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Products
and offering

Superior technology that future-proofs
customers’ product development.

A committed team with i
a passion for technology. o

Investment case

The world’s leading supplier of software 1 0
tools and services for embedded systems.

AR DevCon

Our own global
developer conference.

Financial Interview with a
reporting

compiler developer
Financial information and

financial statements for 2019. Meet one of the core developers of RISC-V.

Ten years as CEQ
of IAR Systems!

This year, Stefan Skarin celebrated his
ten-year anniversary as CEO of IAR Systems. Embedded systems - a market in a state of constant change.

Market trends
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THISISLLA.R.

SYSTEMS GROUP AB

HIGHLIGHTS OF 2019

We enable the products of today and
the Innovations of tomorrow

IAR Systems is the world’s leading provider of software for programming of processors

in embedded systems. Secure Thingz is a supplier of advanced security solutions with a focus on loT.
Together, we provide the solutions required to create the necessary security and assured quality in the

Our products are used by many of the
world’s largest corporations as well as
thousands of small and medium-sized

companies in a range of industries,
such as the automotive industry,
industrial automation, medical

technology, consumer electronics
and the Internet of Things (loT].
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At least 30 times a day, you use
a product programmed by one
of IAR Systems’ customers.

development of the digital products of today and the innovations of tomorrow.

-
I_l_l
[ 1 [

IAR Systems and Secure Thingz

are owned by [.LA.R. Systems Group AB,

which is listed on the Mid Cap list of
Nasdaq Stockholm under the
ticker symbol IAR B.

I.A.R. Systems Group AB has

223 employees in 11 offices
on three continents.

Our headquarters are located in
Uppsala, Sweden and we have sales
and support offices all over the world.




HIGHLIGHTS OF 2019

IAR
Systems launches
tools certified for

functional safety for

STMICROELECTRONICS’

8-bit processors.

IAR Systems
and Secure Thingz
break new ground
together for security within
loT with the launch of

IAR
Systems presents an
expanded offering for

I.A.R. Systems
Group AB establishes
an investment fund with

. IAR
IAR Systems 10T SECURITY, helping
EMBEDDED
the business incubator YMIR EM;iDcD_Eng;JST takes RISC-V to the R < s to develop WORKBENCH is
and allocates resources to . next level by launching SisliSaRG0d | cts from integrated with AMAZON
help innovative start-up professional development the ground up. 9
companies within loT and

tools with leading
performance and
code quality.

WEB SERVICES (AWS)
for the development
from cloud to

device.

security solutions.

Cash flow from
operating activities

Net sales Operating profit

Q1 SEK 99.8m s SEK 29.4m w5 SEK 19.1m pe
Q2 SEK 99.0m is4 SEK 23.8m s SEK 28.8m psa
Q3 SEK 100.0m 2 SEK 28.1m @3 SEK 27.3m s
Q4 SEK 106.8m e SEK 27.1m e SEK 30.5m w4

2019 SEK 405.6m 2 SEK 108.4m s SEK 105.7m .4
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COMMENTS FROM THE CEO

With the code as a base,
we are now taking the
next step towards the future

When IAR Systems was formed 36 years ago, our products were ready and waiting for digitization. Since
then, digitization has changed everything from customer products to our day-to-day lives. Upon reflection,
the change has been fast, but it has also taken time as a result of the adjustments that have been required.

IAR Systems has also changed during this time, and
many events have taken place since the company was
founded by engineer Anders Rundgren. Today, we are
a company with a broad technological scope, a depth
of competence and a global presence that has allowed
us to obtain a market position that few have attained.
Throughout all that has happened, our focus has
remained on supplying our customers with the best
possible products. 2019 was a year with a sharp focus
on our new products.

I have had the privilege of being a part of this
evolution for almost a third of the period since IAR
Systems was founded. Along with the changes in the
market and to the products, there have also been
changes to IAR Systems. For our shareholders, this
has perhaps been most evident by our continuous
growth, every year for the past ten years. Thisis a
financial development that not many have had the
opportunity to be a part of, never mind the opportunity
to reflect on. | have had the benefit of learning a great
deal from all that | have experienced during these ten
years. Perhaps one of the most crucial things that |
have learned is that, for a company to change, it needs
to be given time.

We began the year with our largest ever focus
on products for connected security, an offering that
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came about as a direct result of our customers’ need
to protect their products. We have had a relationship
with most of our 50,000 customers for 20 years, and
together we have followed the digitization of their
products. What may have started as a simple function
is now often about how that function communicates
with other products, something that is frequently done
to increase the efficiency of or benefit more from the
functions of digital products.

With the onset of the digital evolution, our
customers have been left at risk when the software
that the processor needs in order to function is
exposed to threats such as theft or duplication. Such
a threat could be costly to our customers and even
negatively impact the brand if a stolen or duplicated
product were to be used by other parties or not for
its intended purpose. This threat provides us with
an opportunity insofar as we are the only company
with the ability to deliver a solution that implements
security from the get-go. A solution that begins
where we started, with code.

In 2019, we launched more products than we have
launched in the past five years, with two products
as well as a number of services within security.

This is a significant change for us, since it is not just
limited to new products, but also new technology,

a new target group, and a change in market position
for the company.

The market also changed more noticeably in 2019
than in the past, with the new RISC-V processor
architecture quickly being recognized as having
major potential for the future. Like Arm, RISC-V
has revolutionized how processors for embedded
systems will be developed. If | were to try to explain
this change in a clear way to someone interested in
technology, | would say that the technology of RISC-V
is in demand primarily because of its flexibility. This
demand for flexibility is perhaps a reaction to Arm’s
attempts to impose a change from a leading market
position — a change that their customers were not
prepared for or interested in. RISC-V is a new, mainly
open architecture, providing many players with the
possibility to impact its development. This interest is
naturally fueled by financial considerations, but also
by the opportunity to create new technology with its
origins in collective development. RISC-V, which was
another product area that we launched during the year,
is a highly attractive market from a security standpoint
since it opens up many new opportunities, both in terms
of technology and with respect to new geographical
markets. However, the changes to our security offering
represented an even more significant development than
that of RISC-V, as this is the market that IAR Systems
has operated in from the beginning, and one that
focuses on the same target group as RISC-V.

Our organization has grown substantially as a
result of our focus on technology, and we have mainly
recruited in the field of product development and, as
a result, within certain support functions. With this
comes a few growing pains, making our processes for
maintaining and assuring product quality pivotal.

Change was an important aspect of 2019, and this
can be turbulent for a well-established company. Our
customers continue to demonstrate that the changes
we have implemented have been positive by choosing
to increase the number of product users and confirming
that they wish to continue to use our services in the future.



COMMENTS FROM THE CEO

We have signed more strategic contracts with
customers who are choosing to standardize based on
our products over several years. We continued to grow
throughout 2019, adding four more quarters to our long
history of growth and bringing our total over the past ten
years to 25 consecutive quarters of continuous growth.
Looking forward also means continuing to change.
Building companies takes time. 2020 will be about
focusing on an increased presence among our
customers. Not only will we have more employees
focused on reaching out to our customers, we will
also come closer to them through geographical
expansion and take a more modern approach to our
customer relationships.
Itis inspiring and extremely motivating to have
the opportunity to use my passion to take us to
the next stage of our development. A passion and
a belief that ten years ago created the ambition to
focus on IAR Systems. | now find myself reflecting
on our development and success over the past ten
years and preparing for the next stage of our journey
- a stage that will reflect the soul of the software
company IAR Systems. A soul based on code. With
our perseverance, ambition and energy, we are now
looking to the future together - a future in which
we will follow, create and lead the digital evolution.
Together with our customers, colleagues, partners
and owners.

Stockholm, March 18, 2020

'
@

STEFAN SKARIN President and CEO,
[.A.R. Systems Group AB

° (@sskarin
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TEN YEARS AS CEO OF IAR SYSTEMS!

Ten years as CEO of AR Systems!

This year, Stefan Skarin celebrated his ten-year anniversary as CEO of IAR Systems.

Stefan, how has the market changed

and developed in the past ten years?

Ten years ago, there were not as many customers who
developed connected products.

As Arm became more dominant, consolidation has
increased which has resulted in changes, perhaps most
notably to the ecosystem around Arm. Technology has
become more complex, which has also significantly
changed the requirements of the customers.

If you look ten years into the future,

what do you see?

Itis an exciting challenge to try to look that far into the
future, butitis also hard to predict. If | start by taking
a look outside the company, | think that much more of
the information and functions of the products that our
customers develop will involve a flow of information
without a human “touch”. I also think that we are more
dependent on technology in our everyday lives than
ever before, but there is still plenty of room there for
further automation. If | look more internally, | think
we will become a somewhat larger organization and
have a bigger offering of services connected to our
products. | also think that a greater portion of our
business will be conducted under the slogan “self-
service”. In other words, | think that our customers
will increasingly want to, and be able to, administer
the usage of our products independently.
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What do you think has been the

most significant product launch?

That is a tough question to answer as there have been
quite a few. It's easiest to think of the most recent
launch or perhaps look at what has been the most
important on paper or the launch that has had the
largest outcome. Our first acquisition was Signum,
which resulted in our debug probe in I-jet, which has
been important and had a very positive outcome. Our
first add-on with the analysis tool C-RUN was also a
lot of fun and an important start. Last but not least,
looking at the product launches that have touched
the market in the last few years, | would point to the
various products for functional safety.

What has been the greatest challenge?

The greatest challenge for me personally has been
handling the various roles | have had within the
company. Unfortunately, my role as a strategist
often takes a back seat to my role as sales director.
This role periodically takes up a lot of time, with
many presentations and discussions. Having said
that, it is the combination of my roles that | find both
challenging and inspiring.

Being the CEO of IAR Systems is your job, but
also something that consumes your attention
24 hours a day. What is your motivation?

My motivation comes from a passion for continuing

to learn, develop and grow. Along with this comes an
automatic desire to work a lot. A major motivation

for me is having fun, and | really have a lot of fun with
my colleagues, customers, partners and various
assignments. When I'm not working, | enjoy spending
time with my family, fly fishing in the great outdoors,
or getting my hands muddy with the help of a tractor.
My family is my greatest motivation, and spending
time with them provides me with the energy I need to
perform my best at work.

You often say that you have the best job in the
world. What is it that makes it so fulfilling?
There are a lot of different elements to that, many
of which are connected to the pride | feel for our
products, employees and customers. My colleagues
develop fantastic products that our customers use
to program products that we use every day. It is also
extremely inspiring to be able to travel and meet
customers. It is wonderfully fun to be the CEO of a
Swedish software company with a long history and
large market share like IAR Systems.




TEN YEARS AS CEO OF IAR SYSTEMS!

TEAM STEFAN AND KARIN

“l became intrigued by the advertised position as
assistant to the CEO because the ad was personal,
and the application was to be sent directly to Stefan.
After 36 days on the job, much of which was spent
traveling, we reflected that the two of us had spent
34 days together. Stefan presented himself with an
open mind and gave me the space needed to translate
my previous experience into his everyday work, even
though this came with some resistance given that
he is used to being in control. In my current, now
expanded role, | am Stefan’s Chief of Staff, meaning
that | act as a support for the entire organization and
have my own processes, allowing Stefan to instead
focus on being the passionate entrepreneur that he is.

We begin our days by running through a list of
points that Stefan has thought of in the last 24 hours;
this synchronizes us and gives us a structure for the
day ahead. If we are in Uppsala or Stockholm, our
days are typically filled with meetings, but the global

v organization allows us to travel and provide energy to

STEFAN SKARIN and KARIN LASSEGARD ‘ . our customers and employees in the field. It is during

on their way to a presentation in Stockholm. y S these trips that Stefan’s creative side comes out in

' ' meetings with customers, and [ am inspired by his
passion. It’s this creativity and spontaneity that can
sometimes give me gray hairs when thinking about
how we are going to turn this into something tangible
in the end.”

KARIN LASSEGARD
CHIEF OF STAFF TO CEO / EXECUTIVE OPERATIONS
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MISSION, TARGETS AND STRATEGY

Mission, targets and strategy

Our mission is to bring value to organizations that develop products for embedded systems. We supply
the tools and services that make embedded systems development fast, efficient and reliable. In 2018,
we acquired Secure Thingz so we could offer new ways for our customers to secure their innovations.
This allowed us to further strengthen our long-standing relationships with our customers and their
technology, and to enable our customers across the world to supply better products to the market more
quickly while also protecting themselves against breaches and overproduction.

Long-term financial targets
The Board has established the following long-term
targets for IAR Systems:
> For net sales to grow by 10-15% annually
in local currency.
> Forthe operating margin to exceed 25%
over a business cycle.
> Payout ratio 30-50%.

Strategic cornerstones
To meet these targets, IAR Systems applies a strategy
with five cornerstones:

> To offer customer value through user-friendliness,
reliability and quality.
To develop technologically leading software for
embedded systems.
> To deepen the relationship with existing customers
by gradually expanding our range of products

and services.
To expand our customer base through an increased
local presence worldwide.

To actively establish close cooperation with

the most important players in the market to

create long-term customer value and a unique
market position.

v

v

v
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Sales strategy

Our sales strategy is founded on a license-based
business model in all geographical regions and
allindustries. In addition, the company focuses on
markets which it deems to have significant potential,
for example, the automotive industry and loT.

The company has global reach through its
corporate headquarters in Uppsala, Sweden, and
sales and support offices in Sweden, France, Japan,
China, Korea, Germany and the USA. The company
is also represented in another 43 countries via
distributors. Through the acquisition of Secure Thingz
in 2018, we have expanded our offering to include new
products and services as well as a new target group.
Because security is a question of survival for many
companies, responsibility for product security often
rests with management or the head of security.

Product strategy

IAR Systems’ product strategy is to offer proprietary
software for embedded systems development and
to offer its customers technological independence
in a rapidly evolving environment. For this reason,
the company continuously invests in innovation and
development at its Uppsala headquarters and its
development office in Camarillo in the USA. IAR
Systems owns the rights to all of its products

and services. Product development is focused
mainly on enhancement of product features and
functionality as well as adaptation to increasingly
demanding processors and embedded systems.
Our software is independent in relation to vendors
of processors for embedded systems. Through the
acquisition of Secure Thingz, we are expanding
our area of expertise and adding products within
security. The largest portion of this product
segment is developed in Cambridge in the UK.
Close cooperation takes place between all
development centers to maximize experience
exchange and share critical resources.




PLAN 2019

Vi

OUTCOME 2019

PLAN, OUTCOME AND AMBITION

\|/

_/O\_

AMBITION 2020

Launch a number of new products and
services that cater to developers and the
new target group comprising security
experts for embedded systems.

Launched Embedded Trust, C-Trust, Security
from Inception Suite, tools for RISC-V and
functional safety for STM8 for existing
customers and new target groups.

Strengthen the company’s position within the
new markets for RISC-V and security, with a
focus on the ecosystem and a refined offering.

Expand our collaboration with strategic
partners within the embedded systems market
and clarify the company’s role in the partner
ecosystem, thereby developing a more central
role close to the customer.

Increased collaboration with a number
of processor vendors, primarily
STMicroelectronics. Developed several
new collaborations with suppliers within
the new architecture RISC-V.

Strengthen the company’s position in the Asian,
and especially the Chinese, market by setting up
new offices to be closer to the customer.

Strive to make the company an even more
attractive workplace for our employees,
and actively work to increase the opportunities
for recruiting new staff.

Recruited 39 new employees during the year
within most of the company’s functions.
Established a global HR function for our

Uppsala headquarters.

Work actively to clarify the company’s
ambitions, position and outcomes.
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Investment case

IAR Systems is a world-leading supplier of programming tools and services for embedded systems. These tools
and services enable the development of digital products for over 46,000 corporate clients and 150,000 developers,
supported by growing demand for digital technology, primarily within industrial automation, medical technology,
telecommunication, consumer electronics and the automotive industry. Secure Thingz is a supplier of advanced
security solutions with a focus on loT. Together, the two companies deliver the solutions necessary to create
essential security in a world of connected devices and products.

After securing important strategic partnerships and
collaborations, IAR Systems is nearing its next development
phase - driving change in the industry and establishing a
presence in a significantly larger market to become the first
choice in software partners for industry leaders positioning
their embedded systems for loT.

A profitable growth company

driving change in the industry

Thanks to its leading technology, IAR Systems’ software
commands a unique market position with a global market
share of approximately 50%. The company was founded

36 years ago and has continually evolved and refined its
products in order to meet customer demand. IAR Systems is
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headquartered in Uppsala, Sweden, but due to the company’s
international reach, over 95% of sales are attributable to
markets outside the Nordic region. The tailorable business
model includes selling flexible user licenses for access to
the IAR Embedded Workbench software, which enables close
customer relations, a high level of customer loyalty - 95% of
customers return - and even revenue streams. For 36 years,
this core business has been a springboard to larger and
growing markets. One such example is the company’s shared
vision and collaboration with Secure Thingz, which began in
2018 and has significantly expanded the company’s potential
market from only product development to the provision of
services, manufacturing and product management.

L




KYOTA YOKOO FREDRIK OLSSON ; ; " RAFAEL TAUBINGER

FAE (FIELD APPLICATION ENGINEER) GLOBAL TECHNICAL SUPPORT MAN; R A AENFIELD APPLICATION ENGINEER) MANAGER
TEAM LEADER FOR TECHNICAL SUPPO i
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INVESTMENT CASE

Superior technology with

new patented additions

Inanincreasingly digitized world, the software that IAR

Systems offers is a key enabler for the development

of smart products. Today, digital products are found

in every industry - from consumer electronics,
medical technology and healthcare to manufacturing
and the automotive industry. All smart products

have an embedded system controlled by one or

more processors. The developer requires software

to program instructions into the processor that

then controls the smart product. IAR Systems’ IAR

Embedded Workbench helps developers program

these processors so that they fulfill their function

in the embedded system. The most important

competitive advantages are the following:

1. IAR Systems offers a unique product range
consisting of a complete tool chain for product
developers.

2. IAR Systems is independent and thereby supports
a variety of different processor architectures,
which means that customers can choose the exact
programming environment that fits their needs,
regardless of processor and project. This way,
customers do not need to lock themselves into a
particular technical platform, which provides a
number of advantages, such as being able to reuse
70-80% of previously written code.

3. IAR Systems provides superior quality so that
customers do not need to compromise on product
performance, reliability and user-friendliness and
so that the time from product to market launch is
as efficient as possible.

4. Through the acquisition of Secure Thingz, both
companies have together developed a unique,
patented technology that aims to fulfill the

customer’s need to protect its intellectual property.

This can also be a crucial determining factor when
it comes to maximizing the market potential for
security for embedded systems.
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The spread of digital technology

and loT is driving market growth

The spread of digital technology is driving the market

for embedded systems, largely as a result of loT.

Almost all industries have devices and products

that could be developed further through improved

communication and connectivity. The market has a

number of underlying driving forces that all indicate

that the recent decade of stable growth within the
industry will continue. The following factors are

likely to affect IAR Systems’ growth:

1. Largely driven by loT, embedded systems are
growing in number and in complexity.

2. Continued high demand for reliable and advanced
programming tools that provide a complete
development platform and efficient time
management from product to market launch.

3. New possibilities within the automotive industry as
increasingly advanced vehicles reach the market.

4. New opportunities created by new players entering
the market for embedded systems. One such player
is Amazon Web Services (AWS), with whom IAR
Systems has now entered into a collaboration.

5. Unexploited potential within security solutions for
embedded systems. Secure Thingz operates as its
own company, but takes advantage of IAR Systems’
worldwide sales and support organization, and
thereby its large and loyal customer base. To
illustrate the market potential, ABI Research
predicts that the security market for embedded
systems will grow quickly as the number of secure
loT products grows from today’s 4% to close to 20%
by 2022.

6. The processor architecture RISC-V will challenge
the Arm architecture, and IAR Systems is positioning
itself to be the leading software supplier in this area.
In 2019, IAR Systems released a new version of IAR
Embedded Workbench for RISC-V supporting custom
extensions and further optimizing code speed.

Engaged team who knows how

to take advantage of growth potential
IAR Systems’ global organization and its enduring
passion for product development and technology
attract skilled and talented people to the company
in all countries where it operates.

Our employees’ diverse cultural backgrounds,
unique perspectives and local knowledge are important
contributing factors to IAR Systems’ strong presence
worldwide, and enable the company to meet customers
in their own markets. By sharing knowledge and
experience among highly qualified and motivated
employees, IAR Systems creates the most competitive
customer solutions.
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PRODUCTS AND OFFERING

Superior technology that future-proofs
customers’ product development

Since early 1983, IAR Systems has offered superior technology that future-proofs customers’ product
development. By delivering tried-and-tested, high-quality products, we are able to help companiesin a
range of industries across the globe to become competitive in their respective markets. Thanks to the
acquisition of Secure Thingz, we have also widened our expertise and are able to offer new innovative

security solutions.

Our products facilitate, streamline and quality-assure
the development of embedded systems. We collaborate
with a number of partners in many different areas

to consistently provide customers with a complete
solution. We always focus on and listen to customers’
needs in order to update our offering in a way that
satisfies their requirements and needs.

Complete software for programming
processors in embedded systems

All digital products have an embedded system
controlled by one or more processors. Development
tools are required to help developers program these
processors so that they work correctly and fulfill their
function. IAR Embedded Workbench is a complete
software for programming processors in embedded
systems in an efficient and quality-assured manner.
The software supports 8-, 16- and 32-bit processors
from the majority of processor vendors, which ensures
it has a unique position in the market. Thanks to a
close collaboration with processor vendors worldwide,
we are also in a position to add support for new
processors at an early stage.

IAR Embedded Workbench is available in over 20
different versions in order to match different types of
processors. It is continually updated with improved
functionality and support for new processors. In order

14 |.A.R.SYSTEMS GROUP AB 2019 ANNUAL REPORT

to meet specific requirements in certain sectors,
there are also versions of the software that are
certified for developing systems with functional safety
requirements, which is common, for example, in the
automotive and medical technology industries. The
software is certified by the organization TUV SUD and
approved in accordance with the requirements for
support tools as defined in IEC 61508, the international
standard for functional safety, and 1ISO 26262, which is
used specifically within the automotive industry.

IEC 61508 and other standards that originate from

it are used within all relevant industries with
requirements on reliability and security, such as

the processing industry, the oil and gas industry,
nuclear power plants, mechanical engineering and
railway control systems. The tools are also approved
in accordance with the European railway standards
EN 50128 and EN 50657 as well as the international
standard for medical device software and software life
cycle processes |[EC 62304. Customers can use these
thoroughly tested and documented tools to simplify
and streamline the certification of their own products.

Add-on products that simplify development
What all add-on products for IAR Embedded Workbench
have in common is that they facilitate the work of the
developer and are a natural part of the work flow.

The add-on products C-STAT and C-RUN are fully
integrated into IAR Embedded Workbench and enable
the code to be quality-assured at an early stage. Instead
of carrying out code analyses exclusively at the end of
the development process, these analysis tools provide
a complete code analysis naturally integrated into
day-to-day work as well as full control over the code
throughout the entire process.

We also offer debug probes that provide developers
with advanced debugging capabilities. The probes are
used to create simpler and more flexible work flows.
In addition to this, we also offer IAR Visual State,

a product that is used to develop state and event-
driven embedded systems and, together with the
IAR Embedded Workbench, permits streamlined
design of applications with a complex structure
- in the automotive industry, for instance.

Solutions for security
in embedded systems
Together, IAR Systems and Secure Thingz offer
possibilities for new security solutions. The companies
share a vision of making security and safety accessible
in an easy and sustainable manner. Using the products
Embedded Trust and C-Trust, it will be easier and more
efficient to implement security in embedded systems.
The security tool C-Trust operates as an extension of
IAR Embedded Workbench and provides application
security in the developer’s usual work flow. Simply by
ticking a box in the development tool, the code is made
secure and encrypted, protecting the software in the
developed product against unauthorized access.

In the second half of 2019, we launched Security
from Inception Suite, a comprehensive solution



PRODUCTS AND OFFERING

IAR SYSTEMS AND SECURE THINGZ' EXPERTISE
COVER MANY DIFFERENT CUSTOMER NEEDS

{0
W,

EXECUTIVE PRODUCT PRODUCTION
MANAGEMENT SECURITY EXPERT DEVELOPMENT TEAM MANAGEMENT FACILITIES DEVELOPMENT TEAM
Definition of security Implementing Application Testing Secure distribution Secure Secure software
structure using structure in development of applications to manufacturing manufacturing of updates
policies and best hardware and programmed and control of
practices software processors products

Together, we help the customer to secure their products for their entire useful life.

for security encompassing software and services.
The offering includes the secure development
environment Embedded Trust, IAR Embedded
Workbench for Arm with an updated version of
C-Trust and the analysis tool C-STAT as well as a
service offering including technical support, training
and consulting services within security. The offering
also includes support for a number of processors
that are already frequently used by our customers,
allowing security to be integrated into existing
applications.

Secure Thingz also offers advanced solutions
for a secure product chain all the way through
to manufacturing and updating. The solutions

are scalable to support different kinds of secure
elements and processors. The secure programming
solutions offered by Secure Thingz make it possible
for processor programming suppliers all over the
world to meet their customers’ needs for secure
manufacturing.

Comprehensive technical

support and service

We offer our customers a committed sales, service
and support team on hand to support them at every
stage. The team is available for discussion and
coaching to ensure that we deliver a suitable solution
for each customer’s needs.

We are able to offer all customers who purchase
software a comprehensive support contract that
gives them access to technical support from IAR
Systems’ high-quality global support organization.
With their extensive industry experience, the support
engineers are greatly appreciated by customers. The
support contract also guarantees continuous product
maintenance in the form of direct access to new
product updates.

We also supply the training program IAR Academy,
which consists of a number of courses aiming to offer
developers a deeper knowledge of programming while
maximizing corporate clients’ software investments.
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MARKET TRENDS

Embedded systems

- a market in a state of constant change

Digital development and an
increasing number of smart
products is leading to a constantly
growing number of systems
controlled by one or more
processors in an embedded system.
We deliver high-quality products

to companies that develop digital
products all over the world and
within a variety of industries.

As digital technology and even more
smart products continue to spread,
the market for embedded systems is
in a state of constant change.

There are a number of market
trends that are particularly
noteworthy:
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Requirements for more
energy-efficient solutions

The need for energy-efficient and
low-power solutions is being driven by
the fact that processors are now used
for more purposes than before and
that many products are now battery-
powered. The need to find energy-
efficient solutions has generated
strong demand for low-energy
processors and tools that support
development of these solutions.

For IAR Systems, this creates added
value for our products, which are
known for producing compact and
efficient code, making them a safe
choice for many when developing
energy-efficient products.

Requirements for streamlined
product development

The increasingly rapid pace of
development in the market is also
placing higher demands on product
developers to get their products out
quickly. This is fueling demand for
solutions that enable code from earlier
projects to be reused, since this both
streamlines the development process
and results in shorter lead times.

For IAR Systems, this means that the
company always needs to make sure
that its development tools support
the greatest number of processors
of all the tool suppliers in the market.
Development projects get off the
ground quickly since developers do
not need to learn new tools for each
new project.

Increasing complexity
of embedded systems

Embedded systems may require
processors of varying complexity.

In simple terms, these differences
can be divided into 8-, 16- and 32-bit
processors, of which 32-bit are the
most advanced. As the processors
become increasingly powerful, this
is creating new conditions for more
advanced systems. One trend arising
from this greater complexity is

the need for more tools for testing,
debugging and analysis.

For IAR Systems, this means that
we have been investing for several
years in facilitating version control
and debugging for developers - for
example, via the add-on products
C-STAT and C-RUN, which provide
full control over the code throughout
the entire development process.




Security, data security
and reliability

With a growing number of connect-

ed devices, companies are facing an
increasing number of challenges in
many industries. One of the biggest
challenges is the ability to deliver fully
secure systems. This also becomes
relevant as more data is collected from
both machines and humans, raising
such questions as how to manage and
store sensitive and functional data. The
design of automatic update processes
may also be an issue. Stable technical
solutions combined with awareness is
the key to solving these challenges.
There is significant potential in the
market when it comes to security,
particularly within loT, the automotive
industry and medical technology.

The combination of IAR Systems and
Secure Thingz makes it possible to
meet the growing market with a port-
folio focusing on security, and with a
particular focus on how our customers
can protect their intellectual property.

Implementing
new technology

Trends like artificial intelligence (Al),
machine learning (ML) and cloud solu-
tions are affecting technology within
every field. Implementing this techno-
logy within embedded systems makes it
possible to release more new products,
make them smarter and add services
for the data processed by the systems.

For IAR Systems, this is a positive
development since it is resulting in
new, exciting projects from customers
and new possibilities to expand the
network of partners within each area.
Since the start, IAR Systems has always
followed the market and listened to both
customers and the industry in general
to stay up to date on how this new
technology is developing. An example
of a new player in the sector making
use of this technological development
is the cloud service provider Amazon
Web Services (AWS), with whom IAR
Systems has now entered into a collab-
oration. During the year, we launched
aversion of our development tools that
is compatible with AWS.

Consolidation and evolution
of partner network

One clear trend in recent years is the
consolidation of the market through
both major and minor acquisitions.
Several large processor vendors and
other types of suppliers are merging
in order to strengthen their positions
by expanding and deepening their pro-
duct portfolios. New players are even
turning up in the market, such as the
open source processor architecture
RISC-V, which is having a particularly
profound influence. A growing network
of companies are centering on RISC-V.

For IAR Systems and Secure Thingz,
this means changes in their partner
networks. Despite these developments
in terms of technology and suppliers,
we have a strong viability thanks to our
broad market position, high-quality
technology and close collaboration
with selected partners that help us
meet the demands of the market and
our customers. We aim to remain

an active part of the market, and in
regard to RISC-V, we have taken a giant
leap forwards by launching the first
commercial tools for the processor
architecture.

MARKET TRENDS

Need for functional safety
and code quality

Today, more and more safety features
in the industrial, automotive and medi-
cal technology areas are controlled by
processors. This development is prin-
cipally taking place in the automotive
industry, where vehicles are becoming
more advanced as motorists and con-
sumers look for more safety features
and an enhanced driving experience.
With embedded systems now
becoming safety-critical, the need

for control and certification of these
systems is being heightened. Many of
our customers in a range of different
industries are therefore placing ever
greater demands on functional safety,
code quality and streamlined work
flows. As aresult, it is also becoming
increasingly important that develop-
ment tools comply with applicable
industry standards, such as MISRA C.

For IAR Systems, this means that we
have developed versions of our IAR
Embedded Workbench that are certified
for safety-critical development by

the certification organization TUV
SUD. Customers can use these
thoroughly tested and documented
tools to simplify and streamline the
certification of their own products.
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INFOCUS: RISC-V
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In focus:

The processor architecture RISC-V

In 2019, the focus in the market for embedded systems centered on the processor architecture RISC-V.
The architecture is at an early stage of implementation, but we have seen a significant increase
in processor vendors selecting RISC-V for their future product portfolio. This trend is
particularly evident in China, but has also had an effect further afield in Asia.

RISC-V, pronounced “risk five”, is an open source
processor architecture and is designed to be flexible
and simple to expand. The members of the RISC-V
Foundation are collectively driving the development
of the architecture’s specifications and ecosystem.
IAR Systems became a part of the organization in 2018.

The first commercial tools for RISC-V

In 2019, IAR Systems launched the market’s first
commercial tools for RISC-V. The tools are a version of
IAR Embedded Workbench, which has a clear focus on
code optimization. The tools also include code analysis
and comprehensive debugging functionality.

One of the greatest benefits of using RISC-V is the
flexibility that the architecture allows. This allows
original equipment manufacturers (OEMs] to design
processors with the exact definition that is required
for the product or application being developed. IAR
Embedded Workbench has the necessary functionality
to allow these companies to fully take advantage of
this capacity when developing applications based

on self-designed cores. Customers that have

started to use our tools have reported considerable
improvements in their performance in comparison to
other tools for RISC-V.




IN FOCUS: RISC-V

We want to be an active part in the evolution of RISC-V, and we have already established a number of
exciting partnerships in the ecosystem in conjunction with the launch of our tools for RISC-V:

“We are glad to see early support for our AndesCore
processors in IAR Embedded Workbench. IAR Systems
always delivers high-performance development tools
as well as comprehensive debugging capabilities that
will enable our customers to reduce time to market and
create highly competitive embedded applications. We are
really excited about this launch.”

DR. CHARLIE SU

CTO AND EXECUTIVE VP, ANDES TECHNOLOGY
CORPORATION

“We are so excited to see IAR Systems offering a strong
commercial tools alternative for RISC-V. There are a
rapidly growing number of RISC-V based commercial
products, and we are sure there will be a strong positive
response in the market to /AR Systems’ leading code
optimization technology as well as professional technical

support. As a Platinum member of the RISC-V Foundation,

we will continue to promote RISC-V evolution and
cooperation in various technical directions such as ISA
optimization, code density optimization, and security.
Besides, we have also developed a series of CPU cores
based on RISC-V, and we will expand cooperation with
IAR Systems on the tools.”

CHUNQIANG LI
SENIOR STAFF ENGINEER AND VP, C-SKY/ALIBABA

“As a member of our Mi-V ecosystem for implementing

FPGA-based RISC-V designs, IAR Systems has a strong
track record of delivering excellent performance and
comprehensive services with their tools. We are pleased
to see them adding RISC-V coverage to their portfolio,
and we will continue to work together to ensure optimized
development for our joint customers.”

TIM MORIN

DIRECTOR OF PRODUCT MARKETING FOR THE FPGA
BUSINESS UNIT AT MICROCHIP'S MICROSEMI SUBSIDIARY

“I'm thrilled to see IAR Embedded Workbench for RISC-V

join the robust tools available in the RISC-V ecosystem.
High quality, commercially supported tools for SiFive
devices are key to enabling the innovators who need
customizable processors with dense, high-performance
code to maximize their efforts.”

YUNSUP LEE

DESIGNER OF THE RISC-V ISA AND CHIEF TECHNOLOGY
OFFICER AT SIFIVE

“The addition of IAR Embedded Workbench to the RISC-V

ecosystem will further push the RISC-V adoption
across the embedded industry. IAR Systems provides
development tools for users all over the world, and I'm
excited to witness the company’s compiler technology,
static code analysis and extensive debug functionality
brought to the RISC-V community.”

CALISTA REDMOND
CEO, RISC-V FOUNDATION
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INTERVIEW WITH A COMPILER DEVELOPER

ANDERS LINDGREN in his office
at IAR Systems in Uppsala.

.
\
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INTERVIEW WITH A COMPILER DEVELOPER

Development on the
highest technological plane

In 2019, a team of developers at IAR Systems worked intensively with IAR Embedded Workbench for
RISC-V, the first brand new IAR Embedded Workbench tool in several years. Anders Lindgren was one

of the head developers on the project.

Anders Lindgren has been employed at IAR Systems for
over 20 years, providing him with extensive experience
and profound knowledge of our products, particularly
how the compiler, a crucial component, operates. The
compiler is the component in the development chain that
translates the code written by users to instructions that
a microprocessor can understand and run. IAR Systems’
compiler technology is highly thought of when it comes
to creating code that is compact and efficient, allowing
the application that the customer is developing to save
memory and maintain a low level of power consumption.
Before the RISC-V project got under way, Anders
was primarily focused on IAR Embedded Workbench for
MSP430, a popular product that has been a part of IAR
Systems’ product portfolio for a long time. In the last
year, however, his entire focus has been on RISC-V.

Hi, Anders. What is your role at IAR Systems?
I am a developer and | work with the compiler. The
compiler is the component that translates the programs
that the user writes in C and C++ into the assembly
language, that a microprocessor can then use.

What role do you have in the project

related to our products for RISC-V?

| currently have two roles in that project. Firstly,  am
chiefly responsible for developing the compiler, and

secondly, | am the technology supervisor for the project.

As technology supervisor, | must maintain a holistic
approach to the project. | am involved in decisions

that affect the direction of the project, and the ways in
which we are to tackle technological challenges. | also
assist the project manager with technological domain
knowledge.

What does the RISC-V project mean for you?
The project regarding IAR Embedded Workbench for
RISC-Vis on the cutting edge of technology. It was also
carried out in record time. Both of these aspects have
required all of my previous experience and all of my
technological know-how.

What aspect of this project

has been most stimulating?

The most stimulating aspect of RISC-V is that is has
open-source specification, allowing any developerin
the world to produce processors based on RISC-V.
For IAR Systems, this means that we need to establish
support for a wide variety of processors, both now and
in the future.

Is there anything else you would like to

add concerning IAR Embedded Workbench

for RISC-V?

| think that RISC-V is a processor for the future, and that
more companies will be launching RISC-V processors in
2020 and 2021. | wouldn't be surprised if there was a host
of RISC-V processors found in computers, telephones
and vehicles in the years to come.

I.LA.R.SYSTEMS GROUP AB 2019 ANNUAL REPORT 21



IN FOCUS: SECURITY

In focus: Security

The security market is growing with incredible speed. According to a study by Grand View Research,

the global market for loT security will be worth USD 9.88 billion in 2025. As the market grows, so will
the challenges arising due to the increased security risks that loT can present, such as IP theft, data

theft, counterfeiting, overproduction and different kinds of potentially life-threatening sabotage.

In order to minimize these risks, companies must
increase their competence to make sure that security
is a vital component right from the start of the
development of any new product.

IAR Systems has been offering solutions to
guarantee functional safety in embedded systems
for a number of years, focusing on protecting people
and physical property from damage. Through the
acquisition of Secure Thingz, the company’s offering
has been expanded to include data and IT security.
The acquisition has given the companies strong
combined expertise that will make new products
and services possible.

Vision for a more secure world

Secure Thingz and IAR Systems share a vision of
making loT easier to implement and of scalable and
long-term sustainable security. We are convinced
that together, we can deliver the solutions necessary
to create essential security in a world of connected
devices and products. Our shared vision is not only
about implementing technology, but also about the
possibilities created for companies the world over.
Security can shift from a cost to a value. Together, we
want to make security and safety a natural part of our
customers’ daily operations. We also want to make the
best possible security available to everyone, enabling
them to provide a secure product, from development
to manufacturing and updating throughout the
product’s entire useful life. By maintaining security
from the beginning and throughout the product’s
entire useful life, there is potential for new service
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offerings and new services for companies that develop
digital products.

New legislation and more comprehensive
rules for increased security

As the need for security increases, many global
authorities are calling for the implementation of

new legislation and rules concerning the handling of

connected electronics and the information they contain.

The electronics market is following the same trend

as GDPR in Europe, with a number of best practices
related to general technological security aspects. One
year ago, fewer than five countries had introduced
laws and regulations concerning IT security. During
2019, the list of countries increased to more than 20.

Primary focus on protecting

intellectual property (IP)

Having asked our customers what they perceive

as most crucial when it comes to security, their
responses frequently focus on the protection of IP in
relation to both hardware and software. As embedded
systems have become more complex, IP has also
become a more important part of business and
branding. To respond to this need, we launched the
products Embedded Trust and C-Trust on a broad front
during the year. These products enable companies

to ensure that their intellectual property is protected
against overproduction and piracy, that software
updates can be managed in a secure manner and that
end users of the company’s products are protected
against sabotage programs and data intrusion.

C-Trust is an extension of IAR Embedded Workbench
that makes it possible for application developers to
prepare secure, encrypted code that automatically
follows the prevailing general security guidelines.

A development team is able to simply import the
security guidelines established by the company,
without being able to change them. By automatically
including security settings and the correct encryption
in the code, developers can focus on continuing to
develop and test applications with new functionality.
When the development and testing is complete, the
code is exported and programmed into the processor
in an automatically encrypted form. This procedure
also makes updating the application’s code at a later
time simple and secure.

With Embedded Trust, companies that have a
security specialist, or someone with the necessary
know-how, are able to set security guidelines, confi-
gurations and settings themselves, in accordance with
the security policy of their company. Embedded Trust
is entirely integrated with IAR Embedded Workbench
and C-Trust.

Increased security offering in 2019

In the second half of 2019, we launched a compre-
hensive solution encompassing both software and
security services. The software included supports
some of the most used processors in the market.
The services included range from courses focusing
on security in IAR Academy to consultancy services
provided by security experts for the companies who
are in need of such services. Through this offering,
we provide our customers with an opportunity to
develop and expand the competence that they require
in order to implement security in their operations
at an early stage. Our comprehensive solution is
available at different levels depending on the needs
of the customer.




=

“During the last year, wele [edrned that the need to protect intellectual property is substantial, yet
many customers aren’t re‘a_'y to replace their existing processors with new ones with embedded
security. It takes time to embed security, both in the knowledge bank and in products for our
customers. We therefore nged to find something that supports their launch and something
that they can use with their exis:fing solutions. Our offering means that the code itself becomes
encrypted and is therefore mad ecure. The offering also includes support for some of the most
widely used processors. The¢amhbination of all of this makes us unique in the market.”

CEO STEFAN SKARIN ON THE INCREASED SECURITY OFFERING

YMIR INVEST - LAUNCHED IN 2019

An investment fund that allocates resources to help innovative start-up companies within
loT and security solutions. With the help of Ymir, the Group will support companies with
new innovative ideas and major growth potential. ymirinvest.com

IN FOCUS: SECURITY

WE HAVE FOLLOWED OUR
CUSTOMERS ON THEIR JOURNEY
AS THEY NAVIGATED COMPANY

TRANSFORMATIONS, CHALLENGES
AND NEW REQUIREMENTS.

The process has now resulted
in various ways in which they
can secure their property:

g

Traditional development of embedded
systems, with a need to release
new products quickly and effortlessly

We offer complete software that helps
the customer to develop more efficiently.

Y
Increased complexity comes with
a need for secured code quality

We offer new opportunities for code analysis
and testing in our complete software package.

g

Need for functional safety

We offer certified products that simplify
paperwork and development for our customers.

v
The need to protect intellectual
property and data

Our security offering assists the customer
in creating a chain of safety and security throughout
the product’s entire useful life.
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IAR DEVCON

AUSTIN
USA

SANTA CLARA
USA

JAR DevCon developer conference

IAR DevCon is a free developer conference that focuses on
how developers can get the most out of an embedded system.
The conferences featured a number of lectures on trends and
our latest product news as well as general developments

in the world of embedded systems, with a particular focus

on security, loT, industrial automation, medical technology
and the automotive industry. IAR Systems’ local teams also
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presented walk-throughs and product demonstrations to
show the possibilities offered by our products, all so that
customers can maximize their investments.

In 2019, we chose to hold a full-day event consisting of an
introductory morning of seminars in various fields followed
by an afternoon of practical exercises in which customers had
the opportunity to try things out for themselves.




IAR Academy is a training program aimed at both new and
experienced users of IAR Systems’ development tools.

IAR Academy offers a number of courses at both basic and
advanced levels. All of the courses combine expert-led
lectures and practical exercises. Tailored courses can also
be arranged on request and can either take place at the
customer’s site or at external premises. The syllabus for
each tailored course is devised in close collaboration with
the customer.

1
|

— -— IAR ACADEMY

AYUMI IWANO Field Application Engineer (FAE] at

IAR Systems. Lecturing at IAR DevCon in Tokyo.

|AR"Academy-training program

In 2019, 33 IAR Academy courses were held:

Number of
IAR Academy |
courses per

location

NN

20

Munich, Germany

Uppsala, Sweden

Foster City, USA

Marlborough, USA

Cambridge, England

Plano, USA

Specially tailored courses at the customer’s site
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SUSTAINABILITY
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The development of new
technology creates opportunities
for a sustainable future

We are proud to be able to drive the development of new technology forward, together with our
customers and partners. We always try to stay one step ahead so that our customers can develop
even better products that are more energy efficient, smarter, more secure and more sustainable.

New products make a more

sustainable planet possible

Through our technology, we help customers create
new products that make a better, more sustainable
world possible. Within several areas, such as

|oT, health, industry and the automotive market,
technology development is focused on streamlining
processes and energy use. When it comes to the
products and software we develop and sell, there

is ample functionality to create the most efficient
code possible or the least amount of code possible,
so that it uses as little memory as possible in the
programmed processor. Over the last few years,
we have also developed an innovative functionality
for keeping track of power consumption and seeing
exactly which part of the code uses the most energy.
This allows customers to optimize their products for
energy comsumption. The software that we develop
and sell is largely supplied to customers digitally
rather than physically, thereby reducing our impact
on the environment.

Sponsorship program to support
environmentally friendly technology

Many of the most successful innovations within
renewable energy and sustainable technology over
the last decades have been developed by small,
entrepreneur-driven technology companies. Since
2013, we have offered a sponsorship program - the
IAR Green Innovation Program - to promote innovative
development projects focusing on environmentally
friendly digital technology. The IAR Green Innovation
Program sponsors selected organizations, primarily
student projects and start-up companies, providing
them with the tools they need to get started. This
gives students, researchers and engineers easier
access to development tools, thereby allowing more
environmentally friendly products to be created.




SUSTAINABILITY

TOGETHER with our customers,
we contribute to a more sustainable world.

- 1

-
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EMPLOYEES

A committed team
with a passion for technology -—

We are a dedicated team with a passion for technology who are working toward the same goal: to provide Working for IAR Systems means being on the front
our customers with first-class technology and service. Together, we enable our customers to create the lines of technology - whether it be in salesorasa ~
products of today and the innovations of tomorrow. developer, a technical support engineer, a market

researcher or a field applications engineer.
It means sharing knowledge and experience with

At IAR Systems, we believe that collaboration is 11 offices on three continents and communicate with highly qualified and motivated colleagues in order
greater than the sum of its parts. The quality created each other in more than ten different languages. At the to create the most competitive customer solutions.
by collaborating across offices, departments and same time, internal communication can be challenging It also means finding a healthy balance between
countries is reflected in our interactions with our when crossing many different time zones and cultures. work and free time, and receiving the satisfaction of ‘
customers, with people who wish to work here, with Itis therefore vital to be attentive when developing HR knowing that the results of your work are appreciated §
our shareholders and with our investors. One of our processes and tools. The key lies in finding a balance by leading companies the world over.
greatest advantages is our global organization, where we are able to reap the benefits from our
which allows us to meet with our customers across cultural differences but still give our employees the i
various markets. Our employees are spread out across feeling that we are a united IAR Systems. ’
AMERICAS EUROPE ASIA NUMBER OF RECRUITMENTS PER YEAR
4 OFFICES 4 OFFICES 3 OFFICES
38 EMPLOYEES 164 EMPLOYEES 21 EMPLOYEES
50
39
40 ==

30 / o
20 /
/

2015 2016 2017 2018 2019

Total no. of employees: 223

28 |.A.R.SYSTEMS GROUP AB 2019 ANNUAL REPORT



EMPLOYEES

IAR SYSTEMS
VALUE OFFERING

We aim to make it possible for our
customers to create the best possible
products with our tools.

JAAN REIO, THOMAS TORNBLOM and ROBERT MARTENSSON work in IAR
Systems’ development department. Here, they are examining the details of a
circuit board that they frequently use to evaluate various software functions.

SUPERIOR TECHNOLOGY
Allowing for the best possible
product development

A DEDICATED TEAM

Helping the customer to be an expert

FUTURE-PROOF
PRODUCT DEVELOPMENT
We aim to be a supplier for
future-proof product development
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COMMENTS FROM THE CHAIRMAN

DEAR SHAREHOLDERS,

IAR Systems is an extraordinary company with a unique
offering, cutting-edge technological expertise and global
operations, with its heart in Uppsala, Sweden. Having operated
in a market that has been stable in terms of its impact on IAR
Systems’ strategical position, a rapid global change is now
occurring. | am proud that IAR Systems is well positioned

to reap the rewards from the growth opportunity that has
presented itself, having broadened its operations and invested
in developing its offering, both via acquisitions and through
proprietary technology. For two years, we have increased our
investments in the company and strengthened our expertise

in order to be equipped with an offering that matches our
customers’ requirements in terms of security, loT and
embedded technology now that the market is in transition.

IAR Systems has a long tradition of working closely with

its customers, an invaluable quality when the market is in
transition and we, as a company, want to be a driving force

in this development. Our extensive and loyal customer base
provides us with a foundation for our operations that we can
now develop further. Looking forward, there will be no lack

of challenges, but my belief in IAR Systems’ ability to create
long-term value is just as strong today as it was when | first
became a member of the Board. The rest of the Board share
my enthusiasm for the company and its opportunities, and are
completely committed to working alongside management to
ensure that IAR Systems maintains its leading role.

Our strategy, business model, allocation of resources and
development issues have dominated the Board’s agenda, and
we have a long-term strategic plan in place that we established
in collaboration with Group management. The plan was further
developed during the strategy conference held in the autumn,
where discussions focused on how IAR Systems will build on
its leading position as an independent supplier for development
platforms in embedded technology while remaining prepared
for future growth based on its security offering. During the
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course of the year, we carried out focused investments in
products and technology in order to equip IAR Systems for
the future. The company continuously develops and adapts
its business models and go-to-market strategies in order to
continue to deliver growth quarter after quarter. The plan also
covers how resources are to be used to achieve the greatest
leverage and reach IAR Systems’ long-term growth ambitions.
The company’s corporate governance takes place through
continuous interactions between the Board and management.
The Board collaborated extensively with Group management
during the year to ensure that the necessary organic resources
are available in order to implement the strategy - in other
words, to determine where its assets will yield the greatest
return and how changes are to be implemented. In light of
these investments and the fact that IAR Systems now has
a much more comprehensive development operation in
place and higher total assets, it was also important for the
Board to review and ensure that the company’s structure for
management, sustainability, regulatory compliance and risk
management remained satisfactory during the year. Together
with the rest of the Board, | appreciate the great commitment
that both our management and our colleagues have shown,
and | look forward to continuing to provide the company with
the best possible circumstances for creating value for our
customers and owners.

Mo

MARIA WASING
BOARD CHAIRMAN
I.A.R.SYSTEMS GROUP AB

o (@mariawasing
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FINANCIAL REPORTING | THE I.A.R. SYSTEMS GROUP'S SHARE

The AR Systems share

I.A.R. Systems Group’s class B share is quoted on the Mid
Cap list of Nasdaq Stockholm, under the ticker symbol IAR.
The share price at December 31, 2019 was SEK 186.00
(243.00) and the market capitalization was SEK 2,535m
(3,310).

Share data

I.A.R. Systems Group's class B share (IAR B) is quoted on the
Mid Cap list of Nasdaq Stockholm, and a round lot consists
of 1 (one) share. During the year, the share price (last price
paid, reinvested value) varied from a low of SEK 168.80
(188.00) to a high of SEK 296.50 (288.00). The share price at
December 31, 2019 was SEK 186.00 (243.00). I.A.R. Systems
Group’s market capitalization on the same date was

SEK 2,535 (3,310).

The number of shareholders in I.A.R. Systems Group at
December 31, 2019 was 7,500 (7,262). Of these shareholders,
430 (425) held more than 1,000 shares each. Foreign
shareholders held approximately 32% (32) of the share
capital and 30% (30) of the votes.

I.A.R. Systems Group's share capital at December 31, 2019
amounted to SEK 139,683,334, divided between 13,968,333
shares, of which 100,000 are class A shares, 13,530,475 are
class B shares and 337,858 are class C shares. All class C
shares are held in treasury. These are not included in the
information submitted regarding the IAR Systems share.

Dividend proposal
The Board of Directors intends to propose to the AGM on April
29, 2020 that a dividend of SEK 3.00 (5.00) per share be paid.

Dividend policy

The Board of Directors intends to propose an annual
dividend, or other similar transfer of value, corresponding
to 30-50% of profit after tax. In addition, the Board may
recommend a further transfer of capital to the shareholders,
provided that the Board considers this action to be justified
in view of anticipated future cash flow and the company’s
investment plans.

Authorizations

The Board of Directors was authorized, on one or several
occasions during the period until the next AGM, to decide on
the issue of class B shares in a number equal to not more
than 10% of the existing share capital in the company on the
date of the AGM in exchange for non-cash consideration.
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The motive for the authorization is to provide scope for
acquisitions with payment through a non-cash issue. The
Board of Directors was also authorized, on one or several
occasions during the period until the next AGM, to decide
on the repurchase of a maximum number of class B shares
whereby the holding of treasury shares at no time exceeds
10% of all registered shares in the company. The shares are
to be acquired on Nasdaqg Stockholm at a price that is within
the registered price interval at any given time. The motive
for the authorization is to give the Board greater freedom of

action in optimizing the company’s capital structure. The
Board of Directors was furthermore authorized to decide on
the sale of the company’s treasury shares in exchange for
cash payment, disapplying the shareholder’s preemptive
rights, or as payment for the acquisition of a company
or operation.
The Board of Directors was also authorized, on one or
several occasions during the period until the next AGM, to
decide on the issue of 381,000 class C shares in order to
ensure the delivery of shares under incentive programs.

LARGEST SHAREHOLDERS AT DECEMBER 31, 2019

No. of class No. of class Total no. % of Total no. % of
Ashares B shares of shares capital of votes votes
Andra AP-fonden 1,295,415 1,295,415 9.50% 1,295,415 8.92%
Skandinaviska Enskilda Banken S.A. 1,196,258 1,196,258 8.78% 1,196,258 8.23%
Forsta AP-fonden 1,176,506 1,176,506 8.63% 1,176,506 8.10%
Ribbskottet AB 829,623 829,623 6.09% 829,623 5.71%
Swedbank Robur Fonder 713,719 713,719 5.24% 713,719 4.91%
Tredje AP-fonden 687,080 687,080 5.04% 687,080 4.73%
Handelsbanken Fonder 655,047 655,047 4.81% 655,047 4.51%
Forsakringsaktiebolaget Avanza Pension 497918 497918 3.65% 497918 3.43%
Lansforsakringar Fondforvaltning AB 333,105 333,105 2.44% 333,105 2.29%
State Street Bank & Trust Com., Boston 314,950 314,950 2.31% 314,950 217%
Cliens Fonder 282,289 282,289 2.07% 282,289 1.94%
JPM Chase NA 266,000 266,000 1.95% 266,000 1.83%
Goldman Sachs & Co 230,788 230,788 1.69% 230,788 1.59%
Stefan Engqvist 217,600 217,600 1.60% 217,600 1.50%
Danica Pension 100,000 114,300 214,300 1.57% 1,114,300 7.67%
Total 15 largest shareholders 100,000 8,810,598 8,910,598 65.37% 9,810,598 67.52%
Other 4,719,877 4,719,877 34.63% 4,719,877 32.48%
Total 100,000 13,530,475 13,630,475 100.00% 14,530,475 100.00%
Shares held directly and through nominees, excluding 337,858 class C shares held in treasury.
DISTRIBUTION OF SHAREHOLDINGS AT DECEMBER 31, 2019
No. of class No. of class Total no. % of Total no. % of No. of share- % of share-
A shares B shares of shares capital of votes votes holders holders
1-100 154,346 154,346 1.13% 154,346 1.06% 5,219 69.59%
101-1,000 670,638 670,638 4.92% 670,638 4.62% 1,851 24.68%
1,001-5,000 646,505 646,505 4.76% 646,505 4.45% 301 4.01%
5,001-10,000 335,400 335,400 2.46% 335,400 2.31% 43 0.57%
10,001- 100,000 11,723,586 11,823,586 86.74% 12,723,586 87.56% 86 1.15%
Total 100,000 13,530,475 13,630,475 100.00% 14,530,475 100.00% 7,500 100.00%

'Shares held directly and through nominees, excluding 337,858 class C shares held in treasury.



Incentive programs

In accordance with the decision of the AGM on April 24, 2019,
a long-term incentive program for l.A.R. Systems Group
employees has been introduced (“LTIP 2019”). The program
encompasses a total of 532,500 warrants, of which 418,000
were acquired or allocated under LTIP 2019. The warrants
entitle the holder to subscribe for or acquire one class B
share in the company according to the conditions below.

In total, LTIP 2019 corresponds to about 3.6% of the share
capital and approximately 3.4% of the votes in the company
after dilution.

LTIP 2019 consists of two different types of warrants:
share warrants and stock options. The share warrants are
intended for employees in Sweden and the stock options are
intended for employees outside Sweden. The final number of
warrants to which each participant is entitled is dependent
on the degree to which the Group’s performance conditions
are fulfilled. The performance conditions are based on
average annual growth of the Group’s net sales for the 2019,
2020 and 2021 financial years. The performance condition
targets are presented in the table below and the relative
weight of each performance condition is one third.

SHARE DATA 2019 2018
Equity per share, SEK 43.43 40.38
No. of shares at end of year, million 13.63 13.62
Average no. of shares, million 13.63 13.13
Cash flow from operating activities

per share, SEK 7.78 7.05
Earnings per share, SEK' 7.75 6.67
Dividend or equivalent per share,

SEK 5.00 5.00
No. of shareholders 7,500 7,262
Last price paid on December 31

or similar, SEK 186.00 243.00

"Definition in accordance with IFRS.

SHAREHOLDER DATA

THE ILA.R. SYSTEMS GROUP'S SHARE | FINANCIAL REPORTING

SHARE PRICE

Shareholder data is based on information from Euroclear
Sweden AB on December 31, 2019 and pertains to the share
of votes, unless otherwise stated.

COUNTRIES

69% Sweden
12% M Other Nordic countries

14% Europe excl. Nordic region
5% M USA
0% M Rest of the world

LEGAL

ENTITIES
AND NATURAL
PERSONS

21% Natural persons
79% M Legal entities

The graphs below are based on the share price, meaning
the last price paid (reinvested value), which has risen
from SEK 75.00 on January 1, 2015 to SEK 186.00 on
December 31, 2019.
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Financial overview

CONDENSED INCOME STATEMENT CONDENSED CASH FLOW STATEMENT

SEKm 2019 2018 2017 2016 2015 SEKm 2019 2018 2017 2016 2015
Net sales 405.6 3852 3450 328.4 3117 Cash flow from operating activities 105.7 92.6 1239 142 987
Operating expenses -297.2  -2451 -217.8 -215.2 -213.4 Cash flow from investing activities -102.2  -2175 -37.6 -189 -17.7
Depreciation of property, plant and equipment -3.1 -2.6 -2.4 249 2.9 Cash flow from financing activities -52.0 107.7 -63.2 -88.4 -63.6
Depreciation of right-of-use assets -9.8 - - - - TOTAL CASH FLOW FOR THE YEAR 485 -17.2 231 69 174
Amortization of intangible assets -24.5 -219 174 142 -12.4

Operating profit 108.4 115.6 107.4 96.5 83.4

Result from financial investments -1.4 -1.8 -1.7 -0.4 -0.1

Profit before tax 107.0  113.8 105.7 96.1 83.3

Tax -25.8 -26.2  -257 -221  -199

PROFIT FOR THE YEAR 81.2 87.6  80.0 74.0  63.4

PERFORMANCE MEASURES

Certain financial performance measures presented in the Annual Report were not defined other companies since not all companies calculate financial performance measures in the

in accordance with IFRS. The company believes that these performance measures provide same way. Accordingly, these financial performance measures must not be regarded as a
valuable supplementary information to the company’s investors and management, since replacement for the measures defined in accordance with IFRS. The tables below present
they facilitate evaluations of the company’s earnings trend and financial position. These performance measures that are not defined in accordance with IFRS, unless otherwise
financial performance measures are not always comparable with the measures used by stated. For definitions and reconciliations, refer to pages 37-41.

PERFORMANCE MEASURES 2019 2018 2017 2016 2015 DATA PER SHARE 2019 2018 2017 2016 2015
Alternative performance measures Equity per share, SEK 43.43  40.38 2299 2213 23.03
Gross margin, % 97.3 97.7 97.5 96.3 96.7 No. of shares at end of period, million 13.63 13.62 12.63 12.63 12.63
EBITDA margin, % 35.9 36.4 36.9 34.5 31.5 Average no. of shares, million 13.63 1313  12.63 12.63 12.63
Operating margin, % 26.7 30.0 3141 29.4 26.8 Cash flow from operating activities

Profit margin, % 26.4 295 30.6 293 267 per share, SEK 7.75 705 981 904 781
Cash flow, % 261 24.0 359 34.8 31.7 Earnings per share, SEK! 5.96 6.67 6.33 5.86 5.02
Equity/assets ratio, % 71.8 76.2 70.8 70.6 73.0 Dividend per share, SEK 5.00 5.00 5.00 7.00 5.00
Return on equity, % 14.2 208 281 259 219 Last price paid on December 31

Return on capital employed, % 192 274 374 336 286 or similar, SEK 186.0 243.00 189.00 206.00 150.00
Capltal employed, SEKm 612.0 552.8 292.9 282.2 292.7 " Definition in accordance with IFRS.

Net cash, SEK m -18.4  103.3  117.0 96.5 87.6

Net debt/equity ratio, multiple 0.03 -0.19 -0.40 -0.35 -0.30

Other performance measures

No. of employees at end of period 223 200 163 165 164
Sales per employee, SEK m 2.0 2.3 2.2 21 2.0
Average no. of employees 201 17 153 159 157
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CONDENSED BALANCE SHEET

ASSETS, SEKm 2019 2018 2017 2016 2015 EQUITY AND LIABILITIES, SEK m 2019 2018 2017 2016 2015
Non-current assets Total equity 592.0 550.0 290.4 2795 290.9
Goodwill 357.2 3393 1135 1149 113.5
Otherintangible assets 210.5 144.8 80.9 82.1 78.8 Non-current liabilities
Property, plant and equipment 7.3 8.9 6.2 6.2 6.5 Interest-bearing liabilities 41 1.2 1.7 1.6 0.6
Right-of-use assets 56.3 - - - - Other non-current liabilities 1.1 1.6 1.7 1.4 1.1
Financial assets 7.7 15.1 22.2 20.7 41.8 Provisions 26.5 29.6 14.0 14.8 16.5
Total non-current assets 638.9 508.1 222.8 2239 240.6 Total non-current liabilities 68.7 32.4 17.4 17.8 18.2
Current assets Current liabilities
Inventories 6.6 6.6 5.2 5.6 5.1 Trade payables 9.2 7.3 5.7 5.3 4.8
Other current assets 52.1 38.2 11.8 18.9 20.1 Interest-bearing liabilities 38.0 1.6 0.8 1.1 1.2
Trade receivables 66.6 63.2 50.8 48.3 43.5 Other current liabilities 117.0 130.9 95.8 92.2 83.6
Cash and cash equivalents 60.7 1061 1195 992 894 Total current liabilities 164.2  139.8 1023 98.6  89.6
Total current assets 186.0 2141 187.3 172.0 158.1
TOTAL ASSETS 8249 722.2 4101 3959 398.7 TOTAL EQUITY AND LIABILITIES 8249 722.2 4101 3959 398.7
NET SALES OPERATING PROFIT OPERATING MARGIN
SEKM SEKM %
500 120 e 40
100
400 / 30 7@&—
80
300 —
60 20
200
40
10
100 20
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QUARTERLY OVERVIEW AND MULTI-YEAR OVERVIEW

Cash flow from
Net Operating Earnings operating Equity Market
sales, EBITDA, EBITDA profit, Operating per share, Returnon activities pershare, Shareprice, capitalization,
SEKm SEKm margin, % SEKm margin, % SEK* equity, % per share, SEK SEK SEK SEKm
2019 Q4 106.8 37.0 34.6 271 25.4 1.47 3.4 2.27 43.43 186.00 2,535
Q3 100.0 37.5 375 28.1 28.1 1.58 3.9 2.00 42.11 234.50 3,196
Q2 99.0 32.9 33.2 23.8 24.0 1.23 2.9 2.1 39.63 269.50 3,673
Q1 99.8 38.4 38.5 29.4 29.5 1.68 4.0 1.40 43.58 260.00 3,542
2018 Q4 102.8 37.6 36.6 31.1 30.3 1.60 3.9 2.45 40.27 243.00 3,310
Q3 97.9 37.8 38.6 31.3 32.0 1.97 5.0 1.09 40.88 258.50 3,518
Q2 95.6 30.0 31.4 23.7 24.8 1.20 3.2 1.86 37.29 277.00 3,770
Q1 88.9 34.7 39.0 29.5 33.2 1.81 5.7 1.51 32.76 230.00 2,905
2017 Q4 87.6 31.9 36.4 26.8 30.6 1.56 7.0 2.64 22.99 189.00 2,387
Q3 84.2 33.8 40.1 28.6 34.0 1.61 7.7 2.52 21.56 180.50 2,280
Q2 86.8 30.9 35.6 25.8 29.7 1.68 7.7 2.56 20.09 175.00 2,211
Q1 86.4 30.6 35.4 26.2 30.3 1.49 6.5 2.10 23.58 200.00 2,526
2016 Q4 85.0 31.2 36.7 26.7 31.4 1.59 7.5 3.13 22.13 206.00 2,602
Q3 81.1 32.9 40.6 28.5 35.1 1.73 8.8 2.54 20.44 190.00 2,400
Q2 81.8 26.0 31.8 22.1 27.0 1.34 6.2 1.63 18.64 157.00 1,983
Q1 80.5 23.1 28.7 19.2 23.9 1.20 5.1 1.74 24.20 172.50 2,179
2015 Q4 75.9 22.2 29.2 18.4 24.2 1.09 4.9 2.22 23.03 150.00 1,895
Q3 79.8 28.9 36.2 25.0 31.3 1.49 7.0 1.63 21.96 103.25 1,304
Q2 79.1 23.5 29.7 19.7 24.9 1.21 5.4 2.51 20.43 99.75 1,260
Q1 76.9 23.7 30.8 20.3 26.4 1.23 5.2 1.45 24.36 104.00 1,314
2014 Q4 66.1 16.3 24.7 13.5 20.4 0.84 3.8 1.27 22.85 74.75 944
Q3 64.9 18.4 28.4 15.6 24.0 1.06 5.0 1.89 21.83 68.25 862
Q2 62.7 15.2 24.2 12.7 20.3 0.78 3.4 1.33 20.72 68.50 861
Q1 62.0 13.7 22.1 1.4 18.4 0.68 2.8 112 24.68 57.57 780
2013 Q4 61.5 12.6 20.5 10.1 16.4 0.58 2.5 0.84 23.90 39.77 491
Q3 54.9 17.9 32.6 15.4 28.1 0.96 4.3 1.56 22.77 38.93 453
Q2 56.1 9.7 17.3 7.7 13.7 0.53 2.4 0.97 21.42 34.40 388
Q1 57.7 10.4 18.0 8.1 14.0 0.53 2.3 0.17 22.87 36.07 407
2012 Q4 59.5 1.7 19.7 9.8 16.5 -0.48 -2.1 1.34 22.34 35.24 397
Q3 56.2 12.0 21.4 10.1 18.0 0.75 3.3 0.68 22.84 37.82 426
Q2 56.4 8.8 15.6 7.3 12.9 0.42 1.9 1.27 22.15 39.77 448
Q1 58.0 9.3 16.0 8.0 13.8 0.48 2.2 0.12 22.22 32.37 355
2019 405.6 145.8 35.9 108.4 26.7 5.96 14.2 7.78 43.43 186.00 2,535
2018 385.2 1401 36.4 115.6 30.0 6.67 20.8 7.05 40.27 243.00 3,310
2017 345.0 127.2 36.9 107.4 311 6.33 28.1 9.81 22.99 189.00 2,387
2016 328.4 113.2 34.5 96.5 29.4 5.86 25.9 9.04 22.13 206.00 2,602
2015 311.7 98.3 31.5 83.4 26.8 5.02 21.9 7.81 23.03 150.00 1,895
2014 255.7 63.6 24.9 53.2 20.8 3.37 14.5 5.63 22.85 74.75 944
2013 230.2 50.6 22.0 41.3 17.9 2.59 10.9 3.43 23.90 39.77 491
2012 230.1 41.8 18.2 35.2 5.3 1.16 58 3.41 22.34 35.24 397

* Definition in accordance with IFRS.
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DEFINITIONS

The tables below present performance measures that are not defined in accordance
with IFRS, unless otherwise stated. The following section RECONCILIATIONS presents
reconciliations and accounts for the components included in the alternative performance
measures used by the company.

Performance measure

Definition/Calculation

Use

Gross margin

EBITDA

EBITDA margin

Equity, Group

Equity per share

Sales growth in
local currency

Cash flow

Cash flow from operating
activities per share

Net cash

Net interest-bearing liabilities

Net debt/equity ratio

Earnings per share*

* Definition in accordance with IFRS.

Net sales less the cost of goods sold as a percentage of net sales.

Earnings before interest, taxes, depreciation and amortization.

Earnings before interest, tax, depreciation and amortization (EBITDA)
in relation to sales, expressed as a percentage.

Recognized equity including 78.0% of untaxed reserves. Average
equity is calculated as equity at the beginning of the year plus equity
at the end of the year divided by two.

Equity divided by the number of shares at the end of the period.

Net sales in local currency compared to sales in local currency
corresponding period last year.

Cash flow from operating activities as a percentage of net sales.

Cash flow from operating activities divided by the average number
of shares during the period.

Cash and cash equivalents less interest-bearing liabilities.

Interest-bearing liabilities less cash and cash equivalents.

Net interest-bearing liabilities divided by equity.

Profit for the period after tax divided by the average number
of shares during the period.

Measures the company'’s profitability after cost of goods and is used to
follow up cost-efficiency and the effect of changes to the product mix.

This measure basically shows the earnings-generating cash flow in operations.
It provides an overview of the business’s ability to generate, in absolute

terms, resources for investments and payments to investors and is used as

a comparison over time.

Aims to show the profitability ratio for current operations.

Measures the company’s net value.

Measures the company’s net value per share.

Measures the company’s sales growth in local currency and allows the
assessment of growth without the influence of foreign exchange effects.

Measures the company’s cash generation in relation to net sales.

Measures the company’s cash generation in relation to the number of shares
in the company.

A measure of the ability to use available cash and cash equivalents to pay off
all liabilities if they were due for payment on the date of the calculation and
thereby a measure of the risk in relation to the company’s capital structure.

A measure used to follow the liability trend and see the size of the need for
refinancing. This measure is one component in calculating net cash and the
net debt/equity ratio.

This measure reflects the relationship between the Group’s two forms of
financing. A measure to show the proportion of loan capital in relation to the
capital invested by the owners and accordingly a measure of financial strength
and also the gearing effect of loans. A higher net debt/equity ratio entails a
higher financial risk and higher financial gearing.

A measure of the company’s profitability after tax per share. This performance
measure is important in assessing the value of a share.

I.LA.R.SYSTEMS GROUP AB 2019 ANNUAL REPORT 37



FINANCIAL REPORTING | FINANCIAL OVERVIEW

DEFINITIONS, CONT.

Performance measure

Definition/Calculation

Use

Return on equity

Returnon
capital employed

Interest-bearing liabilities

Operating margin

Operating profit

Equity/assets ratio

Capital employed

Profit margin
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Profit after tax as a percentage of average equity.

Profit before tax plus financial expenses as a percentage

of average capital employed.

Borrowings in banks or the equivalent.

Operating profit as a percentage of net sales.

Profit before tax less financial income plus financial expenses.

Equity as a percentage of total assets.

Total assets less non-interest-bearing liabilities. Average capital
employed is calculated as capital employed at the beginning of the year
plus capital employed at the end of the year divided by two.

Profit before tax as a percentage of net sales.

Return on equity shows the total accounting returns on capital invested by
the owners and reflects the effects of both the profitability of operations and
financial gearing. This measure is mainly used to analyze the profitability of
owners over time.

Return on capital employed shows how well operations use the capital
tied up in the business. This measure is mainly used to study the Group’s
profitability over time.

This measure is one component in calculating net cash and the net
debt/equity ratio.

This measure reflects the operating profitability of the business. It is useful for
following up profitability and efficiency in operations before taking into account
capital tied up. This performance measure is used both internally in governance
and follow-up of operations and to compare with other companies.

Used to calculate the operating margin.

This performance measure shows the proportion of assets financed with
equity and can be used as an indication of the company’s
long-term solvency.

The capital made available to the company by shareholders and lenders.
This shows the net capital invested in operating activities with the addition
of financial assets.

Profit margin shows the earnings capacity of the business from operating
activities regardless of the tax situation in relation to the company’s net sales
and can be used to in a comparison with other companies in the same industry.
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RECONCILIATIONS

GROSS MARGIN is calculated as net sales less the cost of PROFIT MARGIN is calculated as profit before tax as a percentage of net sales.
goods sold as a percentage of net sales.

SEKm 2019 2018 2017 2016 2015
SEAm 2019 Emcl et e Net sales 405.6 3852 345.0 3284 3117
Net sales 405.6 385.2 345.0 328.4 3117 Profit before tax 107.0  113.8 105.7 96.1 83.3
Goods for resale 102 PROFIT MARGIN 26.4% 29.5% 30.6% 29.3% 26.7%
Gross profit 3948 376.2 3365 316.2 301.4 il Y R SRR S
GROSS MARGIN 97.3% 97.7% 97.5% 96.3% 96.7%

CASH FLOW is calculated as cash flow from operating
activities as a percentage of net sales.
EBITDA is calculated as operating profit before depreciation of property, plant and

equipment, and amortization of intangible assets. SEKm 2019 2018 2017 2016 2015
Net sales 405.6 385.2 345.0 328.4 3117
SEKm 2019 2018 2017 2016 2015 Cash flow from operating activities 1057  92.6 1239 142 987
Operating profit 1084 R CASH FLOW 261% 24.0% 359% 34.8% 31.7%
Depreciation of property,
plant and equipment 3.1 2.6 2.4 2.5 2.5
Depreciation of right-of-use assets 9.8 = = — =
Amortization of intangible assets 24.5 219 174 142 124
EBITDA 145.8 1401 127.2 113.2 98.3 EQUITY/ASSETS RATIO is calculated as equity as a percentage of total assets.
SEKm 2019 2018 2017 2016 2015
EBITDA MARGIN is calculated as EBITDA as a percentage of net sales. Equity 592.0 550.0 290.4 2795 290.9
Total assets 8249 7222 4101 3959 3987
SEKm 2019 2018 2017 2016 2015
EQUITY/ASSETS RATIO 71.8% 76.2% 70.8% 70.6% 73.0%
Net sales 405.6 385.2 345.0 328.4 3117
EBITDA 1458 1401 127.2 113.2 983
EBITDA MARGIN 35.9% 36.4% 36.9% 34.5% 31.5%

AVERAGE EQUITY is calculated as equity at the beginning of the year plus equity
at the end of the year divided by two.

OPERATING MARGIN is calculated as operating profit as a percentage of net sales.

SEKm 2019 2018 2017 2016 2015 2014
SEKm 2019 2018 2017 2016 2015 Equity 592.0 550.0 290.4 279.5 2909 288.6
Net sales 405.6 385.2 345.0 328.4 3117 SEK m 2019 2018 2017 2016 2015
Operating profit 108.4 115.6 107.4 965 83.4 AVERAGE EQUITY 5710 4202 2850 2852 2898
OPERATING MARGIN 26.7% 30.0% 31.1% 29.4% 26.8%
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RECONCILIATIONS, CONT.

RETURN ON EQUITY is calculated as profit after tax as a percentage of average equity.

SEKm 2019 2018 2017 2016 2015
Profit after tax 81.2 87.6 80.0 740 63.4
Average equity 571.0 420.2 285.0 285.2 2898
RETURN ON EQUITY 14.2% 20.8% 28.1% 25.9% 21.9%

INTEREST-BEARING LIABILITIES are calculated as non-current interest-bearing liabilities

plus current interest-bearing liabilities.

SEKm 2019 2018 2017 2016 2015 2014
Non-current interest-bearing liabilities 41.1 1.2 1.7 1.6 0.6 1.5
Current interest-bearing liabilities 38.0 1.6 0.8 1.1 1.2 0.8
INTEREST-BEARING LIABILITIES 79.1 2.8 2.5 2.7 1.8 2.3
NON-INTEREST-BEARING LIABILITIES are calculated as non-current liabilities plus

current liabilities less interest-bearing liabilities.

SEKm 2019 2018 2017 2016 2015 2014
Non-current liabilities 68.7 32.4 17.4 178 182 172
Current liabilities 164.2 1398 1023 98.6 896 749
Interest-bearing liabilities =791 -2.8 25 2 =S =23
NON-INTEREST-BEARING LIABILITIES 153.8 169.4 117.2 113.7 106.0 89.8
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CAPITAL EMPLOYED is calculated as total assets less non-interest-bearing liabilities.
Average capital employed is calculated as capital employed at the beginning of the year plus
capital employed at the end of the year divided by two.

SEKm 2019 2018 2017 2016 2015 2014
Total assets 8249 7222 4101 3959 398.7 380.7
Non-interest-bearing liabilities -153.8  -169.4 -117.2 -113.7 -106.0 -89.8
CAPITAL EMPLOYED 6711 552.8 2929 282.2 292.7 290.9
SEKm 2019 2018 2017 2016 2015
Average capital employed 612.0 422.8 287.6 2875 291.8
RETURN ON CAPITAL EMPLOYED is calculated as profit before tax plus

financial expenses as a percentage of average capital employed.

SEKm 2019 2018 2017 2016 2015

Profit before tax 107.0  113.8 105.7 96.1 833
Financial expenses 2.6 1.9 1.7 0.4 0.2

Profit before tax plus financial expenses 109.6  115.7 107.4 965 835
RETURN ON CAPITAL EMPLOYED 19.2% 27.4% 37.4% 33.6% 28.6%

NET CASH is calculated as cash and cash equivalents less interest-bearing liabilities.

SEKm 2019 2018 2017 2016 2015
Cash and cash equivalents 60.7 1061 1195 99.2 894
Interest-bearing liabilities -79.1 28 -25 -27 -1.8
NET CASH -18.4 103.3 117.0 96.5 876
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NET DEBT/EQUITY RATIO is calculated as net interest-bearing liabilities
divided by equity.

SEKm 2019 2018 2017 2016 2015
Interest-bearing liabilities 79.1 2.8 2.5 2.7 1.8
Cash and cash equivalents -60.7 -106.1 -119.5 -99.2 -89.4
Net interest-bearing liabilities 18.4 -103.3 -117.0 -96.5 -87.6
NET DEBT/EQUITY RATIO 0.03 -0.19 -0.40 -0.35 -0.30
EQUITY PER SHARE is calculated as equity divided by the number

of shares at the end of the year.

SEKm 2019 2018 2017 2016 2015
Equity 592.0 550.0 290.4 279.5 290.9
No. of shares at end of year, million 13.63 13.62 12.63 12.63 12.63
EQUITY PER SHARE 43.43 40.38 22.99 2213 23.03

AVERAGE NUMBER OF SHARES is calculated as the number of shares at the
beginning of the year plus the number of shares at the end of the year divided by two.

2019 2018 2017 2016 2015 2014
No. of shares, million 13.63  13.62 12.63 12.63 12.63 12.63
AVERAGE NO. OF SHARES, MILLION 13.63  13.13 12.63 12.63 12.63

CASH FLOW FROM OPERATING ACTIVITIES PER SHARE is calculated as cash flow
from operating activities divided by the average number of shares.

SEKm 2019 2018 2017 2016 2015
Cash flow from operating activities 105.7 92.6 1239 114.2 987
Average no. of shares, million 13.63  13.13 12.63 12.63 12.63
CASH FLOW FROM OPERATING

ACTIVITIES PER SHARE 7.75 7.05 9.81 9.04 7.81
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Administration report

The Board of Directors and the CEO hereby present the
annual report and consolidated financial statements
for I.A.R. Systems Group AB for the 2019 financial year.
The company is domiciled in Stockholm, corporate
identification number 556400-7200.

Sales and net sales
The company reported growth in terms of both sales and
net sales. The difference between these growth figures is
that some sales (maintenance and support agreements)
are allocated over the term of the contract.

In ayear-on-year comparison, total sales growth in
local currency was 1%. This 1% sales growth for the year
resulted in an increase in net sales of 5% after the allocation
of prepaid maintenance and support agreements (-3%)
and positive foreign exchange effects (+6%).

Sales

The trend of customers choosing to standardize their
development based on our products continued in 2019.
Traditionally, our business model is built on transaction-based
sales, with a large number of transactions at relatively low
order values. In recent years, major transactions resulting
from standardization have made our sales more volatile,
which makes comparisons between quarters complicated.

Net sales
for the year

SEK
405.6m

(385.2)

Operating

SEK
108.4m

(115.6)
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profit for the year

We had five product launches during the year. Although
these products are attracting considerable and growing
interest, they have not resulted in a significant increase
in sales in the short time since their launch.

Net sales

This 1% sales growth for the year resulted in an increase in
net sales of 5% after the allocation of prepaid maintenance
and support agreements (-2%) and positive foreign exchange
effects (6%).

Net sales for the year amounted to SEK 405.6m (385.2)
and were distributed as follows: SEK 403.9m (380.2)
from development tools and SEK 1.7m (5.0) from security
solutions. Currency translation had a positive impact of
SEK 23.5m on net sales for the year, compared with the
preceding year.

Royalty-based revenue of SEK 5.9m (5.5) from the
agreement with Renesas Electronics Corporation was
reported during the year. This royalty-based revenue
pertained to the guaranteed minimum remuneration for the
period. In addition to royalty-based revenue, the agreement
with Renesas was renegotiated during the fourth quarter
and had a positive effect of SEK 7.3m on net sales.

The Americas accounted for 35% (35) of sales, Europe for
36% (39), Asia for 27% (24) and global revenue for 2% (2).

Cash flow for
the year from
operating activities

SEK
105.7m

(92.6)

BOARD OF DIRECTORS
CHAIRMAN MARIA WASING

PRESIDENT AND CEO
STEFAN SKARIN

Net cash

-18.4
SEKm

(103.3)

CHIEF FINANCIAL OFFICER
STEFAN STROM

CEO SECURE THINGZ
HAYDN POVEY

CHIEF STRATEGY OFFICER
ANDERS HOLMBERG

IT MANAGER AND
CHIEF OPERATING OFFICER
CARL JOHAN TOLL

HR DIRECTOR
ELIN SODERLIND

Proposed
dividend

SEK 3.00
(5.00)
per share




Earnings

EBITDA for the year totaled SEK 145.8m (140.1), corresponding
to an EBITDA margin of 35.9% (36.4) for the period. Compared
with the preceding year, IFRS 16 (Note 1) positively affected
EBITDA by an amount essentially corresponding to the item
“Depreciation of right-of-use assets” in the income statement.

Operating profit for the year decreased 6% to SEK 108.4m
(115.6).

Operating expenses were reduced by SEK 81.9m (45.4)
during the year through the capitalization of development
costs for software and debug probes. Of the internally
generated costs that were capitalized, SEK 67.3m (38.1)
pertained to personnel costs.

Personnel costs are the Group’s largest cost item and
account for about 71% (62) of total costs. Of the Group's total
costs, 56% (58) are attributable to operations in Sweden.

In ayear-on-year comparison, currency translation had a
positive impact of SEK 13.7m on operating profit for the year.

Financial expenses for the year mainly comprised interest
expenses and credit expenses for utilized and unutilized
bank overdraft facilities of SEK 225m.

Cash flow

Cash flow from operating activities for the year totaled
SEK 105.7m (92.6). The comparative year was burdened by
an extra tax payment for the 2017 tax year and transaction
costs related to the acquisition of Secure Thingz. There are
no equivalent items in this year’s cash flow.

Cash flow from investing activities for the year totaled
SEK -102.2m (-217.5). The company'’s investing activities
during the year mainly comprised investments in intangible
assets totaling SEK 81.1m and payment of a withheld portion
of the purchase consideration for the acquisition of Secure
Thingz. The company completed the acquisition of Secure
Thingz in the comparative year. See also Note 23 “Business
combinations”.

Cash flow from financing activities for the year amounted
to SEK -52.0m (107.7). Dividends totaling SEK 68.1m were
paid to the company’s shareholders. The Group’s utilization
of overdraft facilities amounted to SEK 24.9m net. In addition,
the Group also repaid a lease liability in an amount of
SEK 9.0m, which was recognized in cash flow from financing
activities in accordance with the new IFRS 16 Leases. During
the comparative year, two new share issues generated
SEK 176.0m for the company after transaction costs.

Balance sheet items and financial position
Consolidated cash and cash equivalents at the end of the
year amounted to SEK 60.7m, compared with SEK 106.1m
at December 31, 2018. The Group also had unutilized bank
overdraft facilities totaling SEK 200.1m (225.0).

The Group’s interest-bearing liabilities amounted to
SEK 79.1m, compared with SEK 2.8m at December 31,

2018. Interest-bearing liabilities include lease liabilities
amounting to SEK 54.2m, which increased in accordance
with the new IFRS 16 Leases. Interest-bearing liabilities also
include utilized bank overdraft facilities totaling SEK 24.9m.

At December 31, 2019, the Group had net cash of
SEK -18.4 (103.3). Net cash was also impacted by the
new IFRS16 Leases; see above.

Consolidated goodwill at the end of the year amounted
to SEK 357.2m (339.3). The impairment test performed at
year-end did not indicate any impairment requirement.

The increase of SEK 17.9m was attributable to currency
remeasurement. Other intangible assets in the form

of trademarks, software, internally generated software
development costs and customer contracts totaled
SEK 210.5m (144.8).

As of December 31, 2019, the Group had accumulated loss
carryforwards of SEK 122m (45). The deferred tax asset in
the balance sheet amounted to SEK 5.3m (13.3), of which
SEK 19.9m (8.5) pertained to loss carryforwards. The item
deferred tax asset also includes deferred tax liabilities that
will be recognized in a net amount since they are connected
to the same tax subject.

Equity at December 31, 2019 amounted to SEK 592.0m,
compared with SEK 550.0m on December 31, 2018. This
change in equity is presented in the specification on page 49.
The equity/assets ratio at December 31, 2019 was 72% (76).
Pledged assets increased during the year and totaled
SEK 5.5m (4.6) at December 31, 2019.

Investments

Investments in property, plant and equipment for the year
amounted to SEK 2.5m (4.3). Investments in intangible
assets totaled SEK 84.0m (317.2). Investments in intangible
assets pertained primarily to costs for in-house staff for
the development of debug probes and analysis tools. Of the
year’s investments, SEK 2.1m (1.3) was acquired separately
and SEK 81.9m (45.4) comprises internally generated costs.
Of the internally generated costs, SEK 67.3m (38.1) pertains
to personnel costs.
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Market and customers

IAR Systems delivers high-quality products to companies
that develop digital products. Its customers are located across
the entire globe and in a number of different industries.

The ongoing spread of digital technology is leading to steady
growth in the number of companies working on embedded
systems. Thanks to its products and service, IAR Systems

is able to offer a complete solution for these companies and
their developers. The company’s cutting-edge technology
combined with its long history and committed team of
employees provides a unique position in the market.
Following the acquisition of Secure Thingz in the preceding
year, IAR Systems and Secure Thingz now offer possibilities
for new security solutions, such as Embedded Trust, which
makes it easier and more efficient to implement security in
embedded systems. Noteworthy market trends continue to

be the consolidation of suppliers, an intense focus on security,
increasing customer requirements in terms of efficiency and
the growing complexity of embedded systems and loT.

Employees

The company’s competitiveness depends on its ability to
recruit, retain, and develop qualified staff. The company’s
success is determined by how well its leadership resources
are developed and the sense of dedication and empowerment
among its employees. IAR Systems’ corporate culture

is characterized by openness, social responsibility and
professionalism. Its global organization and its employees’
enduring passion for product development and technology
attract skilled and talented people to the company in all of
the countries where it operates.

The company strives for a personnel policy and a work
environment that inspire its employees to develop in their
professional roles.

The Group’s employees are typified by a high level of
technical expertise and extensive industry experience.

IAR Systems also has a high proportion of employees with
advanced academic degrees. Within the Group, 86% (87) of
employees have a post-secondary or higher education, and
14% (13) have a secondary education. The average age of the
Group’s employees is 45 (45). At year-end 2019, the gender
distribution was 25% (16) women and 75% (84) men. The
average number of employees in 2019 was 201 (171).

Sustainability and corporate social responsibility
IAR Systems’ policy for corporate social responsibility is to
conduct business in accordance with the applicable laws
and regulations. Integrity, honesty, frankness and honor

are of the utmost importance in all business and community

relations. The Group encourages and expects all of its
employees to be honest in their dealings with customers,
suppliers and competitors and to perform their duties

in a manner that safeguards the company’s good name
and reputation.

IAR Systems has a low environmental impact from
production, since the company conducts no processing
activities and enables environmentally friendly and
sustainable technology by offering powerful tools with
smart functions that facilitate an optimized power
consumption and useful life. One example of such a
function is power debugging, a programming technology
that makes it easier to see how the finished product’s
power consumption is directly related to the source code
written by a programmer. This makes it possible to detect
which program code is causing unexpectedly high power
consumption. For the past six years, the company has run
the IAR Green Innovation Program, a sponsorship program
that supports innovative development projects in the field
of environmentally friendly, digital technology. The IAR
Green Innovation Program sponsors selected organizations,
primarily student projects and start-up companies, provi-
ding them with the tools they need to get started. This gives
students, researchers and engineers easier access to
development tools, thereby allowing more environmentally
friendly products to be created.

All employees have the right to a safe and healthy work
environment free from threats and discrimination. IAR
Systems endeavors to be an equal opportunity employer and
to offer a workplace, working conditions and employment
terms characterized by equality.

Risks and risk management

Like all business activities, IAR Systems' operations are
associated with risks. Certain risks are within the company’s
control, while others are not. IAR Systems continuously
identifies and manages the company's risks. The most signi-
ficant risks and how we manage them are described below.

Three types of risks
In working with risks and risk management, we have divided
the risks into three categories.

Market risks refers to external factors and events in the
markets where IAR Systems is active that could impact our
prospects of meeting our established targets. Market risks
are events that we have limited opportunity to influence, but
which we must be prepared for.

Operational risks refer primarily to internal factors and
events that could impact our prospects for meeting our



established goals and whose management is part of our
day-to-day operating activities.

Financial risks refer to fluctuations in IAR Systems'
profit and cash flow as a result of changes in exchange
rates, interest rates, financing and credit risks. For a
more in-depth description of financial risks, see Note 2.

To a certain extent, IAR Systems can protect itself
from risks through insurance. IAR Systems has Group-
wide insurance coverage that is supplemented with local
solutions where this is deemed necessary. The insurance
is reviewed yearly in consultation with an external party.
The insurance covers property, business interruption,
crime against property, legal expenses, liability and Board/
CEQ liability, among other things.

Sensitivity analysis

The table below shows the effects on consolidated profit or
loss after tax resulting from changes in a number of items

in the income statement. Since the Group does not recognize
any value changes in other comprehensive income pertaining
to transaction and interest rate exposure, the corresponding
effect occurs under equity.

Dec 31, 2019 Change Effect on profit
Cost of goods sold +/- 5% -/+ SEK0.5m
Payroll expenses +/-5% -/+SEK 9.3m
Currency - EUR +/- 5% +/- SEK5.3m
Currency - USD +/- 5% +/- SEK 2.8m
Currency - JPY +/-5% +/- SEK 2.4m
+/- 1 percentage
Variable interest point +/- SEK0.2m

Guidelines for remuneration and other terms

of employment for senior executives

The Board of Directors proposes to the 2020 AGM that the
guidelines for remuneration to senior executives that were
adopted by the 2019 AGM continue to apply.

The 2019 AGM approved the Board’s proposed guidelines
for remuneration to the company’s senior executives as
stated in Note 6 and in the corporate governance report.
The Board'’s proposal corresponds to the previously applied
guidelines for remuneration to the company’s senior
executives. The principles apply to employment contracts
entered into after the decision of the AGM and in cases where
changes are made to existing terms of employment after this
date. The group Other senior executives refers to the CFO, the
CO0O0, the CEO of Secure Thingz and the Chief Strategy Officer.

The Board of Directors has appointed a remuneration
committee for the preparation of matters related to

Improbable

Unlikely Possible

Likely @) Probable
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Insignificant Small Medium Large eVery large

PROBABILITY

RISK AREA DESCRIPTION

!

IMPACT

IAR SYSTEMS’ RISK MANAGEMENT

MARKET RISKS

Macro-
economic
development

Products and
technology

Competitors

Customers’ demand and willingness to
invest are tied to their beliefs about
future economic growth and the state
of macroeconomic development in their
own market.

New fundamentally changed working
methods, rapid technology shifts and
changes in customer behavior create a
risk of changed customer requirements
that could affect IAR Systems” market
position.

New and stronger competitors may
lead to arisk of decreased demand for
IAR Systems’ software.

IAR Systems manages these risks by selling the company's software in
multiple industries around the world. IAR Systems works actively to adapt
the company’s software and organization to the prevailing demand situation.

IAR Systems has well-established and strategic partnerships with all the
principal processor makers, which means that the company’s software
supports more processors and architectures than any other product on the
market. IAR Systems is the hub of an ecosystem of partners in processor
manufacturing, real-time operating systems (RTOS) and add-on products.
Following the acquisition of Secure Thingz, IAR Systems and Secure Thingz
are now also able to offer possibilities for new security solutions for
embedded systems.

IAR Systems meets the risk of competition as an independent provider
of development tools for embedded systems by offering user-friendly,
effective and fast software that supports the majority of architectures
and processors. The company also offers support service.

OPERATIONAL RISKS

Customer
structure

Income
structure

Supply of
qualified
personnel

Far-reaching dependency on individual
industries could have a major impact on
sales if an entire industry is experiencing
difficulties.

Alarge share of one-time projects
or maintenance agreements with
short durations creates uncertainty
if economic growth slows.

IAR Systems’ key competencies are
found primarily in technological develop-
ment and in its customer relationships.

IAR Systems strives to build long-term relationships with its customers.
The Group is well diversified among customer categories, industries and
geographical markets and no single customer accounts for

a large share of the Group’s total sales.

IAR Systems is endeavoring to increase the share of repeat customers.
The share of repeat customers is already high and amounts to about 95%.

IAR Systems works actively to retain and develop skills and competency
in the company. Competency and loyalty are strengthened in the Group
through training and knowledge sharing. IAR Systems has low employee
turnover and distinct, shared core values.

FINANCIAL RISKS

Foreign
exchange
risk

Liquidity
risk

Credit risk

Foreign exchange risk refers to the
risk of fluctuations in the company’s
transaction flows due to movements
in foreign exchange rates.

Liquidity risk refers to the risk that
financing cannot be obtained, or can
be obtained only at a significantly
higher cost.

Credit risk refers to the risk that a
party in a transaction with a financial
instrument will be unable to meet its
obligations. The main credit risk is that
IAR Systems will not receive payment
for trade receivables.

IAR Systems operates internationally and is exposed to foreign exchange risk
arising from exposure to different currencies, primarily the US dollar (USD),
euro (EUR) and Japanese yen (JPY). The Group’s sales in foreign currency
account for about 95% of total sales. Most of the company’s expenses are de-
nominated in SEK. Measures to manage transaction-related foreign exchange
risk are established in the Group’s finance policy. The objective is to minimize
the short-term effect of the foreign exchange movement on profit while at the
same time creating long-term freedom of action.

IAR Systems’ liquidity risk is deemed to be relatively limited. At December 31,
2019, the Group had cash and cash equivalents of SEK 106.1m and unutilized
bank overdraft facilities of SEK 200.1m. Interest-bearing liabilities on the
same date amounted to SEK 79.1m, of which lease liabilities accounted for
SEK 54.2m.

IAR Systems’ credit risk is assessed to be relatively low. Trade receivables
are distributed across a large number of counterparties in different
industries, markets and customer types. The Group has established guide-
lines for ensuring that sales are made to customers with a suitable credit
background. Historically, the cost of bad debt losses has been low. To limit
risks, the company’s credit policy contains guidelines and provisions for
credit assessment of new customers, terms of payment and routines and
processes for management of past due receivables.
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remuneration and other terms of employment for the
company’s management. No changes are proposed for 2020.

Deviation from the guidelines

The Board of Directors has the right to deviate from the
above guidelines in individual cases where the Board finds
special reason to do so. For 2019, no variable remuneration
has been paid to the CEO or other senior executives.

The I.A.R. Systems Group’s share

I.A.R. Systems Group’s class B share is quoted on the Mid
Cap list of Nasdaq Stockholm. I.A.R. Systems Group’s share
capital at December 31, 2019 amounted to SEK 139,683,334,
divided between 13,968,333 shares, of which 100,000 are
class A shares, 13,530,475 are class B shares and 337,858
are class C shares. All class C shares are held in treasury
with a quota value of SEK 10 per share and represent 2.4%
of the share capital. Of the class C shares acquired in 2018,
8,762 shares, representing 0.1% of the share capital, were
transferred for SEK 174,089.00 in 2019. The reason for the
transfer of treasury shares in 2019 was to ensure the delivery
of shares to employees upon the exercise of stock options
under the Group’s incentive program. A total of 21,830
class C shares have been converted into class B shares and
delivered within the framework of the incentive program
since the original buyback of 359,688 class C shares.

Share price performance

During the year, the share price varied from a low of

SEK 168.80(188.00) to a high of SEK 296.50 (288.00).

The share price at December 31 was SEK 186.00 (243.00).

Ownership and control

The number of shareholders in I.A.R. Systems Group at
December 31, 2019 was 7,500 (7,262). Of these shareholders,
430 (425) held more than 1,000 shares each. Foreign share-
holders held approximately 32% (32) of the share capital and
30% (30) of the votes. For additional information about the
IAR Systems share, see pages 32-33.

Dividend policy

The Board of Directors intends to propose an annual
dividend, or other similar transfer of value, corresponding
to 30-50% of profit after tax. In addition, the Board may
recommend a further transfer of capital to the shareholders,
provided that the Board considers this action to be justified
in view of anticipated future cash flow and the company’s
investment plans.

Proposed appropriation of profits
The funds at the disposal of the Annual General Meeting are
as follows (SEK):

254,491,435.64
44,242,942.39
73,644,992.20
372,379,370.23

Share premium reserve

Retained earnings

Comprehensive income for the year
Total, SEK

The Board proposes that the profits be disposed of
as follows:

Dividend of SEK 3.00 per share
To be carried forward to new account

40,891,425.00
331,487,945.23

The Board intends to propose a total dividend of SEK 3.00
(5.00) per share for approval by the AGM on April 29, 2020.
The Board’s proposal for the dividend corresponds to 50%
of the Group’s profit after tax. The Board based its proposal
on the fact that the historically positive effects of tax loss
carryforwards on cash flow have decreased. The company
also increased its investments in new product areas in 2019
to boost its rate of growth. The Board expects the Group to
generate a positive cash flow in 2020, despite the increased
level of investment continuing throughout 2020.

In light of the information presented in these annual
accounts and consolidated accounts, and other information
that has come to the attention of the Board of Directors,
the Board of Directors’ overall assessment of the financial
position of the Parent Company and the Group is that
this dividend is justifiable in respect of the requirements
imposed by the nature, scope and risks of the business with
respect to the size of equity in the company and the Group
and the consolidation requirements, liquidity and general
financial position of the company and the Group.

I.A.R. Systems Group's market capitalization on the same Total, SEK 372,379,370.23

date was SEK 2,535m (3,310).

MULTI-YEAR OVERVIEW 2012 2013 2014 2015 2016 2017 2018 2019
Revenue, SEKm 230.1 230.2 255.7 311.7 328.4 345.0 385.2 405.6
Operating expenses, SEK m -194.9 -188.9 -202.5 -228.3 -231.9 -237.6 -269.6 -297.2
Operating profit, SEK m 35.2 41.3 53.2 83.4 96.5 107.4 115.6 108.4
EBITDA margin, % * 18.2 22.0 24.9 31.5 34.5 36.9 36.4 35.9
Operating margin, % * 15.3 17.9 20.8 26.8 29.4 311 30.0 26.7
Return on equity, % 5.3 10.9 14.5 21.9 25.9 28.1 20.8 14.2
Equity per share, SEK * 22.34 23.90 22.85 23.03 2213 22.99 40.38 43.43
Cash flow from operating activities per share, SEK * 3.41 3.43 5.63 7.81 9.04 9.81 7.05 7.75

* This performance measure pertains to an alternative performance measure not defined by IFRS. For further information, refer to page 37-41.
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Consolidated income statement

SEKm Note 2019 2018 SEKm Note 2019 2018

Net sales 1,2,3,4 405.6 385.2 Profit for the year attributable to:

Goods for resale -10.8 -9.0 Owners of the Parent Company 81.2 87.6

Other external expenses 5 -63.7 -68.2 Comprehensive income for the year attributable to:

Personnel costs 6 -185.3 -167.9 Owners of the Parent Company 105.9 98.4

Depreciation of property, plant and equipment 1 -3.1 -2.6

Depreciation of right-of-use assets 1 -9.8 - Earnings per share calculated on profit for the

Amortization of intangible assets 10 245 219 year attributable to owners of the Parent Company, SEK

Operating profit 108.4 115.6 - basic 9 5.96 6.67
- diluted 9 5.95 6.65

Financial income 7 1.2 0.1

Financial expenses 7 -2.6 -1.9

Profit before tax 107.0 113.8

Income taxes 8 -25.8 -26.2

PROFIT FOR THE YEAR 81.2 87.6

Consolidated statement of comprehensive income

SEKm 2019 2018

Profit for the year 81.2 87.6
Other comprehensive income:
Items that may be reclassified subsequently to profit or loss

Change in value of non-current securities - 17.5
Translation differences 24.7 -6.7
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 105.9 98.4

Comprehensive income for the year attributable
to owners of the Parent Company 105.9 98.4
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Consolidated balance sheet

Dec 31, Dec 31, Dec 31, Dec 31,
SEKm Note 2019 2018 SEKm Note 2019 2018
ASSETS 1,2,3,4 EQUITY AND LIABILITIES
Non-current assets Equity 18,19
Intangible assets 10 Share capital 139.7 139.7
Goodwill 357.2 339.3 Other contributed capital 227.7 227.3
Other intangible assets 210.5 144.8 Reserves 38.2 13.5
Total intangible assets 567.7 484.1 Retained earnings including profit for the year 186.4 169.5
. Total equity 592.0 550.0
Property, plant and equipment 1
Leasehold improvements 0.5 1.3 Non-current liabilities
Equipment 6.8 7.6 Lease liabilities 17 41.1 1.2
Right-of-use assets 56.3 - Other non-current liabilities 1.1 1.6
Total property, plant and equipment 63.6 8.9 Deferred tax liabilities 8 26.5 29.6
. . Total non-current liabilities 68.7 32.4
Financial assets
Other non-current receivables 12,17 2.4 1.8 Current liabilities
Total financial assets 2.4 1.8 Trade payables 17 9.2 7.3
Liabilities to credit institutions 17 24.9 -
Deferred tax assets 8 5.3 13.3 o
Lease liabilities 17 13.1 1.6
Total non-current assets 638.9 508.1 L
Current tax liabilities 8 - 0.3
Current assets Other liabilities 17 14.1 28.5
Inventories 6.6 6.6 Deferred income 85.2 79.0
. Accrued expenses 20 17.7 23.1
Current receivables —
i Total current liabilities 164.2 139.8
Trade receivables 13,17 66.6 63.2
Other current receivables 14,17 4.6 2.1
Prepaid expenses and accrued income 15,17 47.5 36.1 UL SE N B R 55 8249 p
125.3 108.0
Cash and cash equivalents 16,17 60.7 106.1
Total current assets 186.0 214.1
TOTAL ASSETS 824.9 722.2
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Consolidated statement of changes in equity

Other

contributed Retained Total
SEKm Share capital capital Reserves earnings equity
Opening balance, January 1, 2018 126.3 23.4 2.7 138.0 290.4
Profit for the year 87.6 87.6
Other comprehensive income
Change in value of non-current securities 17.5 17.5
Translation differences -6.7 -6.7
Total comprehensive income 10.8 87.6 98.4
Transactions with owners
New share issues, after deductions for transaction costs and tax 11.7 165.4 1771
Warrant payment 4.1 4.1
Share buybacks -3.6 -3.6
Non-cash issue 1.7 38.0 39.7
Value of share-based remuneration 1.9 11.9
Dividend -68.0 -68.0
Total transactions with owners 13.4 203.9 - -56.1 161.2
Opening balance, January 1, 2019 139.7 227.3 13.5 169.5 550.0
Profit for the year 81.2 81.2
Other comprehensive income
Translation differences 24.7 24.7
Total comprehensive income 247 81.2 105.9
Transactions with owners
Warrant payment 0.4 0.4
Value of share-based remuneration 3.8 3.8
Dividend -68.1 -68.1
Total transactions with owners 0.4 -64.3 -63.9
CLOSING BALANCE, DECEMBER 31, 2019 139.7 227.7 38.2 186.4 592.0

COMMENTS ON THE STATEMENT OF CHANGES IN EQUITY:
The share capital at December 31, 2019 amounted to SEK 139,683,334, divided between 100,000 class A shares, 13,530,475 class B shares and 337,858 class C shares.
All shares have a quota value of SEK 10 each.
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Consolidated cash flow statement

SEKm Note 2019 2018
Operating activities

Incoming payments from customers 401.2 381.1
Outgoing payments to suppliers and employees -277.7 -250.0
Cash flow from operating activities before interest and income taxes paid 123.5 1311
Interest received 0.0 0.0
Interest paid -2.6 -1.7
Income taxes paid -15.2 -36.8
Cash flow from operating activities 105.7 92.6
Investing activities

Investments in intangible assets 10 -81.1 -42.5
Investments in property, plant and equipment 1" -2.5 -4.3
Investments in subsidiaries -18.6 -170.8
Sale of other investments - 0.1
Investments in other investments - -
Cash flow from investing activities -102.2 -217.5
Financing activities

Dividends to Parent Company shareholders -68.1 -68.0
New share issues - 176.0
Share warrants 0.2 3.6
Share buybacks - -3.6
Borrowings 30.4 0.9
Amortization of financial liabilities -14.5 -1.2
Cash flow from financing activities -52.0 107.7
Cash flow for the year -48.5 -17.2
Cash and cash equivalents at beginning of year 106.1 119.5
Exchange difference in cash and cash equivalents

- attributable to cash and cash equivalents at beginning of year 2.1 3.6
- attributable to cash flow for the year 1.0 0.1
CASH AND CASH EQUIVALENTS AT END OF YEAR 16 60.7 106.1
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Parent Company income statement

SEKm Note 2019 2018
Net sales 1,2 12.2 12.2
Other external expenses 5 -4.1 -7.1
Personnel costs 6 -12.2 -14.8
Depreciation of property, plant and equipment M -0.0 -0.0
Operating loss -4.1 -9.7

Result from financial investments

Total financial income 7 2.5 0.1
Total financial expenses 7 -1.7 -3.2
Profit before tax -3.3 -12.8
Appropriations, Group contributions 97.0 104.0
Tax on profit for the year 8 -20.1 -20.1
PROFIT FOR THE YEAR 73.6 711

Parent Company statement of comprehensive income

SEKm 2019 2018

Profit for the year 73.6 711
Other comprehensive income:

Items that may be reclassified subsequently to profit or loss

Change in value of non-current securities - 17.5
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 73.6 88.6
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Parent Company balance sheet

Dec 31, Dec 31, Dec 31, Dec 31,
SEKm Note 2019 2018 SEKm Note 2019 2018
ASSETS 1,2 EQUITY AND LIABILITIES
Non-current assets Equity 18,19
Property, plant and equipment Restricted equity
Equipment 1 0.1 0.1 Share capital 139.7 139.7
Total property, plant and equipment 0.1 0.1 139.7 139.7
Non-restricted equity
Financial assets Share premium reserve 254.5 254.1
Participations in Group companies 22 480.1 476.2 Retained earnings 443 19.9
Other non-current receivables 12 0.1 0.1 Comprehensive income for the year 73.6 88.6
Deferred tax assets 8 0.0 1.5 372.4 362.6
Total financial assets 480.2 477.8
Total equity 5121 502.3
Total non-current assets 480.3 4779
Current liabilities
Current assets Trade payables 0.4 0.9
Current receivables Liabilities to credit institutions 24.9 -
Receivables from subsidiaries 84.8 42.0 Liabilities to subsidiaries 26.1
Other current receivables 14 0.2 0.0 Tax liabilities - 0.1
Prepaid expenses and accrued income 15 1.6 2.2 Other liabilities 1.5 19.3
86.6 44.2 Accrued expenses 20 3.2 8.8
Total current liabilities 56.1 29.1
Cash in hand and bank deposits 16 1.3 9.3
Total current assets 87.9 53.5 TOTAL EQUITY AND LIABILITIES 568.2 531.4
TOTAL ASSETS 568.2 531.4
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Share premium Retained Total
SEKm Share capital reserve earnings equity
Opening balance, January 1, 2018 126.3 50.2 76.1 252.6
New share issue, after deductions for transaction costs and tax 1.7 165.4 1771
Share buybacks -3.6 -3.6
Warrant payment 4.1 4.1
Non-cash issue 1.7 38.0 39.7
Value of share-based remuneration 11.8 11.8
Dividend -68.0 -68.0
Total changes in equity not recognized in the income statement 13.4 203.9 -56.2 161.1
Profit for the year 71.1 711
Other comprehensive income
Change in value of non-current securities 17.5 17.5
Total comprehensive income 32.4 88.6
Opening balance, January 1, 2019 139.7 2541 108.5 502.3
Warrant payment 0.4 0.4
Value of share-based remuneration 3.9 3.9
Dividend -68.1 -68.1
Total changes in equity not recognized in the income statement 0.4 -64.2 -63.8
Profit for the year 73.6 73.6
Other comprehensive income
Change in value of non-current securities = =
Total comprehensive income 73.6 73.6
CLOSING BALANCE, DECEMBER 31, 2019 139.7 254.5 117.9 5121

COMMENTS ON THE STATEMENT OF CHANGES IN EQUITY:
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The share capital at December 31, 2019 amounted to SEK 139,683,334, divided between 100,000 class A shares, 13,530,475 class B shares and 337,858 class C shares.
All shares have a quota value of SEK 10 each. (The share capital at December 31, 2018 amounted to SEK 139,683,334, divided between 100,000 class A shares,
13,521,713 class B shares and 346,620 class C shares. All shares had a quota value of SEK 10 each.)
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Parent Company cash flow statement

SEKm Note 2019 2018
Operating activities

Incoming payments from subsidiaries 13.5 13.3
Outgoing payments to suppliers and employees -19.0 -20.4
Cash flow from operating activities before interest and income taxes paid -5.5 -7.1
Interest received 1.2 0.0
Interest paid -1.2 0.0
Income taxes paid -21.1 -28.7
Cash flow from operating activities -26.6 -35.8
Investing activities

Investments in property, plant and equipment -0.0 -0.0
Sale of other financial investments - 0.1
Acquisition of subsidiaries 22,23 -18.6 -183.5
Cash flow from investing activities -18.6 -183.4
Financing activities

Dividends paid -68.1 -68.0
New share issue - 175.5
Share warrants incoming payments 0.2 4.1
Share buybacks -0.0 -3.5
Change in borrowings to/from subsidiaries -16.7 1.4
Borrowings 30.4 =
Amortization of borrowings -5.5 -
Group contributions 97.0 104.0
Cash flow from financing activities 37.3 223.5
Cash flow for the year -8.0 4.3
Cash and cash equivalents at beginning of year 9.3 5.0
CASH AND CASH EQUIVALENTS AT END OF YEAR 16 1.3 9.3
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Notes

Note 1. Summary of significant accounting policies

General
I.A.R. Systems Group AB (publ], corporate identification number 556400-7200, is a Swedish
registered limited liability company domiciled in Stockholm, Sweden. The address of the
company'’s head office is Kungsgatan 33, SE-111 56 Stockholm, Sweden. |.A.R. Systems Group
is the Parent Company of a Group that was founded in 1985 and listed on the stock exchange
in 1999.

I.A.R. Systems Group AB is quoted on the Mid Cap list of Nasdaq Stockholm under the ticker
symbol IAR.

The consolidated financial statements were approved for publication by the Board of
Directors on March 11, 2020.

Group

1.1 Basis of presentation

I.A.R. Systems Group AB’s consolidated financial statements are presented in accordance
with the Swedish Annual Accounts Act, RFR 1, Supplementary Accounting Rules for Groups,
International Financial Reporting Standards (IFRS) and the interpretations issued by the IFRS
Interpretations Committee (IFRIC) that have been endorsed for application in the EU.

The functional currency of the Parent Company is Swedish kronor (SEK]), which is also the
presentation currency of the Parent Company and the Group. The financial statements are
therefore presented in SEK. Allamounts, unless otherwise stated, are rounded off to the
nearest million. The consolidated financial statements have been prepared according to the
cost method, except as stated below.

The preparation of financial statements in conformity with IFRS requires the use of certain
critical accounting estimates and assumptions. It also requires that management exercise
its judgment in the process of applying the company’s accounting policies. The estimates and
assumptions are based on past experience and a number of other factors that are considered
reasonable under the given circumstances. The results of these estimates and assumptions
are then used to make judgments about the carrying value of assets and liabilities that cannot
be readily determined from other sources. Actual outcomes may differ from these estimates
and judgments. The areas involving a higher degree of judgment or complexity, or areas
where assumptions and estimates are significant for the consolidated financial statements,
are disclosed in Note 1 below.

New and amended standards and interpretations applicable for 2019
The Group applies the following new or amended IFRS from the IFRS Interpretations
Committee as of January 1, 2019:

IFRS 16 Leases replaced IAS 17 Leases and applies from January 1, 2019. For the lessee,
IFRS 16 essentially entails that all leases are to be recognized in the statement of financial
position. Operating and finance leases are no longer classified. The underlying asset in the
lease is recognized in the statement of financial position. IAR Systems applies the modified
retrospective intermediate method regarding recognition of leases previously recognized as
operating leases. This method entails that lease liabilities are calculated as the present value
of remaining lease payments discounted by the incremental borrowing rate in the beginning
of the period in which the company first applies the standard, and that the comparative year
is not adjusted.
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At the beginning of a contract, the Group assesses whether it constitutes or contains a lease.
The Group recognizes a right-of-use and an equivalent lease liability for all leases in which
the Group is the lessee. This does not apply, however, for short-term leases (defined as leases
with a term of 12 months or less) or for leases where the underlying asset has a low value.
For such leases, the Group recognizes lease payments as operating expenses on a straight-
line basis over the term of the lease, if no other systematic method better reflects how the
economic benefits associated with the underlying asset are consumed by the lessee.

Lease liabilities are initially measured at the present value of the lease payments that
have yet to be made as of the commencement date, discounted by the interest rate implicit in
the lease. If this interest rate cannot be easily established, the Group uses the incremental
borrowing rate. The incremental borrowing rate is the interest rate that a lessee would
need to pay for financing through loans over a similar term, and with a similar security,
for a right-of-use.

Lease payments included in the measurement of the lease liability comprise the following:

> Fixed payments, including in-substance fixed payments.

> Variable lease payments that depend on an index or rate, initially measured using the index
or rate at the commencement date.

> Amounts expected to be payable under a residual value guarantee.

> The exercise price under a purchase option that the Group is reasonably certain to exercise.

> Penalties for early termination of a lease unless the Group is reasonably certain not to
terminate early.

The Group remeasures the lease liability (and makes a corresponding adjustment to the
right-of-use asset] when:
> The term of the lease has changed, or the Group has changed its assessment of whether
it will exercise a purchase option. The lease liability is remeasured by discounting the
adjusted lease payments using an adjusted discount rate.
> Lease payments are changed based on changes in the index or rate, or changes to the amounts
expected to be payable under a residual value guarantee. In such cases, the lease liability is
remeasured by discounting the adjusted lease payments using the initial discount rate.
> The lease changes and the change is not recognized as a separate lease. In such cases,
lease payments are remeasured by discounting the adjusted lease payments using an
adjusted discount rate.
No remeasurements have been carried out according to the above during the reporting
period.

On initial recognition, the right-of-use asset is recognized at the value of the corresponding
lease liability, any lease payments made at or before the commencement date and any initial
direct costs. The carrying amount of the right-of-use asset is subsequently reduced by the
accumulated depreciation and any impairment.

Divested right-of-use assets are depreciated over the term of the lease or the useful life of
the underlying asset, whichever is shorter. If a lease entails that ownership of the underlying
asset is transferred or the cost of the right-of-use asset reflects the Group’s expectation
that it will exercise a purchase option, depreciation is carried out over the useful life of the
underlying asset. Depreciation begins on the commencement date of the lease.

The Group applies IAS 36 Impairment of Assets to determine whether the carrying amount
of a right-of-use asset exceeds its recoverable amount.

Variable lease payments that do not depend on an index or rate are not included in the
measurement of the lease liability and right-of-use asset. These lease payments are
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recognized as an expense in the period when the event or the terms that trigger these
payments occur and are included in the item “Other external expenses” in consolidated
profit or loss.

Right-of-use assets are presented on a separate item in the consolidated financial
statements.

As a practical expedient, IFRS 16 permits a lessee to report each lease component and
relevant non-lease component as a single component rather than separating non-lease
components from lease components. The Group has not chosen to apply this exemption.
The I.A.R. Group used the following practical expedients permitted under IFRS 16 when
applying the standard for the first time:

> Asingle discount rate is applied to leases with similar characteristics.

> Leases with a remaining term of less than 12 months as of January 1, 2019 are not
recognized in the balance sheet if they are not likely to be extended.

> Initial direct costs are excluded when measuring the right-of-use asset on the date
of initial application.

> Short-term leases (12 months or less) and leases where the underlying asset has a
low value (USD 5,000 or less) are not recognized in the balance sheet but in the same
manner as operating leases were previously recognized.

> Hindsight is used when determining the lease term if the contract contains options
to extend or terminate the lease.

At the beginning of 2019, the lease for the company’s headquarters in Uppsala had a
remaining term of less than 12 months. The premises were thus not reported as a
right-of-use asset in the opening balance. At the end of 2019, an agreement was reached
regarding an extension, which is why the right-of-use asset for the property has been
reported in the balance sheet according to IFRS 16.

EFFECTS ON ASSETS, LIABILITIES AND EQUITY, JANUARY 1, 2019

Recognized balance Restated balance

sheetitems, Transition sheet items,

SEKm Ref January 1,2019 tolIFRS 16 January 1, 2019
Assets
Equipment A 7.6 -2.8 4.8
Right-of-use assets B,C - 30.5 30.5
Total effect on assets 27.7
Liabilities and equity
Non-current lease liability D 1.2 21.3 22.5
Current lease liability D 1.6 7.7 9.3
Accrued expenses c 23.1 =18 21.8
Total effect on liabilities

and equity 27.7

Description of adjustment A

Ref:

A Pertains to finance leases recognized under the item “Equipment” in the most recent
annual report.

B Restatement of leases in accordance with IFRS 16.

C Pertains to the restatement of rent discounts previously allocated over the term of the lease.

D Lease liability recognized under the item “Borrowings (Non-current/Current)”
in the most recent annual report.
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Reconciliation, operating lease disclosure (IAS 17) and recognized lease liability (IFRS 16)

OBLIGATIONS FOR OPERATING LEASES AT DECEMBER 31, 2018, SEK m

Obligations for operating leases at December 31, 2018 38.3
Finance lease liabilities at December 31, 2018 2.8
Short-term leases (deducted as expensed) -7.6

Low-value leases (deducted as expensed) -
Effects of extension options -
Discount effect A/

Recognized lease liability in the opening balance on January 1, 2019 31.8

The Group has applied a weighted average incremental borrowing rate of 1.75% when
establishing the lease liability in the opening balance on January 1, 2019.

Other new or amended IFRS and interpretations from the IFRIC and amendments to RFR 2
effective as of January 1, 2019 have not had any material impact on the financial statements
of the Group or the Parent Company. With consideration given to the connection between
accounting and taxation, IFRS 16 does not need to be applied in legal entities. The Parent
Company has chosen to apply this exemption.

New and changed standards and interpretations that are not yet effective
The new or amended standards and new interpretations that have been issued by the
International Accounting Standards Board (IASB) and the IFRS Interpretations Committee
(IFRIC) but are effective for financial years starting on or after January 1, 2020 have not yet
been applied by the Group. The IASB has issued the following new and amended standards
that are not yet effective:

To be applied for

Standards financial years beginning:
Changes in references to conceptual framework
in IFRS On or after January 1, 2020

Changes in IFRS 3 Business Combinations:
Definition of a Business*

Changes in IAS 1 and IAS 8: Definition of Material*

Changes in IFRS 9, IAS 39 and IFRS 7: Interest Rate
Benchmark Reform*

IFRS 17 Insurance Contracts*

On or after January 1, 2020
On or after January 1, 2020

On or after January 1, 2020
On or after January 1, 2020

* Not yet approved within the EU.

The above new and amended standards and statements from IFRIC are not expected to have
any material impact when they are applied for the first time.

Revenue recognition

Revenue is measured based on the remuneration stated in the customer contract, excluding
value-added tax (VAT). The Group recognizes revenue when control of a product or service is
transferred to a customer. Remuneration normally falls due for payment when the right of
ownership has been transferred. Payment terms may be extended in exceptional cases, but
may never exceed 12 months, which is why no adjustment is made for effects of significant
financing components.

Most of the Group’s revenue pertains to licenses. In most cases, in conjunction with the sale
of a license, a one-year agreement is signed for technical support and upgrades. Licenses,
technical support and upgrades are deemed to be three separate performance obligations in
accordance with IFRS 15 and must thus be reported separately.



CONT. NOTE 1

Revenue from software license fees is recognized upon delivery, which is not considered to
have occurred until the access code for the license or the CD with the software has been made
available to the customer. Revenue arising from upgrade agreements and support is accrued
on a straight-line basis over the term of the contract. Revenue is recognized only to the extent
of the expenses recognized that are likely to be recoverable from the customer.

Licenses

Licenses for software are delivered to customers electronically. Licenses are assessed

to comprise the “right to use licenses” in accordance with IFRS 15, since the customer can
control the use of, and receives essentially all remaining benefits associated with, the license
at the time the license is delivered. Revenue from sales of licenses is recognized when the
customer can control the use of the license, which normally occurs when the license has
been transferred to the customer electronically.

Technical support

When necessary, the Group provides customers with technical support during the contract
period. Utilized technical support does not fluctuate significantly between months and
customers pay the same amount regardless of how many times the service is utilized.

The performance obligation for technical support is transferred to the customer “over time”
and the customer’s access to technical support is considered to be evenly distributed over
the entire contract period, which entails that revenue is recognized on a straight-line basis
over the contract period.

Software updates

The offering of software updates entails an assurance that all updates developed by IAR
during the contract period will be provided as and when they become available. The number
of updates cannot be stated in advance. The performance obligation for software updates is
considered to be transferred to the customer “over time” and the customer’s utilization of the
updates is considered to be evenly distributed over the entire contract period, which entails
that revenue is recognized on a straight-line basis over the contract period.

1.2 Consolidated financial statements

The consolidated financial statements include the Parent Company I.A.R. Systems Group AB
and those companies over which the Parent Company has control (subsidiaries). Control
exists when the Parent Company has power over the investee, is exposed to or has rights to
variable returns from its involvement with the investee and has the ability to use that control
over the investee to affects its returns. The composition of the Group is presented in Note 22.

The Parent Company reassesses whether control exists if facts and circumstances indicate
that any of the above factors have changed.

Subsidiaries are consolidated from the date on which control is transferred to the Parent
Company and are deconsolidated from the date on which control ceases. This means that
income and expenses for a subsidiary that is acquired or sold during the current financial year
are included in the consolidated income statement and statement of comprehensive income
from the date on which the Parent Company gains control and until the date when control
passes from the Parent Company.

Consolidated profit and components of other comprehensive income are attributable to
owners of the Parent Company and to non-controlling interests even if this leads to a negative
value for non-controlling interests.

The accounting policies of subsidiaries have been adjusted, when necessary, to ensure
consistency with those policies applied by Group. All inter-company transactions, balances
and unrealized gains and losses attributable to inter-company transactions have been
eliminated on consolidation.
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1.3 Business combinations

Business combinations are reported according to the acquisition method of accounting.

The consideration transferred for the acquisition of a subsidiary consists of the fair value of
the assets transferred and the liabilities assumed by the Group from the previous owner of
the acquired company and the equity instruments issued by the Group. The consideration
transferred also includes the fair value of any asset or liability resulting from an agreement
for contingent consideration. The identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are initially measured at their fair values

on the acquisition date. On an acquisition-by-acquisition basis, the Group recognizes any
non-controlling interests in the acquired company either at fair value or at the holding’s
proportionate share of the carrying amount of the acquired company’s identifiable net assets.
Acquisition-related costs are expensed as incurred. In a business combination achieved in
stages, any previously held equity interest in the acquired company is remeasured at fair
value on the acquisition date. Any resulting gains or losses are recognized in profit or loss.
Any contingent consideration payable by the Group is measured at fair value at the acquisition
date. Subsequent changes in the fair value of a contingent consideration that is classified as a
contingent asset or liability are recognized in accordance with the prevailing standard either
in profit or loss or in other comprehensive income. If a contingent consideration is classified
as an equity instrument, it is not remeasured and settlement is accounted for within equity.
Goodwill is initially measured as the difference between the aggregate of the acquisition date
fair value of the consideration transferred and the amount of any non-controlling interests,
and the net of the acquisition date amounts of the identifiable assets acquired and the
liabilities assumed. If the amount of consideration transferred is lower than the fair value of
the acquired company’s net assets, the resulting gain is recognized directly in profit or loss.
Allinter-company transactions, balance sheet items, income and expenses arising from
transactions between Group companies are eliminated.

1.4 Segment reporting
Operating segments are reported in @ manner consistent with the internal reporting provided
to the chief operating decision-maker. The chief operating decision-maker is the function
responsible for allocating resources and assessing the performance of the operating
segments. In the Group, this function has been identified as the CEO of the company.

The Group has one operating segment: IAR Systems.

1.5 Foreign currency translation

al Functional and presentation currency

The items included in the financial statements of each of the Group entities are measured
using the currency of the primary economic environment where the entity operates (the
functional currency). The consolidated financial statements are presented in SEK, which
is the functional and presentation currency of the Parent Company.

b) Transactions and balances

Foreign currency transactions are translated to the functional currency at the exchange
rates prevailing on the transaction dates or the dates on which the items are remeasured.
Foreign exchange gains and losses resulting from the settlement of such transactions and
from the translation of monetary assets and liabilities in foreign currencies at the closing
day rate are recognized in the income statement.

¢) Group companies

The results and financial positions of all Group entities (none of which has the currency of
a hyperinflationary economy) that have a functional currency other than the presentation
currency are translated into the Group’s presentation currency as follows:
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» assets and liabilities for each balance sheet presented are translated at the closing day
rate of exchange,

> income and expenses for each income statement are translated at the average exchange
rates (unless this average is not a reasonable approximation of the cumulative effect of
the rates prevailing on the dates of the transactions, in which case income and expenses
are translated at the rates on the dates of the transactions), and all resulting exchange
differences are recognized as a separate component of equity.

On consolidation, exchange differences resulting from the translation of the net investment
in foreign operations are taken to equity and recognized as an item in comprehensive income.
When a foreign operation is disposed of or sold, such foreign exchange gains and losses are
recognized in the income statement as part of the capital gain or loss on the sale.

The following exchange rates have been used:

Country Currency Closing day rate Average rate
USA UsD 1 9.3171(8.9710) 9.4604 (8.6921)
France, Germany EUR 1 10.4336 (10.2753) 10.5892 (10.2567)
UK GBP 1 12.2145(11.3482) 12.0658 (11.5928)
Japan JPY 1 0.0853(0.0812) 0.0868(0.0787)
China CNY1 1.3333(1.3068) 1.3691(1.3135)
South Korea KRW 1 0.0081 (0.0084) 0.0082(0.0079)

1.6 Property, plant and equipment
Allitems of property, plant and equipment are measured at cost less accumulated
depreciation and any impairment losses. The residual values and useful lives of assets
are reviewed at each balance sheet date and adjusted if appropriate. An asset’s carrying
amount is impaired immediately to its recoverable amount if the asset’s carrying amount
is greater than its estimated recoverable amount. On disposal of the asset, any resulting
gains are recognized in other income and losses are recognized in other operating expenses.
Subsequent expenditure is included in the carrying amount of the asset or recognized as a
separate asset, as appropriate, only when it is probable that the future economic benefits
associated with the asset will flow to the Group and the cost of the asset can be measured
reliably. All other repairs and maintenance are expensed in the income statement during
the period in which they are incurred.

Property, plant and equipment are systematically depreciated over their estimated useful life.
Straight-line depreciation periods are used and the following depreciation periods hereby apply:

Computers 3years
Other equipment Syears
Leasehold improvements:

Remaining lease period 1-5years

1.7 Intangible assets
al Goodwill
Goodwill is initially measured as the difference between the aggregate of the acquisition date
fair value of the consideration transferred and the amount of any non-controlling interests,
and the net of the acquisition date amounts of the identifiable assets acquired and the
liabilities assumed. Goodwill is tested for impairment annually, or more often in the event
that there are indications of a decrease in value, to identify any impairment requirements,
and is recognized at cost less accumulated impairment losses. The gain or loss arising on
the disposal of an entity includes the carrying amount of goodwill relating to the entity sold.
Goodwill is allocated to the lowest cash-generating units or groups of cash-generating
units that can be expected to benefit from the business combination that has given rise to
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the goodwill item. Goodwill is tested for impairment at the lowest level in the Group at
which goodwill is monitored for internal management purposes, which comprises the
cash-generating units IAR Systems and Secure Thingz.

b) Technology

Technology is recognized at cost in accordance with the relief-of-royalty method. This method
is based on the assumption that the acquirer could have obtained similar rights through
licensing rather than purchasing the asset in question. Technology has a finite useful life
and is recognized at cost less accumulated amortization. Technology is amortized over its
estimated useful lives of 13 years.

c) Trademarks

Trademarks are recognized at cost. Trademarks have a finite useful life and are recognized

at cost less accumulated amortization. Trademarks are amortized over their estimated useful
lives of 15 years.

d) Software

Intangible assets with determinable useful lives that are acquired separately are recognized
at cost less accumulated amortization and any accumulated impairment. Amortization takes
place on a straight-line basis over the asset’s estimated useful life, which is expected to be
either five or six years. The estimated useful life and amortization method is tested at least
once at the end of each financial year, and the impact of any changes to assessments

is recognized prospectively.

el Internally generated intangible assets - capitalized expenditure for the development
of software and debug probes
Internally generated intangible assets that originate from the Group’s development of
software (primarily IAR Embedded Workbench and Embedded Trust) and debug probes
are recognized only if the following conditions are met:
> itis technically feasible to complete the intangible asset and utilize it or sell it,
> the company aims to complete the intangible asset and utilize it or sell it,
> there are prerequisites in place to utilize or sell the intangible asset,
> the company can demonstrate that the intangible asset will generate probable,
future economic benefits,
> there are adequate technical, financial and other resources available to complete
the development and to utilize or sell the intangible asset, and
> the expenditure associated with the intangible asset during its development can be
reliably calculated.

If it is not possible to recognize an internally generated intangible asset, the costs for
development are recognized as expenses in the period in which they occur. Following initial
recognition, internally generated intangible assets are recognized at cost less accumulated
amortization and any accumulated impairment.

The estimated useful life for internally generated assets is six to ten years depending on
the type of product the capitalization concerns. IAR Systems operates in a rapidly changing
market, since developments in processor manufacture/design and particularly in the area
of usage (processors are being used in a growing number of products and more processors
are being used in the products] is changing rapidly. IAR Systems’ tools are created in order
to program these processors - this market is not changing as rapidly and, although the
company’s products are being further developed, the basic platform remains intact. The
estimated useful life and amortization method is tested at least once at the end of each
financial year, and the impact of any changes to assessments is recognized prospectively.
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1.8 Impairment losses

Assets that have an indefinite useful life are not subject to amortization/depreciation and
are instead tested for impairment. Impairment testing is done annually and when indications
of impairment requirements exist. Assets that are subject to amortization/depreciation

are reviewed for impairment whenever events or changes in circumstances indicate that
their carrying amounts may not be recoverable. An impairment loss is recognized for

the amount by which the asset’s carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value less costs to sell and value in use.
For the purposes of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash flows (cash-generating units). Previously recognized
impairment losses on non-financial assets other than goodwill are reviewed for possible
reversal of the impairment at each balance sheet date.

1.9 Inventories
Inventories are stated at the lower of cost and net realizable value. Cost is determined using
the first-in, first-out (FIFO) method.

Net realizable value is the estimated selling price in the ordinary course of business less
the estimated variable costs necessary to make a sale.

1.10 Financial assets and liabilities

Financial assets are classified either as an asset measured at fair value through profit or loss,
as an asset measured at fair value through comprehensive income or as an asset measured at
amortized cost. The measurement category to which a financial asset belongs depends partly
on the company’s business model (purpose for the holding of the financial asset) and partly on
the financial asset’s contractual cash flows. Financial liabilities are divided between liabilities
at fair value through profit or loss and other liabilities.

Recognition and measurement of financial assets
Financial assets are measured according to three categories:
> Hold to collect - Assets that are held to collect contractual cash flows and that
only comprise payments of the principal and interest on the outstanding principal.
These are measured at amortized cost.
> Hold to collect and sell - Assets that are held to both collect contractual cash flows
and sell investments and that only comprise payments of the principal and interest
on the outstanding principal. These are measured at fair value through other
comprehensive income.
> Other - Other financial assets and investments in equity instruments. These are
measured at fair value through other comprehensive income.

Investments in equity instruments are measured at fair value. In cases where Group
management has chosen to recognize changes in the fair value of equity instruments through
other comprehensive income, the changes in fair value are not subsequently reclassified to
profit or loss when the instrument has been derecognized from the balance sheet. Dividend
from such investments are recognized in profit or loss as other income when the Group’s right
to receive payment has been established.

The credit reserve for trade receivables, contract assets and lease receivables is based on
expected losses. IAR Systems uses the simplified approach for trade receivables, meaning
that the reserve will correspond to the expected loss for the entire useful life. The expected
credit losses for these financial assets are calculated using a provision matrix based on
previous events, current conditions and forecasts of future financial conditions and the time
value of money, where applicable.
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Recognition and measurement of financial liabilities

Financial liabilities are divided between liabilities at fair value through profit or loss and
other liabilities. The basic principle for other liabilities is that they are measured at amortized
cost or cost.

1.11 Cash and cash equivalents
Cash and cash equivalents include cash in hand and bank deposits and are measured at
amortized cost.

1.12 Borrowings

Borrowings are initially measured at fair value, net of transaction costs incurred.
Borrowings are subsequently measured at amortized cost and any difference between

the proceeds (net of transaction costs) and the redemption value is recognized in the income

statement over the period of the borrowings using the effective interest rate method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to

defer payment of the liability for at least 12 months after the balance sheet date. A financial

liability is derecognized from the balance sheet when the obligation is discharged, canceled

or otherwise extinguished.

1.13 Trade payables

Trade payables are obligations to pay for goods or services that have been acquired from
suppliers in the ordinary course of business. Trade payables are initially measured at fair
value and subsequently at amortized cost with the application of the effective interest rate
method. Since the expected maturity of trade payables is short, these are recognized at
their nominal amount.

1.14 Current and deferred tax

The tax expense for the period consists of current tax and deferred tax. Tax is recognized
in the income statement, except to the extent that it relates to items recognized in other
comprehensive income or directly in equity. In such cases, the resulting tax effect is also
recognized in other comprehensive income or equity, respectively.

The current income tax expense is calculated on the basis of the tax laws that have been
enacted or substantively enacted at the balance sheet date in the countries where the Parent
Company and its subsidiaries operate and generate taxable income. Management regularly
evaluates positions taken in tax returns with respect to situations in which the applicable tax
regulations are subject to interpretation and, when deemed appropriate, makes provisions
on the basis of amounts that are expected to be paid to the tax authorities.

The reported income tax expense includes tax payable or receivable with respect to the
year's profit or loss, adjustments in current tax from earlier periods and changes in deferred
tax. All tax liabilities/receivables are measured at the nominal amount according to the tax
rules and tax rates that have been enacted or substantively enacted at the balance sheet
date. For items that are recognized in the income statement, the related tax effects are also
recognized in the income statement.

Deferred tax is calculated according to the balance sheet method on all temporary
differences between the tax bases of assets and liabilities and their carrying amounts.
Temporary differences are not recognized for consolidated goodwill or shares in subsidiaries
that are not expected to be taxed in the foreseeable future. Deferred tax assets relating to
tax loss carryforwards or other future tax deductions are recognized only to the extent that
it is probable that future taxable profit will be available against which the deduction can
be utilized.
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1.15 Provisions

Provisions for contingent consideration and legal claims are recognized when the Group has
a present obligation (legal or constructive) that has arisen as a result of a past event, it is
probable that an outflow of resources will be required to settle the obligation and the amount
can be estimated reliably.

1.16 Employee benefits

al Pension obligations

The Group has defined contribution pension plans under which each company pays fixed
contributions to a separate legal entity and has no legal or constructive obligation to pay
further contributions. The contributions are recognized as personnel costs when they are
due. Prepaid contributions are recognized as an asset to the extent that the Group may
receive a cash refund or a reduction in future payments.

b) Termination benefits

Termination benefits are payable when employment is terminated by the Group before the
normal retirement date or when an employee accepts voluntary redundancy in exchange for
these benefits. The Group recognizes termination benefits when it is demonstrably committed
to terminate the employment of an employee or group of employees according to a detailed
formal plan and is without realistic possibility of withdrawal, or to provide termination benefits
as a result of an offer made in order to encourage voluntary redundancy. Benefits falling due
more than 12 months after the balance sheet date are discounted to their present value.

c) Bonus plans
The Group recognizes a liability and an expense for bonuses when there is a legal obligation,
in accordance with the company’s bonus models, based on sales and/or profit.

1.17 Foreign exchange gains and losses

Realized foreign exchange gains and losses attributable to purchases in the normal course
of business are recognized in cost of goods sold. Foreign exchange gains and losses arising
on remeasurement of loans and financial receivables in foreign currencies are recognized
in financial income or expenses.

1.18 Leases

This item refers to IAS 17 and applies only to the comparative year. Leases in which a
significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives
received from the lessor) are charged to the income statement on a straight-line basis over
the period of the lease.

The Group leases certain items of property, plant and equipment. Leases of non-current
assets where the Group bears essentially all the risks and rewards of ownership are classified
as finance leases. Finance leases are capitalized at the lease’'s commencement at the lower of
the fair value of the leased asset and the present value of the minimum lease payments.

Each lease payment is allocated between amortization of the liability and financial expenses
to produce a constant periodic rate of interest on the remaining balance of the liability. The
corresponding obligation to pay future leasing charges, net of financial expenses, is included
in the balance sheet items “Non-current borrowings” and “Current borrowings”.

The interest portion of the financial expenses is recognized in the income statement over
the lease period to produce a constant periodic rate of interest on the remaining balance of the
liability for each period. Non-current assets acquired under finance leases are depreciated
over the shorter of the useful life of the asset and the lease period.
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1.19 Borrowing costs

The Group has no borrowing costs that are directly attributable to the purchase, construction
or production of assets that take a substantial period of time to prepare for their intended use
or sale. In view of this, borrowing costs are expensed in the period in which they are incurred.

1.20 Cash flow statement

The cash flow statement is presented in accordance with the direct method. The reported
cash flow includes only transactions that lead to cash receipts or payments. Cash and cash
equivalents comprise cash on hand and bank deposits, together with short-term financial
investments that are subject to an insignificant risk of changes in value, are traded on an
open market in known amounts or have a remaining maturity of three months or less from
the date of acquisition.

Parent Company

1.21 Accounting policies of the Parent Company

The annual financial statements of the Parent Company are presented in accordance with
the Swedish Annual Accounts Act (1995:1554) and the Swedish Financial Reporting Board's
recommendation RFR 2 Accounting for Legal Entities. RFR 2 states that in the annual report
for the legal entity, the Parent Company is to apply all EU-endorsed IFRS and statements
as far as possible within the framework of the Annual Accounts Act and with consideration
given to the connection between accounting and taxation. This recommendation defines
the exceptions and additional disclosures compared to IFRS. The differences between the
accounting policies applied by the Group and the Parent Company are described below.
The following accounting policies for the Parent Company have been applied consistently
for all periods presented in the Parent Company’s financial statements.

Amendments to accounting policies

The amendments to RFR 2 Accounting for Legal Entities that took effect and apply for the 2019
financial year are the same as those presented for the Group with respect to IFRS 16. With
consideration given to the connection between accounting and taxation, IFRS 16 does not need
to be applied in legal entities. The Parent Company has chosen to apply this exemption.

Amendments to RFR 2 that are not yet effective

The Parent Company has not yet begun to apply the amendments to RFR 2 Accounting for
Legal Entities that took effect January 1, 2020 or later. Management’s assessment is that
these amendments will not have any material impact on the Parent Company’s financial
statements when they are applied for the first time.

1.22 Group contributions

The Parent Company recognizes contributions in accordance with the principal rule, which
entails that Group contributions received as financial income and Group contributions paid
to subsidiaries are recognized as an increase in participations in Group companies.

1.23 Finance leases

In the Parent Company, all leases are recognized according to the rules for operating leases
regardless of whether they are operating or finance leases, which means that the lease
expense is recognized on the straight-line basis over term of the lease.

1.24 Dividends
The Parent Company recognizes dividends from subsidiaries when the right to receive
payment is deemed certain.
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1.25 Participations in Group companies

In the Parent Company’s financial statements, participations in subsidiaries are measured

at cost less any impairment losses. Dividends received from subsidiaries are recognized only
to the extent that these derive from profits arising after the acquisition date.

Critical accounting estimates and judgments

Estimates and judgments are continuously evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable
under the circumstances. The Group makes estimates and assumptions concerning the

future. The resulting accounting estimates will, by definition, seldom equal the actual results.

The estimates and assumptions that are associated with a significant risk for material
adjustments to the carrying amounts of assets and liabilities within the next financial year
are described below.

a) Impairment testing of goodwill and other intangible assets

The Group tests goodwill for impairment annually, in accordance with the accounting policy
stated in 1.7. The recoverable amounts of cash-generating units have been determined based
on calculations of value in use. These calculations require the use of estimates (Note 10).

Value in use is calculated on the basis of projected future cash flows.

The growth rate used is based on past performance and management’s expectations
for market development. For year one, this corresponds to the budget and business
plan established by the Board of Directors. For years two and three, this corresponds
to management’s forecasts. Cash flows beyond the three-year period are extrapolated
based on a growth rate of 2%. This growth rate does not exceed the long-term growth
rate for the market.

The estimated operating margin used in the calculation of value in use is based on past
performance and management’s expectations for market development. For year one, this
corresponds to the budget and business plan established by the Board of Directors. For
years two and three, this corresponds to management’s forecasts. Cash flows beyond the
three-year period are extrapolated based on an estimated operating margin on a level with
year three. The discount rates used, 6.2% (10.0) and 6.3% (10.0), are stated before tax and
are deemed to reflect specific risks relating to the operating segments.

For other intangible assets, corresponding impairment testing is performed for assets that
have not yet been utilized or if other indicators exist that may impact the value of the assets.
The impairment test is based on an assessment of the asset’s future cash flow. The discount
rates used, 6.2% (10.0) and 6.3% (10.0), are stated before tax and are deemed to reflect
specific risks relating to the asset.
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b) Measurement at fair value in connection with business combinations

Some of the Group’s assets and liabilities are measured at fair value for financial reporting
purposes. Under the guidance of the CFO, management determines appropriate the
measurement methods and inputs for measurement at fair value. Material assessments

are reported to the Board of Directors on an ongoing basis. In connection with the acquisition
of Secure Thingz in the comparative year 2018, the acquired assets and liabilities were
measured at fair value. Measurement of certain assumed assets involved significant
assumptions and assessments on the part of management since no external market data
was available. To assist management in determining such assumptions and assessments,
external third-party experts in the area were engaged to ensure that a suitable measurement
method had been used.

c) Income tax

The Group is subject to income taxation in several countries. Extensive judgment is required
to determine the provision for income taxes in the consolidated financial statements. There
are many transactions and calculations for which the ultimate tax determination is uncertain
at the date of the transactions and calculations.

As of December 31, 2019, the Group had accumulated loss carryforwards outside Sweden
of SEK 220m, of which SEK 122m (45) are reported in the consolidated balance sheet. The
deferred tax asset is recognized in the balance sheet in an amount of SEK 5.3m (13.3), of which
SEK 19.9m (8.5) pertains to loss carryforwards. Loss carryforwards can be attributed to the
Group’s operations in the UK. The item deferred tax asset also includes deferred tax liabilities
that will be recognized in a net amount since they are connected to the same tax subject.

d) Revenue recognition

The company assesses the probability that the economic benefits will flow to the Group on the
basis of several factors, such as a customer’s payment history and credit rating. The credit
reserve for trade receivables, contract assets and lease receivables is based on expected
losses. The simplified approach for trade receivables is also used, meaning that the reserve
will correspond to the expected loss for the entire useful life. In certain cases, the Group's
sales contracts include delivery of several different sub-components, so-called multiple
elements. In these cases, the Group has allocated revenue based on the estimated fair values
of the respective sub-components in order to achieve accounting that reflects the underlying
economics of the transaction.
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Note 2. Financial risk management

Operational risks
In addition to the description of the Group's operational risks presented below, further
descriptions of the Group’s risks can be found in the administration report on pages 44-45.

Customers

IAR Systems strives to build long-term relationships with its customers. The Group is well
diversified among customer categories, industries and geographical markets and no single
customer accounts for a large share of the Group’s total sales. Despite this, the loss of one or
more major customers could have a negative impact on the Group's business and results.

Employees

The employees” knowledge about the products and their relationships with the customers

are valuable competitive advantages. Although there is a risk that key personnel will leave
IAR Systems, expertise and loyalty are strengthened through training and knowledge sharing.
IAR Systems has low employee turnover and a good working environment.

Technology

In the IT sector, it is of the utmost importance to offer products and services using advanced
technology. IAR Systems’ in-house developed software is assessed to be technologically
advanced. However, it cannot be ruled out that the company could be negatively affected by
future technology shifts.

Competitors

IAR Systems competes with both international and domestic companies. The company
enhances its competitiveness by building knowledge, investing in technological development
and strengthening its customer relationships.

Business cycle

The business cycle is difficult to predict and has an impact on the company’s sales and
earnings. Management closely monitors trends in the business cycle. The company’s
customers operate in a range of areas, which reduces sensitivity to the business cycle.

Financial risk factors
The carrying amounts, less accumulated impairment, of trade receivables and trade payables
are assumed to correspond to their fair values, since these items are of a short-term nature.
Through its operations, the Group is exposed to various types of financial risk: foreign exchange
risk, credit risk and liquidity risk. The Group’s overall risk management policy is focused on
the unpredictability of financial markets and seeks to minimize the potential adverse effects
on the Group’s financial performance. Risk management is handled according to policies that
are adopted by the Board of Directors and joint risk management is applied for the Parent
Company and all units in the Group.

Management identifies, evaluates and hedges financial risks.

a) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from
exposure to different currencies, predominantly the US dollar (USD), the euro (EUR) and the
Japanese yen (JPY). Foreign exchange risk arises from future commercial transactions,
recognized assets and liabilities, and net investments in foreign operations. Foreign exchange
risk arises when future commercial transactions or recognized assets and liabilities are
denominated in a currency that is not the functional currency of the entity.
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The Group’s sales in foreign currency, mainly USD, EUR and JPY, account for approximately
92% (95) of total sales. Of the cost of goods sold, which accounts for about 4% (3) of the
Group’s cost mass, approximately 51% (81) of purchases are denominated in foreign currency,
also primarily in USD, EUR and JPY.

Measures to manage transaction-related foreign exchange risk are established in the
Group’s finance policy. The objective is to minimize the short-term effect of the foreign
exchange movement on profit while at the same time creating long-term freedom of action.
No hedging of foreign currency cash flows was carried out during the financial year. The
company’s measures to manage foreign exchange risk, in accordance with the Group’s
internal pricing strategy, are to invoice each sales company monthly and thereafter exchange
the received foreign currency for SEK. In addition to the transaction-related foreign exchange
risk, the Group has surplus values related to the acquisition of operations outside Sweden,
(refer to Note 10, Signum Systems Corp, USD and Secure Thingz Inc, GBP), which are
continuously remeasured at the closing day rate, and which thus impacts the total assets
in the accounts.

Other
SEKm Total SEK usD EUR JPY  currencies
Sales 405.6 14.8 147.9 148.0 74.0 20.9
Cost of goods sold 10.8 4.4 3.7 0.4 1.4 0.9
Other expenses 286.4 144.1 81.7 9.8 24.0 271
b) Credit risk

Credit risk is managed at the Group level. Credit risk arises from cash and cash equivalents,
deposits with banks and credit exposures to customers, including outstanding receivables
and contractual transactions. For banks, only independently rated parties with a minimum
credit rating of “A” are accepted. Individual risk limits for customers are set based on internal
credit assessments with external support in accordance with the limits set by management.

The utilization of credit limits is regularly monitored. No credit limits were exceeded during
the reporting period, and management does not expect any losses from non-payment by
these counterparties in excess of the amount for which provisions have been made.

Credit risks in trade receivables and contract receivables
The Group conducts sales to a large number of customers. Most of the Group’s sales are
made to customers outside Sweden and the USA is a large and important market.

Sales are subject to normal delivery and payment conditions. The Group’s credit granting
policy contains rules to ensure that management of customer credits includes credit
assessment, credit limits, decision-making levels and management of doubtful debts. No
specific customer or group of customers accounted for a significant share of trade receivables
atyear-end. Historically, the Group's bad debt losses have not been significant in scope.

The Group applies the simplified approach for calculating expected credit losses. This
approach entails that expected losses throughout the entire term of the receivable are used
as the basis for trade receivables and contract assets. To calculate expected credit losses,
trade receivables and contract assets have been grouped based on credit risk characteristics
and the number of days of delay. Accordingly, the Group considers the loss levels for trade
receivables to be a reasonable estimate of the loss levels for contract assets. Past losses
are then adjusted taking into consideration any current and forward-looking information
concerning macroeconomic factors. Based on this, the loss allowance for trade receivables
on December 31, 2019 was determined as follows:
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1-30 31-60 61-180 More than
Not past days days days 180 days Sensitivity analysis

At December 31, 2019 due pastdue pastdue pastdue pastdue  Total At December 31, 2019 Change Effect on profit
Expected loss level, % 0.0% 0.2% 0.2% 2% 80.0% 1.5% Cost of goods sold +/- 5% -/+ SEK 0.5m
Trade receivables, gross 47.8 11.3 29 4.4 1.1 67.6 Payroll expenses +/-5% -/+ SEK 9.3m
Credit loss allowance 0.0 0.0 0.0 0.1 0.9 1.0 Currency - EUR +/- 5% +/- SEK5.3m

o Currency - USD +/-5% +/- SEK 2.8m
MRS _ , , Currency - JPY +/-5% +/- SEK 2.4m
The Group manages liquidity risk by ensuring that it has adequate cash and cash equivalents Y e —— +/-1 percentage point +/- SEK0.2m

and short-term investments with a liquid market while maintaining sufficient access to
financing through committed credit facilities. Due to the dynamic nature of the Group’s
operations, management achieves flexibility in financing by maintaining agreements for
withdrawable lines of credit. In addition, management closely monitors rolling forecasts
of the Group’s liquidity reserve, consisting of undrawn committed credit facilities and cash
and cash equivalents, on the basis of anticipated cash flows.

The table below analyzes the maturity structure of the Group’s financial liabilities grouped
according to the period remaining in the contractual maturity. The amounts shown in the
table are the contractual undiscounted cash flows.

Less than Between Between More than
At December 31, 2019 Tyear 1and2years 2and5years 5years
Bank loans - - - -
Finance leases 16.5 28.4 8.0 -
Bank overdraft facilities 24.9 - - -
Trade and other payables' 14.2 - - -

Less than Between Between More than
At December 31,2018 Tyear 1and2years 2and5years 5years
Bank loans - - - -
Finance leases 1.6 0.8 0.4 -
Bank overdraft facilities - - - -
Trade and other payables' 25.1 - - -

" The maturity analysis refers only to financial instruments, for which reason items such as accrued social
security expenses are not included.

Sensitivity analysis

The risks described here and in the administration report can result in either lower revenue
or higher expenses for the Group. The table below shows the effects on consolidated profit
or loss after tax resulting from changes in a number of items in the income statement.
Since the Group does not recognize any value changes in other comprehensive income,

the corresponding effect occurs under equity.

Sensitivity analysis

At December 31,2018 Change Effect on profit
Cost of goods sold +/- 5% -/+ SEK0.4m
Payroll expenses +/- 5% -/+ SEK 6.9m
Currency - EUR +/- 5% +/- SEK 4.5m
Currency - USD +/- 5% +/- SEK3.0m
Currency - JPY +/-5% +/- SEK 1.6m
Variable interest +/- 1 percentage point +/- SEK0.0m

Capital risk management

The Group’s objectives when managing the capital structure are to safeguard the Group’s
ability to continue as a going concern in order to provide returns for the shareholders and
benefits for other stakeholders and to maintain an optimal capital structure as a means of
reducing the cost of capital.

In order to maintain or adjust the capital structure, the Group may change the amount of
dividends paid to the shareholders, repay capital to shareholders, issue new shares or sell
assets to reduce debt.

Like other companies, the Group monitors capital on the basis of the net debt/equity ratio.
This ratio is calculated as net debt divided by total equity. Net debt is calculated as total
borrowings (including “current and non-current borrowings” as shown in the consolidated
balance sheet] less cash and cash equivalents. Total equity is calculated as “Equity” as shown
in the consolidated balance sheet plus net debt.

The net debt/equity ratio at December 31, 2019 and 2018 was as follows:

2019 2018
Total borrowings (Note 17) 79.1 2.8
Less cash and cash equivalents (Note 17) -60.7 -106.1
Net debt 18.4 -103.3
Total equity 592.0 548.5
Total capital 610.4 445.2
Net debt/equity ratio 3% -23%
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Note 3. Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided
to the chief operating decision-maker. The chief operating decision-maker is the function
responsible for allocating resources and assessing the performance of the operating segments.
In the Group, this function has been identified as the CEO of the company. The Group has one
operating segment: IAR Systems.

GEOGRAPHICAL AREAS
Non-current

Net sales assets Investments
SEKm 2019 2018 2019 2018 2019 2018
Americas
USA 122.2  119.0 23.2 2.3 19.9 1.1
Other countries 12.7 10.2 - - - -
134.9  129.2 23.2 2.3 19.9 1.1
Asia
Japan 71.8 64.1 1.5 0.1 0.0 0.1
Other countries 56.6 51.1 A 0.1 3.4 0.1
128.5 115.2 5.9 0.2 3.4 0.2
EMEA
UK 15.6 13.4 353.9 2852 46.6 2852
Germany 47.9 53.4 4.3 0.0 4.4 0.0
Other countries 63.2 58.8 0.0 0.0 0.0 0.0
126.7 125.6 358.3 285.3 51.0 285.2
Nordic region
Sweden 6.0 6.6 243.9 205.2 49.3 183
Other countries 9.2 8.6 0 - - -
15.2 15.2 243.9 205.2 49.3 15.3
Total 405.6 385.2 631.2  493.0 123.6 301.9

No single customer accounted for 10% or more of the Group’s net sales in 2019 and 2018.
The geographical areas in the table above pertaining to net sales reflect the geographical
region to which the customer belongs.
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Revenue from Contracts with Customers
Note 4. and contract balance

Net sales are distributed as follows:

SEKm 2019 2018
Development tools 403.9 380.2
Security products 1.7 5.0
Net sales 405.6 385.2
DEVELOPMENT TOOLS, SEKm 2019 2018
License-based revenue 236.0 2429
Support and software updates 146.3 119.4
Royalty-based revenue 5.9 585
Other 15.7 12.4
Net sales 403.9 380.2
At a certain pointin time 251.7 255.3
Over time 152.2 124.9
Net sales 403.9 380.2
Americas 139.5 126.2
Asia m.3 94.2
Europe 144.5 151.6
Not allocated by region 8.6 8.2
Net sales 403.9 380.2
SECURITY PRODUCTS, SEK m 2019 2018
License-based revenue 0.3 -
Support and software updates - -
Royalty-based revenue - -
Other 1.4 5.0
Net sales 1.7 5.0
At a certain pointin time 1.7 5.0
Over time - -
Net sales 1.7 5.0
Americas 1.7 5.0
Asia - -
Europe - -
Not allocated by region - -
Net sales 1.7 5.0

The geographical areas in the table above pertaining to net sales reflect the geographical

regions to which IAR sales organization belongs.



CONT. NOTE 4

Contract balances are recognized as follows:

Group
SEKm Dec 31,2019 Dec31,2018 Jan1,2018
Contract assets
Licenses 24.7 21.7 1.8
Contract liabilities
Technical support and software updates 85.2 79.0 64.5

The Group’'s contract assets comprise multi-customer contracts in which the customer
makes payments over the term of the contract. This applies to a small number of contracts.
Payment is normally received before or when the right to the goods or services is transferred
to the customer. Contract assets are reclassified to trade receivables in conjunction

with invoicing.

The Group’s contract liabilities arise when customers pay for support and program update
services in advance at the beginning of a contract period. Revenue arising from support and
upgrade agreements is accrued on a straight-line basis over the term of the contract in pace
with delivery of the services in accordance with the contract. Revenue recognized during the
reporting period includes SEK 79.0m (64.5) of the contract liabilities since the beginning of the
period. Most of the contract assets are expected to be earned in the next 12-month period.
Refer to the table below.

Transaction price allocated to remaining performance obligations.

Dec 31, 2019 Group
SEKm 2020 2021 2022-2024 Total
Technical support and software updates 82.1 1.6 1.5 85.2
Dec 31, 2018 Group
SEKm 2019 2020 2021-2023 Total
Technical support and software updates 75.1 2.6 1.4 79.0
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Note 5. other external expenses

FEES TO AUDITORS

Group Parent Company

SEKm 2019 2018 2019 2018
Deloitte
Audit of the financial statements 0.7 0.7 - 0.0
Audit-related services other than the audit

of the financial statements - - - -
Tax consultancy 0.3 0.2 - -
Other services 0.2 - 0.2 -
Total Deloitte 1.2 0.9 0.2 0.0
Other
Audit of the financial statements 0.2 - - 0.0
Tax consultancy 0.1 - - 0.0
Other services 0.0 - -
Total fees to auditors 1.5 0.9 0.2 0.0

The audit of the financial statements refers to fees for the statutory audit, meaning work that
has been necessary in order to issue the auditor’s report as well as audit advice provided in
connection with the audit of the financial statements.
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Note 6. personnel costs

Average number of employees

The average number of employees in the Group during 2019 was 201 (171). The breakdown of
the average number of employees by country and, in Sweden, by location, is shown in the table
below. 50% (55%) are employed in Sweden (calculated on the average number of employees
during the year).

AVERAGE NUMBER OF EMPLOYEES

2019 2018
No.of Ofwhom, No. of Of whom,

employees men employees men
Parent Company
Stockholm 4 75% 4 75%
Subsidiaries in Sweden
Uppsala 96 79% 90 80%
Subsidiaries outside Sweden
Germany 4 75% 3 67%
France 2 50% 2 50%
UK 36 89% 23 85%
USA 37 65% 27 55%
South Korea 4 75% 5 80%
China 3 67% 2 50%
Japan 15 67% 15 73%
Total subsidiaries 197 77% 167 75%
Total Group 201 77% 171 75%

GENDER DISTRIBUTION AMONG SENIOR EXECUTIVES IN THE GROUP

2019 2018
No. of Of whom, No. of Of whom,
employees men employees men
Group (incl. subsidiaries)
Board members 5 80% 5 40%
CEO and other senior executives 5 100% 3 100%
Presidents of subsidiaries 1 100% 1 100%
Parent Company
Board members 5 80% 5 40%
CEO and other senior executives 2 100% 2 100%
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Salaries, other remuneration and social security expenses

The Group’s total payroll costs amounted to SEK 215.0m (189.8), of which social security
expenses accounted for SEK 27.0m (33.4) and pensions for SEK 14.1m (13.0). Of the Group’s
total payroll costs, SEK 67.3m (38.1) has been spent on assets and has been capitalized as
internally generated development costs.

2019 2018
Social Social
security security
Salaries expenses Salaries expenses
and other (of which and other (of which
SEKm remuneration pension costs) remuneration pension costs)
Parent Company 8.2 3.6(1.0) 12.6 4.5(1.0)
Subsidiaries 165.7  37.5(13.1) 130.8  41.9(12.0)
Total Group 1739  41.1014.1) 143.4  46.4(13.0)

Of the Group's total pension costs, SEK 0.3m (0.3) is attributable to Board members and
presidents. Of the Parent Company’s total pension costs, SEK 0.3m (0.3) is attributable to
Board members and the CEO.

BREAKDOWN OF SALARIES AND OTHER REMUNERATION BY COUNTRY BETWEEN BOARD
MEMBERS, THE CEO, OTHER SENIOR EXECUTIVES AND OTHER EMPLOYEES

2019 2018
Board, CEO Board, CEOQ
and other Other and other Other
SEKm senior executives employees senior executives employees
Parent Company 7.8 1.4 11.3 1.3
Subsidiaries in Sweden 3.0 70.5 1.9 58.7
Subsidiaries outside Sweden 2.5 88.7 2.4 67.8
Total Group 14.4 160.6 15.6 127.8

Remuneration to senior executives
The Chairman and other members of the Board of Directors are paid fees in accordance with
the decision of the AGM, which has also approved the principles for remuneration to senior
executives. No additional remuneration is paid for work on the Board’s committees.

No Board fees are paid to members who receive a salary from companies in the l.A.R. Group.
In 2019, this rule applied to Stefan Skarin until the AGM in April 2019. The group Other senior
executives refers to the CFO, the COO, the CEO of Secure Thingz and the Chief Strategy Officer.

Board of Directors
The AGM of .A.R. Systems Group AB approved Board fees
as follows:
Board Chairman
Other Board members who do not receive a salary
from companies in the .A.R. Group (4 people)

SEK 400,000
SEK 180,000 per member

Principles

The principles for remuneration to the CEO and other senior executives are prepared by the
remuneration committee and presented to the Board, which puts forward proposals for such
principles for approval by the AGM.
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CONT.NOTE 6
For 2019, the Group applied the principles for remuneration and other terms of employment period is six months. All senior executives are entitled to salary and other contractual benefits
for senior executives that were approved by the AGM. during the notice period.
Remuneration to the CEO and other senior executives consists of fixed salary, variable
salary, pension and other customary benefits. The maximum variable salary for the CEO Incentive programs
and other senior executives corresponds to 50% of fixed salary. Pension benefits and other In accordance with the decision of the AGM on April 24, 2019, an additional long-term incentive
benefits are paid as part of the total remuneration package. program for I.A.R. Systems Group employees has been introduced, which was also offered to
The amount of variable salary for the CEO is periodically determined by the company’s the CEO and other senior executives.
Board of Directors. The CEO approves the remuneration and terms and conditions of
employment for other senior executives on the basis of the principles for remuneration CHANGES IN THE NUMBER OF OUTSTANDING WARRANTS
of senior executives adopted at the AGM. Variable salary is based on actual outcomes
in relation to individually set targets. LTIP 2019 LTIP 2018 Exchange program
. . SEKm 2019 2018 2019 2018 2019 2018

Variable remuneration
For the CEO, variable salary for 2019 was based on the Group’s sales and operating profit. At beginning of year - - 447,500 - 60,348 -
The bonus amount for 2019 was equal to 0% (49) of basic salary. For the other senior Allotted 418,000 - - 497,500 - 73,613
executives, the bonus for 2019 was based on the Group’s sales and operating profit. Exercised - = - = -8,762  -13,068
The bonus amount for other senior executives in 2019 was equal to 0% (44) of basic salary. Forfeited/past due -147,800 - -153,300 -50,000 -11,599 =

At end of year 270,200 - 294,200 447,500 39,987 60,348
Pension agreements
The CEO and CFO are covered by pension insurance corresponding to the ITP plan, but with
a contractual retirement age of 60 years. All other senior executives are covered by pension Information about warrant programs
insurance corresponding to the ITP plan. All of the Group’s pension plans are defined LTIP 2019
contribution plans. In accordance with the decision of the AGM on April 24, 2019, a long-term incentive program

for I.LA.R. Systems Group employees has been introduced (“LTIP 2019”). The program
Termination benefits encompasses a total of 532,500 warrants, of which 418,000 were acquired or allocated under
In the event of dismissal by the company, the CEO and other senior executives are entitled to LTIP 2019. The warrants entitle the holder to subscribe for or acquire one class B share in the
full salary during a notice period of 12 months and termination benefits corresponding to a company according to the conditions below. In total, LTIP 2019 corresponds to about 3.6% of
maximum of six monthly salaries. If employment is terminated by the CEO or CFO, the notice the share capital and approximately 3.4% of the votes in the company after dilution.
REMUNERATION AND OTHER BENEFITS DURING THE YEAR
Remuneration to the Board of Directors, CEO and other senior executives in 2019

Fixed salary/ Variable Other Pension Share-based Other
Board fees salary benefits expenses remuneration remuneration Total

SEKm 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018
Board Chairman Maria Wasing 0.4 0.3 - - - - - - - - - - 0.4 0.3
Board member Kent Sander 0.2 0.2 0.2 0.2
Board member Fred Wikstrom 0.1 - 0.1
Board member Michael Ingeldg 0.1 - 0.1
Board member Richard Lind 0.1 = 0.1
Board member Lisa Kaati 0.1 0.2 - = - = - = - - - - 0.1 0.2
Board member Helena Nordman-Knutson 0.1 0.1 - - - - - - - - - - 0.1 0.1
CEO Stefan Skarin 3.2 3.2 0 1.6 0.2 0.2 0.3 0.3 0.1 0.1 - - 3.8 5.5
Other senior executives, 4 (2) 6.7 33 0 1.4 0.2 0.2 1.2 0.7 0.1 0.1 - - 8.2 5.7
Total 11.0 8.5 0 3.0 0.4 0.4 1.5 1.0 0.2 0.2 - - 13.1 12.0
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CONT. NOTE 6

LTIP 2019 consists of two different types of warrants: share warrants and stock options.

The share warrants are intended for employees in Sweden and the stock options are intended
for employees outside Sweden. The final number of warrants to which each participant is
entitled is dependent on the degree to which the Group’s performance conditions are fulfilled.
The performance conditions are based on average annual growth of the Group’s net sales for
the 2019, 2020 and 2021 financial years. The performance condition targets are presented in
the table below and the relative weight of each performance condition is one third.

Minimum Maximum
Performance conditions level Llevel
Growth in net sales, 2019 5% 10%
Growth in net sales, 2020 5% 10%
Growth in net sales, 2021 5% 10%

For share warrants, participants are invited to acquire a certain number of warrants.

The market price of the warrants, according to the pricing model from Black & Scholes, is
calculated as SEK 16.67. The participants have paid SEK 11.17, which is the calculated market
price adjusted for performance conditions. Other assumptions include expected volatility

of 22.5%, interest of -0.5%, and a dividend corresponding to SEK 5. Based on performance
condition fulfillment, each share warrant grants entitlement to subscribe for one new class B
share during the period from May 1 to May 31, 2022 for a price corresponding to 120% of the
volume-weighted average price paid for the company’s share on Nasdaq Stockholm from
May 3 to May 13, 2019, which is fixed at SEK 347.70. The participants acquired a total of 63,000
share warrants.

For stock options, participants are allocated stock options at no cost, which may not be
pledged or transferred. The stock options are vested at a rate of one third per year from the
date of allotment. Based on performance condition fulfillment, each stock option grants
entitlement to acquire one new class B share during the period from May 1 to May 31, 2022 for
a price corresponding to 120% of the volume-weighted average price paid for the company’s
share on Nasdaq Stockholm from May 3 to May 13, 2019, which is fixed at SEK 347.70. A total
of 355,000 stock options were allocated to the participants.

LTIP 2019 is recognized in accordance with IFRS 2 Share-based Payment, which means
that the cost of the warrant program is recognized on a straight-line basis during the vesting
period. The total cost of the warrant program is estimated at SEK 6.1m, of which SEK 0.6m
has been charged to profit for the period.

Information about the Group’s other current incentive programs is available in the latest
annual report.

LTIP 2018

In accordance with the decision of the Extraordinary General Meeting on June 15, 2018,

a long-term incentive program for I.A.R. Systems Group employees has been introduced
(“LTIP 2018"). The program encompasses a total of 600,000 warrants, of which 497,500 were
acquired or allocated under LTIP 2018. The warrants entitle the holder to subscribe for or
acquire one class B share in the company according to the conditions below. In total, LTIP
2018 corresponds to about 4.2% of the share capital and approximately 4.0% of the votes in
the company after dilution.

LTIP 2018 consists of two different types of warrants: share warrants and stock options.
The share warrants are intended for employees in Sweden and the stock options are intended
for employees outside Sweden. The final number of warrants to which each participant is
entitled is dependent on the degree to which the Group’s performance conditions are fulfilled.
The performance conditions are based on average annual growth of the Group’s net sales for
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the 2018, 2019 and 2020 financial years. The performance condition targets are presented in
the table below and the relative weight of each performance condition is one third.

Minimum Maximum
Performance conditions level level
Growth in net sales, 2018 5% 10%
Growth in net sales, 2019 5% 10%
Growth in net sales, 2020 5% 10%

For share warrants, participants are invited to acquire a certain number of warrants. The
market price of the warrants, according to the pricing model from Black & Scholes, is
calculated as SEK 24.40. The participants have paid SEK 16.30, which is the calculated market
price adjusted for performance conditions and service terms. Other assumptions applied
include expected volatility of 25%, interest of -0.4%, a term of three years and a dividend
corresponding to SEK 5. Based on performance condition fulfillment, each share warrant
grants entitlement to subscribe for one new class B share during the period from August 20
to September 17, 2021 for a price corresponding to 120% of the volume-weighted average
price paid for the company’s share on Nasdaq Stockholm from June 13 to June 19, 2018,
which is fixed at SEK 323.90. The participants acquired a total of 243,500 share warrants.

For stock options, participants are allocated stock options at no cost, which may not be
pledged or transferred and are conditional on continued employment for three years. The
stock options are vested at a rate of one third per year from the date of allotment. Based
on performance condition fulfillment, each stock option grants entitlement to acquire one
new class B share during the period from August 20, 2021 to September 17, 2021 for a price
corresponding to 120% of the volume-weighted average price paid for the company’s share
on Nasdaq Stockholm during the ten trading days immediately preceding the date of stock
option allocation, which is fixed at SEK 330.00. A total of 254,000 stock options were allotted to
the participants, of which 50,000 have been forfeited because the employees terminated their
employment after the allotment.

LTIP 2018 is recognized in accordance with IFRS 2, which means that the cost of the warrant
program is recognized on a straight-line basis during the vesting period. The total cost of the
warrant program is estimated at SEK 10.8m, of which SEK 0.8m has been charged to profit
for the period.

Exchange allotment 2018

This pertains to the part of remuneration for the acquisition that entails the exchange of an
existing warrant program for employees in Secure Thingz. Stock option holders exchange
their stock options in Secure Thingz for new stock options in IAR Systems. The economic value
of the new warrants is to correspond to the value of the existing warrants. A total of 575,000
stock options in Secure Thingz have been exchanged for 73,413 stock options in l.A.R. Systems
Group AB in accordance with the approval from the Extraordinary General Meeting held on
June 15. Of the 73,413 stock options, 27,450 have an exercise price of SEK 6.50 and 45,963
have an exercise price of SEK 26.00. The vesting of the warrants in the warrant program will
continue until October 2022 and the program extends until 2027. Vested warrants can be
exercised on an ongoing basis until 2027 at the latest. A total of 8,762 (13,068) stock options
were exercised in 2019.
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Note 7. Financial income and expenses Group Parent Company
SEKm 2019 2018 2019 2018
Group Parent Company . .
Reconciliation between effective tax and
SEKm 2019 2018 2019 2018 tax based on the applicable tax rate
e ame 0.0 0.0 1.2 0.0 Reported profit before tax 107.0  113.8 93.7 91.2
Exchange differences 1.2 - 1.4 - Tax according to the applicable tax rate -22.9  -26.1 -200 =201
Divestment of shares in NorNor Holding AB - 0.1 - 0.1 Difference in foreign tax rates 2.0 - - -
Total financial income 1.2 0.1 2.5 0.1 Tax effect of future tax rates -0.7 _ - _
Tax effect of non-deductible expenses -0.2 -0.1 -0.0 -0.0
Interest expenses -2.6 -1.5 -1.7 -1.5 Tax effect of non-taxable income 0.0 0.0 0.0 0.0
Exchange differences - -0.2 - -1.7 Total 258 262 201 -2041
Finance leases - -0.2 - -
Total financial expenses -2.6 -1.9 1.7 -3.2 Pnoryearadjlustjnjenr:s of current
Net financial items A4 18 0.8 -3 tax recognized in the current year - - - -
Tax on profit for the year according
to the income statement -25.8 -26.2 -20.1 -20.1
Tax rate
N Ote 8 . Tax In computing deferred tax on temporary differences, local tax rates in the country in question

were used. The majority of deferred tax derives from operations in the UK, where the tax

rate is 19%, and operations in Sweden, where the tax rate is 21.4%. A remeasurement has

also been carried out to reflect the planned tax rate reductions in each country. The UK has
Group Parent Company decided to lower its income tax to 17% as of April 1, 2020, and Sweden has decided to lower
its tax rate to 20.6% for companies for financial years starting on or after January 1, 2021.

The following components are included in the tax expense.

SEKm 2019 2018 2019 2018
Current tax on profit for the year -24.6  -18.7 -201 =201 Temporary differences
Deferred tax -1.2 -7.5 - - Temporary differences arise when the carrying amount of an asset or liability differs from its
Total tax on profit for the year -25.8 -26.2 -20.1  -2041 tax base. Temporary differences pertaining to the following items have resulted in deferred
tax liabilities and deferred tax assets. Temporary differences pertaining to software,
trademarks and customer contracts have resulted in deferred tax liabilities. Temporary
The tax expense for the financial year can be reconciled against profit before tax differences pertaining to loss carryforwards have resulted in deferred tax assets. Loss
as follows: carryforwards can be attributed to the Group’s operations in the UK.
Group Parent Company
SEKm 2019 2018 2019 2018
The year’s deferred tax expense/income
intangible assets -13.9 -6.8 - -
change in loss carryforwards 14.3 2.3 - =
support and upgrade agreements -0.5 0.0 - -
untaxed reserves 0.4 -0.1 - -
other temporary differences -1.5 -2.9 - -
Total deferred tax in the income statement -1.2 -7.5 - -
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CONT.NOTE 8
Group Parent Company

SEKm 2019 2018 2019 2018
Deferred tax liabilities attributable to

intangible assets -40.3  -24.8 - -
Deferred tax liabilities attributable to

untaxed reserves -0.7 -1.1 - -
Deferred tax liabilities attributable to

other temporary differences -4.3 -3.7
Amounts offset against deferred

tax assets under offset rules 18.8 - - -
Total deferred tax liabilities -26.5 -29.6 - -
Deferred tax assets attributable to

loss carryforwards 19.9 8.5 - -
Deferred tax assets attributable to

support and upgrade agreements 1.8 1.7 - -
Deferred tax assets attributable

to other temporary differences 4.8 3.1 1.5
Amounts offset against deferred

tax liabilities under offset rules -18.8 - - -
Total deferred tax assets 5.3 13.3 - 1.5
Total deferred tax assets, net -21.2  -16.3 - 1.5

As of December 31, 2019, the Group had accumulated loss carryforwards outside Sweden

of SEK 220m, of which SEK 122m (45) are reported in the consolidated balance sheet. The
deferred tax asset is recognized in the balance sheet in an amount of SEK 5.3m (13.3), of which
SEK 19.9m (8.5) pertains to loss carryforwards. Amounts offset in the table above comprise
items that are recognized in a net amount since they are connected to the same tax subject.

Note 9. Earnings per share

Group

2019 2018
Profit, SEK m 81.2 87.6
Basic earnings per share, SEK 5.96 6.67
Earnings per share, diluted, SEK 5.95 6.65
No. of shares
Average number of shares before dilution, million 13.63 13.13
Average no. of shares, diluted, million 13.66 13.13

Basic
Basic earnings per share are calculated by dividing profit attributable to owners of the
Parent Company by the weighted average number of shares outstanding during the period.

Diluted

Profit for the year after tax is divided by the average number of shares outstanding during
the year after dilution. The dilutive effect of warrants is determined based on the following
assumptions: (1) all warrants with an exercise price that is lower than the market value
per share at the end of the respective period are exercised and new shares issued, (2] the
net proceeds generated by the exercise of warrants are equal to the number of warrants
exercised multiplied by the value of the exercise price, (3) the net proceeds are used to
repurchase shares at a price equal to the market price per share according to (1) above.
The increase in the number of shares in the company is thus equal to the number of shares
issued through the exercise of warrants less the number of shares repurchased with the
net proceeds received.

Note 10. intangible assets eI e
software development
Goodwill Trademarks Technology Software costs Total

GROUP, SEKm 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018
Opening cost 339.3 1135 11.7 1.7 35.3 - 271 27.5 165.0 113.6 578.4  266.3
Investments - 2336 - - - 36.7 2.1 1.4 81.9 455 84.0 317.2
Translation differences 17.9 -7.8 - - 2.9 -1.4 0.1 0.1 4.9 5.9 25.8 -3.2
Sales and disposals - - - - - - - -1.9 - - - -1.9
Closing accumulated cost 357.2 3393 1.7 1.7 38.2 35.3 29.3 271 251.8 165.0 688.2 578.4
Opening amortization - - -10.7 -9.9 -1.8 - -17.1 -15.1 -64.7  -46.9 -94.3  -719
Sales and disposals - - - - - - - 1.9 - - - 1.9
Translation differences - - - - -0.2 - - 0.0 -1.5 -2.4 -1.7 -2.4
Amortization for the year - - -0.8 -0.8 -2.9 -1.8 -4.1 -3.9 -16.7  -15.4 -245  -219
Closing accumulated depreciation - - -11.5  -10.7 -4.9 -1.8 -21.2 1741 -82.9 -64.7 -120.5 -94.3
Opening impairment - - - - - - - - - - - -
Sales - - - - - - - - - - - -
Closing accumulated impairment - - - - - - - - - - - -
Carrying amount 357.2 3393 0.2 1.0 33.3 33.5 8.1 10.0 168.9 100.3 567.7 484.1
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Description

Goodwill Attributable to the acquisition of I.A.R. Systems AB (2005,
Signum Systems Corp (2011) and Secure Thingz Inc (2018).

Trademarks Attributable to the acquisition of I.A.R. Systems AB (2005).

Technology Attributable to the acquisition of Secure Thingz Inc (2018).

Software Refers to externally acquired/company-specific systems,

such as accounting systems, CRM systems and the company’s website.
Internally generated Refers to capitalized internal expenses for software development
software development and debug probes.
costs

Useful lives

Useful lives are determined based on various factors, such as asset class and the
product’s economic useful life. The assessment of the asset’s useful life is tested annually.
The following useful lives are applied:

Trademarks 15 years
Technology 13 years
Software 5-6years

Internally generated
software development costs  5-10 years

Investments for the year

Of the year’s investments of SEK 84.0m (317.2), SEK 2.1m (1.4) pertains to software and
SEK 81.9m (45.5) pertains to internally generated software development costs. Of the
internally generated costs, SEK 67.3m (38.1) pertains to personnel costs.

Impairment testing of intangible assets

Goodwill is tested for impairment at the lowest level in the Group at which goodwill is
monitored for internal management purposes, which comprises two cash-generating units:
IAR Systems and Secure Thingz. For other intangible assets, corresponding impairment
testing is performed for assets that have not yet been utilized or if other indicators exist
that may impact the value of the assets.

For both IAR Systems and Secure Thingz, the growth rate used is based on past perfor-
mance and management’s expectations for market development. For year one, this
corresponds to the budget and business plan established by the Board of Directors. For
years two and three, this corresponds to management’s forecasts. Cash flows beyond
the three-year period are extrapolated based on a growth rate of 2% (2). This growth rate
does not exceed the long-term growth rate for the market.

The estimated operating margin used in the calculation of value in use is based on past
performance and management’s expectations for market development. For year one, this
corresponds to the budget and business plan established by the Board of Directors. For years
two and three, this corresponds to management'’s forecasts. Cash flows beyond the three-year
period are extrapolated based on an estimated operating margin on a level with year three.

The discount rates used, 6.2% (10.0) for IAR Systems and 6.3% (10.0) for Secure Thingz, are
stated before tax and are deemed to reflect specific risks relating to the assets.

Discount rate
(before tax)

6.2-6.3% (10.0%)

Growth rate
Acc. to the Board’s
adopted budget

Acc. to management’s
estimated forecast

2% (2%)

Assumption
Year 1 (budget)

Operating margin
Acc. to the Board’s
adopted budget

Acc. to management’s
estimated forecast

On par with year 3

Years 2-3
(forecast period)

Terminal value

6.2-6.3% (10.0%)

6.2-6.3% (10.0%)
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To support impairment testing of goodwill in the Group, the Group has carried out an overall
analysis of the sensitivity of the variables used in the model.

The change in discount rate compared with the comparative year is due to several factors.
The weighted capital structure was updated due in part to an updated assessment of the
market valuation of the capital structure, which primarily relates to Secure Thingz where
investments are partly financed through borrowing, and in part to IFRS 16 accounting, which
entails increased assets in right-of-use assets and increased interest-bearing liabilities
attributable to financing through lease liabilities. The company’s Beta value and also the
risk-free rate have also reduced.

Sensitivity analysis

For the cash-generating unit IAR Systems, an adverse change in each of the key assumptions
included in the business plan, a decrease in annual sales growth and operating margins
beyond the forecast period or an increase in the discount rate, each of which is reasonably
possible, shows that there is nonetheless a good margin between the recoverable amount
and carrying amount. Management has therefore made the assessment that there was no
impairment requirement for goodwill at the end of 2019 or for the other internally generated
software development costs connected to the cash-generating unit. The discount rate used,
6.2%, is stated before tax and is deemed to reflect specific risks relating to the asset.

The recoverable amount for the cash-generating unit Secure Thingz was relatively close to
the carrying amount. Accordingly, an adverse change in each of the key assumptions included
in the business plan, a decrease in annual sales growth and operating margins beyond the
forecast period or an increase in the discount rate could lead to the recoverable amount being
lower than the carrying amount of assets in the cash-generating unit, making it sensitive to
reasonable changes in assumptions.

If the annual sales growth after year three used to calculate the recoverable amount of
Secure Thingz had been 5% lower than management’s assessment at December 31, 2019,
which would also have affected the terminal value, the recoverable amount would fall below
the carrying amount by approximately SEK 111m, resulting in an impairment requirement in
an equivalent amount. Management deemed a 5% change in sales growth to be possible and
reasonable since the security products that are sold in the cash-generating unit comprise
new patented technology in a relatively new market for the Group where management has
identified uncertainties regarding the timing of the products’ reception. The possible change in
management’s assessment of sales growth is restated after year three since years one through
three represent the establishment phase and sales are forecast to stabilize after year three.

If the discount rate used to calculate the recoverable amount of the cash-generating unit
Secure Thingz had been 0.5% higher than management’s assessment at December 31, 2019
(6.8% instead of 6.3%], the recoverable amount would fall below the carrying amount by
SEK 24m, resulting in an impairment requirement in an equivalent amount.

The recoverable amount for this cash-generating unit would be equal to the carrying
amount if the key assumptions were to change according to the following.

Assumption From To
Discount rate before tax (%) 6.3% 6.5%
Long-term growth rate (%) 2% 0%
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Note 11. Property, plant and equipment

Right-of-use Leasehold
assets improvements Equipment Total
GROUP, SEKm 2019 2018 2019 2018 2019 2018 2019 2018
Opening cost 30.5 - 1.9 0.6 23.0 23.5 55.4 24.1
Investments 36.1 - 0.8 1.3 2.7 35 39.6 4.8
Investments through finance leases - - - = - 0.4 - 0.4
Translation differences 1.6 - 0.2 - 0.9 0.4 2.7 0.4
Sales and disposals -1.2 - - - -1.7 -2.0 -2.9 -2.0
Closing accumulated cost 67.0 - 3.0 1.9 24.8 25.8 94.8 27.7
Opening amortization -0.9 - -0.6 -0.5 -17.3 -17.4 -18.8 -17.9
Sales and disposals - - - - 1.6 2.0 1.6 2.0
Translation differences - - -0.2 - -0.2 -0.3 -0.4 -0.3
Depreciation of leases for the year -9.8 - - - - -0.4 -9.8 -0.4
Amortization for the year - - -0.4 -0.1 -2.1 -2.1 -2.5 -2.2
Closing accumulated depreciation -10.7 - -1.2 -0.6 -18.0 -18.2 -29.0 -18.8
Carrying amount 56.3 - 1.8 1.3 6.8 7.6 64.9 8.9
PARENT COMPANY, SEKm 2019 2018 2019 2018 2019 2018
Opening cost - - 0.6 0.6 0.6 0.6
Investments - - 0.0 - 0.0 =
Sales and disposals - - - - - -
Closing accumulated cost - - 0.6 0.6 0.6 0.6
Opening amortization - - -0.5 -0.5 -0.5 -0.5
Sales and disposals - - - - - -
Amortization for the year - - -0.0 -0.0 -0.0 -0.0
Closing accumulated depreciation - - -0.5 -0.5 -0.5 -0.5
Carrying amount - - 0.1 0.1 0.1 0.1
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The transition to the new accounting policy in accordance with IFRS 16 means that the
previous classification of operating or finance leases is no longer applicable. Previous
disclosures are presented below, along with additional disclosures to illustrate the change,
since the comparative year has not been adapted to IFRS 16 (see Note 1).

Leases [previously “Operating leases”)

During the year, lease payments under operating leases in the Group amounted to SEK 0.0m
(16.7). The Parent Company classifies all leases, whether operating or finance leases, as
operating leases. The aggregate amount of future minimum lease payments at the balance
sheet date under non-cancellable operating leases grouped by period to maturity was

as follows:

Group Parent Company
SEKm 2019 2018 2019 2018
Due for payment within 1 year - 16.0 0.3 0.3
Due for payment within 2 years - 7.4 0.3 0.3
Due for payment within 3 years - 5.3 0.3 0.2
Due for payment within 4 years - 4.4 - -
Due for paymentin 5 years or later - 6.5 - -

Leases (previously “Finance leases”)

The Group primarily leases premises and passenger cars. These leases are normally signed
for fixed periods of three to five years. The average lease term is three years. Short-term
leases are mostly for office equipment. Low-value leases comprise IT equipment and office
equipment. Leases for premises are negotiated locally and separately for each lease and
contain a large number of different contractual terms and conditions. The Group has no
purchase options and does not guarantee residual values.

The leases do not include any special terms and conditions, covenants or restrictions
that would entail that the leases would be terminated, but the leased assets may not be sold
or pledged or used as collateral for loans. The Group undertakes to insure leased cars.

As regards leases for premises, the Group must keep these premises in good condition
and restore them to an acceptable condition at the end of the lease. The Group must also
perform and pay for necessary maintenance in accordance with the rental agreement.
Options to extend the lease are included in a number of the Group’s leases for premises
to increase flexibility for the operations.

When the length of the lease is determined, management considers all available
information that creates an economic incentive to exercise an extension option, or to not
exercise an option to terminate the lease. The option to extend a lease is only included in
the length of a lease if it is reasonable to assume that the lease will be extended (or not
terminated). On December 31, 2019, there were both extension periods included in the lease
term and extension options that were not deemed reasonably certain to be exercised and
were not included in the lease liability.

Lease payments are largely fixed payments. A number of leases have future lease
payments that are based on a consumer price index or variable interest rate and that are
not included in the lease liability as long as neither the consumer price index nor the variable
interest rate have changed. Expenses for property tax and insurance are not deemed to be
a component since they do not transfer either a service or a good to the company and thus
are not included in the lease liability.

The accumulated cost of leases at December 31, 2019 was SEK 67.0m (3.7).
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Accumulated depreciation at year-end amounted to SEK 10.7m (0.9). These obligations are
recognized under “Right-of-use assets” in the balance sheet. The present value of future
payment obligations under finance leases is recognized in Lease liabilities, divided between
current and non-current liabilities, as follows:

GROUP, SEKm 2019 2018
Current portion (due within 1 year) 13.1 1.6
Non-current portion (due within 5 years) 411 1.2
Non-current portion (due later than 5 years) - -
Total 54.2 2.8

Amounts recognized in profit or loss regarding earnings effects of leases:

GROUP, SEKm 2019
Depreciation of right-of-use assets -9.8
Interest expenses for lease liabilities -0.7
Expenses attributable to short-term leases and low-value leases -7.1
Total -17.6

Note 12. other non-current receivables

Group Parent Company
SEKm 2019 2018 2019 2018
Deposits 2.0 1.3 0.1 0.1
Other 0.4 0.5 - -
2.4 1.8 0.1 0.1

Note 13. Trade and other receivables

Group

SEKm 2019 2018
Trade receivables 67.6 63.9
Reserve for expected credit losses -1.0 -0.7
Trade receivables, net 66.6 63.2
Prepaid expenses and accrued income 47.5 36.1
Other receivables 4.6 2.1
118.7 101.4
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CONT. NOTE 13
The fair values of trade receivables are deemed to correspond with their carrying amounts. N Ote 1 [I- . Other current receivables
The estimated fair value has not been discounted, since the assessment is that this would not
have any significant effect on fair value. An age analysis of these trade receivables is shown Group Parent Company
in the tabl th t :
I the table on the next page SEKm 2019 2018 2019 2018
AGE ANALYSIS OF PAST DUE TRADE RECEIVABLES Group Rent guarantees 0.0 N -
Other 4.6 2.0 0.2 0.0

SEKm 2019 2018 Total other current receivables 4.6 2.1 0.2 0.0
Less than 3 months 17.2 13.6
3-6 months 1.4 0.9
More than 6 months 1.1 0.4

19.7 14.9

Note 15. Prepaid expenses and accrued income
THE CARRYING AMOUNTS, BY CURRENCY, FOR THE GROUP'S

TRADE AND OTHER RECEIVABLES ARE AS FOLLOWS Group Group Parent Company
Currency 2019 2018 SEKm 2019 2018 2019 2018
SEK 16.9 13.7 Accrued income 31.9 21.6 - =
EUR 35.1 37.3 Prepald rents 2.2 1.8 0.1 0.1
usD Lb.li 328 Prepaid insurance premiums 1.5 1.3 0.1 0.1
Wlhar currances 223 17.6 Other prepaid expenses 1.9 1.1 1.4 2.0
187 101.4 Total prepaid expenses and accrued income
’ ’ 47.5 36.1 1.6 2.2
CHANGES IN PROVISIONS FOR DOUBTFUL DEBTS Group
SEKm 2019 2018
Provisions at January 1 0.7 0.5 .
The year’s provisions for doubtful debts 1.1 0.5 NOte 16 Cash and cash equwalents
Receivables written off during the year as uncollectable -0.7 -0.1 Group Parent Company
Reversed unutilized amount -0.1 -0.2 SEK m 2019 2018 2019 2018
Provisions at December 31 1.0 0.7 - -
Cash in hand and bank deposits 60.7 1061 1.3 9.3
Credit quality Cash.a.nd cash eq.uwalents‘ at er.1c.i ?f year 60.7 106.1 1.3 9.3
The credit quality of trade receivables is deemed good, based on historical credit losses, and Unutilized committed credit facilities 2001  225.0 200.1  200.0
the risks are limited in view of the large size of the customer base. No individual customer Total available cash and cash equivalents 260.8 3311 201.4  209.3

accounted for more than 5% of total trade receivables at December 31, 2019.
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Note 17. Financialinstruments Net debt
The Group’s net debt at December 31, 2019 amounted to SEK -18.4m (103.3). The table below
SEK m, December 31, 2019 2019 2018 shows how the Group calculates net debt and what it includes.
Financial assets measured at amortized cost Group
Other non-current receivables 2.4 1.8
Trade receivables 66.6 63.2 SEKm : 2019 Ity
Other financial assets measured at amortized cost 69.6 381 Current borrowings 24.9 -
Cash and cash equivalents 607 1061 Current portion of non-current borrowings - -
Current portion of finance lease liabilities 13.1 1.6
Financial assets measured at fair value through profit or loss Total current borrowings 38.0 1.6

Derivative instruments - = .
Non-current borrowings

Financial assets measured at fair value through Non-current portion of finance lease liabilities 411 1.2
other comprehensive income -
. Total non-current borrowings 411 1.2
Other non-current securities - - -
Total 1993 209.2 Total borrowings 791 2.8
Cash and cash equivalents 60.7 1061
Financial liabilities measured at amortized cost Net debt -18.4 103.3
Lease liabilities 54.2 2.8
Liabilities to credit institutions 249 - Bank overdraft facility 2001 225.0
Trade payables 9.2 7.3 L i . .
Other liabilities excluding non-financial liabilities 14.2 17.8 The bank overdraft facility is not included in het debt. However, the bank overdraft facility can
be used for current and non-current borrowings.
Total 102.5 27.9
Interest-bearing liabilities
The Group's total interest-bearing liabilities at December 31, 2019 amounted to SEK 79.1m
Cash and cash equivalents (2.8), of which SEK 41.1m (1.2) pertains to non-current borrowings excluding those maturing in
Cash and cash equivalents, as defined by the Group, consist of cash in hand and bank the next 12 months. Non-current borrowings maturing within 12 months amount to SEK 38.0m
deposits. The table below shows performance measures for cash and cash equivalents. (1.6). The table below shows the carrying amounts of the Group’s interest-bearing liabilities.
The carrying amount of cash and cash equivalents corresponds approximately to fair value.
Group BORROWINGS Group
SEKm 2019 2018 Type of loan Interest rate Currency 2019 2018
Cash in hand and bank deposits 60.7 1061 Other non-current liabilities
Cash and cash equivalents 60.7 1061 Non-current bank loans in Sweden Variable SEK -
Finance lease liabilities Variable SEK 411 1.2
Current portion of non-current liabilities
Non-current bank loans in Sweden Variable SEK - -
Finance lease liabilities Variable SEK 13.1 1.6
Bank overdraft facilities Variable SEK 24.9 -

791 2.8

Information about measurement at fair value

For cash and cash equivalents, trade receivables, trade payables and borrowings, the
carrying amount is a good approximation of fair value since the maturity is short. For
borrowings, the carrying amount is a good approximation of fair value since the interest rate
is variable and the credit margin is relatively unchanged. Financial assets are measured at
fair value and are shown in the table below. Fair value is primarily based on own assumptions
according to Level 3. No financial instruments measured at fair value in the Group were
acquired/reclassified in 2019.
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CONT.NOTE 17.
Group and Parent Company Derivative
SEKm Total Shares instruments
Financial instruments measured at fair

value at end of year 0.0 0.0 0.0
Acquisitions during the year - - -
Reclassification during the year = = =
Unrealized change in value, recognized

in other comprehensive income - - -
Financial instruments measured at fair

value at end of year 0.0 0.0 0.0
Fair value in accordance with the three levels above:
Level 1: Quoted prices in an active market place.
Level 2: Pricing model mainly based on observable market data for the asset.
Level 3: Pricing model mainly based on own assumptions.
Note 18. share capital
A specification of changes in equity is found in the statement of changes in equity.
Number of shares: Class A Class B ClassC Total
Parent Company shares shares shares number
Number at January 1, 2018 100,000 12,532,061 - 12,632,061
New share issue March 2018 812,000 812,000
Non-cash issue April 2018 164,584 - 164,584
New share issue November 2018 359,688 359,688
Conversion of class C shares to

Class B shares December 2018 13,068 -13,068 0
Total number of shares at

December 31, 2018 100,000 13,521,713 346,620 13,968,333
Number at January 1, 2018 100,000 13,521,713 346,620 13,968,333
Conversion of class C shares to

Class B shares December 2019 8,762 -8,762 0
Total number of shares at

December 31, 2019 100,000 13,530,475 337,858 13,968,333

Share capital is divided between 13,968,333 shares, of which 100,000 are class A shares,
13,530,475 are class B shares, and 337,858 are class C shares. All shares have a quota value of
SEK 10. Class A and B shares grant equal rights to the company’s assets and profits. Class C
shares do not grant entitlement to dividends. Class A shares grant entitlement to ten votes and
class B and C shares to one vote. At general shareholder meetings, each holder of voting shares
is entitled to exercise the full number of votes held or represented by proxy without restriction.
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Note 19. Proposed appropriation of profits

The funds at the disposal of the Annual General Meeting are as follows (SEK]:

Share premium reserve
Retained earnings
Comprehensive income for the year

254,491,435.64
44,242,942.39
73,644,992.20

Total, SEK

The Board proposes that the profits be disposed of as follows:

Dividend of SEK 3.00 per share
To be carried forward to new account

372,379,370.23

40,891,425.00
331,487,945.23

Total, SEK

Note 20. Accrued expenses

372,379,370.23

Group Parent Company
SEKm 2019 2018 2019 2018
Accrued salaries and social security expenses 16.2 17.2 3.1 5.4
Other items 1.5 5.9 0.1 3.4
Total accrued expenses and deferred income 17.7 231 3.2 8.8
Note 21. Pledged assets

Group Parent Company
SEKm 2019 2018 2019 2018
To secure own liabilities
To secure pensions and similar obligations:
Direct pension obligations 1.8 1.8 1.4 1.4
To secure liabilities to credit institutions:
Machinery held under
- finance leases 3.7 2.8 - -
Total assets pledged to secure own liabilities 5.5 4.6 1.4 1.4
To secure other commitments
Guarantees - - - -
Total pledged assets 5.5 4.6 1.4 1.4

In addition to the above pledged assets in the Group, the Parent Company I.A.R. Systems
Group AB has committed financial support as needed to the Group company Secure Thingz Ltd.



Note 22. Participations in Group companies

Parent Company

Subsidiaries
I.A.R. Systems Group conducts operations in a number of different geographical markets,
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which means that the Group has subsidiaries in many parts of the world. The Parent Company
has control over a subsidiary when it is exposed to or has the right to variable returns from

S8 2019 Emetiis its involvement in the subsidiary and has the ability to use that control over the subsidiary to
Opening cost 476.2  189.4 influence its returns. All subsidiaries are directly or indirectly wholly owned by the Parent
Acquisitions 01 2819 Company I.A.R. Systems Group AB (publ).
Shareholder contributions (vesting warrants) 3.8 49
Closing accumulated cost 4801  476.2 Group composition
Information about the Group’s geographic operations at the end of the financial year
Opening impairment - - is provided below:
Closing accumulated impairment - -
Closing carrying amount 4801 476.2 Primary activity Geographic operations Dec 31,2019 Dec 31, 2018
Product development offices Europe 2 2
Product development offices Americas 1 1
Sales office Europe 2 2
Sales office Americas 1 1
Sales office Asia 4 3
PARENT COMPANY HOLDINGS
Carrying Carrying
amount amount
SEKm Corp. ID no. Domicile % of capital % of votes No. of shares 2019 2018
Direct holdings:
I.A.R. Systems AB 556230-7107 Uppsala, Sweden 100.0% 100.0% 22,846,224 163.6 162.7
Signum Systems Corp 1473886 Camarillo, USA 100.0% 100.0% 100,000 27.2 271
Secure Thingz Inc 813002824 Foster City, USA 100.0% 100.0% 8,640,112 289.3 286.4
YinvestMIR AB 559154-7699 Uppsala, Sweden 100.0% 100.0% 50,000 50 -
Indirect holdings through subsidiaries:
IAR Systems Software Inc 1830665 Foster City, USA 100.0% 100.0% - - -
I.A.R. Systems Ltd 83464820 Taipei, Taiwan 100.0% 100.0% = - =
IAR Systems GmbH HRB 175145 Munich, Germany 100.0% 100.0% - - -
IAR Systems KK 0111-01-034174 Tokyo, Japan 100.0% 100.0% - - -
IAR Software Technology Consulting (SH) Co. Ltd 660701822 Shanghai, China 100.0% 100.0% = - =
IAR Systems Korea Co 110111-4699679 Seoul, South Korea 100.0% 100.0% - - -
IAR Systems France Sarl 539357327 R.C.S. Paris Paris, France 100.0% 100.0% - - -
I.A.R. Systems Uppsala AB 556456-7690 Uppsala, Sweden 100.0% 100.0% - - -
Secure Thingz Ltd 09193626 Cambridge, England 100.0% 100.0% - - -
Closing carrying amount 480.1 476.2
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Note 23 Business combinations

Acquisition of Secure Thingz
On April 11, 2018, IAR Systems concluded the acquisition of Secure Thingz. At the beginning of
the 2018 financial year, IAR Systems owned approximately 10% of the shares in Secure Thingz.
IAR Systems acquired an additional 10% in the first quarter of 2018 and the remaining 80% on
April 11, 2018.

The total cost of acquisition and fair values have been determined provisionally, as they
are based on preliminary appraisals and subject to confirmation of certain facts. Thus, the
purchase price accounting is subject to adjustment.

COST, SEKm

Cash and cash equivalents 80% (acquired April 11, 2018) 171.3
Cash and cash equivalents 20% (acquired Q2 2017 and Q1 2018) 38.4
Non-cash issue 164,584 class B shares 39.7
Amount withheld according to contract 16.5
Share-based purchase consideration 6.9
Revaluation of previously acquired participation 17.5
Total cost of acquisition 290.3

The fair value of the 164,584 class B shares issued in the non-cash issue as part of the
purchase consideration for Secure Thingz amounts to SEK 39.7m, which is based on the
quoted share price on April 11, 2018 of SEK 241 per share. The new shares were subscribed
for by shareholders of Secure Thingz and issued against a contribution in kind, in the form
of shares in Secure Thingz Inc. The acquisition of Secure Thingz was a gradual process. 10%
of the company was acquired in the second quarter of 2017, another 10% was acquired in the
first quarter of 2018 and the remaining 80% in April 2018. In the interim report for January-
March 2018, the value of the holding was stated as about 20% of the fair value of the shares in
Secure Thingz, whereby the fair value corresponds to the measurement of the acquisition of
80% as of April 11, 2018. This entailed a change in the value of the holding of SEK 17.5m. The
amount withheld according to the contract referred to the share of the purchase consideration
that is to be paid 12 months after the acquisition, which took place in April 2019. This amount
was not subject to performance conditions on the part of the seller. Share-based purchase
consideration refers to the part of remuneration for the acquisition that entails the exchange
of an existing warrant program for employees in Secure Thingz. Stock option holders
exchange their stock options in Secure Thingz for new stock options in IAR Systems. The
economic value of the new warrants is to correspond to the value of the existing warrants.
Atotal of 575,000 stock options in Secure Thingz have been exchanged for 73,413 stock
options in [.LA.R. Systems Group AB in accordance with the approval from the Extraordinary
General Meeting held on June 15, 2018. Of the 73,413 stock options, 27,450 have an exercise
price of SEK 6.50 and 45,963 have an exercise price of SEK 26.00. The vesting of the stock
options in the warrant program will continue until October 2022.

Share-based purchase consideration is recognized as part of the purchase consideration
for warrants considered vested before the acquisition date. The share of the warrants
pertaining to vesting after the acquisition date is recognized as remuneration of personnel
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in pace with vesting of the warrants, either as a part of internally generated intangible assets
in accordance with the Group's recognition of expenditures for development or as an expense
in the period when they arise. The calculated economic value of the warrant program eligible
for exchange is SEK 17.2m. The value allocated to the period prior to the acquisition, and which
is thereby included in the purchase consideration, amounts to SEK 6.9m. The remainder of the
calculated value of SEK 10.3m is allocated to the period after the acquisition and is recognized
as above.
The assets and liabilities recognized due to the acquisition were as follows:

SEKm Fair value
Cash and cash equivalents 211
Trade receivables 0.3
Equipment 0.7
Other receivables 0.9
Deferred tax assets 7.3
Intangible assets: Technology 36.9
Deferred tax liabilities -6.4
Trade payables -0.2
Other current liabilities -3.8
Acquired identifiable assets 56.8
Goodwill on the acquisition date 2335
Acquired net assets 290.3

Intangible assets: Technology, attributable to Secure Thingz and the development of
technology for advanced embedded security solutions in the market for the manufacture of
connected devices (loT). The technology meets customer needs for security in embedded
systems. Goodwill arising from the acquisition of Secure Thingz is attributable to anticipated
sales growth and future cash flows. The item also includes anticipated synergies and human
capital of the work force as a whole. The aforementioned areas included in the goodwill

item cannot be recognized as separate intangible assets as they do not meet the criteria for
separate recognition. The remaining goodwill is not expected to be tax deductible.

Acquired assets
The fair value of acquired trade receivables totaled SEK 0.3m, which is equal to the
contractual gross amount and the amount expected to be received.

Revenue and earnings in acquired operations

The acquired operations contributed revenue of SEK 5.0m in 2018 and a net loss of

SEK -5.6m to the Group for the period April 12 to December 31, 2018. If the acquisition

had been undertaken on January 1, 2018, consolidated pro forma revenue and earnings

on December 31, 2018 would have amounted to SEK 5.2m and SEK -9.3m, respectively.
These figures were calculated by using the subsidiary’s earnings while adjusting for
differences in accounting policies between the Group and the subsidiary, and the additional
amortization and depreciation that would have resulted from the adjustment of fair value for
tangible and intangible assets from January 1, 2017, together with attributable tax effects.



CONT. NOTE 23.

PURCHASE CONSIDERATION - CASH OUTFLOW, SEK m 2019 2018
Cash consideration 18.6 1919
Less acquired cash and cash equivalents - =211
Net outflow of cash and cash equivalents 18.6 170.8

Acquisition-related costs

Acquisition-related costs amounted to SEK 0.0m (3.2) in 2019, and are included in other
expenses in profit or loss and in operating activities in the cash flow statement. Acquisition-
related costs directly attributable to the non-cash issue are included in the item other
expenses on the grounds that they are not considered of material value individually and

are therefore not recognized separately.

Note 24. Related party transactions

Of the Parent Company's total expenses of SEK 4.1m (7.1), 0% (0) pertains to purchases from
other companies in the Group. Of the Parent Company’s total sales revenue, 100% (100)
pertains to inter-company sales. Of the year’s total purchasing costs and sales revenue in
the subsidiaries, 0% (0) pertains to purchases from the Parent Company and 0% (0) to sales
to the Parent Company.

Transactions with other related parties
No transactions with related parties have taken place other than those stated in Note 6.
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The Board of Directors and the CEO hereby give their assurance that the consolidated financial statements have been prepared
in accordance with IFRS as adopted by the EU and give a true and fair view of the Group’s financial position and results of
operations. The annual report has been prepared in accordance with generally accepted accounting principles in Sweden
and gives a true and fair view of the Parent Company’s financial position and results of operations. The administration report
for the Group and the Parent Company provides a true and fair view of the business activities, financial position and results
of operations of the Group and the Parent Company and describes the significant risks and uncertainties to which the Parent
Company and the Group companies are exposed.

The annual report will be presented to the Annual General Meeting for adoption on April 29, 2020.

Stockholm, March 18, 2020
. >
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Stefan Skarin

President and CEO
Board member
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Maria Wasing
Board Chairman
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Kent Sander Fred Wikstrom Richard Lind Michael Ingeldog
Board member Board member Board member Board member

Our auditor’s report was submitted on March 18, 2020
Deloitte AB

Andreas Frountzos
Authorized Public Accountant
Auditor in Charge
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Auditor’s report

To the general meeting of the shareholders of [.A.R. Systems
Group AB (publ] corporate identity number 556400-7200.

Report on the annual accounts
and consolidated accounts

Opinions

We have audited the annual accounts and consolidated
accounts of .A.R. Systems Group AB (publ] for the financial
year 2019-01-01 - 2019-12-31. The annual accounts and
consolidated accounts of the company are included on pages
42-80in this document.

In our opinion, the annual accounts have been prepared
in accordance with the Annual Accounts Act and present
fairly, in all material respects, the financial position of the
parent company as of 31 December 2019 and its financial
performance and cash flow for the year then ended in
accordance with the Annual Accounts Act. The consolidated
accounts have been prepared in accordance with the Annual
Accounts Act and present fairly, in all material respects,
the financial position of the group as of 31 December 2019
and their financial performance and cash flow for the year
then ended in accordance with International Financial
Reporting Standards (IFRS), as adopted by the EU, and the
Annual Accounts Act. The statutory administration report is
consistent with the other parts of the annual accounts and
consolidated accounts.

We therefore recommend that the general meeting of
shareholders adopts the income statement and balance
sheet for the parent company and the group.

Our opinions in this report on the annual accounts and
consolidated accounts are consistent with the content of
the additional report that has been submitted to the parent
company's Board of Directors in accordance with the Audit
Regulation (537/2014) Article 11.

Basis for Opinions

We conducted our audit in accordance with International
Standards on Auditing (ISA) and generally accepted
auditing standards in Sweden. Our responsibilities under
those standards are further described in the Auditor’s
Responsibilities section. We are independent of the parent
company and the group in accordance with professional
ethics for accountants in Sweden and have otherwise
fulfilled our ethical responsibilities in accordance with
these requirements. This includes that, based on the best of
our knowledge and belief, no prohibited services referred

to in the Audit Regulation (537/2014) Article 5.1 have been
provided to the audited company or, where applicable, its
parent company or its controlled companies within the EU.
We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinions.

Key Audit Matters

Key audit matters of the audit are those matters that, in

our professional judgment, were of most significance in our
audit of the annual accounts and consolidated accounts of
the current period. These matters were addressed in the
context of our audit of, and in forming our opinion thereon,
the annual accounts and consolidated accounts as a whole,
but we do not provide a separate opinion on these matters.

Revenue recognition

Consolidated net sales amounts to SEK 405.6 (385.2) million
and derives from sales of both products and services. We
have classified this as a key audit matter since revenue

is significant and consist of a large number of smaller
transactions where product and services in some cases is
bundled into one customer offering. Promises of goods or
services to customers that’'s meets the criteria of being
distinct is accounted for as a performance obligation separate
from other promised goods or services. Revenue is recognized
when control of the underlying goods or services for that
particular performance obligation is transferred to the
customer. Identifying distinct promises (performance
obligations) requires management to make significant
judgements and estimates that may have a significant
impact on the Group's net sales and earnings.

For further information, please refer to the Group’s
accounting policies and description of significant estimates
and assumptions in note 1.

Our audit procedures included but were not limited to:

> evaluation of the appropriateness of Group's revenue
recognition principles and compliance with the same for
each significant revenue stream;
gaining an understanding of significant transactions flows
and review of key internal controls mitigating the risk of
significant financial statements misstatements;
detailed testing for a sample of revenue transactions
including identification of performance obligations
and testing of cut off based on transfer of control of
performance obligations;
detailed testing for a sample of revenue transactions
with respect of existence and completeness of revenue

v

v

v
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by comparing reported revenue with customer payments
and review of revenue accruals at year end; and

> evaluation of disclosures for applied principles and
recognized revenues.

Recognition and valuation of

capitalized software development cost

Consolidated capitalized software development cost
amounts to SEK 100.3 (66.7) million and includes internally
generated development costs. Development costs are
capitalized when the criteria’s, described in the Group's
accounting policies in note 1 are met.

The capitalization and subsequent measurement of
internally generated software are based on the management’s
assessment of the future economic benefits. There is a risk
that the development costs do not qualify for capitalization
which could have a significant impact on the Group’s
earnings and financial position.

For further information, please refer to the Group’s
accounting policies and description of significant estimates
and assumptions in note 1.

Our audit procedures included but were not limited to:

> evaluation of the appropriateness of Group's principles
for capitalization of internally generated software
development costs;
> gaining an understanding of the company’s process for
capitalization, amortization and impairment of capitalized
software development costs and review of key internal
controls mitigating the risk of significant financial
statement misstatements;
detailed testing for a sample of capitalized software
development costs and evaluation of management’s
assessment that capitalized development costs meets
the criteria for capitalization; and
evaluation of disclosures for applied principles and
recognized development cost.

v

v

Valuation of goodwill from the acquisition of Secure Thingz
In 2018, I.A.R. Systems Group AB acquired the controlin
Secure Thingz Inc. At the time of acquisition, goodwill from
the acquisition was valued at SEK 233.5 million. At the end
of 2019, the carrying value of the cash-generating unit

(CGU) Secure Thingz constitutes a significant portion of
Group's net assets. On an annual basis management tests
the carrying value of CGUs, to which goodwill has been
allocated to, for impairment. The impairment assessment of
Secure Thingz requires management assessment of future
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sale growth, profit margins, investment levels, discount
rates and terminal growth rate. Changes in assumptions
made may have a significant impact on the Group's earnings
and financial position.

For further information on the management’s assump-
tions and assessments, see the section on description
of significant estimates and assumptions in note 1 and
the section on impairment testing of intangible assets
in note 11.

Our audit procedures included but were not limited to:

» challenging key assumptions in management’s valuation
models including assumptions of sale growth, profit
margins, investment levels, discount rates and terminal
growth rate;

> testing of the mathematical accuracy of the cash flow
models and challenged and agreed the key assumptions
to the management approved business plans; and

> evaluating the adequacy of disclosures related to those
assumptions and CGU's to which the outcome of the
impairment tests are most sensitive.

Other information than the annual accounts

and consolidated accounts

This document also contains other information than the
annual accounts and consolidated accounts and is found
on pages 1-41. The Board of Directors and the Managing
Director are responsible for this other information.

Our opinion on the annual accounts and consolidated
accounts does not cover this other information and we do
not express any form of assurance conclusion regarding
this other information.

In connection with our audit of the annual accounts and
consolidated accounts, our responsibility is to read the
information identified above and consider whether the
information is materially inconsistent with the annual
accounts and consolidated accounts. In this procedure we
also take into account our knowledge otherwise obtained
in the audit and assess whether the information otherwise
appears to be materially misstated.

If we, based on the work performed concerning this
information, conclude that there is a material misstatement
of this other information, we are required to report that fact.
We have nothing to report in this regard.

Responsibilities of the Board of Directors

and the Managing Director

The Board of Directors and the Managing Director are
responsible for the preparation of the annual accounts
and consolidated accounts and that they give a fair
presentation in accordance with the Annual Accounts Act
and, concerning the consolidated accounts, in accordance
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with IFRS as adopted by the EU. The Board of Directors
and the Managing Director are also responsible for such
internal control as they determine is necessary to enable
the preparation of annual accounts and consolidated
accounts that are free from material misstatement,
whether due to fraud or error.

In preparing the annual accounts and consolidated
accounts, The Board of Directors and the Managing Director
are responsible for the assessment of the company’s and the
group’s ability to continue as a going concern. They disclose,
as applicable, matters related to going concern and using
the going concern basis of accounting. The going concern
basis of accounting is however not applied if the Board of
Directors and the Managing Director intends to liquidate the
company, to cease operations, or has no realistic alternative
but to do so.

Auditor’s responsibility

Our objectives are to obtain reasonable assurance about
whether the annual accounts and consolidated accounts

as awhole are free from material misstatement, whether
due to fraud or error, and to issue an auditor’s report that
includes our opinions. Reasonable assurance is a high

level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs and generally accepted
auditing standards in Sweden will always detect a material
misstatement when it exists. 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 annual accounts and consolidated accounts.

As part of an audit in accordance with ISAs, we exercise
professional judgment and maintain professional scepticism
throughout the audit. We also:

> ldentify and assess the risks of material misstatement
of the annual accounts and consolidated accounts,
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 opinions. The risk of not detecting a material
misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the
override of internal control.
Obtain an understanding of the company’s internal control
relevant to our audit in order to design audit procedures
that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of
the company’s internal control.

Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and

v

v

related disclosures made by the Board of Directors

and the Managing Director.

Conclude on the appropriateness of the Board of
Directors’ and the Managing Director’s use of the going
concern basis of accounting in preparing the annual
accounts and consolidated accounts. We also draw a
conclusion, based on the audit evidence obtained, as

to whether any material uncertainty exists related to
events or conditions that may cast significant doubt on
the company’s and the group’s ability to continue as a
going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s
report to the related disclosures in the annual accounts
and consolidated accounts or, if such disclosures are
inadequate, to modify our opinion about the annual
accounts and consolidated accounts. 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 a company and a group to cease to continue
as a going concern.

Evaluate the overall presentation, structure and content
of the annual accounts and consolidated accounts,
including the disclosures, and whether the annual
accounts and consolidated accounts represent the
underlying transactions and events in a manner that
achieves fair presentation.

Obtain sufficient and appropriate audit evidence
regarding the financial information of the entities or
business activities within the group to express an opinion
on the consolidated accounts. We are responsible for

the direction, supervision and performance of the group
audit. We remain solely responsible for our opinions.

We must inform the Board of Directors of, among other
matters, the planned scope and timing of the audit. We
must also inform of significant audit findings during our
audit, including any significant deficiencies in internal
control that we identified.

We must also provide the Board of Directors with a
statement that we have complied with relevant ethical
requirements regarding independence, and to communicate
with them all relationships and other matters that may
reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with the Board of
Directors, we determine those matters that were of
most significance in the audit of the annual accounts and
consolidated accounts, including the most important
assessed risks for material misstatement, and are
therefore the key audit matters. We describe these matters
in the auditor’s report unless law or regulation precludes
disclosure about the matter.

v

v

v



Report on other legal and regulatory
requirements

Opinions

In addition to our audit of the annual accounts and consoli-
dated accounts, we have also audited the administration
of the Board of Directors and the Managing Director of
I.A.R. Systems Group AB (publ] for the financial year
2019-01-01 - 2019-12-31 and the proposed appropriations
of the company’s profit or loss.

We recommend to the general meeting of shareholders
that the profit to be appropriated in accordance with the
proposal in the statutory administration report and that
the members of the Board of Directors and the Managing
Director be discharged from liability for the financial year.

Basis for Opinions
We conducted the audit in accordance with generally
accepted auditing standards in Sweden. Our responsibilities
under those standards are further described in the Auditor’s
Responsibilities section. We are independent of the parent
company and the group in accordance with professional
ethics for accountants in Sweden and have otherwise
fulfilled our ethical responsibilities in accordance with
these requirements.

We believe that the audit evidence we have obtained is

sufficient and appropriate to provide a basis for our opinions.

Responsibilities of the Board of Directors

and the Managing Director

The Board of Directors is responsible for the proposal
for appropriations of the company’s profit or loss. At
the proposal of a dividend, this includes an assessment
of whether the dividend is justifiable considering the

requirements which the company's and the group’s type
of operations, size and risks place on the size of the
parent company’s and the group’s equity, consolidation
requirements, liquidity and position in general.

The Board of Directors is responsible for the company’s

organization and the administration of the company’s affairs.

This includes among other things continuous assessment
of the company’s and the group’s financial situation and
ensuring that the company's organization is designed

so that the accounting, management of assets and the
company’s financial affairs otherwise are controlled in a
reassuring manner. The Managing Director shall manage
the ongoing administration according to the Board of
Directors’ guidelines and instructions and among other
matters take measures that are necessary to fulfill the
company’s accounting in accordance with law and handle
the management of assets in a reassuring manner.

Auditor’s responsibility
Our objective concerning the audit of the administration,
and thereby our opinion about discharge from liability, is to
obtain audit evidence to assess with a reasonable degree of
assurance whether any member of the Board of Directors
or the Managing Director in any material respect:
» has undertaken any action or been guilty of any omission
which can give rise to liability to the company, or
> in any other way has acted in contravention of the
Companies Act, the Annual Accounts Act or the Articles
of Association.
Our objective concerning the audit of the proposed
appropriations of the company’s profit or loss, and thereby
our opinion about this, is to assess with reasonable degree
of assurance whether the proposal is in accordance with
the Companies Act.

Stockholm, March 18, 2020

Deloitte AB

V4
7 e L'//‘"”é‘- —

Andreas Frountzos
Authorized Public Accountant
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Reasonable assurance is a high level of assurance, but is
not a guarantee that an audit conducted in accordance with
generally accepted auditing standards in Sweden will always
detect actions or omissions that can give rise to liability to
the company, or that the proposed appropriations of the
company’s profit or loss are not in accordance with the
Companies Act.

As part of an audit in accordance with generally accepted
auditing standards in Sweden, we exercise professional
judgment and maintain professional scepticism throughout
the audit. The examination of the administration and the
proposed appropriations of the company’s profit or loss
is based primarily on the audit of the accounts. Additional
audit procedures performed are based on our professional
judgment with starting point in risk and materiality. This
means that we focus the examination on such actions,
areas and relationships that are material for the operations
and where deviations and violations would have particular
importance for the company’s situation. We examine
and test decisions undertaken, support for decisions,
actions taken and other circumstances that are relevant
to our opinion concerning discharge from liability. As a
basis for our opinion on the Board of Directors’ proposed
appropriations of the company’s profit or loss we examined
the Board of Directors’ reasoned statement and a selection
of supporting evidence in order to be able to assess whether
the proposal is in accordance with the Companies Act.

Deloitte AB, was appointed auditor of . A.R. Systems
Group AB by the general meeting of the shareholders on
the 2019-04-24 and has been the company’s auditor since
2012-06-21.
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Corporate governance report

I.A.R. Systems Group is a Swedish public limited company
domiciled in Stockholm, Sweden. In 2019, the Group
conducted operations in Sweden, the UK, Germany, France,
the USA, Japan, Korea and China. The IAR Systems share

is quoted on the Mid Cap list of Nasdaq Stockholm.

SHAREHOLDERS
N\

| AUDITORS |—| AGM H

\
| AUDIT COMMITTEE |—| BOARD |—|

CEO

NOMINATING
COMMITTEE

REMUNERATION
COMMITTEE

The corporate governance report for 2019 has been
reviewed by I.A.R. Systems Group’s auditors, in accordance
with the provisions of the Swedish Annual Accounts Act.
Corporate governance in the Parent Company and the
Group is regulated by such documents as the Articles
of Association, the Swedish Companies Act and Nasdaq
Stockholm’s Rules for Issuers, which for IAR Systems
include application of the Swedish Code of Corporate
Governance (“the Code”) since July 1, 2008.
I.A.R. Systems Group’s Articles of Association can be
found at www.iar.com under the heading “Investors”.
I.A.R. Systems Group complies with the rules in the Swedish
Companies Act regarding the appointment and dismissal of
board members and regarding amendments to the Articles
of Association. I.A.R. Systems Group has not acted in
violation of any of Nasdaq Stockholm'’s Rules for Issuers
or generally accepted practices in the stock market.

Shareholders

I.A.R. Systems Group’s shares have been quoted on Nasdaq
Stockholm since 1999. The share capitalin [.A.R. Systems
Group consists of class A shares, which carry ten votes
each, and class B shares, which carry one vote each. In total,
there are 13,968,333 shares, divided between 100,000 class A
shares, 13,521,713 class B shares and 346,620 class C
shares. Class A and class B shares grant equal rights to the
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company’s assets and profits. Class C shares do not grant
entitlement to dividends. All of the class C shares are in
own holdings.

The number of shareholders in I.A.R. Systems Group at
December 31, 2019 was 7,500 (7,262). Of these shareholders,
430 (425) held more than 1,000 shares each. Foreign share-
holders held approximately 32% (32) of the share capital and
30% (30) of the votes. For additional information about the
shareholders and ownership structure, see pages 32-33.

General meeting of shareholders

The general meeting of shareholders is the highest
decision-making body through which the shareholders
exercise their influence over the company. Shareholders
who wish to participate in the general meeting, personally
or through a proxy, must be recorded in the share register
five weekdays prior to the general meeting and must notify
the company in the manner specified in the convening of
the meeting.

Notice of a general meeting is given through an
announcement in the official gazette Post- och Inrikes
Tidningar and on the company’s website (www.iar.com). On
the date of the notice, an announcement stating that notice
has been given is to be published in Svenska Dagbladet.

The Annual General Meeting (AGM] is to be held within
six months from the end of the financial year. At the AGM,
the shareholders resolve on the election of Board members
and, when appropriate, the election of auditors, the principles
for appointment of the nominating committee and discharge
from liability for the Board of Directors and the CEO for
the past year. The AGM also resolves on the adoption of
the financial statements, appropriation of profits, fees
for the Board of Directors and auditors and principles for
remuneration for the CEO and other senior executives.

2019 Annual General Meeting
The AGM re-elected sitting Board members Maria Wasing
and Kent Sander. Michael Ingeldg, Richard Lind and Fred
Wikstrom were elected as new Board members. The AGM
appointed Maria Wasing as Board Chairman.

It was furthermore decided that Board fees would be paid
in an annual amount of SEK 400,000 to the Board Chairman
and SEK 180,000 to each of the other Board members.

No fees are paid to the Board members who are employed
in the company.

The AGM resolved to appoint a nominating committee
according to the following. The Board Chairman is to
convene the company’s three largest shareholders in terms
of voting power, each of which is then to appoint a member to
the nominating committee. In addition, the Chairman of the
Board may be appointed to the nominating committee.

The AGM resolved in accordance with the Board's
proposal to pay a dividend of SEK 5.00 per share for the
2018 financial year.

The Board of Directors was authorized, on one or several
occasions during the period until the next AGM, to decide on
the issue of class B shares in a number equal to not more
than 10% of the existing share capital in the company on the
date of the AGM in exchange for non-cash consideration.
The motive for the authorization is to provide scope for
acquisitions with payment through a non-cash issue.

The Board of Directors was furthermore authorized to
decide on the repurchase of a maximum number of class B
shares whereby the holding of treasury shares at no time
exceeds 10% of all registered shares in the company. The
motive for the authorization is to give the Board greater
freedom of action in optimizing the company’s capital
structure. The AGM also authorized the Board to decide

on the sale of the company’s own shares as consideration
for the acquisition of companies or operations.

Board of Directors
The Board of Directors consists of five members elected by
the AGM and no deputies. The members elected by the AGM
are appointed to serve for the period until the next AGM in
accordance with the Code. There is no rule stipulating the
maximum period of time for which a member can serve on
the Board. The Board members and their dependency status
in relation to the company’s shareholders, etc., are shown
in the table on page 85.

The average age of the Board members is 53 years
and one of the five members is a woman. The nominating
committee considers all of the Board members except
one to be independent in relation to the company, its
management and the company’s major shareholders.
I.A.R. Systems Group meets the requirements in the



Code regarding the Board of Directors’ independence in
relation to the company, its management and the company’s
major shareholders.

Work and responsibilities of the Board
According to the Swedish Companies Act, the Board is also
responsible for ensuring that the Group’s organization is
suitably structured so that the company’s accounting, cash
management and other financial circumstances can be
controlled satisfactorily. The work of the Board is regulated
by the Swedish Companies Act, the Articles of Association,
the Code and the rules of procedure that are adopted yearly
by the Board. The rules of procedure describe the division
of responsibilities between the Board of Directors, the
Board Chairman and the CEO, and also contain provisions
to secure the Board's need for continuous information and
financial reporting, as well as instructions for the CEO.
Among other things, the rules of procedure state that the
Board Chairman and CEO are to work closely to monitor the
Group’s development and to plan and lead Board meetings.
The Chairman is responsible for ensuring that the Board
carries out an annual self-assessment of its performance
and evaluates its own work routines, and that the Board

is continuously provided with the information needed to
perform its duties effectively. The Chairman represents
the company in matters related to the shareholders.

The tasks of the Board are to formulate .A.R. Systems
Group’s overall goals and strategies, to prepare budgets
and business plans, to discuss and approve the annual
accounts and interim reports, and to establish key policies
and regulatory systems. The Board monitors the Group’s
financial performance, ensures the quality of the financial
reporting and internal control, and regularly follows up
and evaluates the business activities based on the Board's
established targets and guidelines. The Board also decides
on major investments and changes in [.A.R. Systems Group’s
organization and operations.

Work of the Board in 2019

In 2019, the Board held 12 meetings, of which six were
scheduled and six were extraordinary meetings. Each of the
regular meetings followed an approved agenda, and both the
proposed agendas and underlying documentation were sent
to the Board members prior to each meeting. The CEO and
certain other senior executives in the company took part in
Board meetings in a reporting capacity and the company’s

Remuneration
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CFO served as secretary of the Board. At the Board meetings,
the Board dealt with the fixed items on the agenda for

each meeting, such as the business and market situation,
financial reporting and monitoring, the company’s financial
position and investments. The Board members’ attendance
at meetings is shown in the table on page 86.

Remuneration to the Board

The Chairman and other members of the Board of Directors
are paid fees in accordance with the decision of the AGM.
No additional remuneration is paid for work on the Board's
committees. No Board fees are paid to members who
receive a salary from companies in l.A.R. Systems Group.
In 2019, this rule applied to Stefan Skarin.

Board committees and committee work

In order to address the Board members’ independence,
two committees have been established: the remuneration
committee and the audit committee, whose members are
appointed by the Board. The main task of these committees
is to prepare proposals for decision by the Board. The
committees do not constitute any delegation of the legal
responsibilities of the Board and its members. The issues

REMUNERATION TO THE BOARD

BOARD 2019 Elected Dependent committee Audit committee SEK thousand 2019 2018
Maria Wasing, Chairman 2015 No Chairman Chairman Maria Wasing, Chairman 388 J75
Kent Sander 2017 No Member Member Lisa Kaati' - 165
Michael Ingeldg 2019 No Member Member Kent Sander 173 165
Richard Lind 2019 No Member Member Helena Nordman-Knutson' - 110
Fred Wikstrom 2019 No Member Member Stefan Skarin' - -
Michael Ingelég? 90 -
Richard Lind? 90 -
REMUNERATION TO THE CEO AND OTHER SENIOR EXECUTIVES 2019 Fred Wikstrém? 90 -
Fixed Variable Pension Share-based ' Member until the Annual General Meeting on April 24, 2019.
SEK thousand Year salary remuneration Benefits costs remuneration Total 2 Member since the Annual General Meeting on April 24, 2019.
Stefan Skarin, CEO 2019 3,240 - 202 312 60 3,814
2018 3,240 1,598 163 312 138 5,451
Other senior executives 2019 6,671 - 189 1,209 144 8,213
2018 3,297 1,437 188 741 50 5,713
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dealt with at the committee meetings are reported verbally
to the Board at the following Board meetings. No additional
remuneration is paid for work on the Board’s committees.
See also page 88 for a description of the nominating
committee and other Board committees.

Auditors
The independent auditor is appointed by the AGM and its
task is to examine the company'’s financial reporting and
the administration of the company by the Board of Directors
and the CEO. The auditor was appointed by the 2019 AGM,
at which time Deloitte was elected as auditor to serve for
the period until the end of the 2020 AGM. Auditor in Charge
is Andreas Frountzos (born in 1981). In addition to I.A.R.
Systems Group, he has audit assignments for AdCity Media
AB, Edgeware AB, Hittapunktse AB and NEP Sweden AB.,
among others.

On two occasions during the year, the Auditor in Charge
met with the Board to present the focus and scope of the
audit, report his observations from the review of the interim

ATTENDANCE AT BOARD MEETINGS IN 2019

Feb Mar Mar
13 7 15 24

report at September 30, his evaluation of internal control
and the audit of the annual accounts for the 2019 financial
year. On one occasion during the year, the Board met
with the auditor without the presence of the CEO or other
members of the company’s management.

Deloitte issues an auditor’s report regarding . A.R.
Systems Group AB, I.A.R. Systems AB and the Group.
Deloitte also performs non-audit services for the companies
inthe I.A.R. Group. These have mainly consisted of tax
consultations in direct connection with the audit. For this
work, Deloitte invoiced a total amount of SEK 0.7m (0.2) in
2019. The auditor is paid fees in accordance with the decision
of the AGM. For information about fees to auditors in 2019
and 2018, see Note 5 on page 65.

CEO

The Board appoints the President of I.A.R. Systems Group
AB, who is also the CEO. The CEO is responsible for day-to-
day management of operations in the Parent Company and
the Group.

Apr Apr24 Jun Aug Sep Sep Nov Dec Dec
Stat. 3 21 10 25 7 12 23 Total

Maria Wasing, Chairman v v v v
Michael Ingelog?

Lisa Kaati' v v v v
Helena Nordman-Knutson' v v v

Kent Sander v v v v
Richard Lind?

Fred Wikstrom?

Stefan Skarin® v v v v

" Member until the Annual General Meeting on April 24, 2019.
2 Member since the Annual General Meeting on April 24, 2019.
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v v v v v v v v 12/12
v v v v v v v v 8/8

/A
3/4
v & v v v v v 12/12
v Y v v v v v v 8/8
v v Y v v v v v  8/8

11/M

$ Member since the Annual General Meeting on April 24, 2019,
thereafter present at Board meetings in capacity as CEQ.

The CEO supervises operations according to the instructions
adopted by the Board. He is responsible for ensuring that
the Board members are supplied with the necessary
information and decision data ahead of Board meetings,
presents reports and submits well-founded proposals

for decision. The CEO provides the members of the Board
monthly with the information needed to monitor the financial
position, activities and development of the Parent Company
and the Group and keeps the Board Chairman continuously
informed about operations.

The CEO takes the necessary measures to ensure that the
company’s financial accounting and reporting are carried
out in compliance with law and that financial management
is handled in a satisfactory manner. A more detailed
description of the division of responsibilities between the
Board and the CEO is provided in written instructions to
the CEO, which are updated annually.

Stefan Skarin has been President and CEO since
February 2008.

BOARD’S FINANCIAL CALENDAR

Quarter Month Activity

Q1 February  Meeting regarding year-end
report and the financial results
for the full-year

March Approval of the annual report

Q2 April Q1 report meeting
Statutory meeting

Q3 August Q2 report meeting

September Strategy meeting
Q4 November Q3 report meeting

December Meeting regarding business plan
and financial plan



Remuneration to the CEO
and other senior executives
The principles for remuneration to the CEO and other
senior executives are prepared by the remuneration
committee and presented to the Board, which puts forward
proposals for such principles for approval by the AGM. The
group Other senior executives refers to CFO and Product
Manager. For 2019, the Group applied the principles for
remuneration and other terms of employment for senior
executives that were approved by the AGM. Remuneration to
the CEO and other senior executives consists of fixed salary,
variable salary, pension and other customary benefits.
The maximum variable salary for the CEO and other senior
executives corresponds to 50% of fixed salary. Pension
benefits and other benefits are paid as part of the total
remuneration package.

In the event of dismissal by the company, the CEO and
other senior executives are entitled to full salary during
a notice period of 12 months and termination benefits
corresponding to a maximum of six monthly salaries.

Gender equality and diversity policy
Differences between people may include gender, ethnic
origin, age, disability, religion and sexual orientation, but
also experience, qualifications, living circumstances and
values. In combination, this creates a dynamic diversity,
which contributes new perspectives and ideas.

This collective diversity comprises IAR Systems’
expertise, which is a strategic asset in the Group’s business
and operational development. IAR Systems views gender
equality and diversity as both self-evident and a strength,
and therefore strives for diversity in its staffing profile and
in recruitment.

Our gender equality policy aims to discourage the
selection of individuals as members of different groups
based solely/primarily on gender, and to ensure that
groups are not made up solely of one gender.

Positions are filled based on the stipulated applicant
profile. When applicants have equivalent qualifications,
IAR Systems is to ensure that the company’s working groups
have a good structure and that IAR Systems uses the time
and expertise of its employees in a manner that promotes
the development of both the business and the individual.
When choosing suitable applicants for vacant positions,
the company must also work to achieve the broadest
possible mix of ages and ethnic backgrounds.

The objective is to achieve as even a distribution as possible
of all duties at the workplace, and for the company to
discourage gender marking of various tasks and positions.

During the year, the values and goals encompassed by
this policy played a distinct and active role in the company’s
daily activities.

Internal control

The Swedish Companies Act and the Swedish Code of
Corporate Governance state that the Board of Directors is
responsible for ensuring that the company has satisfactory
internal control, for staying informed about the company’s
internal control system and for evaluating the effectiveness
of this system.

Control environment

The basis for internal control in I.A.R. Systems Group is
the control environment, which includes the organizational
structure, decision-making paths, powers and responsi-
bilities. The control environment is documented and
communicated in the form of normative documents such
as internal policies, guidelines and instructions. These
include the division of responsibilities between the Board
of Directors and the CEO and instructions for signatory
powers, accounting and reporting.

Risk assessment

The Board of Directors has ultimate responsibility for

the company’s risk management. Controlled risk-taking

is achieved through a well defined organization and
decision-making procedures that include a high level of
risk awareness among the employees and the application
of uniform definitions and principles within an established
framework. The primary risk areas are the account closing
process in connection with financial reporting, operational
risks and legal risk.

Control activities over the financial reporting

The Group’s business processes include financial

controls that regulate approval and reporting of business
transactions. The account closing and reporting process
contains controls for aspects such as accounting, valuation
and disclosure requirements and regarding the application
of significant accounting policies and estimates both in the
individual subsidiaries and at the Group level.
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Certain subsidiaries in I.A.R. Systems Group have their own
financial directors that take partin planning and evaluation
of financial results in their units. Regular analysis of
financial reporting in the respective units covers significant
items such as assets, liabilities, revenue, expenses and
cash flow. For the subsidiaries that do not have their own
financial directors, a more in-depth analysis is carried out
at the Group level. Together with the analysis performed
at the Group level, this important aspect of internal control
contributes to ensuring that the financial reports contain
no material misstatements.

The quality of the external financial reports is safe-
guarded through a number of procedures and routines.
All reports and press releases are posted on |.A.R. Systems
Group’'s website in connection with publication.
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Remuneration committee

The remuneration and other terms of employment
for senior executives are to be designed to secure the
company'’s access to executives with the requisite
qualifications, at a cost that is adapted to company’s
circumstances and so as to ensure that they have the
intended effects on the company’s operations.

Remuneration committee, two meetings
Maria Wasing, Chairman

Michael Ingeldg, Richard Lind, Kent Sander

and Fred Wikstrém.

I.A.R. Systems Group's remuneration committee complies
with the provisions in the Code, which state, among other
things, that the members of the remuneration committee
are to be independent in relation to the company and its
management. All members of the remuneration committee
are independent in relation to the company, its management
and the company’s major shareholders. The remuneration
committee is appointed by the Board. The committee has
addressed matters of principle regarding variable salary for
senior executives and general matters related to guidelines
and policies for senior executives. The committee has

also dealt with the salary and other terms of employment
for the CEO.

Ahead of the 2020 AGM, the committee will prepare
proposed principles for remuneration and other terms of
employment for senior executives which the Board will
then present for approval by the AGM in accordance with
the Swedish Companies Act and the Code. All members
attended the committee’s two meetings.
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Audit committee

The audit committee comprises all Board members,
and monitors and evaluates the external audit process,
and is also responsible for supporting the work of the
Board in ensuring the quality of the company’s financial
reporting, maintaining continuous contact with the
company’s auditor and studying and assessing reports
from the independent auditor.

Audit committee

Maria Wasing, Chairman

Michael Ingeldg, Richard Lind, Kent Sander
and Fred Wikstrom.

The committee is responsible for assessing the auditors’
independent status in relation to the company, including

the scope of the auditors’ non audit-related services for

the company.

Nominating committee

The Code states that the nominating committee is a body

of the AGM whose only task is to prepare and put forward
proposals for resolution by the AGM regarding election and
remuneration and, when appropriate, procedural matters
for the upcoming nominating committee. Regardless

of how they have been appointed, the members of the
nominating committee are to serve the interests of all
shareholders.

Nominating committee, four meetings
(up to and including March 16, 2020)

Jonas Eixmann, Andra AP-fonden, Chairman
Malin Bjérkmo, Handelsbanken Fonder, and
Jonas Wikstrém, appointed by Stefan Skarin.

The AGM on April 24, 2019 resolved to appoint a nominating
committee according to the following principles. By
September 30, 2019, at the latest, the Board Chairman shall
convene the three largest shareholders in the company

in terms of voting power, each of which shall then appoint

a member to the nominating committee. In addition, the
Chairman of the Board may be appointed to the nominating
committee. The composition of the nominating committee

is to be made public not later than six months prior to the
2020 AGM. In the event of material changes to the ownership
structure, the composition of the nominating committee may
be changed in accordance with the above policies.

The nominating committee has interviewed all the
Board members and evaluated the Board’s performance,
qualifications and composition. In its evaluation of the
Board, the nominating committee has placed particular
emphasis on the requirement for diversity and breadth
on the Board and the requirement to strive for an even
gender distribution. Shareholders were welcome to
submit proposals and viewpoints to the nominating
committee. The nominating committee’s proposals have
been announced in the notice to attend the AGM, on the
company’s website and at the 2020 AGM.

The members have not received any fees or remuneration
from I.A.R. Systems Group for their work on the nominating
committee. All members have attended the nominating
committee’s three meetings.



Proposals to be submitted to the 2020 AGM for resolution:

> Chairman of the AGM
> The number of Board members and amount of

Board fees, divided between the Chairman and

other Board members
> Election of Board members and the Board Chairman
> Election of auditor and fees to the company’s auditor
> The nominating committee ahead of the 2021 AGM

The Auditor’s examination of the
corporate governance statement

To the general meeting of the shareholders of
I.A.R. Systems Group AB (publ) corporate identity
number 556400-7200.

The Board of Directors is responsible for that the corporate
governance statement on pages 84-88 has been prepared
in accordance with the Annual Accounts Act.

Our examination of the corporate governance statement
is conducted in accordance with FAR s auditing standard
RevU 16 The auditor’s examination of the corporate
governance statement. This means that our examination
of the corporate governance statement is different and
substantially less in scope than an audit conducted in
accordance with International Standards on Auditing and
generally accepted auditing standards in Sweden. We believe
that the examination has provided us with sufficient basis
for our opinions.

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

Stockholm, March 18, 2020

/‘/} //

/

Deloitte AB

Andreas Frountzos, Authorized Public Accountant
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Board of Directors

Fred Wikstrom Board member

Bornin: 1970.

Board member: Since 2019.

Education: LL.M. from Stockholm University.

Employment and other board assignments: Fred is a
Managing Partner and founder of Southwik, which specializes
in corporate finance and M&A advisory services.

Work experience: Fred has over 15 years’ experience of
starting, developing and operating companies. As a founder of
POC, he was involved in building the company from a concept
into an internationally successful company in its niche.

Shareholding: 118,159 class B shares (including related
parties” holdings) (February 29, 2020).

Independent in relation to the company and management.
Independent in relation to the company’s major shareholders.

Michael Ingeldg Board member

Bornin: 1971.

Board member: Since 2019.

Education: BSc in business administration from

Uppsala University.

Employment and other board assignments: Michael is CEO
and founder of MiMain, Chairman and co-founder of Stabelo,
Chairman of Zodiac Seven Ltd, Deputy Chairman of Basware
0Y and a Board member of Cellcomb and Fundcurve.

Work experience: Michael has had a long careerin the
finance sector in various senior positions, both in Sweden

at Svenska Handelsbanken and UBS and for 12 years in
London at Deutsche Bank and Credit Suisse. Michael also has
extensive experience of corporate development as both an
investor and an advisor.

Shareholding: No holdings (February 29, 2020).
Independent in relation to the company and management.

Independent in relation to the company’s major shareholders.
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Maria Wasing Board Chairman

Bornin: 1970.

Board member: Since 2015 and Chairman since 2017.
Education: BA in marketing and organizational theory
from the University of Arkansas at Little Rock.
Employment and other board assignments: EVP/CO0

at Axiell, Board member of Front|T AB.

Work experience: More than 20 years’ experience of
software companies and the online industry, having held
several senior positions in marketing, communication, sales
and partner strategy at companies such as EpiServer and
Industri-Matematik.

Shareholding: 500 class B shares (February 29, 2020).
Independent in relation to the company and management.
Independent in relation to the company’s major shareholders.

Kent Sander Board member

Bornin: 1953.

Board member: Since 2017.

Education: BSc in business administration from
Stockholm University.

Employment and other board assignments: Kent is Board
Chairman of Tobii, Serneke Group and OnePhone Holding,
and a Board member of BT OnePhone Ltd, Expander Business
Consulting, Edgeware, Incell International, Gamingzone
Entertainment and Triboron.

Work experience: Kent has over 30 years’ experience from
leading positions in international telecom and high-tech

IT companies. He has served as CEO of TruePosition and
had a long career at Ericsson, including a role as Executive
VP Sales in the USA.

Shareholding: No holdings (February 29, 2020).
Independent in relation to the company and management.

Independent in relation to the company’s major shareholders.

Richard Lind Board member

Bornin: 1964.

Board member: Since 2019.

Education: IHM and several internal training programs at
Microsoft. Microsoft/Wharton internal MBA program.
Employment and other board assignments: Richard is
Chairman of Flowmotion AB and has a number of advisory
assignments for such companies as Innovation Strategy
Forum, Intphiz AB, DePalma Workwear and PerformanceSKS8.
Work experience: Richard has extensive experience of the
technology sector after serving in various senior positions,
both internationally and in Sweden, at companies such as
Microsoft for the past 18 years, most recently as CTO with
responsibility for the Internet of Things.

Shareholding: 1,000 class B shares (February 29, 2020).
Independent in relation to the company and management.
Independent in relation to the company’s major shareholders.
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Group Management

Elin Soderlind HR Director IAR Systems

Bornin: 1981

Education: MSc in sociology, specializing in work,
organization and human resource management,

Uppsala University

Work experience: Elin has experience of working in a wide
range of areas in HR, at both the operative and strategic
level. She has worked in various HR roles with several major
employers such as Uppsala Municipality, PostNord and Region
Uppsala. Her various assignments and roles have provided
her with the opportunity to specialize in certain areas, but
also to work extensively across the many areas of HR.

Shareholding: -
Warrant holding: -
(February 29, 2020)

Stefan Strom chief Financial Officer of I.A.R. Systems
Group AB

Bornin: 1958.

Education: MBA from Lund University.

Work experience: Stefan has served as Chief Operating
Officer (CO0), CEO (2006-2008) and CFO of I.A.R. Systems
Group AB since 1997 (formerly Intoi AB). Stefan was a driving
force behind the acquisition of IAR Systems in 2005 and Intoi’s
focus on IAR Systems in 2011.

Shareholding: Via endowment insurance, and 300 class B
shares (wife).

Warrant holding: 10,000 share warrants.

(February 29, 2020)
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Anders Holmberg chief Strategy Officer at IAR
Systems

Bornin: 1967.

Education: BSc in mathematics and computer science
from Uppsala University.

Work experience: Anders Holmberg has worked at IAR
Systems for 17 years. He has a background in numerical
analysis and started his career working on parallel
computers and super computers during the early 1990s.
Since then, he has worked as a university lecturer, technical
consultant, C/C++ developer and development manager.
Over the past ten years, Anders has focused on advanced

tools for developing embedded systems.

Shareholding: -
Warrant holding: 51,000 share warrants.
(February 29, 2020)

Stefan Skarin ceoof IAR Systems and [.LA.R. Systems
Group AB

Bornin: 1962.

Education: IHM Business School and economics studies at
Stockholm University.

Work experience: Stefan has been CEO of IAR Systems
since April 2009. Stefan has been a Board member of [.LA.R.
Systems Group AB (formerly Intoi AB) since 2002 and CEO

since February 2008 (as well as CEO between 2001 and 2006).

As CEO of Intoi, Stefan was a driving force behind Intoi’s
acquisition of IAR Systems in 2005 and Intoi’s focus on IAR
Systems in 2011. Stefan has over 30 years’ experience in
the IT and software industry, including as Sales Director at
Adobe Nordic, CEO of Interleaf Norden and several senior
international positions at Oracle Corporation.

Shareholding: Via endowment insurance.
Warrant holding: 50,000 share warrants.
(February 29, 2020)

Haydn Povey cEo of Secure Thingz

Bornin: 1970.

Education: MSc in electrical engineering, University of Kent.
Work experience: Haydn Povey, well-known security expert
and Board member of the loT Security Foundation, has held
senior positions at global technical companies for more

than 20 years, including over ten years at Arm. In his most
recent role at Arm, he led the company’s security strategy in
the mobile and loT domains, which entailed participating in
discussions concerning security standards at the government
levelin the USA as well as the UK. Haydn also helped lead the
development and market introduction of the Arm Cortex-M
processor family, which now dominates the embedded

systems and loT markets.

Shareholding: 135,417 class B shares.
Warrant holding: 21,000 stock options.
(February 29, 2020)

Carl Johan Toll T Manager and COO at |.A.R. Systems
Group AB

Bornin: 1962.

Education: Mathematics and computer engineering at
Uppsala University.

Work experience: IT Manager at SDR Svensk Direktreklam
and various roles at Nocom for 15 years.

Shareholding: 2,000 class B shares.
Warrant holding: 4,000 share warrants.
(February 29, 2020)

Andreas Frountzos Auditor
Bornin 1981. Authorized Public Accountant.
Auditor for [LA.R. Systems Group AB since 2019.
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Industry-specific glossary

8-, 16-, 32-bit

Processor architectures vary in complexity and size.
8-, 16- and 32-bit define the amount of code and data
the processor can address.

Application

An application is another word for a program
developed by the user of IAR Systems’ tools, to
be run on a processorin an embedded system.

Architecture

A microprocessor architecture is a specific
combination of integrated circuit design and
instructions that control how the processor works.

Arm

Arm is a multinational company that licenses a
standard for processors and sells this to processor
makers worldwide. IAR Systems is the tool supplier
that supports the most Arm-based processors in
the market for embedded systems.

C-RUN

C-RUN is an add-on product for IAR Embedded
Workbench that analyzes the code when it is executed
in a developer’s application. By using C-RUN,
developers can identify errors and bugs at an

early stage of the development process.
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C-STAT

C-STAT is an add-on product for IAR Embedded
Workbench that executes a static code analysis.
Using C-STAT, developers can verify the quality of
the code at an early stage and ensure compliance
with rules and coding standards.

C-Trust

C-Trust is an add-on product for IAR Embedded
Workbench that makes it possible for developers to
automatically use secure and encrypted code.

Debug probe

A debug probe is an electronic tool that measures how
a processor works when the program code is executed
and can therefore be used to locate problems and
errors in a program that a developer has created.

Debugger

A debugger is a software that helps programmers to
locate problems and errors in a program by analyzing
and showing what is happening “under the surface”
when the program code is executed, often with the
help of a debug probe.

Embedded Trust

Embedded Trust is software that makes implementing
security in embedded systems easy and efficient.
Embedded Trust is tightly integrated with IAR
Embedded Workbench.

Functional safety

Functional safety focuses on protecting people
and physical property from damage. It is crucial
that embedded systems used, for example,

in the automotive industry, medical technology
and industrial automation, meet the industry
requirements and standards for functional safety.

IAR Embedded Workbench

IAR Embedded Workbench is a software and a
complete set of development tools that is used to
program processors in embedded systems. The most
important of these include a compiler, a debugger,

an editor in which source code can be written, and a
linker that combines smaller program segments into
an executable program.

IAR Visual State

IAR Visual State is a software for programming
embedded systems based on state machines and
enables efficient design of complex applications.

Embedded system

An embedded (computer) system consists of one

or more microprocessors with related circuits and
the software that is run in the system. Embedded
systems control the functions in digital products such
as industrial robots, reversing cameras, credit card
readers, dishwashers, etc.



Integrated circuit

An integrated circuit is a small, typically rectangular
silicon substrate onto which micrometer-sized
transistors are mounted, sometimes in numbers of
more than one million.

Internet of Things

The Internet of Things (IoT) is a collective term for
the trend of equipping objects, such as machinery,
vehicles and household appliances, with sensors
and processors so that they can perceive and
communicate with the world around them.

Compiler

A compiler is a computer program (or set of programs)
that transforms source code written in a programming
language into instructions that the microprocessor
can understand and execute.

Source code

Also referred to as program text, program code or
sometimes simply program or code, source code
comprises instructions, data and comments in a
specific programming language. Programmers use
source code to write, correct and make changes.

Microprocessor

A microprocessor consists of a single integrated
circuit (or at most a few integrated circuits). The
circuit incorporates the functions of a computer’s
central processing unit (CPU] with storage of code
and data.

Processor

When the word is used in connection with IAR
Systems’ products, processor is an abbreviation
of microprocessor.

Renesas

Renesas is one of the world’s largest processor vendors,
with a wide product portfolio and a longstanding
partnership with IAR Systems. IAR Systems is the

tool supplier in the embedded systems market that
supports the most Renesas processors.

RISC-V

RISC-V is a processor architecture similar to the
Arm architecture in structure, but created with open
source code.

Security

There is an important distinction between safety,
meaning protection against damage, and security,
meaning protection against risks. Security involves
ensuring that something does not occur, while safety
is about minimizing the damage if something does
occur. The term safety is used, in particular, when
referring to protection against damage to people
and property. Security is often used in connection
with data security and mainly refers to protection
against unauthorized access, data theft, unauthorized
changes or sabotage, for example, by hackers.

Sources: IAR Systems, Wikipedia, IDG’s dictionary.
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2020 Annual General Meeting

The Annual General Meeting of I.A.R. Systems Group AB (publ), corporate identification
number 556400-7200, will be held at 6:00 p.m. on Wednesday, April 29, 2020, at
Sparvagnshallarna, Birger Jarlsgatan 57 A in Stockholm.

From the end of March, I.LA.R. Systems Group’s annual report will be available on IAR Systems’
website (www.iar.com/investors) and at the company'’s offices at Kungsgatan 33 in Stockholm
and Strandbodgatan 1in Uppsala, Sweden.

Notification

Shareholders who wish to participate in the Annual General Meeting ("AGM”) must:

> berecorded in the share register maintained by Euroclear Sweden AB not later than Tuesday,
April 22, 2020, and

> provide notification of their intention to participate in the AGM not later than Thursday, April 24,
2020, in writing to I.A.R. Systems Group AB (publ), Kungsgatan 33, SE-111 56 Stockholm, Sweden,
or via the company’s website www.iar.com/investors.

The notification should include:
> name, address, telephone number, personal or corporate identification number and registered
shareholding.

To be entitled to participate in the AGM, shareholders whose shares are registered in the name of a
nominee should request that the shares be temporarily re-registered in their own name in good time
prior to April 22, 2020. When applicable, proof of authorization, such as proxy forms and certificates
of registration, should be sent to the company prior to the AGM. Shareholders who wish to be
accompanied by one or two assistants must inform the company by the same date and in the same
manner applicable to shareholders.

FINANCIAL CALENDAR

INTERIM REPORT JAN-MAR 2020 APRIL 29, 2020
2020 ANNUAL GENERAL MEETING APRIL 29, 2020
INTERIM REPORT JAN-JUN 2020 AUGUST 26, 2020
INTERIM REPORT JAN-SEP 2020, NOVEMBER 5, 2020

JAMES LEE, Field Application Engineer
(FAE) at our office in Seoul, South Korea.
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