) Interest Impairment gains/losses Net gain/loss

Loans and receivables LaR 1 -118 -1,211 -1,328

Financial liabilities measured

at amortized cost FLAC -155 -155

Interest income from financial assets measured
at amortized cost totaled EUR 22 thousand in the
current period, while interest expense on finan-
cial liabilities measured at amortized cost came to
EUR 150 thousand. In the previous year, interest

income on loans and receivables had amounted to
EUR 1 thousand, while interest expense on finan-
cial liabilities measured at amortized cost had
stood at EUR 155 thousand.



9. OBJECTIVES AND METHODS OF
FINANCIAL RISK MANAGEMENT

Softing AG’s capital management aims first and
foremost at ensuring that the Company maintains
a solid equity ratio to support its business activi-
ties. The Group manages its capital structure and
makes adjustments, allowing for changes in eco-
nomic conditions. To maintain or adjust its capital
structure, the Group may make repayments of cap-
ital to its shareholders or issue new shares. There
were no changes in the objectives, guidelines and
procedures as of December 31, 2018, and Decem-
ber 31, 2017.

The Group monitors its capital using the equity
ratio. But the Executive Board does not define a
specific target to that end. The equity ratio in the
financial year was 69% (previous year: 65%).

The capital of Softing AG relevant for controlling
purposes encompasses the subscribed capital, the
capital reserves, the retained earnings, the equity
from unrealized gains and losses, treasury shares
and non-controlling interests. Softing AG funds the
development of its business to the greatest extent
possible from its own cash flow.

As an internationally operating company, Softing
is exposed to a variety of risks in the course of its
operations. Therefore, the objective of its financial
risk management is to detect all material financial
risks early on and to take appropriate measures to
protect existing and future success potential.

These risks include currency risks resulting from
activities in different currency regions; default
risks involving non-fulfillment of contractual obli-
gations by contracting parties; interest rate risks,
where fluctuations in the market interest rate trig-
ger changes in the fair value of a financial instru-
ment; and interest-related cash flow risks that trig-
ger changes in the future cash flow of a financial
instrument because of changes in market interest
rates.

To evaluate and take into account such risks,
Softing has defined principles through a central-
ized risk management system that serve to identify
and evaluate such risks consistently and system-
atically. Continual reporting is used by Softing to
check compliance with all principles. This enables
the Company to identify and analyze risks early on.

There are no major concentrations of risk in the
Group.

Please also see the disclosures on risks and oppor-
tunities in the management report.

Default Risks

Softing is exposed to default risks if contractual
partners fail to meet their obligations. To avoid of
risks of this nature, Softing enters into contracts
only with contractual partners that have an excel-
lent credit rating. As of the closing dates of Decem-
ber 31, 2018, and December 31, 2017, there was
no material counterparty credit risk. While the
Executive Board therefore believes the risk of non-
fulfillment on the part of its contractual partners to
be very low, it cannot completely exclude the risk
in the final analysis.

Counterparty credit risks primarily concern
trade receivables. Loss allowances are recog-
nized to allow for any discernable counterparty
credit risks in connection with individual financial
assets. Loss allowances as of December 31, 2018,
totaled EUR 296 thousand (previous year: EUR 398
thousand).

Regardless of any existing collateral, the carrying
amount of financial assets equals the maximum
counterparty credit risk if the contractual partners
fail to meet their payment obligations.




CONSOLIDATED NOTES

Interest Rate Risks

Softing is also exposed to interest rate risks. The
assets subject to interest rate fluctuations essen-
tially concern cash and cash equivalents and secu-
rities classified as current assets. Bank balances
totaling EUR 9,682 thousand (previous year:
EUR 10,276 thousand) bear interest of 0.00% (pre-
vious year: 0.00%). No material interest rate risks
result from subsidiaries’ liabilities to banks in the
amount of EUR 8,191 thousand (previous year:
EUR 8,942 thousand) because they can be con-
verted into fixed-interest loans at any time.

An increase of the market interest rate by 50 basis
points would have an impact of EUR 41 thou-
sand (previous year: EUR 45 thousand) on interest
expense relating to the loan.

Foreign Currency Risk

The Softing Group’s foreign currency risk is lim-
ited to three currencies: USD, CHF and RON.
The foreign currency risk relating to US dollars is
hedged naturally, because in the United States
and in Singapore (where US dollars are the func-
tional currency), income and expenses are gener-
ated/incurred for products. The foreign currency
risk associated with the Romanian RON and CHF is
minimal because these currencies are linked to the
euro, and the agreements with the Romanian sub-
sidiary stipulate euros.

All foreign currency forwards had been settled as
of the reporting date. The following sensitivities
apply with regard to USD:

In EUR (in thsds.)/USD

Closing rate: USD 1.15

usb

1.26 1.03
+10%

Difference  Difference

-10%

Financial assets/liabilities

Trade receivables 4,329
Receivables from affiliated companies 2,470
Other current assets 192
Cash and cash equivalents 3,751
Non-current liabilities to affiliated companies —-18,435
Current liabilities to affiliated companies -7,314
Total —15,006

Movements in the USD:EUR exchange rate would
be reflected mainly in the equity of the Softing
Group.

Liquidity Risk

Liquidity risk is the risk that the Group might
not have adequate funds to fulfill its payment
obligations.

USD in EUR +10 % -10%
3,781 3,437 4,201 -344 420
2,157 1,961 2,397 -196 240

168 153 187 -15 19
3,276 2,978 3,640 —298 364
-16,100 14,637 -17,889 1,464 -1,789
—6,388 -5,807 -7,098 581 =710
-13,106 1,191 -1,456

The Group’s liquidity requirements are met primar-
ily through its operating business. Softing AG con-
tinuously monitors the risk of a potential liquidity
bottleneck using its liquidity planning. The Group’s
goal is to continue meeting its liquidity require-
ments through its own cash flow.



The Group possesses sufficient liquidity and
unused credit lines in the amount of EUR 4,000
thousand to meet its obligations over the next four
years in line with its strategic plans. For disclosures
on maturities, please see section C.

Cash and cash equivalents at year’s end were
EUR 9,682 thousand (previous year: EUR 10,276

thousand), accounting for 9.7% (previous year:
12.7%) of the Group’s total assets.

The following table shows the financial liabilities
of the Group by maturity classes based on the
remaining life as of the reporting date and based
on the contractually agreed maturity. The amounts
shown in the table are not discounted cash flows.

Dec. 31, 2018
EUR (in thsds.) Up to 1 year 2 -5 years More than 5 years
Non-current financial liabilities
Long-term borrowings 1,976
Current financial liabilities
Trade payables 6,086
Short-term borrowings 6,215
Dec. 31, 2017
EUR (in thsds.) Up to 1 year 2-5years More than 5 years
Non-current financial liabilities
Long-term borrowings 4,153
Current financial liabilities
Trade payables 4,574
Short-term borrowings 4,788

10. PERSONNEL

The number of employees (exclusively salaried

employees) excluding the Executive Board was as

follows:

2018 2017

As of the balance sheet date 402 411
Annual average 404 415
Marketing & Sales 115 115
Research & Development 240 253
Administration & General 41 39
Management 8 8
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11. EXECUTIVE BOARD

The following persons were members of the Exec-
utive Board of Softing AG in the reporting period:

Dr-Ing. Dr. rer. oec. Wolfgang Trier, Grinwald, Ger-
many, Chairman

Mr. Ernst Homolka, Munich, Germany, Executive
Board member for Finance and Human Resources

In accordance with the resolution adopted by the
General Shareholders’ Meeting on May 8, 2018,
the remuneration of individual members of the
Executive Board is not disclosed until 2022.

Benefits granted
EUR (in thsds.)

Fixed remuneration

Fringe benefits

Total

One-year variable remuneration
Multi-year variable remuneration
Share-based payment

Total

Pension expense

Total remuneration

All remuneration components are deemed to have
been received in the financial year.

The fringe benefits and the pension expense
include flat-rate vehicle allowances and the
employer contributions to social security and con-
tributions to pensions.

The total remuneration must be classified as short-
term in accordance with IAS 24.17.

Furthermore, service cost of EUR 145 thousand
(previous year: EUR 144 thousand) was recognized.

A D&O insurance with a deductible of 10% has
been taken out for the members of the Executive
Board.

Total

2018 2017
746 733
32 32
778 765
243 189
367 460
0 0
610 649
63 42
1,451 1,456

The Executive Board member also holds the Com-
pany’s key central positions.

An agreement with one member of the Executive
Board gives him the right to terminate his employ-
ment for cause if at least one outside shareholder
or shareholder groups acting in concert reaches
1.4 million voting shares through possession or
attribution. If this Executive Board member exer-
cises this right to terminate his employment for
cause, he is entitled to compensation equaling
approximately two annual salaries.

Pension obligations for former members of the
Executive Board as of December 31, 2018 totaled
EUR 2,922 thousand (previous year: EUR 2,944
thousand). The total remuneration of former mem-
bers of the Executive Board amounted to EUR 174
thousand (previous year: EUR 168 thousand).



12. SUPERVISORY BOARD

The following persons were members of the
Supervisory Board of Softing AG in the 2018 finan-
cial year:

Dr. Horst Schiessl, attorney at law, Munich,
Germany (chairman)

Dr. Klaus Fuchs, graduate computer scientist and
graduate engineer, Helfant, Germany

(deputy chairman)

Andreas Kratzer, certified public accountant,
Zurich, Switzerland

Dr. Schiessl is also a member of the Supervisory
board and advisory board of the following com-
panies:

Baader Bank AG, UnterschleiRheim (chairman)
Dussmann Stiftung & Co. KGaA, Berlin, Germany
(member of the Supervisory Board)

Dussmann Stiftung, Berlin, Germany

(member of the foundation council)

Dussmann Stiftung & Co. KG, Berlin, Germany
(member of the advisory board)

Deutsche Mittelstandsservice AG (chairman)

Dr. Fuchs did not hold any offices on other Super-
visory boards.

Mr. Andreas Kratzer is also a member of the Board
of Directors of:

SIAT-Swiss Investment & Trade Group AG, Buchs,
Switzerland (Board of Directors)

Mobil Power AG, Zurich, Switzerland

(Board of Directors)

Lysys AG Baar, Switzerland (Board of Directors)
Immoselect AG, Baar, Switzerland

(Board of Directors)

Biotensidon International AG, Baar, Switzerland
(Board of Directors)

Belano Residenz AG, Baar, Switzerland

(Board of Directors)

Each member of the Supervisory Board receives
a fixed remuneration of EUR 10,000 for each full
financial year of service on the Supervisory Board.
In addition, each member receives variable remu-
neration amounting to 0.5% of Group EBIT before
variable Supervisory Board remuneration. The
chairman receives 200% of the fixed and variable
amount, the deputy chairman 150%.

Remuneration for the members of the Supervisory
Board in the reporting period totaled EUR 139
thousand (previous year: EUR 99 thousand) and is
comprised as follows:

EUR (in thsds.) Fixed
2018

Dr. Horst Schiessl (chairman) 20

Dr. Klaus Fuchs 15

Andreas Kratzer 10

13. AUDITOR’S FEES

The following expenditure (including expenses)
was incurred in the financial year just ended for

Variable Total
2017 2018 2017 2018 2017
20 42 24 62 44
15 31 18 46 33
10 21 12 31 22

services provided by the auditor, Pricewaterhouse-
Coopers GmbH:

Audit of annual financial statements

2018 2017
EUR (in thsds.) EUR (in thsds.)
185 191
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14. EVENTS AFTER THE REPORTING PERIOD

There are no events after the balance sheet date
to report.

15. DECLARATION REGARDING THE GERMAN
CORPORATE GOVERNANCE CODE
PURSUANT TO SECTION 161 GERMAN
STOCK CORPORATION ACT
The Declaration of Compliance pursuant to Sec- Board of Softing AG and has been made perma-

tion 161 German Stock Corporation Act was nently available to shareholders on the Internet at
issued by the Executive Board and the Supervisory www.softing.com.

Haar, Germany, March 22, 2019
Softing AG

The Executive Board

| N 4=—r

Dr. Wolfgang Trier Ernst Homolka



Independent Auditor’s Report

TO SOFTING AG, HAAR

REPORT ON THE AUDIT OF THE
CONSOLIDATED FINANCIAL STATEMENTS
AND OF THE GROUP MANAGEMENT REPORT

Audit Opinions

We have audited the consolidated financial state-
ments of Softing AG, Haar, and its subsidiaries (the
Group), which comprise the consolidated state-
ment of financial position as at December 31,
2018, and the consolidated statement of com-
prehensive income, consolidated statement of
changes in equity and consolidated statement of
cash flows for the financial year from January 1,
2018 to December 31, 2018, and notes to the con-
solidated financial statements, including a sum-
mary of significant accounting policies. In addition,
we have audited the group management report
of Softing AG, which is combined with the Com-
pany’s management report, for the financial year
from January 1 to December 31, 2018. We have
not audited the content of those parts of the group
management report listed in the “Other Informa-
tion” section of our auditor’s report in accordance
with the German legal requirements.

In our opinion, on the basis of the knowledge
obtained in the audit,

e the accompanying consolidated financial state-
ments comply, in all material respects, with
the IFRSs as adopted by the EU, and the addi-
tional requirements of German commercial law
pursuant to §[Article] 315e Abs. [paragraph] 1
HGB [Handelsgesetzbuch: German Commercial
Code] and, in compliance with these require-
ments, give a true and fair view of the assets, lia-
bilities, and financial position of the Group as at
December 31, 2018, and of its financial perfor-
mance for the financial year from January 1 to
December 31, 2018, and

e the accompanying group management report
as a whole provides an appropriate view of the
Group’s position. In all material respects, this
group management report is consistent with the
consolidated financial statements, complies with
German legal requirements and appropriately
presents the opportunities and risks of future
development. Our audit opinion on the group
management report does not cover the content
of those parts of the group management report
listed in the “Other Information” section of our
auditor’s report.

Pursuant to §322 Abs. 3 Satz [sentence] 1 HGB, we
declare that our audit has not led to any reserva-
tions relating to the legal compliance of the consol-
idated financial statements and of the group man-
agement report.

Basis for the Audit Opinions

We conducted our audit of the consolidated finan-
cial statements and of the group management
report in accordance with §317 HGB and the EU
Audit Regulation (No. 537/2014, referred to sub-
sequently as “EU Audit Regulation”) and in compli-
ance with German Generally Accepted Standards
for Financial Statement Audits promulgated by the
Institut der Wirtschaftsprifer [Institute of Public
Auditors in Germany] (IDW). Our responsibilities
under those requirements and principles are fur-
ther described in the “Auditor’s Responsibilities
for the Audit of the Consolidated Financial State-
ments and of the Group Management Report”
section of our auditor’s report. We are indepen-
dent of the group entities in accordance with the
requirements of European law and German com-
mercial and professional law, and we have fulfilled
our other German professional responsibilities
in accordance with these requirements. In addi-
tion, in accordance with Article 10 (2) point (f) of
the EU Audit Regulation, we declare that we have
not provided non-audit services prohibited under
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Article 5 (1) of the EU Audit Regulation. We believe
that the audit evidence we have obtained is suf-
ficient and appropriate to provide a basis for our
audit opinions on the consolidated financial state-
ments and on the group management report.

Key Audit Matters in the Audit of the
Consolidated Financial Statements

Key audit matters are those matters that, in our
professional judgment, were of most significance in
our audit of the consolidated financial statements
for the financial year from January 1 to Decem-
ber 31, 2018. These matters were addressed in the
context of our audit of the consolidated financial
statements as a whole, and in forming our audit
opinion thereon; we do not provide a separate
audit opinion on these matters.

In our view, the matters of most significance in our
audit were as follows:

@ Accounting for revenue from services
recognized over time

9 Development costs for internally generated
product developments

9 Recoverability of goodwill

@ Capital increase from authorized capital
through a contribution in kind (contribution
of GlobalmatiX AG)

Our presentation of these key audit matters has
been structured in each case as follows:

(1) Matter and issue
@ Audit approach and findings

(3) Reference to further information

Hereinafter we present the key audit matters:

@ Accounting for revenue from services

recognized over time

(1) Matter and issue
In the consolidated financial statements of Softing
AG, revenue of € 4.8 million from the customer-
related development of software arising from
the fulfillment of service obligations over time is
reported. Provided that the criteria of IFRS 15 have
been met, the revenue is recognized in accordance
with the stage of completion, with the estimate of
the stage of completion being based on the ratio of
costs actually incurred in relation to the contract to
the planned total costs (“cost-to-cost method”). In
particular, estimating the planned total costs and
appropriately allocating personnel expenses to the
projects require the management to use estimates
and assumptions.

Due to the complexity of the accounting, the long-
term nature of the contracts and the resulting
uncertainties relating to the estimates, this matter
was of particular significance in the context of our
audit.

@ Audit approach and findings
As part of our audit, we assessed and tested,
among other things, the processes and controls
established by the Group in relation to recognizing
revenue over time from the development of soft-
ware for customers taking into account the stage
of completion. We examined projects on a sample
basis to establish whether the conditions for recog-
nizing revenue over time as set out in IFRS 15 were
met. Moreover, we evaluated the determination
of the stage of completion of customer-specific
contracts on the basis of the cost-to-cost method
and the resulting proportion of revenue and profit
recognized, bearing in mind the probability of an



expected loss to be recognized immediately. In
this connection we retraced the calculation of the
planned total costs as well as of the costs actu-
ally incurred. In addition, we assessed the consis-
tency of the methods used to calculate the costs
incurred. Furthermore, in order to mitigate the
inherent audit risk in this audit area, we ensured
that audit procedures were consistently carried
out throughout the Group.

In doing so, we were able to satisfy ourselves that
the estimates applied and the assumptions made
by management concerning the recognition and
measurement of revenue over time were suffi-
ciently documented and that the estimates applied
and the assumptions made by management were
consistently derived.

@ Reference to further information
The Company’s disclosures on recognizing revenue
over time are contained in sections B.1, B.14, C.8
and D.1 of the notes to the consolidated financial
statements.

@ Development costs for internally generated

product developments

(1) Matter and issue
In the consolidated financial statements of the
Company, an amount of EUR 15.4 million for
“internally generated intangible assets” is reported
under the “intangible assets” balance sheet item.
This amount relates to development costs for
new products and significant further develop-
ments (hereinafter “product developments”),
which were capitalized in accordance with IAS 38.
Development costs include direct costs and shared
overhead expenditure. The criteria of IAS 38.57
determine whether internally generated product
developments are eligible for capitalization — spe-

cifically the technical feasibility of completing the

intangible asset, how the intangible asset will gen-
erate probable future economic benefits and the
ability to measure reliably the expenditure attrib-
utable to the intangible asset during its develop-
ment — and provide considerable scope for judg-
ment. The asset is generally amortized over 5 years
once the Company begins consuming the eco-
nomic benefits from that asset. Capitalized own
expenses contributed EUR 4.4 million to consoli-
dated profit or loss in the fiscal year. This was off-
set by amortization of internally generated intan-
gible assets amounting to EUR 2.1 million. In our
view, this matter was of particular significance for
our audit because the capitalization and amorti-
zation of development costs are based to a large
extent on management estimates and assump-
tions and are therefore subject to corresponding
uncertainties.

@ Audit approach and findings
As part of our audit, we evaluated, among other
things, the capitalization requirements for individ-
ual projects on a sample basis, using the criteria set
outin IAS 38.57.

We also assessed the methodology used to calcu-
late the costs eligible for capitalization. We deter-
mined that the process for capitalizing develop-
ment costs is appropriately designed and the
established controls have been properly imple-
mented. We assessed the amount of the capital-
ized development costs and the recoverability of
the product developments on the basis of appro-
priate evidence. In so doing, we also inspected
project records in order to satisfy ourselves of
the respective percentage of completion. In our
view, the methodology applied by the Company
for capitalizing product developments is appropri-
ate and the percentage of completion and capi-
talized development costs have been sufficiently
documented.
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@ Reference to further information
The Company'’s disclosures on capitalized develop-
ment costs are contained in sections B.5 and C.3 of
the notes to the consolidated financial statements.

9 Recoverability of goodwill
(1) Matter and issue

In the consolidated financial statements of the
Company, goodwill amounting to a total of
EUR 18.0 million (18% of total assets and 26% of
equity) is reported. Goodwill is tested for impair-
ment by the Company once a year or when there
are indications of impairment to determine any
possible need for write-downs. The impairment
test is carried out at the level of the groups of
cash-generating units to which the relevant good-
will has been allocated. The carrying amount of
the relevant goodwill is compared with the cor-
responding recoverable amount in the context of
the impairment test. The calculation of the recov-
erable amount generally employs the value in use.
The present value of the future cash flows from the
respective group of cash-generating units normally
serves as the basis of valuation. Present values
are calculated using discounted cash flow mod-
els. For this purpose, the medium-term business
plan adopted by the Group forms the starting point
which is extrapolated based on assumptions about
long-term rates of growth. Expectations relating
to future market developments and assumptions
about the development of macroeconomic factors
are also taken into account. The discount rate used
is the weighted average cost of capital for the rel-
evant group of cash-generating units. The impair-
ment test determined that no write-downs were
necessary.

The outcome of this valuation is dependent to a
large extent on the estimates made by manage-
ment with respect to the future cash inflows for
the respective group of cash-generating units, the
discount rate used, the rate of growth and other
assumptions, and is therefore subject to consider-
able uncertainty. Against this background and due
to the complex nature of the valuation, this mat-
ter was of particular significance in the context of
our audit.

@ Audit approach and findings

As part of our audit, we assessed the methodol-
ogy employed for the purposes of performing the
impairment test, among other things. After match-
ing the future cash inflows used for the calculation
against the medium-term business plan adopted
by the Group, we evaluated the appropriateness
of the calculation especially through reconciliation
with general and sector-specific market expecta-
tions. Furthermore, we also evaluated the proper
consideration of the costs for Group functions. In
the knowledge that even relatively small changes
in the discount rate applied can have a material
impact on the value of the entity calculated in this
way, we also focused our testing in particular on
the parameters used to determine the discount
rate applied, and evaluated the valuation model.
We retraced the sensitivity analyses performed by
the Company, in order to reflect the uncertainty
inherent in the projections.

Overall, the measurement inputs and assumptions
used by management are in line with our expecta-
tions and are also within the ranges considered by
us to be reasonable.



@ Reference to further information
The Company’s disclosures on impairment test-
ing and goodwill are contained in section B.6
und C.2 of the notes to the consolidated financial
statements.

@ capital increase from authorized capital
through a contribution in kind (contribution
of GlobalmatiX AG)

(1) Matter and issue

During the financial year, Softing AG carried out a
capital increase from authorized capital through a
contribution in kind (contribution of GlobalmatiX
AG). This results in an addition on the asset side of
the statement of financial position in the consol-
idated financial statements under the “intangible
assets” item for a mobile communications license
identified as part of the purchase price allocation
totaling EUR 12.0 million less deferred taxes of
EUR 1.5 million, as well as an addition of EUR 3.1
million under the “goodwill” item. On the liabili-
ties side of the statement of financial position, this
results in a EUR 1.5 million increase in authorized
capital under the “equity” item as well as a transfer
to capital reserves totaling EUR 11.9 million.

The transfer of the equity investment in Global-
matiX AG constitutes an acquisition as set out in
IFRS 3. As compensation, Softing AG granted a
fixed number of its own shares from a non-cash
capital increase carried out for this purpose. The
shares granted as compensation were measured at
fair value as of the acquisition date. As the shares
are listed on the active market, the fair value mea-
surement was based on the market price as of the
acquisition date. The notional value of the autho-
rized capital was added to the “equity” item of the

statement of financial position. The amount allo-
cated to the capital reserves arose from the differ-
ence between the fair value and notional value less
transaction costs.

The enterprise value of GlobalmatiX AG was mea-
sured using the discounted cash flow model and
alternative valuation methods (including determin-
ing the reconstruction value). All of the assets and
liabilities of GlobalmatiX AG were also measured as
of the acquisition date. The key identifiable asset
results from the mobile communications license.
The cash flow to equity method and the recon-
struction method with different measurement
assumptions were used to determine the carrying
amount of the mobile communications license: As
part of the purchase price allocation, the carrying
amount of the mobile communications license was
set at EUR 12.0 million.

The goodwill calculated at EUR 3.1 million results
from the difference between the recognized assets
and liabilities, the carrying amount of the mobile
communications license and the fair value of the
shares granted as compensation.

The outcome of this measurement is dependent
to a large extent on the estimates made by man-
agement with regard to the measurement inputs
as well as the measurement assumptions used in
each case. As a result, the valuation is subject to
significant uncertainties. Against this background,
and due to the very complex nature of the valua-
tion and the material significance for the Compa-
ny’s net assets and results of operations, this mat-
ter was of particular significance in the context of
our audit.
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@ Audit approach and findings

As part of our audit, we initially gained an under-
standing of the contractual terms of the transfer
and the provisions of the Articles of Incorpora-
tion and company law, and used these and other
sources to assess the accounting treatment under-
taken by the Company. We evaluated the method-
ology used by the Company to calculate the shares
granted as compensation and the acquired assets
and liabilities of GlobalmatiX AG as of the acquisi-
tion date.

In addition, we evaluated the purchase price allo-
cation, particularly with regard to the carrying
amount of the mobile communications license,
which was identified as a key intangible asset
of GlobalmatiX AG, as well as the derivation of
goodwill.

In doing so, we assessed the expertise and profes-
sional qualifications of the Company employees
responsible for the purchase price allocation and
the external third parties they consulted. Among
other things, we also assessed the valuation tech-
nigues used and examined the appropriateness
of these methods. We evaluated the parameters
and assumptions underlying the valuations, par-
ticularly through reconciliation with general and
sector-specific market expectations. In the knowl-
edge that even relatively small changes in the dis-
count rate applied can have a material impact on
the value of the entity calculated in this way, and
in particular on that of the acquired mobile com-
munications license, we also focused our testing
in particular on the parameters used to determine
the discount rate applied, and evaluated the valu-
ation model.

We assessed the derivation of goodwill based on
the assets and liabilities of GlobalmatiX AG mea-
sured at fair value.

In our view, the measurement inputs used by
management and the underlying measurement
assumptions are generally appropriate for the
measurement of the assets and liabilities of Global-
matiX AG and the derivation of goodwill.

(3) Reference to further information

The Company’s disclosures on intangible assets,
deferred taxes, goodwill and the equity trans-
action are contained in sections B.2, 4, 6, 16; and
C.1, 2, 12 of the notes to the consolidated financial
statements and in the consolidated statement of
changes in fixed assets as an appendix to the notes
to the consolidated financial statements.

Other Information

The executive directors are responsible for the
other information. The other information com-
prises the following non-audited parts of the group
management report:

* the statement on corporate governance pursu-
ant to §289f HGB and §315d HGB contained in
the section entitled “Statement on corporate
governance” of the group management report

e the corporate governance report pursuant to
No. 3.10 of the German Corporate Governance
Codex

The other information comprises further the
remaining parts of the annual report — excluding
cross-references to external information — with
the exception of the audited consolidated finan-
cial statements, the audited group management
report and our auditor’s report.



Our audit opinions on the consolidated financial
statements and on the group management report
do not cover the other information, and conse-
quently we do not express an audit opinion or any
other form of assurance conclusion thereon.

In connection with our audit, our responsibility is
to read the other information and, in so doing, to
consider whether the other information

is materially inconsistent with the consolidated
financial statements, with the group manage-
ment report or our knowledge obtained in the
audit, or

e otherwise appears to be materially misstated.

Responsibilities of the Executive Directors

and the Supervisory Board for the

Consolidated Financial Statements and

the Group Management Report

The executive directors are responsible for the
preparation of the consolidated financial state-
ments that comply, in all material respects, with
IFRSs as adopted by the EU and the additional
requirements of German commercial law pur-
suant to §315e Abs. 1 HGB and that the consol-
idated financial statements, in compliance with
these requirements, give a true and fair view of the
assets, liabilities, financial position, and financial
performance of the Group. In addition the execu-
tive directors are responsible for such internal con-
trol as they have determined necessary to enable
the preparation of consolidated financial state-
ments that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements,
the executive directors are responsible for assess-
ing the Group’s ability to continue as a going con-
cern. They also have the responsibility for disclos-
ing, as applicable, matters related to going con-
cern. In addition, they are responsible for financial
reporting based on the going concern basis of
accounting unless there is an intention to liquidate
the Group or to cease operations, or there is no
realistic alternative but to do so.

Furthermore, the executive directors are respon-
sible for the preparation of the group manage-
ment report that, as a whole, provides an appro-
priate view of the Group’s position and is, in all
material respects, consistent with the consoli-
dated financial statements, complies with German
legal requirements, and appropriately presents the
opportunities and risks of future development. In
addition, the executive directors are responsible
for such arrangements and measures (systems)
as they have considered necessary to enable the
preparation of a group management report that
is in accordance with the applicable German legal
requirements, and to be able to provide sufficient
appropriate evidence for the assertions in the
group management report.

The supervisory board is responsible for oversee-
ing the Group’s financial reporting process for the
preparation of the consolidated financial state-
ments and of the group management report.

111




INDEPENDENT AUDITOR’S REPORT

Auditor’s Responsibilities for the Audit

of the Consolidated Financial Statements and

of the Group Management Report

Our objectives are to obtain reasonable assurance
about whether the consolidated financial state-
ments as a whole are free from material misstate-
ment, whether due to fraud or error, and whether
the group management report as a whole provides
an appropriate view of the Group’s position and,
in all material respects, is consistent with the con-
solidated financial statements and the knowledge
obtained in the audit, complies with the German
legal requirements and appropriately presents the
opportunities and risks of future development, as
well as to issue an auditor’s report that includes
our audit opinions on the consolidated financial
statements and on the group management report.

Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in
accordance with §317 HGB and the EU Audit Reg-
ulation and in compliance with German Generally
Accepted Standards for Financial Statement Audits
promulgated by the Institut der Wirtschaftsprufer
(IDW) will always detect a material misstatement.
Misstatements can arise from fraud or error and
are considered material if, individually or in the
aggregate, they could reasonably be expected to
influence the economic decisions of users taken
on the basis of these consolidated financial state-
ments and this group management report.

We exercise professional judgment and maintain
professional skepticism throughout the audit. We
also:

¢ |dentify and assess the risks of material misstate-
ment of the consolidated financial statements
and of the group management report, whether
due to fraud or error, design and perform audit
procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate
to provide a basis for our audit opinions. The risk
of not detecting a material misstatement result-
ing from fraud is higher than for one resulting
from error, as fraud may involve collusion, forg-
ery, intentional omissions, misrepresentations,
or the override of internal control.

¢ Obtain an understanding of internal control rel-
evant to the audit of the consolidated financial
statements and of arrangements and measures
(systems) relevant to the audit of the group man-
agement report in order to design audit proce-
dures that are appropriate in the circumstances,
but not for the purpose of expressing an audit
opinion on the effectiveness of these systems.

Evaluate the appropriateness of accounting poli-
cies used by the executive directors and the rea-
sonableness of estimates made by the executive
directors and related disclosures.

Conclude on the appropriateness of the execu-
tive directors’ use of the going concern basis of
accounting and, based on the audit evidence
obtained, whether a material uncertainty exists
related to events or conditions that may cast sig-
nificant doubt on the Group’s ability to continue
as a going concern. If we conclude that a mate-
rial uncertainty exists, we are required to draw



attention in the auditor’s report to the related
disclosures in the consolidated financial state-
ments and in the group management report or,
if such disclosures are inadequate, to modify
our respective audit opinions. Our conclusions
are based on the audit evidence obtained up to
the date of our auditor’s report. However, future
events or conditions may cause the Group to
cease to be able to continue as a going concern.

Evaluate the overall presentation, structure
and content of the consolidated financial state-
ments, including the disclosures, and whether
the consolidated financial statements present
the underlying transactions and events in a man-
ner that the consolidated financial statements
give a true and fair view of the assets, liabilities,
financial position and financial performance of
the Group in compliance with IFRSs as adopted
by the EU and the additional requirements of
German commercial law pursuant to §315e
Abs. 1 HGB.

Obtain sufficient appropriate audit evidence
regarding the financial information of the enti-
ties or business activities within the Group to
express audit opinions on the consolidated
financial statements and on the group manage-
ment report. We are responsible for the direc-
tion, supervision and performance of the group
audit. We remain solely responsible for our audit
opinions.

e Evaluate the consistency of the group manage-
ment report with the consolidated financial
statements, its conformity with German law, and
the view of the Group’s position it provides.

Perform audit procedures on the prospective
information presented by the executive direc-
tors in the group management report. On the
basis of sufficient appropriate audit evidence we
evaluate, in particular, the significant assump-
tions used by the executive directors as a basis
for the prospective information, and evaluate
the proper derivation of the prospective infor-
mation from these assumptions. We do not
express a separate audit opinion on the prospec-
tive information and on the assumptions used
as a basis. There is a substantial unavoidable risk
that future events will differ materially from the
prospective information.

We communicate with those charged with gov-
ernance regarding, among other matters, the
planned scope and timing of the audit and signif-
icant audit findings, including any significant defi-
ciencies in internal control that we identify during
our audit.
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We also provide those charged with governance
with a statement that we have complied with the
relevant independence requirements, and com-
municate with them all relationships and other
matters that may reasonably be thought to bear
on our independence, and where applicable, the
related safeguards.

From the matters communicated with those
charged with governance, we determine those
matters that were of most significance in the audit
of the consolidated financial statements of the cur-
rent period and are therefore the key audit mat-
ters. We describe these matters in our auditor’s
report unless law or regulation precludes public
disclosure about the matter.

OTHER LEGAL AND REGULATORY
REQUIREMENTS

Further Information pursuant to Article 10 of
the EU Audit Regulation

We were elected as group auditor by the General
Shareholders’ Meeting on May 09, 2018. We were
engaged by the Supervisory Board on Decem-
ber 17, 2018. We have been the group auditor of
the Softing AG, Haar, without interruption since
the financial year 2012.

We declare that the audit opinions expressed in
this auditor’s report are consistent with the addi-
tional report to the audit committee pursuant to
Article 11 of the EU Audit Regulation (long-form
audit report).

GERMAN PUBLIC AUDITOR RESPONSIBLE
FOR THE ENGAGEMENT

The German Public Auditor responsible for the
engagement is Stefano Mulas.



Report of the Supervisory Board

for the 2018 Financial Year

The Supervisory Board of Softing AG carried out
its duties as provided by law and the Company’s
Articles of Incorporation in financial year 2018.
The Supervisory Board regularly advised the Exec-
utive Board in matters of management and dil-
igently monitored its actions. The Supervisory
Board was informed regularly about the situation
of Softing AG and the Group and monitored and
accompanied the work of the Executive Board as
well as compliance with applicable legal provisions
and the Company’s internal guidelines. The Execu-
tive Board informed the Supervisory Board in writ-
ing and orally about the business policies, funda-
mental questions of future business activities, the
economic situation and future strategic develop-
ment, the risk situation and risk management as
well as significant business transactions, and dis-
cussed these matters with the Supervisory Board.
The Supervisory Board was involved in decisions of
material significance at all times.

A total of 7 Supervisory Board meetings were held
in the 2018 financial year:

on February 8, March 15/16, May 9, July 12, Sep-
tember 27 and December 17.

The regular deliberations during Supervisory Board
meetings and between the Executive Board and
the Supervisory Board focused on the organiza-
tional and strategic development and orientation
of the Group, the positioning and financial devel-
opment of Softing AG, and significant business
events for the Company. Between meetings, the
Supervisory Board was also informed of plans and
developments that were of particular importance.
The Supervisory Board thoroughly reviewed, dis-
cussed and approved all matters which require
approval under legal provisions and the Articles of
Incorporation or the Rules of Procedure.

Furthermore, in regular discussions with the Exec-
utive Board, the chairman of the Supervisory
Board obtained information about important deci-
sions and business transactions of special signifi-
cance. He also held separate discussions with the
Executive Board on strategy to explore the per-
spectives for and future alignment of each individ-
ual business.

Our deliberations and reviews focused on the
entire accounting system of Softing AG and the
Group, the monitoring of the internal control sys-
tem as well as the effectiveness of the internal
auditing and risk management system.

MAIN FOCUS OF THE MEETINGS

At the Supervisory Board meeting on Febru-
ary 8, 2018, the Supervisory Board dealt with the
approval of the joint venture with Shanghai-based
Windhill Ltd. to realign sales activities in China.

At the Supervisory Board meeting on March 15,
2018, the Supervisory Board dealt with the Com-
pany’s performance in the 2017 financial year and
the first results for 2018. Another key item on the
agenda at the Supervisory Board meeting was the
adoption of the annual financial statements and
the approval of the consolidated financial state-
ments, both as of December 31, 2017, after the
auditor, who was present, had reported on the
completed audit and extensively answered ques-
tions by the Supervisory Board. The Supervisory
Board concurred with the Executive Board’s pro-
posal for the appropriation of profits. At this meet-
ing, the Supervisory Board also carried out the effi-
ciency review recommended by the German Cor-
porate Governance Code. The Supervisory Board
came to the conclusion that its work was efficient.
It also approved the Agenda for the 2018 General
Shareholders’” Meeting.
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At the Supervisory Board meeting on March 16,
2018, the Supervisory Board authorized the acqui-
sition of GlobalmatiX AG Vaduz/Liechtenstein and
the approval to exercise part of the Management
Board’s authorization to issue new shares from
Authorized Capital 2015.

In the Supervisory Board meeting on May 9, 2017
after the General Shareholders’ Meeting there
was a recapitulation of the General Shareholders’
Meeting, and the newly assembled Supervisory
Board met for its inaugural session. This was fol-
lowed by a report of the Executive Board on the
status and outlook of operations and the financial
position. The Executive Board also presented the
risk report as of March 31, 2018. After that, the
management functions of the Group companies
were discussed.

On July 12, 2018, the Executive Board presented
data and background information on the business
figures for the first half-year and the financial plan-
ning at the Supervisory Board meeting. The Super-
visory Board obtained a detailed report from the
Executive Board on the development of business in
the past first months, and the performance of Glo-
balmatiX AG was presented. Other topics included
the filling of executive management positions and
the optimization of IT and controlling activities by
installing new systems.

At the meeting held on September 27, 2018, the
Executive Board presented the report on the finan-
cial results for the period from January to August
2018. In a special report, Mr. Widmann, Manag-
ing Director of GlobalmatiX AG and the Executive
Board presented the further development and
structure of GlobalmatiX AG.

At the Supervisory Board meeting held on Decem-
ber 17, 2018, the Executive Board presented to
the Supervisory Board a first estimate of the 2018

annual results, its business plan for 2019 and its
multi-year planning. After careful review, the
Supervisory Board approved the two plans. This
was followed by the report on the performance
of the GlobalmatiX acquisition. In this meeting,
the Supervisory Board also addressed the recom-
mendations of the German Corporate Governance
Code and the topic of diversity in detail.

At that time, no amendments to the German Cor-
porate Governance Code (GCGC) were available,
so there was no need for Softing to make any
adjustments. The Supervisory Board adopted the
resolution required in this context. It approved the
Declaration of Compliance with the German Cor-
porate Governance Code, which it had prepared
jointly with the Executive Board; it is permanently
available to the public at the Company’s website.
The annual review of the remuneration system
was performed.

All members of the Supervisory Board attended all
Supervisory Board meetings in 2018. There was no
conflict of interest of members of the Supervisory
Board in the financial year just ended. The inde-
pendence of the financial expert on the Super-
visory Board was monitored on an ongoing basis
and is assured.

COMPOSITION OF THE SUPERVISORY
BOARD AND THE EXECUTIVE BOARD
In 2018, the General Shareholders’
held on May 7, 2018 elected a new Supervisory

Meeting

Board, which was confirmed by a majority of the

General Shareholders” Meeting without mak-
ing any changes to its previous composition. As
a result, there were no personnel changes on
the Supervisory Board in the 2018 financial year.
In the reporting year, the Supervisory Board was
again comprised of Dr. Horst Schiessl (Chair-
man), Dr. Klaus Fuchs (Deputy Chairman) and

Mr. Andreas Kratzer. The Supervisory Board did not



establish any committees, given its size. Instead,
the full Supervisory Board was responsible for all
tasks and decisions.

ANNUAL FINANCIAL STATEMENTS AND
CONSOLIDATED FINANCIAL STATEMENTS
The annual financial statements of Softing AG were
prepared in accordance with the German Com-
mercial Code and the consolidated financial state-
ments and the Group management report were
prepared in accordance with International Finan-
cial Reporting Standards (IFRSs). The annual finan-
cial statements and the management report of
Softing AG, and the consolidated financial state-
ments and the Group management report as of
December 31, 2018, were audited as required by
law by PricewaterhouseCoopers AG, Wirtschafts-
prufungsgesellschaft, Munich, Germany, the audi-
tors appointed by the General Shareholders” Meet-
ing. The auditors issued an unqualified auditor’s
opinion each for the annual financial statements
and the consolidated financial statements. The
auditors performed an audit in accordance with
Section 317 (4) German Commercial Code and
came to the conclusion that the Executive Board
established a monitoring system which fulfills the
legal requirements for the early detection of risks
jeopardizing the Company’s existence as a going
concern and that the Executive Board took appro-
priate measures to detect developments at an
early stage and avert risks.

The auditors stated their independence vis-a-vis
the Supervisory Board as required by the German
Corporate Governance Code and disclosed the
audit and consulting fees received in the financial
year.

The annual financial statements and the audit
reports of the auditors were made available in time
to all members of the Supervisory Board. At its
financials meeting on March 22, 2019, the Super-
visory Board examined the annual financial state-
ments and the management report of Softing AG
as well as the consolidated financial statements
and the Group management report presented by
the Executive Board including the audit report pre-
pared by the auditors of the financial statements.
The auditors and the Executive Board participated
in the meeting.

The auditors reported on their audit in general as
well as on individual focal points and the significant
results of their audit. They answered the questions
raised by the members of the Supervisory Board
in detail. The Supervisory Board approved the
result of the audit. There was no reason to raise
any objections based on the final result of this
examination.

The Supervisory Board approved the annual finan-
cial statements and the consolidated financial
statements for 2018 at its meeting on March 22,
2019. The annual financial statements are there-
fore formally adopted. The Supervisory Board
agreed with the appropriation of the net retained
profits proposed by the Executive Board.

THANK YOU
The Supervisory Board would like to thank the Exec-
utive Board and all employees for their extraordi-
nary efforts and their achievements in the 2018
financial year.

Haar, Germany, March 22, 2019

A

Dr. Horst Schiessl

Chairman
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The Executive Board and the Supervisory Board c. The Company does not maintain Declarations
of Compliance with the German Corporate
Governance Code at its website for five years
(Section 3.10 sentence 3 of the Code).

It does not believe that it is necessary to store

of Softing AG support many suggestions and rules
of the German Corporate Governance Code and
declare that they were and will be in compliance
in the future with the recommendations regard-
ing conduct contained in the Code’s current and non-current Declarations of Compliance with
applicable version in the 2018 financial year, taking the German Corporate Governance Code on
into account the exceptions and comments listed its website for five years. Such postings do not
below. The Executive Board and Supervisory Board offer new information relevant to the capital
issued the Declaration of Compliance in December market.

2018. Below, the Executive Board and the Super-

visory Board disclose and explain any deviations d. No consideration was given to the relation-
from the Code. You can download the full text of ship between the remuneration of senior
the Code from the Investor Relations section of our management and the staff overall, when
determining the remuneration for the Execu-
tive Board (Section 4.2.2 (2) sentence 3 of the
1. Softing AG (hereinafter: the Company) will com- Code)

Section 4.2.2 (2) sentence 3 of the Code rec-

ommends that the Supervisory Board con-

website at www.softing.com.

ply with the recommendations of the German Cor-
porate Governance Code, as amended on Febru-
ary 7, 2017, with the following exceptions: sider the relationship between the remunera-

tion of the Executive Board and that of senior

The Executive Board’s duties to inform and
report to the Supervisory Board are not spec-
ified in greater detail (Section 3.4 (1) sen-
tence 3 of the Code).

The Supervisory Board has not specified the
Executive Board'’s duties to inform and report
in greater detail because the Executive Board
is already legally obligated to regularly inform
the Supervisory Board about all material busi-
ness transactions without delay. In addition,
the Supervisory Board has not had any reason
to find fault with the Executive Board’s infor-
mation policy to date.

The Company currently has not agreed a
deductible for the D&O insurance taken out
on behalf of the members of its Supervisory
Board (Section 3.8 (3) of the Code).

The Company does not believe that such a
deductible could enhance the motivation and
responsibility of the members of the Com-
pany’s Supervisory Board in carrying out their
duties.

management and the relevant staff overall,
particularly in terms of its development over
time. When the current director’s contracts
of the Executive Board members were con-
cluded, the Supervisory Board ensured — in
compliance with the requirements of the Ger-
man Stock Corporation Act — that the overall
remuneration appropriately reflects the tasks
and performance of the respective Executive
Board member and does not exceed what is
a customary level of remuneration. Using the
customary calculation method, the determi-
nation of the Executive Board’s remunera-
tion was oriented on the Company’s scope
of business, its economic and financial posi-
tion and the structure of the Executive Board
remuneration in place at comparable compa-
nies. Furthermore, consideration was given to
the individual tasks and scope of responsibil-
ities of the respective Executive Board mem-
ber. To the extent that the Code, as amended,
specifies reviewing the vertical appropriate-
ness of Executive Board remuneration, which



is required by the German Stock Corporation
Act, and provides a more detailed definition
of both the peer groups relevant for compari-
son and the time period to which such a com-
parison applies, the Company as a precaution
declares that it deviates from the Code. When
reviewing vertical appropriateness, the Super-
visory Board did not distinguish between the
peer groups of the Code recommendation and
did not collect any data regarding the develop-
ment over time of the wage and salary struc-
ture, either.

Variable remuneration components with a
multiple-year, forward-looking assessment
basis (Section 4.2.3 (2) sentence 3 of the Code)
Executive Board remuneration already
includes a multiple-year assessment basis.
However, this multiple-year assessment basis
does not have essentially forward-looking
characteristics. The Company believes that
additional, essentially forward-looking char-
acteristics do not currently represent addi-
tional incentives for the Executive Board. The
Supervisory Board and the Executive Board
will, however, discuss a change in the assess-
ment basis for variable remuneration during

the next year.

Diversity in the Executive Board

(Section 5.1.2 (1) sent. 2 of the Code)

When appointing the members of the Execu-
tive Board, the Supervisory Board cannot also
respect diversity because the Company cur-
rently has only two Executive Board members.
Given that the Executive Board comprises
just two members — a number the Company
believes to be adequate and whose posi-
tions will be filled for the foreseeable future
—the recommendations in the Code to aim for
diversity do not appear feasible for the time
being. Furthermore, the Supervisory Board
does not consider it appropriate to select
Executive Board members based on criteria

such as orientation or race, but instead to rely
on personality and expertise only.

The Supervisory Board has not set up any
committees (Sections 5.3.1, 5.3.2, 5.3.3 of the
Code).

Given the size of the Supervisory Board (three
members), setting up committees is not con-
sidered necessary.

No age limit has been specified for members
of the Executive Board and the Supervisory
Board (Section 5.1.2 (2) sent. 3 and Section
5.4.1 (2) of the Code).

A specific age limit could be an undesired cri-
terion to exclude qualified members of the
Executive Board or the Supervisory Board.

Specification of concrete objectives regarding
the composition of the Supervisory Board and
preparation of a profile of skills and expertise
(Section 5.4.1 (2), (3) and (4) of the Code).

The Company’s Supervisory Board will not
specify any concrete objectives regarding its
composition, nor has it prepared a profile of
skills and expertise for the entire Supervisory
Board. Up to now, the Supervisory Board has
exclusively based its proposals for the nom-
ination of Supervisory Board members on
the suitability of the male and female candi-
dates with the aim of creating a Supervisory
Board whose members as a group possess
the knowledge, skills and professional experi-
ence required to properly complete its tasks.
The Supervisory Board firmly believes that this
approach works, which is why it does not see
any need to change this practice. In particular,
the Company does not intend to implement
the recommendation to set a regular limit of
length of membership because as a rule, the
Company wishes to have access to the exper-
tise of experienced Supervisory Board mem-
bers as well. The Supervisory Board does
not consider a predetermined limit for the
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maximum period of service appropriate, since
the term of office for Supervisory Board mem-
bers stipulated in the law and Articles of Incor-
poration provide for a reasonable period for
Supervisory Board mandates.

Since the Supervisory Board accordingly does
not set specific targets regarding its compo-
sition and does not prepare a profile of skills
and expertise, either, the recommendations
in Section 5.4.1 (3) cannot be followed. For
this reason, the Company also cannot follow
the recommendations in Section 5.4.1 (4),
according to which proposals by the Super-
visory Board to the General Meeting shall take
these targets into account, while simultane-
ously aiming at fulfilling the overall profile of
required skills and expertise of the Supervisory
Board. The implementation status can there-
fore not be published in the Corporate Gover-
nance Report, either.

Performance-related remuneration shall be
oriented toward sustainable growth of the
enterprise (Section 5.4.6 (2) sent. 2 of the
Code)

In addition to fixed remuneration, the mem-
bers of the Supervisory Board also receive
performance-related remuneration based on
consolidated EBIT before taking into account
the Supervisory Board’s variable remunera-
tion. The Company’s Articles of Incorporation
thus do not expressly require a link to sus-
tainable growth of the Company. The Com-
pany continues to believe that basing perfor-
mance-related remuneration on consolidated
EBIT of the respective financial year is a sen-
sible approach, because due to the nature of
its business, deliberate deferrals of expenses
and income are hardly possible. Consolidated
EBIT is a key performance indicator. Further-
more, no generally accepted model for basing

the remuneration of Supervisory Board mem-
bers on a company’s sustainable development
has established itself in the capital markets to
date. For the time being, the Company will
continue to monitor the situation.

k. The Supervisory Board does not discuss quar-

terly or half-yearly financial reports with the
Executive Board prior to publication (Section
7.1.2 sent. 2 of the Code).
The Company believes that a separate discus-
sion of the reports is not necessary because
the Supervisory Board is informed regularly of
the business transactions.

2. Since the publication of its most recent Decla-
ration of Compliance in December 2015, Softing
AG has generally been in compliance with the rec-
ommendations contained in the German Corpo-
rate Governance Code as amended on February 7,
2017. The Company has not observed the follow-
ing recommendations: Section 3.4 (1) sentence 3;
Section 3.8 (3); Section 3.10, sentence 3; Section
4.1.3 sentence 2; Section 4.2.2 (2) sentence 3; Sec-
tion 4.2.3 (2) sentence 3; Section 5.1.2 (1) sen-
tence 2; Section 5.3.1; Section 5.3.2; Section 5.3.3;
Section 5.1.2 (2) sentence 3; Section 5.4.1 (2), (3)
and (4); Section 5.4.6 (2) sentence 2; and Section
7.1.2 sentence 2.

Please see the explanations under no. 1 for the
reasons for not observing the recommendations
of the Code stated under no. 2.

Remuneration for the active members of the
Supervisory Board in the 2018 financial year is pre-
sented in the notes of the 2018 annual report.

Disclosures regarding directors’ dealings pursu-
ant to Section 15a German Securities Trading Act
(WpHG) are published in the Investor Relations
section of our website at www.softing.com.



CORPORATE BOARDS AND
DIRECTORS’ HOLDINGS

Boards Shares Options

Sep. 30,2018 Dec. 31,2018 Sep. 30,2018 Dec. 31,2018
Number Number Number Number

Supervisory Board

Dr. Horst Schiessl (chairman), attorney at law, Munich - - - -

Dr. Klaus Fuchs (member), graduate computer scientist
278,820 278,820 - -
and graduate engineer, Helfant

Andreas Kratzer (member), certified public accountant,
10,155 10,155 - =
Zurich, Switzerland

Executive Board

Dr.-Ing. Dr. rer. oec. Wolfgang Trier, Munich 122,221 122,221 - -

Ernst Homolka, Munich 1,800 1,800 - -

FINANCIAL CALENDAR

March 29, 2019 Consolidated Financial Statements/Annual Report 2018
May 07, 2019 Interim Management Statement Q1/3M 2019

May 08, 2019 General Shareholders’ Meeting 2019

August 14, 2019 Half-yearly Report Q2/6M 2019

November 15, 2019 Interim Management Statement Q3/9M 2019
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